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ABSTRACT: 

This study deals with analyzing the concept of performance related pay and how it can be used as an effective 

motivational tool to improve employee‟s performance and the challenges involved in implementing a 

performance related pay system in organizations. Performance related pay (PRP) is a type of reward management 

strategy where an individual‟s pay is decided based on the perceived contribution of the individual to the 

organisation or the value the individual employee adds to the organisation at a specified interval of time. 

(Torrington et al, 2008). 

 A lot of previous research done on PRP has clearly revealed that it has both attractions and criticisms and it is a 

very contingent strategy which is very situation specific and works in certain scenarios and fails to improve 

performance and in worst cases demotivates workers in certain other situations. Performance management and 

appraisal systems have always been linked to formulating rewards and it has been reported that two thirds of the 

employers in reward related pay, assessment of an individual‟s performance and skills level is important for 

making reward and progression decisions.(CIPD, 2005). 

This report will examine the extent to which the introduction and implementation of performance related pay at 

Auto electric Ltd, will contribute to improving motivation, morale and communication levels within the 

organisation thereby leading to a high performing culture. It would also cover the different types of performance 

related pay schemes used in the organisation which deals with the mass production of wheel chairs and other 
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equipment‟s for the NHS. Secondly the report analyses the challenges and resistance that the new PRP system 

will be faced with at Auto Electric and based on the findings come out with recommendations on implementing 

an effective performance based pay strategies that contribute to enhanced productivity levels at Auto Electric Ltd. 

INTRODUCTION 

Auto Electric Ltd. is a manufacturer of electrically-propelled, battery-driven wheelchairs. It specializes in large 

scale production and sells mainly to the National Health Service Recently the senior management has launched a 

special development of manufacturing wheelchairs and hospital equipment‟s also to individual customers, 

adapting the product to their individual requirements. They have decided to provide a complete before and after-

sales service to their customers, consulting them in the design stages and obtaining feedback about the product's 

performance which is used to influence the product design. The design team itself, originally includes the owner-

manager, but now consisting of two electrical and three mechanical engineers, works closely with the workforce 

in constantly upgrading the quality of the product. From its small origins 10 years ago the company now employs 

more than 200 people, forty of whom are responsible for the product's manufacture. These are multiskilled 

craftsmen and they work in four "cells" of employees, one member of each team being designated as the team 

leader. Each cell is totally responsible for the construction of a particular model variant (or variants).  

Hence the managers at Auto-Electric Ltd decided to introduce performance related pay which measures their 

employees‟ performance and fixes a  reward structure on the basis of good and effective customer service, 

innovation in design , competence, contribution and skill. They also measure on the basis of individual, team and 

organisation performance. 

Auto Electric Ltd wanted to change its bureaucratic mass production culture into a high performing, competitive 

and creative culture where employees are motivated to come out with innovative, efficient and effective work 

methods that improves customer service and promotes customer loyalty and hence performance has to integrated 

to the strategic goals of the organisation. Hence in areas of resourcing, recruitment, selection and retention 

methods employees‟ consistent effective performance which is measured against a set of performance standards 

will be always rewarded in line with the values of the organisation. (Pilbeam and Corbridge, 2006) 

The concept of performance related pay was originally developed from motivational theories which were referred 

to as process theories of motivation. The content theories of motivation like the Maslow‟s Hierarchy of Needs 

theory and Herzberg‟s theory stated that individuals have different needs and expectations which has to be 

fulfilled for them to perform effectively. (Boddy, 2008) The process theories of motivation which focus on how to 
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motivate people is the origin for the concept of performance related pay. The Vroom‟s Expectancy theory which 

brings out a direct relationship between the perceived reward and the level of performance of the individual 

clearly states that the motivational force of an individual depends on his assumption that this particular level of 

performance will lead to a particular reward and this is multiplied with the extent to which the individual wants or 

prefers the particular reward fixed for the level of performance. (Mullins, 2007) 

This is linked with the quote by Sandra „o‟ Neil about a reward based strategy which states that “A total reward 

strategy helps to create a work experience that meets the needs of employees and encourages them to contribute 

extra effort by developing a deal that addresses a broad range of issues by spending reward dollars where they 

will most effective in addressing worker‟s shifting values.” (Armstrong, 2007, p13.) 

However, the measurement of performance is attributed to different types, payment by results which is based on 

the output, skill based pay which is based on the level of skills and competencies and performance related pay 

which is measured against a set of performance objectives and standards link to this type of rewards depend on 

the employee‟s performance, skill, qualification and competencies.  

The usual reward system at Auto Electric Ltd since it is a mass production organisation consists of base pay such 

as, sick pay, pensions and basic allowance which continues as long as employee‟s contract and performance 

within their organization are maintained. Now since the company wants to produce equipments to cater to 

individual needs and requirements, Auto Electric aims to introduce major performance related pay such as 

incentives, bonuses, commissions and contribution rewards, which is based on individual‟s input to the efficient 

customer service. The top management at Auto Electric Ltd firmly believes that the most important USP for their 

success is their employees‟ drive to deliver excellent customer service by communicating effectively by having 

excellent interpersonal skills where they are ready to listen to the customer‟s requirements with a lot of patience 

and deliver the best service quickly and efficiently. 

As discussed earlier, performance related pay originated from the process theories of motivation, there is another 

theory which was proposed by Adams known as the Equity theory which claims that input (performance level) of 

an individual and the total rewards he gets must be fair and equitable when compared to the input and the total 

reward package of other workers. If this state of equity exists and workers are convinced of the presence of a fair 

and equitable reward system, then it contributes to motivation. (Dessler, 2005).There is also another important 

viewpoint that if there is inequity perceived, if employees feel that they have been rewarded less when compared 

to their counterparts who are paid more with the same level of performance , then that leads to demotivation 
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which has an effect on performance. Therefore, according to the Vroom‟s Expectancy theory and Equity theory, it 

is proved that employee will be motivated if direct relationships exist between effort, performance and rewards‟. 

(Torrington et al, 2008). 

FINDINGS 

The system of performance related pay introduced by Auto Electric ltd states that the workers will be paid a 2% 

increase in salary and bonus which is lesser when compared with the team leaders who have an increase of 5% in 

their salary, increase in bonus of 3% and increase of 1% in the allowance. This shows that there is an internal 

conflict due to the pay differences in the Auto Electric ltd between the workers and team leaders. 

The employee‟s perception is that they are not recognized for their performance as they feel their performance 

should be proportional to their efforts and not for the level they belong in the organizational hierarchy. Many 

organizations have adopted this performance related pay and they find it hard in relating and measuring 

performance of an individual in line with the team. Also they feel it challenging to assess the performance due to 

the standard objectives followed for various jobs in the company. (Cited in Pilbeam, S and Corbridge M., 

2006,).Workers are demotivated at Auto Electric ltd due to the structure of the performance related pay scheme 

and the management does not realize that this structure is reducing the morale of the workers which may in turn  

affect the performance of the employees and the strategic objectives of business. 

Theoretically it is stated that performance related pay leads to improvement in performance.  But in practice, the 

success or failure of a PRP scheme depends on the situation it is applied to (Mullins, 2007).The effectiveness of a 

PRP scheme is very difficult to measure as it includes a series of attributes such as performance, morale, job 

satisfaction and organizational commitment (Goss, 1994 cited in Pilbeam,S and Corbridge M., 2006). At Auto 

Electric, many of the employees thought that performance related pay was applied unfairly in practice and 

employees disagreed with the fact that bonuses were paid for the achievement of objective measurable targets. 

The above issues brought out by the employees at Auto Electric suggest that the PRP scheme adopted by the 

company has failed to motivate them, the reason being the inappropriate application of the scheme which led to 

lack of employee trust and equity. (CIPD, 2006).Thus in order to ensure the effective functioning of the PRP 

scheme, the management at Auto Electric needs to restructure its reward strategies and communicate using 

inspirational appeals so that employees feel and believe, they are rewarded fairly for their efforts  
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RECOMMENDATIONS 

It is important for the management at Auto Electric Ltd to understand that in practice performance related pay has 

a lot of challenges as opposed to the theoretical viewpoint. Hence it might be useful to examine opportunities that 

contribute to success in performance related pay schemes. Like other organisation‟s performance related pay 

packages Auto Electric ltd employees have been experiencing the same conflicts and ambiguities. To become an 

effective rewarding strategy Auto Electric ltd needs to analyse some successful cases where the PRP has worked 

successfully which is considered necessary for the effective functioning of Auto Electric‟s performance related 

pay scheme. 

A well reputed food company went through the same difficulties but it has found ways of rewarding and retaining 

their hard working employee‟s in order to stay ahead of the competitors. Earlier Auto Electric ltd consolidated its 

performance related pay based on bonuses, contribution and commission. This has caused their other employees 

to perceive that they had been rewarded unfairly. (CIPD, 2010). 

Auto Electric ltd managers should be willing to develop the skills and knowledge to measure and judge the 

performance of their employees. Manager‟s decisions are more important in performance management and 

appraisal. Auto Electric ltd should introduce more incentives and reward packages which would increase and 

encourage the performance of their employees to achieve the set objectives.  

Benefits of PRP to Auto Electric 

Auto Electric Ltd has witnessed a lot of advantages and benefits of implementing Performance Related Pay. The 

first is that the introduction of performance related pay will allow Auto Electric Ltd to retain their top performing 

staff, as it will allow them to increase incentives /bonuses for specific high performing employees to retain in the 

organization with commitment.  Secondly it helped in recruiting and selecting good performers as the 

performance related bonuses and target based incentives attract people who are willing to perform effectively.  

The PRP system clarifies the job roles and duties of employees and hence each employee is very clear of the tasks 

he is expected to perform and the performance standards he is expected to meet. It has encouraged a culture 

where skills like goal setting, framing constructive feedback and mentoring and coaching skills. (Bratton and 

Gold, 2008).Performance Related Pay has improved communication between top management and lower 

management levels at Auto Electric Ltd and has definitely contributed to increase individual and corporate 

performance.Moreover, by stimulating performance conscious culture through putting a performance message 
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into their pay package it has help improved performance of the organisation. Performance related Pay has brought 

advantages like it has helped reinforce the control of top management and identify developmental objectives and 

also reinforce the individual employee employer relationship at the expense of the collective performance and 

reward individuals without need to promote them. (Torrington, 2002) 

Challenges of implementing PRP 

Any change will be subjected to resistance and Performance Related Pay has always faced the criticism of being 

very task oriented and hence there may be a lot of problems which will result in lack of trust between managers 

and employees if not applied with great caution. The individual employees in the public sector are always 

sceptical about performance related pay hence they feel it is very difficult to undertake fair and objective 

appraisals of performance and hence this leads to inequity which can cause demotivation and lack of 

commitment. PRP systems were also found to discourage creative thinking as it refrains to the set standards and 

formulated job descriptions and it also difficult to ensure that each line manager at Auto Electric follows a 

uniform approach to rating subordinates. (Torrington et al, 2008).The management of Auto Electric found that 

PRP systems invariably increased the pay bill and hence keeping in mind these disadvantages will have to 

thoroughly evaluate their reward packages towards its effectiveness. This change also affected teamwork and 

team motivation, as it was found to undermine team performance as it was based on individual performance.  

CONCLUSION: 

Thus it can be summarized that performance related pay is not an universal construct which can be uniformly 

applied in various scenarios but is very situation specific and has to be adapted and modified according to the 

needs of the situation. Many organizations have adopted different types of performance related pay schemes, and 

most of them are still not convinced of its contribution towards effective performance. The benefits and 

challenges of performance related pay discussed in the report suggests that it does not work in all organizations. If 

the performance related pay is structured and implemented fairly, it would eventually lead to favorable 

organizational outcomes such as improved performance, reduced absenteeism and staff turnover, increase in job 

satisfaction and organizational commitment. 
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