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Abstract
Ermias Berhan

Addis Ababa university school of commerce July 2017

The research study achieved its aims of defining and assessing the effect of reward system on
perceived employee performance in national bank of Ethiopia, Addis Ababa-Ethiopia. The
purpose is to examine the effect of reward systems on the dimensions of employees’ perceived
performance. This study also attempted to investigate what types of reward system financial or
non-financial contribute to the employee better performance. Both qualitative and quantitative
research methods were applied. In order to select the respondents from the total population of
950, stratified sampling method was applied. The sample size determination comes with 258
samples to be taken in to the study. . Survey data collected from respondents analyzed using
descriptive, correlation and regression analysis. The findings of the study indicated that there was
a significant relationship between reward system and employee performance in general and
financial and non-financial rewards in particular. The financial reward component base pay
positively and significantly influenced employees’ working performance (r=0.264, p<0.01) While
from non-financial dimension, career development highly correlated (r=0.559, p< 0.01). In
addition, the findings of the study revealed that financial rewards (r=0.333, p<0.01) strongly
affect employees’ perceived performance than non-financial rewards (r=0.253, P<0.01).Finally,
it is the recommendations of the research study that reward systems have an impact on employees’
performance (r=0.516, .p<0.01) and the researcher observed that there was a significant

difference in its effect due to demographic factors.

Key words: Financial rewards, Non-financial rewards, base pay, performance based bonus
benefit, recognition, career development, working condition and employees’ perceived
performance.

The Effect of Reward System on Employees Perceived Performance. By Ermias Berhan A.A.U..S.C 2017 Page VI



CHAPTER ONE

INTRODUCTION

1.1 Background of the Study

Nowadays, business organizations operate in a complex and changing environment that greatly
influences their growth and profitability. The constant changes occurring in the world, especially
with regards to technology and innovation enforce companies to reassess the manner in which
they communicate to both their employees and their customers. To cope with these changing
environment organizations need to use their resource effectively. Their resource may be
available in human and non-human aspect. Undoubtedly, the most important factor is human in

organizations (Armstrong 2005).

One of the main management strategies of the organizations is to invest in employees.
Organizations are seeking to develop, motivate and increase the performance of their employees
in a variety of human resources applications because the survival and competitive advantage of
any organization depends on the quality of human resources (Armstrong 2005).

Moreover, in this competitive environment organizations are highly realizing that they have to
establish an equitable balance between the employee’s contribution to the organization and the
organization’s contribution to the employee. Establishing this balance is one of the main reasons

to reward employees and achieve high organizational performance through them.

Employees are valuable resource of any organization. Employee’s productivity and performance
has been main concern of organizations. Rewarding employees for productivity is the focus of
business organization. The ability to attract and retain competent workforce, as well as keep
those highly motivated has however become a great challenge. Employers now require their
employee“s to do more with less, while employees on their part, are asking for more incentives.
This requires that organizations should device a system that will strike a balance, if they want to

continue to have increased organizational performance (Losey 2005).
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In the real world, it is very important to reward high performance levels because it motivates and
controls the performance. Indeed, reward strategies should include non-financial and financial

rewards. It helps any organization to attract, maintain and inspire skillful competent and capable

employees to make the organization prosperous. Although some benefits are provided in
financial forms, such as salary and competitive pay, there are a lot of non-financial benefits
which firms can provide to its employees. Therefore, for a manager, it is necessary to know what
really inspires employees to perform the given task (Taylor & Francis 2005).

According to Lawle (2000, p.21) “Employee rewards system refers to programs by different
organizations to reward performance and motivate employees on individual or group level”. So
reward systems in any organization are a fundamental tool and play an important role as far as

employee motivation and performance was concerned.

Cowherd & Levine (1992) pointed out that reward systems have a critical role in determining
the organization’s ability to attract high potential employees and to retain high performing
employees to achieve greater levels of quality and performance and in designing a reward
system, the organization should specify group or organizational goals to be achieved and specific

behaviors or performance that will attract rewards.

On the other hand, Nelson (1997) explains there are other means to reward employees that do not
just focus on financial compensation. Some of these include the praise that employees are able to
acquire from their managers, the opportunity to take on important projects or tasks, and even

leadership attention.

This is largely due to the fact that the well-rewarded employee feels that he/she is being valued
by the company that he/she is working for. They are also encouraged to work harder and better if
they are aware that their well-being is taken seriously by their employers, and that their career
and self-development are also being hone and taken care of by their company. Thus, it is a
constant and continuous challenge for companies to really work on understanding what factors
contribute to improve performance levels of their employees. Aside from working on satisfying
their customers, it is crucial that companies also work on identifying the reward practices or

motivators that boost the performance of their workforce.
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From different literatures reviewed for the purpose of this study there are variations what type of
reward can help to perform their jobbing. These differences happen due to factors like: type of
industry/sector, demographic variables, level of development of the country. Therefore the paper

tries to find out possible relationships that exist between reward and employee performance.

1.2 Back Ground of the Organization

The National Bank of Ethiopia was established in 1963 by proclamation 206 of 1963 and began
operation in January 1964. Prior to this proclamation, the Bank used to carry out dual activities,
i.e. commercial banking and central banking. The proclamation raised administrative autonomy
and juridical personality. Following the proclamation the National Bank of Ethiopia was
entrusted with the following responsibilities

» To regulate the supply, availability and cost of money and credit.

» To manage and administer the country's international reserves.

\4

To license and supervise banks and hold commercial banks reserves and lend money to
them.

To supervise loans of commercial banks and regulate interest rates.

To issue paper money and coins.

To act as an agent of the Government.

YV V VYV V

To fix and control the foreign exchange rates.

However, monetary and banking proclamation No. 99 of 1976 came into force on September
1976 to shape the Bank's role adoring to the socialist economic principle that the country
adopted. Hence the Bank was allowed to participate actively in national planning, specifically
financial planning, in cooperation with the concerned state organs. The Bank's supervisory area
was also increased to include other financial institutions such as insurance institutions, credit
cooperatives and investment-oriented banks. Moreover the proclamation introduced the new
Ethiopian currency called 'birr' in place of the former Ethiopia Dollar that eased to be legal

tender thereafter.
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The proclamation was in force till the new proclamation issued in 1994 to reorganize the Bank
according to the market-based economic policy so that it could foster monetary stability, a
sound financial system and such other credit and exchange conditions as are conducive to the

balanced growth of the economy of the country.

The vision, mission and goals of the National Bank of Ethiopia has emanated from the overall
vision of the government which is "to see a country, wherein democracy and good governance
are prevailed upon the mutual consent and involvement of its people, wherein social justice is
reigned, and wherein poverty reduced and income of the citizens reach to a middle economic

level (http://www.nbe.gov.et)

1.3 Statement of the Problem

Studies (Ayesha, Aslam, Amna Ghaffar, Tahleel Talha and Hina Mushtag, 2015) have shown
that the reward process is a major control or influence mechanism available to organizations.
Reward is one of the most important elements which motivate employees to contribute their best
effort, to generate innovative ideas that lead to better business functionality and further improve
company performance both financially and non-financially. Philip’s (2014) fining concludes that
reward systems in any organization are a vital tool and play an important role as far as employee

performance was concerned.

The way organizations managed their reward determined or influenced the attitudes of
employees towards work, as well as their performance. He also theorizes that employee’s
rewards policy in any organization controls the behavior and pattern of work hence a major

driving force towards organizational development.

On the other hand, researchers (Nnaji & Nnadozie 2015) do not agree on predictable influence
on individual behavior. They assert that employee performance is not only subjected to reward

process. Some environmental factors may help to boost or demolish determined result.

Roberts (2005) descriptively affirmed that a proper understanding of the effect of reward process

on employee performance helps to enhance organizational performance.
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According to Ronald & Cary (2005) any organization in general needs employees who are
capable to perform their duty. The National banks in particular needs employees who can
perform well. For without them customer satisfaction as well as basic function of the bank would
also be affected. To use employees* full capacity and to get jobs done, national banks first and
foremost must care of their employees. Whatsoever the authority and the power given to the
national bank, what so ever the regulation and the policy framed, it is difficult to be productive

unless the employees perform and execute the given policy.

In case of National Bank of Ethiopia (hereafter NBE) the exit interview which compiled by
Human Resource planning and development team from (2013-2016) on average indicated that,
the major reasons for leaving NBE were the problem of reward System. The report Points out on
average. Lack of reasonable reward (54.14%), to start their own business (22.8%), lack of good
governance (4.4%), and health related problems (6%) to attend further education abroad (2%)
other reasons (10.66%). From the report it can be implied that the reward issue is the main
reason to leave. The Studies by (Payam, Ali, Seyed &Mahmood, 2013) justify that the
management of rewards process should be helpful to the firm to realize its goals by keeping the

people’s needs, and by developing their performance.

From researcher’s preliminary study, even though there are different financial and non-financial
rewards including fuel allowance, medical coverage, representing allowance, annual bounces,
insurance benefit, emergency loan, subsidized cafeteria) in NBE, there is no any empirical
evidence how this reward practices affect employee performance in particular and bank

performance in general.

From informal interviews with employees, all reward practice is said to be not enough with the
increase in cost of living. In addition, they reveal that design of different financial and non-
financial reward systems are not fitting with their personal goal or interest. This may affect their
performance adversely. Because Philip (2014) found out that employees performance is
dependent on the way they are treated in the organization and the extent to which organizational
strategy fits with employees interest. So this research is aimed at investigating the effects of

reward practice on employee performance in NBE using cross-sectional regression.
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1.4 Research Questions

The main emphasis of the research is to investigate the effects of reward system (independent

Variable) on employees™ performance (dependent variable) as per the questions listed below

1. To what extent do reward practice related to employee performance in NBE?

2. To what extent do non-financial rewards affect employee performance?

3. To what extent do financial rewards affect employee performance?

4. Which of the two types of rewards (financial and non-financial) has high effect
on employees work performance in NBE?

5. Towhatextent do demographic factors moderate reward system on employee

performance in NBE?

1.5 Research Objective

The focus of this study is to determine the effect control variables on employee performance at

National Bank of Ethiopia. Moreover, the study reaches the following specific objectives
1. Investigate the level of effect of reward system on employee’s performance in NBE.
2. Investigate the effect of financial reward on employee performance in NBE.
3. Investigate the effect of non-financial reward on employee performance in NBE.
4. Determine if there is any difference in the level of performance due to financial and

non-financial rewards in NBE.

o

Determine the effect of reward system on employee performance due

demographic factors in NBE employees.
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1.6 Research Hypothesis

The formulated research hypotheses are

H 1 : Reward system significantly affect employee’s performance
H 2 : Financial rewards significantly affect employee’s performance
H 3. Non-financial rewards significantly affect employee’s performance

H 4 Financial and non-financial reward affect employee performance differently

AN N NN

H 5 : Demographic factors moderate the relationship between reward and employee

1.7 Scope /Delimitation of the Study

To make this research manageable, the scope of the study is limited to employees of the National
Bank of Ethiopia with a working experience of one or more years. In addition, study only
confined to reward system particularly financial and non-financial rewards. Financial rewards
focus only salary/base pay, performance based cash bonuses and benefits while none financial

rewards focus work condition/autonomy, Recognition and career development.

In case of demographic factor only age, gender, income level and marital status will take in to
account. Besides, the study covers only permanent employee without part timer or contract

workers, researchers and top managers.
Lastly, for the sack of quality and specialization and to cope with the available time and resource

constraints, this study focuses only the reward system practices of NBE

1.8 Limitation of the Study

The study focus on NBE employees to study the effect reward system on performance. This will
limit the generalizability of the findings to other banks. In addition, shortage of time, skill on

research and few employees refusal to fill the questioner is other potential limitation of the study.
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1.9 Operational Definition of key Terms

» Human resources are the people who make up the workforce of an organization
or business sector, or economy. "Human capital” is sometimes used synonymously
with "human resources”, although human capital typically refers to a more narrow view
(i.e., the knowledge the individuals embody and economic growth).

> A rewards system is a planned and structured approach to reward one or more persons
who act in a desirable way

» Financial rewards are monetary incentives that an employee earns as a result of good
performance

» Non-financial reward: programs structured to motivate positive behavior change
through means other than money.

» Performance: The accomplishment of a given task measured against preset known
standards of accuracy, completeness, cost, and speed. In a contract, performance is
deemed to be the fulfillment of an obligation, in a manner that releases the performer
from all liabilities under the contract.

Employee’s performance is defined as whether a person executes their job duties and

responsibilities well.

1.10 Significance of the Study

Firstly, the findings of this research are expected to help any concerned body/ stakeholders at
different levels by creating and developing awareness on the relationship between reward system
and employee performance.

» For Manger of the Bank: They use it to design a reward system which has high positive
effect on employee’s performance. And to avoid useless reward practice from their
organization

» For Policy Maker: it will be use full to formulate reward and compensation policy. By
considering different situational and demographic factors.

» For Academician: The study is expected to be a stepping stone for further research on

the area.
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1.11 Organization of the Study

The paper is organized in five chapters i.e. the first chapter includes an introduction section which
consists of background of the study, statement of the problem, objectives, hypothesis, significance,
scope, limitation of the study and ethical considerations. Chapter two include: review of related
literature which has theoretical and empirical review part. Chapter Three: presents research design
and methodology the researcher employed to investigate the problem under study. Furthermore,
data from respondents also presented, analyzed, interpreted and discussed in the fourth chapter. The
last section of the thesis contains summary of results, concluding remarks and recommendations
used for the bank.
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CHAPTER TWO
LITERATURE REVIEW

2. Theoretical Literature Review

2.1 The Concept of Reward Management

Reward management is concerned with the formulation and implementation of strategies and
policies that aim to reward people fairly, equitably and consistently in accordance with their
value to the organization (Armstrong & Murlis 2004). Besides, according to them reward
Management deals with the design, implementation and maintenance of reward processes and

practices that are geared to the improvement of organizational, team and individual performance.

The strategic aim of reward management is to develop and implement the reward policies,

processes and practices required to support the achievement of the organization*s business goals.

The main objectives of rewards are to attract and retain employees, to motivate employees to
achieve high levels of performance, and to elicit and reinforce desired behavior of the employees
(Gerhart & Milkovich 1990).

The main objectives of rewards are to attract and retain employees, to motivate employees to
achieve high levels of performance, and to elicit and reinforce desired behavior of the employees
Reward management is not just about pay and employee benefits. It is equally concerned with
non-financial rewards such as recognition, learning and development opportunities and increased

job responsibility.

2.1.1 Reward Management Philosophy

Reward management philosophy advocate that, if human resource management (HRM) is about
investing in human capital from which a reasonable return is required, then, it is proper to reward
people differentially according to their contribution. The philosophy of reward management also
recognizes that it must be strategic in the sense that it addresses longer-term issues relating to

how people should be valued for what they do and what they achieve.
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Reward strategies and the processes that are required to implement them have to flow from the
business strategy (Armstrong 2007).

According to Gerhart & Milkovich (1990) reward strategy should be assessed from the aspect of
its objective, alignment with the business strategy, competitiveness both internally and
externally, its contribution, and transparency and openness. To be effective, the reward system

needs to be based on sound reward management principles.

Armstrong (2007) mentioned some basic points that enable organizations to develop effective

reward management program. Some of these are to:

> Align reward strategies with the business strategy, align reward policies with the
culture of the organization and use them to underpin that culture and, as required, help
to change it, value employees according to their competence, skill and contribution.

> Ensure that reward processes are transparent and that employees are treated as stake
holders.

» Adopt an integrative approach which ensures that no innovations take place and no
practices are changed without considering how they relate to other aspects of human
resource management so that they can become mutually supportive.

» Provide line managers with their authority and skills needed to use rewards to
help achieve their goals, but ensure that they are given the training, guidance and
continuing support required to develop and use these skills well.

The organization’s reward policies and practices need to express what the organization values
and is prepared to pay for- they are driven by the need to reward the right things to convey the

right message about what is important.

Reward management is based on a well-articulated philosophy a set of beliefs and guiding
principles that are consistent with the values of the organization which help to enact them. The
philosophy recognizes that, if human resource management (HRM) is about investing in human
capital from which a reasonable return is required, then it is proper to reward people

differentially according to their contribution (i.e. value added).
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The philosophy of reward management also recognizes that it must be strategic in the sense that
it addresses longer-term issues relating to how people should be valued for what they do and
what they achieve. Reward strategies and the processes that are required to implement them have
to flow from the business strategy.

Reward management adopts a ,,total reward” approach, which emphasizes the importance of
considering all aspects of reward as a coherent whole that is linked to other HR initiatives
designed to achieve the motivation, commitment, engagement and development of employees.
This requires the integration of reward strategies with other HRM strategies, including talent
management and human resource development. Reward management is an integral part of an

HRM approach to managing people.

2.1.2 Concept of Reward System

Reward management system contains the organization“s policies, processes and practices for
rewarding its employees in accordance with their contribution, abilities and artifice. It is
progressed within the organizations reward philosophy, strategies and policies, and includes
agreements in the form of processes, practices, structures and procedures which will provide

appropriate types and levels of pay, benefits and other forms of reward.

Employee performance management depends on good systems that offer both financial and non-
financial rewards (non-monetary rewards). Many employees seek other employment. Many are
also seeking more balance in their life. Many are disengaged from their workplace. Rewards and
remuneration must be scrutinized. Employee motivation and performance are critical. Non-
monetary rewards can be as important as monetary rewards. Employees at all levels need to have
confidence in the salary administration system. Employees want the rewards to be shared fairly
and equitably (Danish & Usman 2010).

A good rewards and remuneration system ensures that each person receives appropriate financial
and nonfinancial recognition to account for the personal contribution they are making and the

overall value of their position to the organization.
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Reward system deals with all about strategies, policies and processes required to ensure that the
contribution of people to the organization is recognized by both financial and non-financial
means. It is about the design, implementation and maintenance of reward systems (reward
processes, practices and procedures), which aim to meet the needs of both the organization and
its stakeholders. The overall objective is to reward people fairly, equitably and consistently in
accordance with their value to the organization in order to further the achievement of the
organization®s strategic goals (Armstrong &Stephens 2005).

Reward management is not just about pay and employee benefits. It is equally concerned with
non-financial rewards such as recognition, learning and development opportunities and increased

job responsibility

2.1.3 The Aims of Reward System

Armstrong & Stephens (2005) remark that the aims of reward management are to reward people
according to the value they create, align reward practices with business goals and with employee
values and needs, reward the right things to convey the right message about what is important in
terms of behaviors and outcomes, help to attract and retain the high-quality people the
organization needs, motivate people and obtain their engagement and commitment and develop a
high-performance culture.

The aims of reward system are achieved by developing and implementing strategies, policies,
processes and practices that are founded on a philosophy, operate in accordance with the
principles of distributive and natural justice, function fairly, equitably, consistently and
transparently, are aligned to the business strategy, fit the context and culture of the organization
are fit for purpose and help to develop a high-performance culture of employees from the

employment environment and the work itself, are linked together (Armstrong & Murlis 2004).

Losey (2005) summarizes total reward approach as holistic; reliance is not placed on one or two
reward mechanisms or levers operating in isolation. Account is taken of all the ways in which
people can be rewarded and obtain satisfaction through their work. The aim is to offer a value
proposition and maximize the combined impact of a wide range of reward initiatives on

motivation, commitment and job engagement. The rewards systems are comprised of two main
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elements: financial and non-financial rewards. The financial rewards include rewards strategies
such as merit-pay, market-based pay, profit-related pay, while non-financial rewards focus on the
needs of people for recognition, achievement, responsibility and personal growth.

According to Lawler (2000) one of the most fundamental debates in the field of rewards
management, concerns the extent to which employees are motivated by money. At that point
there is an extensive discussion about whether or not money is a motivator and can influence the

levels of job satisfaction.

2.1.4 The Concept of Total Reward

According to Armstrong and Murlis (2004), total reward concept emphasizes the importance of
considering all aspects of reward as an integrated and coherent whole. Each of the elements of
total reward, namely base pay, pay contingent on performance, competence or contribution,
employee benefits and non-financial rewards, which include intrinsic rewards from the
employment environment and the work itself, are linked together. A total reward approach is
holistic; reliance is not placed on one or two reward mechanisms or levers operating in isolation.
Account is taken of all the ways in which people can be rewarded and obtain satisfaction through
their work. The aim is to offer a value proposition and maximize the combined impact of a wide
range of reward initiatives on motivation, commitment and job engagement. As O*Neal (1998)
has explained ,,Total reward embraces everything that employees” value in the employment

relationship.*

The rewards systems are comprised of two main elements: financial and non-financial rewards.
The financial rewards include rewards strategies such as merit-pay, market-based pay, profit-
related pay, while non-financial rewards focus on the needs of people for recognition,
achievement, responsibility and personal growth (White &Drucker, 2000).

According to Thorpe and Homan (2000), one of the most fundamental debates in the field of
rewards management, concerns the extent to which employees are motivated by money. At that
point there is an extensive discussion about whether or not money is a motivator and can

influence the levels of job satisfaction.
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2.1.5 Elements of Reward System

2.1.5.1 Reward strategy and policy

The reward strategy flows from an analysis of the business drivers. The reward strategy will
define longer-term intentions in such areas as pay structures, contingent pay, employee benefits,

and steps to increase performance and adopting a total reward approach (Armstrong 2007).

2.1.5.2 Financial Rewards

Financial rewards are monetary incentives that an employee earns as a result of good
performance. These rewards are aligned with organizational goals. When an employee helps an
organization in the achievement of its goals, a reward often follows. All financial rewards are

extrinsic.

Financial rewards consist of the value of all cash payments such as base pay, contingent pay and
allowances .And the starting point of the reward system is the business strategy of the
organization. This identifies the business drivers and sets out the business goals. The drivers are
unique to any organization but will often include items such as high performance (Armstrong
2007).

2.1.5.3 Base or Basic Pay
The base rate is the amount of pay (the fixed salary or wage) that constitutes the rate for the job.

It may be varied according to the grade of the job or, for shop floor workers, the level of skill
required. Base pay will be influenced by internal and external relativities. The internal relativities
may be measured by some form of job evaluation. External relativities (going rates) are assessed
by tracking market rates. Alternatively, levels of pay may be agreed through collective

bargaining with trade unions or by reaching individual agreements.

Base pay may be expressed as an annual, weekly or hourly rate. This is sometimes referred to as
a time rate system of payment. Contingent pay or allowances as described later may be added to
base pay. 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 (Armstrong 2007).
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2.1.5.4 Contingent Pay

Additional financial rewards may be provided that are related to performance, competence,
contribution, skill or experience. These are referred to as ,,contingent pay”“. Contingent payments
may be added to base pay, i.e. ,,consolidated”. If such payments are not consolidated (i.e. paid as

cash bonuses) they are described as ,,variable pay* (Losey 2005).

2.1.5.5 Representation Allowances

Allowances are paid in addition to basic pay for special circumstances or features of
employment. They may be determined unilaterally by the organization but they are often the
subject of negotiation. The main types of allowances are location allowances, overtime
payments, shift payments, working conditions allowances and stand-by or call-out allowances

made to those who have to be available to come into work when required (Losey 2005).

2.1.5.6 Non-Financial Rewards

Non-financial rewards do not involve any direct payments and often arise from the work itself,
for example achievement, autonomy, recognition, scope to use and develop skills, training,

career development opportunities and high-quality leaders (Nelson 1997)

2.1.5.7 Employee benefits

Employee benefits include pensions, sick pay, insurance cover, company cars and a humber of
other ,,perks”. They consist of elements of remuneration additional to the various forms of cash
pay and also include provisions for employees that are not strictly remuneration, such as annual
holidays (Nelson 1997)
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2.1.6 Employee Performance

Employee performance is originally what an employee does or does not do. Performance of
employees could include: quantity of output, quality of output, timeliness of output, presence at
work, cooperativeness

To perform is to take a complex series of actions that integrate skills and knowledge to produce a
valuable result. A performer can be an individual or a group of people engaging in a
collaborative effort Sinha (2001) stated that employees™ performance is depending on the
willingness and also the openness of the employees itself on doing their job. He also stated that
by having this willingness and openness of the employees in doing their job, it could increase

the employees* productivity which also leads to the performance.

Stup (2003) also explained that to have a standard performance, employers have to get the
employees task to be done on track as to achieve the organization goal or target. By having the
work or job done on track, employers could be able to monitor their employees and help them to

improve their performance.

Furthermore, a reward system should be implemented based on the performance of the

employees. This is to motivate the employees in order to perform more on their task.

There are several factors that being desc