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 A thing that motivates or encourages someone to do something.

 A payment or concession to stimulate greater output or investment.

 An incentive is something that motivates or drives one to do something or
behave in a certain way.

 An incentive aims at improving the overall performance of an organization.

 ‘Variable rewards granted according to variations in the achievement of
specific results’.

Milton L. Rock

 ‘Incentive is system of payment emphasizing the point of motivation, that is, the
imparting of incentives to workers for higher production and productivity’.

K. N. Subramaniam



The various types of incentives are classified into two broad categories: financial and
non- financial. Here, we are concerned with financial incentives only. Financial incentives
may further be classified as individual incentives and group incentives.

 Individual Incentive Plan:

Reward systems tied to the performance of individual employees are known as
individual incentive plans. These plans depend on category of workers for which they
are designed. Under this plan mostly a certain pay rate is guaranteed and the rewards
represent additional compensation.

 Group Incentive Schemes:

It is observed that under individual incentive plans bonus is paid to the worker on the
basis of individual’s performance. This is in the case where the payment of bonus is not
affected by the performance of others. But there are certain situations where it is difficult
to measure individual contribution. Here the performance each worker is affected by
others. Under such situations group incentive bonus schemes are introduced.



 Profit sharing is a way for an employer to contribute some of their profits to
their employees.

 A profit-sharing plan is a type of defined contribution plan that allows
companies help their employees save for retirement. Contributions from
the company are discretionary. The company can decide how much it will
contribute from year to year, or even if it will contribute at all to an
employee's plan.

 Employees can receive their shares of profits in the form of cash or
company stock. Contributions are typically made to a qualified tax-
deferred retirement account that allows penalty-free distributions that can
be taken after age 59½. Some plans offer a combination of deferred
benefits and cash, with cash being distributed and taxed at ordinary
income rates.



 A profit-sharing plan is a regular pension or retirement plan which will
receive contributions from the employer. This actually means that a
retirement plan such as the employees’ provident fund (EPF) and national
pension system (NPS) is not an example of the profit-sharing plan as it
involves contributions being made from the compensation that the
employees earn.

 As employers are going to set up profit-sharing plans, the organisation
will decide as to how much they would like to allot to every employee. A
firm which will provide a profit-sharing plan is going to adjust it as
required.

 There are instances of employers sometimes making zero contributions.
In those years in which the employer will go onto make a contribution, the
organization should come up with a defined formula to payout the profits
to its employees.



. 



This is an excellent option for businesses to provide their
employees with discernment of the ownership over
the company they are working for.

 This will push them to pump up their performance and can
produce great results in the long run.

However, there will be several restrictions as to when the
employees will be able to withdraw these funds with no
penalties.





Financial incentives can be provided on an individual or group basis
and satisfy the monetary and future security needs of individuals. The
most commonly used financial incentives are:

 Pay and Allowances
 Bonus
 Productivity linkedWage Incentives
 Profit-Sharing
Retirement Benefits
 Stock Options or Co-partnership
Commission
 Perquisites



Salary is the basic incentive for every employee to work efficiently for
an organization. Salary includes basic pay, dearness allowance, house
rent allowance, and similar other allowances.

Under the salary system, employees are given increments in basic pay
every year and also an increase in their allowances from time-to-time.

Sometimes these increments are based on the performance of the
employee during the year.



It is a sum of money offered to an employee over and above 
the salary or wages as a reward for his good performance.



Companies use different types of bonuses to attract and
retain top talent. Signing bonuses, for example, reward new
employees for joining the company.

Milestone bonuses given on service anniversaries reward
long-term employees for their loyalty. Salary-based
performance bonuses reward employees for contributing to
the company's success.

A bonus modifier gives the company the flexibility to fine-
tune an employee's performance bonus.



A bonus modifier affects an employee's performance bonus.
A performance bonus puts a portion of an employee's pay at
risk. The employer sets aside a percentage of the employee's
salary--say, 25 percent--as a performance bonus.

 If the employee's performance does not meet expectations,
his employer is not obligated to pay the bonus. If the
employee meets expectations, the employer pays the bonus.
An employer uses a bonus modifier to increase the amount
of the bonus if the employee exceeds expectations.



A team performance goal is another example of a bonus
modifier. A company may offer a call center manager a
bonus modifier of 50 percent if his team achieves a five-star
rating in customer satisfaction surveys.

Thus, a manager whose salary is $40,000 and whose target
bonus is 25 percent of his salary may earn a bonus of
$10,000 without a bonus modifier. With the bonus modifier,
the same manager earns a bonus of $15,000 if his team
achieves a five-star rating.



Some companies link a bonus modifier to the company's
performance. Management sets a target metric such as the
company's pretax income for a fiscal year.

 If the company meets or exceeds the income target, it
applies the bonus modifier to the bonus for eligible
employees. A bonus modifier based on company
performance rewards the entire bonus-eligible work force for
the company's good year.



Another way companies use salary bonus modifiers is to
reward employees for cost-containment efforts.

Under this method, a company sets a target for reducing
expenses. It notifies employees of the expense-reduction
goal and informs employees that they will receive a share of
the cost savings as a bonus.

Motivated by the goal, employees cut back on office supplies,
non-essential travel and other discretionary expenses.



Many wage incentives are linked with the increase in
productivity at individual or group level.

For example, a worker is paid 50 rupees per piece if he
produces 50 pieces a day but if he produces more than 50
pieces a day, he is paid 5 rupees extra per piece.

Thus, on the 51st piece, he will be paid 55 rupees.



Sometimes the employees are given a share in the profits of
the organization. This motivates them to perform efficiently
and give their best to increase the profits of the organization.

Retirement Benefits

Retirement benefits like gratuity, pension, provident fund,
leave encashment, etc. provide financial security to the
employees post their retirement. Thus, they work properly
when they are in service.



 Under the Employees Stock Option Plan, the employee is
offered the ordinary shares of the company at a price lower than
its market price for a specified period of time. These are non-
standardized offers and shares are issued as a private contract
between the employer and employee. These are generally
offered to management as a part of their managerial
compensation package.

 Allotment of shares induces a feeling of ownership in the
employees and they give their best to the company. Infosys,
GoDaddy and The Cheesecake Factory are some of the
companies that have implemented the scheme of the stock
option.



Some organizations offer a commission in addition to the salary
to employees for fulfilling the targets extremely well. This
incentive encourages the employees to increase the client base
of the organization.

Perquisites
Several organizations offer perquisites and fringe benefits such
as accommodation, car allowance, medical facilities, education
facilities, recreational facilities, etc. in addition to the salary and
allowances to its employees. These incentives also motivate the
employees to work efficiently.



Apart from the monetary and future security needs, an individual also has
psychological, social and emotional needs. Satisfying these needs also plays an
important role in their motivation. Non-financial incentives focus mainly on the
fulfillment of these needs and thus cannot be measured in terms of money. The most
common non-financial incentives are:

 Status

 Organizational Climate

 Career Advancement Opportunity

 Job Enrichment

 Job Security

 Employee Recognition Programmes

 Employee Participation

 Employee Empowerment



 With reference to an organization, status refers to the position
in the hierarchy of the organizational chart. The level of
authority, responsibility, recognition, salary, perks, etc.
determine the status of an employee in the organization.

 A person at the top level management has more authority,
responsibility, recognition and salary and vice-versa. Status
satisfies the self-esteem and psychological needs of an
individual and in turn, motivates him to work hard.



 Organizational climate refers to the environmental characteristics of an
organization that are perceived by its employees about the organization
and have a major influence on their behavior. Each organization has a
different organizational climate that distinguishes it from other
organizations.

 Some of the factors that influence the organizational climate of an
enterprise are organizational structure, individual responsibility,
rewards, risk and risk-taking, warmth and support and tolerance and
conflict. When the organizational climate is positive employees tend to
be more motivated.



 It is very important for an organization to have an appropriate
skill development program and a sound promotion policy for
its employees which works as a booster for them to perform
well and get promoted.

Every employee desires growth in an organization and when
he gets promotion as an appreciation of his work he is
motivated to work better.



It refers to the designing of jobs in such a way that it involves
a higher level of knowledge and skill, a variety of work
content, more autonomy and responsibility of employees,
meaningful work experience and more opportunities of
growth. When the job is interesting, it itself serves as a
source of motivation.



Job security provides future stability and a sense of security
among the employees. The employees are not worried about
the future and thus work with more enthusiasm.

Owing to the unemployment problem in our country, job
security works as a great incentive for the employees.
However, there is also a negative aspect of this incentive that
employees tend to take their job for granted and not work
efficiently.



Recognition means acknowledgment and appreciation of
work done by employees. Recognition in the organization
boosts their self-esteem and they feel motivated.

For example, declaring the best performer of the week or
month, displaying their names on the notice board and
giving them rewards, fall under the Employee recognition
program.



Involving the employees in decision making regarding the issues
related to them such as canteen committees, work committees,
etc. also helps in motivating them and inducing a sense of
belongingness in them.

Employee Empowerment

Giving more autonomy and powers to subordinates also make
them feel that they are important to the organization and in turn
they serve the organization better.


