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Abstract
While a performance-based pay system has been associated with numerous benefits and potential advantages to the organization’s performance, it has also been linked with some serious shortcomings that may affect the performance of the organization. This system is effective if it can be implemented in the right way. Drawing from literature materials, this research looks at the effectiveness of the pay-for-performance system and reward practices in the organization. This research discusses the potential benefits of a pay-for-performance system, the necessary consideration in creating an effective pay system, and the role of an effective performance evaluation system in creating an effective pay-for-performance system.














Effectiveness of Pay for Performance Plans Regard
Scholars disagree on the effectiveness of pay-for-performance plans and reward strategies in the organization. However, even though they disagree on the level of effectiveness of these strategies, they also agree on their critical role in addressing some of the human resource challenges and problems associated with reduced productivity and turnover. This research examines the effectiveness of pay-for-performance and reward practices in the organization. This research argues that pay-for-performance and reward practices are effective as long as they are done in the right way and with an open and transparent process.
Definition
The term “pay-for-performance” is a widely used concept in the business organizations and workplace environment to refer to a payment strategy where employees are evaluated for their performance and this evaluation outcome has a significant influence on the amount of pay increase or rewards that they receive at the end of a particular period (Brown & Reilly, 2015). Pay-for-performance is a system, and just like any other system, it can be misused or influenced by other factors that are involved in its implementation. Therefore, the system is not bad, but rather the process of its implementation, the criteria used to evaluate the staff, and even the bias from the evaluators can also influence its effectiveness.
The Benefits of a Pay-for-Performance System
Contrary to many concerns expressed by the opponents of this system, a pay-for-performance system is effective and can help the organization eliminate some of its human-resource-related problems. According to Kalen (2017), a performance-based pay strategy focuses on the employees’ contribution to the organization. Most organizations today want to hire staff that is not only qualified but also be able to maintain those who are productive. However, attracting this kind of staff is the most challenging part of human resource management. As such, different companies have come up with strategies to ensure that they attract not only talented and best-qualified staff, but are able to retain those who are loyal and productive.
Due to the uniqueness of each employee, big corporations and organizations have designed a pay-for-performance strategy to meet individual needs and preferences. Therefore, managers have a responsibility to offer their team members incentive-based pay that considers specific areas of interests and needs (Madhani, 2019). However, managers must also consider appropriate steps and frameworks to ensure that they design the best pay-for-performance reward system. Some of the considerations they need to put across include whether the positioning is right, the evaluation system and a number of pay grades, the return it would have on the cost of the incentive plans, whether the strategy is giving back measurable return on the cost, and the impacts of rewards on the different levels of engagement and performance of the staff (Brown & Reilly, 2015).
Researchers have argued on the effectiveness of a pay-for-performance system due to the shortcomings, especially factors involved in the implementation and evaluation process.  This system has not been able to fulfill its benefits because of the shortcomings. Some scholars have associated a pay-for-performance system with benefits including employee retention, motivation, and increased productivity. However, as Brown and Reilly (2015) explain, these benefits are difficult to realize. According to Osibanjo et al. (2014), understanding the theory behind this strategy requires understanding the role of performance-based pay in an organization. Brown and Reilly (2015) further assert that organizations need to concentrate on the technical design points to ensure that the mechanics of the system. Most of the challenges associated with the shortcomings of a pay-for-performance system are related to technical issues.
These technical issues include lack of training and resource, the evaluation system, and evaluators. Evaluations, which have become a critical part of organizations today, are carried out by supervisors. The outcome of these evaluations plays a critical role in determining the number of bonuses or rewards that one is awarded or rewarded at the end of a given period (Brown & Reilly, 2015). Therefore, sometimes, the biases of an evaluator can affect the objectivity of the evaluation process, which consequently influences the pay or rewards given to the staff. To this extent, the system will not work as it should because it has been hijacked by other external factors.
Properly Functioning Performance System
A properly functioning pay-for-performance system can have numerous positive impacts on the organization’s performance, human resource management, and productivity. A pay-for-performance system that functions properly is characterized by the following features:
First, the outstanding performers or staff receive the greatest rewards because they have earned them. According to Osibanjo et al. (2014), organizations need to acknowledge the superior contributions of those who are outperforming. This involves rewarding them and continuing to motivate their high performance. Secondly, a properly functioning performance system involves an average performer receiving substantially smaller rewards or raise on their pay. This may have two effects; it can either motivate them to work harder so that they can get greater rewards in the future or demotivate them to leave the organization. The same impact can be associated with poor performers who have rewarded nothing.
In conclusion, a pay-for-performance system is effective when it is used appropriately. When used properly, it has numerous benefits including high employee morale and motivation, which increases the firm’s productivity and reduces turnover. However, as discussed in this research, when it is used inappropriately or incorrectly, it can result in serious challenges to the organization as some employees may feel demotivated. Therefore, managers must understand the role of a pay-for-performance system before implementing it to ensure that it is implemented in the right way.
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