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uman capital is typically the first or second

largest financial expenditure most organiza-
% tions make, and senior executives have learned
that it must be managed stratcgically and officiently,
This is, in large part, the driving reason why senior
management is asking rewards professionals to justify
recommendations for pay increases, incentive plans,
employee-benefits programs and investments in nonti-
nancial rewards such as career development, recognition
and organization climatle improvemaent.

However, as was lcarned from a related study with
WorldatWaork in 20035, 9% of organizations reported that
they formally evaluated the return on investment (ROT)
of its compensation programs and 02% do not assess
their compensation program — either formally or infor-
mally (Scot, McMullen, and Sperling 2005). A sccond
study in 2013 found that attempts 10 use formal ROT
measures o evaluate rewards programs had increased
to 11% (Scott and McMullen 2013). Although this was a
modest 2% increase, a staggering 48% of respondents
said they planned to assess rewards programs more
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years. Other rescarch, primarily conducted in the United Kingdomn, confirms
limited focus in rewards program evaluation (Corby, White, and Stanworth
2005; Armstrong, Brown, and Reilly 2011). A UK E-rewards survey (2009) of
rewards and HR professionals found that reluctance to evaluate pay programs
was primarily attributed to lack of resources and time (48%) but also included
the lack of information or data (199, senior-managernent indifference (15%),
organizational changes (10%) and lack of analytical skills (8%).

In recent vears, senior executives have placed more importance on human
capital in terms of optimizing productivity and cost effectiveness, engaging
emplovees, developing and retaining talent and aligning the rewarding of
human capital with business strategies (for example, the “CEO Challenge
20147 report). Tn this regard, rewards professionals are increasingly being
asked 1o provide evidence that rewards strategics, programs and policies do
indeed support these core human capital objectives. The primary method for
accomplishing this is to develop methods and supparting processes to assess
rewards-program effectiveness.

ROI analysis can provide important information in terms of the contribution
rewards programs make 1o the organizalion's “bollom line” and providing scnior
I’I’]}.lﬂ?_{g(.fl’l’](.fnl. \r\"il.h d Tnddns f()l' (f(,)l'l']P}.ll‘iT'lg investmaonl all-;:rnz{l.ivcs f(,)l‘ KeAarce finan—
cial resources. Ilowever, as spelled out in the authors™ previous research (Scott,
McMullen, and Morajda 2006), assessing the effectiveness of rewards programs
more comprehensively offers substantial benefits including;

& Identifving problems early in a rewards program’s rollout so corrections can be

rnade h(.ff(,)l"(.f resources are wasted or othoer (J.}.ll'l']’dg(f is LJ_(,)FIC

##

Providing necessary feedback for irnproving program ceffectivencess in a constantly

changing business environmert

s

llolding management responsible for implementing the rewards program

Bl

Building emplovee and management commitment to the rewards program by

engaging them in the evaluation and using their input to correct problems

##

Reinforcing pay values, policies and programs 1o employees and managers.
The focus of this rescarch is 1o
t { Examine the extent to which senior management is committed to evaluating

the effectiveness of its rewards programs

i

{ [dentify how rewards programs are evaluated

| Assess the effectiveness of these evaluations methods

i

P Tdenmify the level of commitment to evaluale rewards programs in the future

[#¢]

Hdentify the challenges associated with assessing rewards programs,

There has been a change in the assessment of rewards programs as predicted by
rewards professionals (Scott and McMullen 2013; McMullen 2009). By examining
the interest in assessing rewards programs, the methods used and perceptions of
effectiveness of those methaods, this study took a more comprehensive approach

than previous rescarch on the topic. These findings are uscd 1o formulate
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recommendations as 1o how rewards programs can be maost offectively evaluated

s as to optimize their value and impact on organizations.

g

R LR

Members from 1U.5.-based compensation associations {e.g., Columbus Compensa-

Lion Association - Ohio; Chicago Compensation Association - Tllinois) and Hay
Group (an HR management-consulting firm) solicited rewards, HR and senior
executives to participate in the research initiative between March and April 2014
The questionnaire required 10 to 15 minutes to complete.

Of the 386 respondents participating in the study, 60% were rewards professionals,
24% were HR professionals and 16% were C-suite executives, Most respondents
were from North America (69%) and Burope (29%) with a few from Asia (29) and
Latin Amcrica (1%).

Participating organizations were fairly evenly distributed by size. Approximately
209% of respondents represented arganizations with fewer than 1,000 emplovees;
20% had berween 1,000 and 5,000 emplovees, 24% had 5,000 to 20,000 emplovees;
and 22% had more than 20,000 employees, When size is defined by revenue,
organizations arc again divided into four categories: those with revenues less than
250 million (23%), $250 million 1o $1 billion (249%), $1 billion 1o $3 billion (28%)
and more than $35 billion (26940,

Respondents were from a diverse range of industries; the largest representa-
tion came from manufacturing (22%); finance and insurance (14%); retail trade
(10%); professional, scientific and technical services (8%), The remaining 46% was
distributed throughour other industries. The organizations were also diverse in
terms of ownership, Respondents represented publicly traded/listed companies
(44%,), privately owned companies (34%), government (9%), not-for-profit (8%)
and other (3%

Respondents represented a good mix of companies from North America and Europe,

Findings from the questionnaire are presented as per the five areas of focus
identificd in the previous scotion, followed by conclusions and recommendations

as Lo hO‘\N l'nan;.lgmm:nl CAan dssCss l"(.f\r\"}.ll‘dﬁ pragram -;:ffc(:liv-;:ncss.

o
An important driver of the level of assessment of rewards policies and programs
is the interest of senior management in determining their effectiveness, Table 1
shows the level of interest C-suite excoutives, rewards and HR professionals
say that senior leaders have for assessing offectiveness of rewards programs on
specific dimensions. These percentages represent the relative share of respondents
who indicated either interest or considerable interest in the specific approach for
assessing rewards-program effectiveness.

C-suite executives indicated they are most interested in how rewards programs

irnpact ermplovee motivation and offort. They also expressed strong interest in
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C-suite Average
% HR % Comp.% %

Interest Interest
Interest Interest

The ROI of the organization’s entire suite
of rewards programs

The ROI of individual rewards programs
(i.e. base, short-term incentives, long-term
incentives, benefits, etc.)

Hew externally cempetitive the rewards pregram is for
benchmark jobs

Hew total labor costs compare with competitors

How rewards programs align with the business
strategy and culture of your organization

Hew rewards programs link to enterprise
or corporate performance

How rewards programs link to team, department
cr unit performance

How rewards programs link to individual performance

How well employees understand their
rewards programs

How rewards programs support overall employee
engagement or cammitment

Hew rewards programs affect employee motivation
and effort

How rewards programs affect employee retention
or turnover

Heow rewards nrograms compare to “best practices”
in other organizations

How rewards programs may discriminate based on
protected class status (e.g., age, gender, race)

assessing how rewards programs align with the business strategy and culture of
their organizations, how rewards programs link to individual performance, how
|}.lh()l‘ COsls COTN AT LO (f()l’l’]p(fli],(,)l".‘i an(l I"I()\r\" I‘C\\"’dl"(.l.“i Progrims SUPPOTI. (,)\‘LTT?_{”
emnployee engagemnent or commitment. Senior management’s stated interest in
employvee motivation, engagement, alignment and link to performance indicates
a fundamental understanding that rewards program effectiveness is multidimen-
sional and solely not a cost reduction or ROT assessment issue,

Senior leaders indicated the least interest in how rewards programs supported

protected class/diversity initiatives; the ROT of the organization’s entire suite
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of rewards programs; how rewards programs link 1o team, department or unil
performance; and the ROI of individual rewards programs (i.e., base, short-term
incentives, long-term incentives, benefits, etc.). Given the reparted increased
emphasis in assessing ROI in recent years by CEOs and CFOs, it is interesting that
ROT assessment was a least-preferred rewards-assessment strategy. As is described
later, senior leaders are seemningly more interested in the leading indicators of
rewards offectiveness rather than the fradling indicators of offectivencess, such as
formal ROI measurement.

The disconnect between the interest of C-suite leaders relative to IIR and rewards
professionals perceive the interests of senior management to be is apparent in
Table 1, How rewards programs affect emplovee motivation and efforr was the
Lop priority of C-suile exceuives (83%), butl rewards professionals indicated that
their perception of C-suile interest on this dirnension was toward the botlom (62%).

C-suite executives also indicated that they were considerably more interested
in employees understanding their rewards programs, the relationships between
rewards and retention and how labor costs compared with competitors — more
so than rewards professionals. However, given the emphasis on ROI, note that
both C-suite excoutives and rewards professionals had low relative interest in
ROT-related assessment processes. Tmpact of rewards programs on discrimination
and protected classes and the link between rewards programs and team, depart-

ment and unit performance also had low relative interest from each group.

Table 2 shows the exient 1o which rewards assessent methods are reported 1o
be in use within their organizalions. According 1o respondents, the methods rmaost
often used to assess program effectiveness are:

a Ixit interviews or surveys of departed emplovees (92%)

# Informal manager feedbacl regarding rewards-program effectiveness (91%)

# Purchased compensation surveys from compensation-survey providers to compare

cornpensation levels (899%)

5

¢ Tnformal employee feedback regarding rewards-program effectiveness (88%

TFormal feedback from employee engagement surveys (83%).

The methods all survey participants reported as least used;

¥

ROI calculating rewards-program investment relative 1o results (58%)

Rewards-focusced formal managcer feedback, such as surveys, focus groups or
= 1 J r =

Es

intervicws (59%)

i Rewards focused formal employee feedback, such as surveys, focus groups or
interviews (61%)

g Assessed value of human capital, such as replacement cost of talent (63%)

§ Free compensation surveys from Internet sites or recruiting firms to compare

compensation levels (649).

ot Gunrer | 20014



C-suite
% Used

Comp.
% Used

Return on investment (RO calculating rewards program
investment relative to results

53%

59%

Employee or work unit preductivity

66%

67%

Assess the degree to which rewards programs are aligned
with the business strategy

71%

88%

Key talent turnover rates among high potential employees, key
jobs or high perfermance employees

Bench strength (staffing pipeline) for key positions

Infermal employee feedback regarding rewards-program
effectiveness

Infermal manager feedback regarding rewards-pregram effec-
tiveness

Formal feedback from employee-engagement surveys.

Reward-focused formal employee feedback (e.g. surveys,
facus groups or interviews)

Reward-focused fermal manager feedback (e.g. surveys,
focus groups or interviews

Furchased cash compensation surveys from compensation
survey providers to compare compensation levels

Free cash compensation surveys from Internet sites or
recruiting firms to cempare compensation levels

Purchased total remuneration surveys (i.e., cash compensa-
tien plus benefits values)

Reward program design surveys from survey comparisons,
consultant assessment, etc.

Total current labor cest benchmarking with competitors

Turnover rates across most cccupaticns and jebs

Rejection or acceptance of job offers

Exit interviews or surveys of departed employees

Time required to fill joh openings

Assessed value of human capital (e.g., replacement cost of
talent)

Protected-class analysis (e.g., gender, race, age, etc.)

b orltalvork Jourrl




Due to the resource requirements involved in assessing ROT for rewards programs
and the value of human capital, it is easy to understand why these programs
are not as trequently used for assessing rewards etfectiveness as other methods.
However, it is more difficult to understand why organizations do not solicit formal
feedback from managers and employees about rewards programs, as opposed to
relving more on informal feedback, T is somewhat reassuring, however, 1o see thal
Pl.ll‘(:l'l’d“i(.fd (f()l’l’]PCT‘l.‘,\"dliOﬂ SUTVOYS ATl Tn(,).‘i],—()f[.(fﬂ U“,'i(fd. 1€y dAssess PAyY PTOYrdims 4s
opposed to those offered for free (89% and 64%, respectively).

One might also wonder why differences in perception of program-assessment
methods use are occurring among C-suite executives, HR professionals and
rewards professionals. Eight out of 21 methods (more than one-third) have at least
a 10% difference in estimated rewards assessment methods used. For example,
senior managers reporl that “protected-class analysis™ is used 52% of the time and

compensation professionals indicate 72% use.

s

EEE AN

Table 3 shows how respondents rated the effectiveness of rewards-assessment

methods used by their organizations. The percentages indicate those who rated

the noted method as effective or very effective. Across all methods, there was
considerable variation in levels of rated eftectiveness from a low of 19% ta a high

af 78%.

All respondents combined (i.e., C-suite executives, HR professionals and rewards
professionals) rated the following programs as the most effective assessment
Process:

B T’ur(:huscd (:}.l?ih (tompcnsali()n SUTVLUYY fTOTT'I in(l(:pcndcnl. (:(,)mp(:ns;.ll.i(,)n—sur\x'(:_v
providers to compare compensation levels (78%)

i Purchased total remuneration surveys, which includes all cash compensation
elements and the value of benefits programs to compare programs, which
includes cash compensation plus benefits values (74%)

& Formal feedback from employee-engagement surveys (029)

& Assesstnent of the degree 1o which rewards programs are aligned with the busi-
ness strategy (60%).

Note that purchased compensation and total remuneration surveys (78% and
74%, respectively) were considered the most-effective tools in assessing rewards-
program effectiveness. It is also noteworthy that formal feedbacl from engagement
surveys are so highly rated 82%) given how fow questions are usually dircotly
asked about rewards in these surveys,

All respondents (i.e., C-suite executives, [IR professionals and rewards profes-
sionals) rated the following programs as least effective:

# Free cash compensation surveys from Internet sites or recruiting firms to compare
compensation levels (19%)

& Formal ROI, calculating rewards-program investment relative 1o resulls (33%)

& Rejection or acceptance of job offers (33%).
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C-suite
% Used

ROl calculating rewards program investment relative to results

53%

Employee er work unit preductivity

66%

Assess the degree to which rewards programs are aligned
with the business strategy

71%

Key talent turnover rates among high-potential employees,
key jobs or high-performance employees

Bench strength (staffing pipeline) for key positions

Infermal employee feedback regarding rewards-program
effectiveness

Infermal manager feedback regarding rewards-pregram effec-
tiveness

Formal feedback from employee-engagement surveys.

Rewards-focused formal employee feedback (e.g. surveys,
facus groups or interviews)

Rewards-focused fermal manager feedback {e.g. surveys,
focus groups or interviews

Furchased cash compensation surveys from compensation
survey providers to compare compensation levels

Free cash compensation surveys from Internet sites or
recruiting firms to cempare compensation levels

Purchased total remuneration surveys (i.e., cash compensa-
tien plus benefits values)

Rewards program design surveys from survey comparisons,
consultant assessment, etc.

Total current labor cest benchmarking with competitors

Turnover rates across most cccupaticns and jebs

Rejection or acceptance of job offers

Exit interviews or surveys of departed employees

Time required to fill joh openings

Assessed value of human capital
(e.g., replacement cost of talent)

Protected-class analysis (e.g., gender, race, age, etc.)
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Free compensation surveys had the lowest rated offectiveness al 19%, likely
largely due to their paor reputation for providing credible data. Formal ROl calcu-
lations and rejection or acceptance of job offers also received low ratings (33%
and 33%, respectively). Table 3 shows that almost one-half of methods (10) scored
below 50% effectiveness. This may indicate the challenges faced by rewards profes-
sionals 10 assess program cffectiveness against these dimensions.

As shown in Table 3, approximatcly onc-third of the ratings varied by at least 10
percentage points across the C-suite, 11R professionals and rewards professionals
respondents. Rewards professionals perceived ROI calculating rewards-program
investment relative to results and time required to fill job openings as substan-
tially more of an effective methodology than C-suite executives; whereas C-suite
excaulives perceived exil interviews, purchased remuneration surveys, formal and
informal feedback from managers and engagement surveys substantially more
effective than rewards professionals. Perhaps viewed another way, rewards profes-
sionals take more comfort in formal data-based measures while senior executives
are more comfortable wirth directional indications of effectiveness based on

perception,

Table 4 identifies where respondents intend to place future emphasis on the
assessment of rewards-program effectiveness. The percentages in the table indicate
more emphasis will be placed on those methods in the next two to three vears.
The areas where respondents intend to place the most future focus on rewards
cffectivencss assessment include:

& Degree 1o which rewards programs are aligned with the business strategzy (509)
8 Bench strength (statfing pipeline) for key positions (43%)

i Kev talent-turnover rates among high-potential employees, key jobs or high-

performance employees (41%)

§ ROI calculating rewards-program investment relative 1o results (39%),

Alignment with the business stralegy is scen as the most important future focus
arca across rater groups and 1o C-suile excoulives in particular. Tt is interesting that,
rewards professionals view ROI assessment in general as a much-more important
focus in the future than do C-suite executives. [lowever, C-suite executives also

place more future focus in assessing leading indicators of rewards effectiveness

as opposed to trailing indicators of rewards effectiveness,

Table 5 indicates the most significant challenges identified in assessing the
effectiveness of rewards programs is the lack of budget, time and/or resources.
Although all agree this is the primary challenge, rewards professionals see it as a
much more significant challenge than either C-suite executives or HR professionals.
The luck of methodology or expertise was perceived as being the sceond maost
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C-suite
% Maore
Future

HR %
More
Future

Comp
% Mare
Future

All %
More
Future

ROl calculating rewards program investment relative
to results

Employee cr work-unit productivity

Assess the degree to which rewards programs are
aligned with the business strategy

Key talent-turnover rates among high-potential
employees, key jobs or high-performance employees

Bench strength (staffing pipeline) for key positions

Informal employee feedback regarding rewards-program
effectiveness

Informal manager feedback regarding rewards-program
effectiveness

Formal feecdback from employee engagement surveys.

Rewards-focused formal employee feedback (e.g.,
surveys, focus groups or interviews)

Rewards-focused formal manager feedback (e.q.,
survays, focus groups or interviews

Purchased cash compensation surveys from compensa-
tion survey providers to compare compensation levels

Free cash compensation surveys from Internet sites or
recruiting firms to compare compensation levels

Purchased total remuneration surveys (i.e., cash
compensation plus henefits values)

Rewards-program design surveys from survey compari-
sons, consultant assessment, etc.

Tatal current laber cost benchmarking with competitors

Turnover rates across most occcupations and jobs

Rejection or acceptance of job offers

Exit interviews or surveys of departed employees

Time required to fill job openings

Assessed value of human capital (e.g., replacement cost
of talent)

Protected-class analysis (e.g., gender, race, age, etc.)
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C-5uite
% Agree

Lack of senior-management interest or commitment

Lack of budget, time ar resources to invest in assessment
of rewards programs

Lack of methodology or expertise (e.g., net sure how to get
reliable and valid information)

Not convinced enough value will be achieved to justify the
investment

significant challenge. Senior management sees this as more of a challenge than
do rewards or HR professionals,

Finally, it is quite telling that once-third of the respondents are unconvineed
that adequate value will be achicved 1o justify the investrent in assessment of
rewards programs. Ilowever, senior management is less-skeptical than rewards
professionals (28% and 38%, respectively).

IWEnETE

The authors’ findings provide a substantially more-detailed examination of rewards-

program cffectivencess assessment processes Lthan previous studices, Overall, the

authors found the following:

7 Senior management has strong interest in assessing the effectiveness of rewards
programs; in fact, rewards and HR professionals generally underestimate senior-
management's interest

Rewards programs are more frequently assessed than reported in previous studies

Es

Es

Multiple methods are typically used 1o assess programs. These include employee
perceptions of rewards programs and how those programs impact performance
and retention

Substantial variation exists in the degree to which assessment methods are

¥

considered effective

The variation in perceptions of interest and program cffectiveness across senior

Es

exceutives in the C-suite, tewards professionals and HR professionals indicate

“disconnect” in assessing rewards program effectiveness.

These findings indicate substantial opportunities for improving the assessment
of rewards programs. First, not only does senior management have considerable
interest in assessing rewards-program eftectiveness, they also seem to understand

that assessent has multiple dirnensions. Sceond, respondents identified a namber
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of methods for assessing rewards programs they deem more effective than other
methods. Third, rewards professionals, IIR professionals and senior managers have
substantially different perceptions as to the priorities associated with assessing
rewards programs and the effectiveness of these methods,

As discussed earlier, there is considerable value in assessing the effectiveness
of rewards programs. One important insight it reinforces is the divide in orga-
nizations between those who think of rewards as 4 cost 1o be managed versus
an investment to be optimized. This theme is referenced in an earlier future of
rewards practices study (Scott and McMullen 2013). On one side of the divide are
those who tend to view pay programs as a cost of doing business, Professionals
holding this belief tend to have an orientation on focusing their evaluation efforts
on cost control and benchmarking. On the other side are rewards and HR profes-
Si(,)n}.ll?i '\NI"IU VICwW l"(.f\'\r"}.ll‘dﬁ Programs ds dn investrnent and dare (:(Jn(:(:rnu(l aboul
optimizing the ROL. As a result, they are more likely to be proactive in deter-
mining how emplovees perceive their pay program, especially high performers
and high-potential employees, Furthermore, those that see rewards programs as an
investment want to ensure their employees understand the pay program’s purpose
and design. They are interested in how the pay program shapes desired employee
behavior. As such, they are more interested in oblaining a4 more comprehensive
assessment of their rewards programs.

Based on these findings and the authors’ extensive rewards experience, organi-
zations should use multiple methods for assessing rewards-program etfectiveness,
A systematic and rigorous approach should be followed. To assess the program’s
cffectiveness, one not only necds 10 know if the incentive programs are linked 10
desired results (e, are commission levels related 1o both individual and aggregate
sales levels) but that emplovees perceive the program as competitive, relevant and
tair and that managers and employees understand the program goals and how to
effectively participate in the rewards program, In some cases, calculating ROIL or
assessing the cost of replacing talent may be justitied,

To ensure that tewards programs indeed drive emplovee behavior and results
in the desired arcas for an organization, a rigorous assessment process should be
established. This process involves:

5 Clearly stated goals for reward programs from which specific evaluation criteria

can be established

Bl

Measurable criteria for assessing the effectiveness of the rewards program that

includes financial, operational and employee perception data

5

Rigorous data-collection process that colleats the right data from the right sources
and minimizes error

5 Correctly applied statistical tests to determine if rewards programs have a signifi-
cant and positive effect on desired emplovee behavior and results. Longitudinal

evaluation analyses can be particularly relevant to organizations

k) Wiortda o, Joural



& Rewards programs designed with embedded assessment process that are continu-

ously monitored and updated to maintain etfectiveness.

Readers interested in a detailed description of a rewards-assessment framework
can learn more in Scott, Morajda, and McMullen (2006) published in Worldat Work

Jotrnel %
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