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Professional Certificate in Total Rewards Management

Unit 5: Performance Management and Incentives

Performance Management and Incentives are crucial components of Total Rewards Management. In this
explanation, we will discuss key terms and vocabulary related to these concepts, along with examples,
practical applications, and challenges.

Performance Management:

* Performance Management System (PMS): A system that helps organizations manage and improve
employee performance by setting clear goals, providing regular feedback, and identifying areas for
improvement.

* Performance Appraisal: A formal process of evaluating an employee's job performance and providing
feedback.

* Goal Setting: The process of setting specific, measurable, achievable, relevant, and time-bound (SMART)
goals for employees.

* Feedback: Information provided to employees about their performance, including both positive
reinforcement and constructive criticism.

* Development Planning: The process of creating a plan to help employees improve their skills and abilities.

Incentives:

* Incentive: A reward or benefit given to employees in recognition of their contributions to the organization.
* Bonus: A one-time payment given to employees as a reward for meeting or exceeding performance goals.
* Commission: A payment given to sales employees based on the number or value of sales they make.

* Stock Options: The right to purchase a company's stock at a predetermined price.

* Recognition Programs: Programs that recognize and reward employees for their contributions to the
organization.

Performance Management:

Performance Management System (PMS) is a process that helps organizations manage and improve
employee performance. A PMS typically includes goal setting, performance appraisals, feedback, and
development planning. The goal of a PMS is to help employees understand what is expected of them,
provide regular feedback on their performance, and identify areas for improvement.

Goal setting is the process of setting specific, measurable, achievable, relevant, and time-bound (SMART)
goals for employees. SMART goals help employees understand what is expected of them and provide a
clear roadmap for success. For example, a sales manager may set a SMART goal for a sales representative to
increase sales by 10% within the next six months.

Feedback is information provided to employees about their performance. Feedback can be both positive
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reinforcement and constructive criticism. For example, a manager may provide positive feedback to an
employee for meeting a performance goal, or constructive criticism for areas where the employee needs
improvement.

Development planning is the process of creating a plan to help employees improve their skills and abilities.
A development plan may include training, mentoring, or coaching. For example, a manager may create a
development plan for an employee that includes training on a new software program and mentoring from a
more experienced colleague.

Incentives:

Incentives are rewards or benefits given to employees in recognition of their contributions to the
organization. Incentives can be monetary or non-monetary, and can include bonuses, commissions, stock
options, and recognition programs.

Bonuses are one-time payments given to employees as a reward for meeting or exceeding performance
goals. For example, a company may offer a bonus to sales representatives who meet their sales targets for
the quarter.

Commissions are payments given to sales employees based on the number or value of sales they make.
Commissions are often used as an incentive for sales employees to increase their sales. For example, a car
salesman may earn a commission of 5% of the sale price of each car they sell.

Stock options are the right to purchase a company's stock at a predetermined price. Stock options are often
used as an incentive for executives and other key employees to increase the value of the company. For
example, a CEO may be given stock options as part of their compensation package, with the expectation
that they will work to increase the company's stock price.

Recognition programs are programs that recognize and reward employees for their contributions to the
organization. Recognition programs can include employee of the month awards, peer-to-peer recognition,
and service awards. For example, a company may have a program that recognizes employees who have
been with the company for five years with a service award.

Challenges:

One challenge of performance management is ensuring that goals are SMART and relevant to the
organization's overall objectives. Managers may struggle to set meaningful goals that align with the
organization's strategy.

Another challenge of performance management is providing effective feedback. Managers may struggle to
provide constructive criticism without demotivating employees.

A challenge of incentives is ensuring that they are fair and equitable. Managers may struggle to create
incentive programs that reward all employees fairly, without creating competition or resentment among
team members.
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Examples:

An example of a performance management system is the Balanced Scorecard approach. The Balanced
Scorecard approach includes four perspectives: financial, customer, internal processes, and learning and
growth. Each perspective includes specific goals and measures that are aligned with the organization's
overall strategy.

An example of an incentive is a sales bonus program. A sales bonus program may offer a bonus to sales
representatives who meet or exceed their sales targets for the quarter. The bonus may be a percentage of
the sales representative's total sales or a fixed amount for each sale.

Conclusion:

Performance management and incentives are crucial components of Total Rewards Management.
Understanding key terms and vocabulary related to these concepts can help organizations create effective
performance management systems and incentive programs that motivate employees and drive business
results. However, it's important to ensure that goals are SMART, feedback is effective, and incentives are fair
and equitable. By addressing these challenges, organizations can create a positive work environment that
supports employee growth and development.
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