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Abstract

In any organization, financial rewards play a significant role in boosting and sustaining the work motivation of
employees, which ensures employee performance. The direct effect of financial rewards on the work motivation of
various types of employees is widely studied and reported. Empirical evidence and theoretical explanations are
inconsistent in the literature. Therefore, it remains yet to be investigated further across different domains in the
corporate atmosphere. This study was conducted to assess the impact of financial rewards on the work motivation of
operational level employees in manufacturing organizations. The study was carried out as a cross-sectional,
guantitative field study among a sample of 100 operational level employees, randomly selected from a manufacturing
organization in Sri Lanka. The primary data was collected via a standard questionnaire which was reported as valid
and reliable in previous studies. Findings show that financial rewards have a significant and a positive association (r =
0.680) with the work motivation of operational level employees in manufacturing organizations. Further, findings
reveal that 46.3% variation in employee work motivation (r2 = 0.463) is significantly affected by financial rewards.
Moreover, financial incentives are found to be the most influential type of financial reward in determining the work
motivation of operational level employees. Hence, it is recommended to manage and manipulate financial rewards to
motivate employees to gain positive individual performance.

Keywords: Financial rewards; operational level employees; work motivation

3|Page



Sri Lanka Journal of Advanced Social Studies Vol. 9 No. 1, 2009

Introduction

In this era of globalization, organizations are improving business processes by adopting advanced
technologies and innovations. Further, organizations try their best to hire competent employees to
achieve their goals. To employ competent staff, organizations have to offer better work environments,
market-based salaries, job security, and empowerment. Of all these perks and benefits, financial
variables are the most important factor. On the one hand, every employee has to run his livelihood.
He/she needs financial rewards/perks to support the family. On the other hand, the management of each
organization has to develop the relationship between employees and organizations to fulfill the demands
of both parties. An organization expects their employees to follow the rules, policies, and regulations of
the organization. In return, an employee will expect a better work environment, excellent financial
rewards, and an appropriate salary. If an organization offers more financial rewards, the employees of
that organization will be more motivated and satisfied. Moreover, the success of an organization is highly
dependent on the employees’ motivation to work. It is therefore, important for a company to ascertain
what motivates its employees so that it can plan a suitable reward system and gain better results. There

are two types of rewards examined in the literature; extrinsic rewards and intrinsic rewards.

Extrinsic rewards are non-job-related rewards such as pay, salary and working conditions. Gupta and
Shaw (1998) concluded that financial incentives are indeed effective. According to them, not all jobs are
interesting and challenging. However, in many working environments, this is not the reality. They
conclude that money matters most and that it motivates us due to its symbolic and instrumental value.
The symbolic value of money recaps what is assumed of it. The instrumental value of money is defined
as the ends usage that can be obtained in exchange. According to Nelson (2004), when money is used to
recognize employees for excellence of work, it sends a wrong signal to the employees. Accordingly, the
emphasis on financial rewards might drive the employees to reach individual gains, and sometimes
reduces teamwork (Gupta & Shaw, 1998).

Motivation is defined in terms of internal and/or external forces that initiate actions that persevere until a
certain goal is achieved (Daft, 2006). In business firms, these behavioral patterns are described as needs
that employees are striving to satisfy through intrinsic and extrinsic rewards they receive in the workplace
(Bateman & Snell, 2007; George & Jones, 2006). Examples of intrinsic rewards are feelings of
achievement and personal growth, while extrinsic rewards include outcomes such as salary, status, job
security and fringe benefits (Hellriegel et al, 2004). Moreover, employees prefer an entrepreneurial
environment, excellent skills development and opportunities, high visibility in the organization, career
mentoring, discretion in job creation, work-life-balance, flexibility, competitive compensations, benefits,

and recognition of unique contributions (Delany & Turvey, 2004).

Approximately 605 employees who are working in the company, were selected for the current study. The
company was selected as it cited grievances within the lower level of employees, reported high labor

turnover, increased absenteeism, and the deterioration of employee performance. Furthermore, the
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underlying relationships among the dependent and independent variables are inconsistent across many
of the domains tested in existing literature. Hence, the present study focused on answering the following

research question.

What is the impact of financial rewards on the work motivation of operational level

employees in manufacturing organizations?

Purpose of the study

The purpose of this study is to assess the impact of financial rewards on work motivation of operational
level employees in manufacturing firms. Furthermore, , as secondary objectives, the study focused on; (i)
assessing the current level of work motivation of operational level employees in the selected domain; (ii)
identifying the attitudes on the existing financial rewards system; (iii) identifying the feasible solutions to

overcome the issues associated with work motivation of operational employees.

Significance of the study

This study will identify the impact of financial rewards on work motivation which, in turn, would have a
large contribution to the success of the manufacturing organizations in Sri Lanka. Additionally, through
identifying the key factors that affect the work motivation of operational level employees, organizations
can formulate appropriate strategies that may result in an increase of employee work motivation.
Additionally, through this research, the relevant stakeholders will be able to suggest to the manufacturing
organizations; the work motivation issues of their employees that are not openly discussed. Furthermore,
policymakers can use the finding(s) to improve their policies that will have an impact on organizational
success, by assessing the level of work motivation. Moreover, the selected manufacturing organization

can achieve a higher level of productivity that can raise the company profit margins.

Literature review

Motivation

The term ‘motivation’ is derived from the Latin word ‘movere’ which means ‘to move’. Motivation is what
moves us from boredom to interest. It is like the steering wheel of a vehicle that directs the driving.
Motivation represents those psychological processes that cause the arousal, direction, and persistence of
voluntary activities that are goal-oriented (Mitchell, 1982). Bartol (1998) defines motivation as a force that
energizes behavior, gives direction to behavior, and underlies the tendency to persist. This definition
recognizes that, in order to achieve goals, individuals must be sufficiently stimulated and energetic, must
have a clear focus on what is to be achieved, and must be willing to commit their energy for a long time to
realize their aims. Subsequently, a leading function of management involves urging employees to work

towards organizational goals.
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Motivation constitutes a central element when going through the process of human learning. If the
organization does not pose the ability to motivate its employees, the knowledge within the organization is
not practically used to the maximum. Therefore, currently, it has become the aim of every organization to
assess the factors that enable it to motivate its employees to continuous learning and to take advantage

of their knowledge, and to ensure its survival and growth (Osteraker, 1999).

The importance of motivated employees cannot be highlighted enough in an organizational context.
Motivated employees are more productive, more efficient and more willing to work towards organizational
goals than the employees who are experiencing low levels of motivation. (Hunter et al, 1990).
Furthermore, motivation was described by Robbins (2003) as a result of interactions between individuals
and situations. Robbins (2003) stated that people have different types of needs and the interactions of

situations, and the individual can either be reinforcing or hindering one’s motivation.

Kreitner (2004) argued that motivation contains ‘those psychological processes that cause the arousal,
direction, and persistence of voluntary actions that are goal-directed’. Hence, motivation depends on
certain intrinsic and extrinsic factors which in collaboration results in fully committed employees. Similarly,
people are motivated when they believe that a certain need will be satisfied by achieving a goal or

reward which will satisfy their needs. (Armstrong, 2009).

Motivation is the force that constantly induces to move and perform.. The most practical definition
proposed by the social scientist, is that, motivation is a psychological process that inspires the
stimulation, direction, and persistence of behaviour (Luthans, 2005). Many authors add a voluntary
component or goal-directed emphasis on that definition (Hellriegel, 1976). Thus, motivation becomes a
psychological procedure which causes the arousal, direction, and persistence of voluntary actions that
are goal-directed. Incentives and rewards are the most favoured factors of employee motivation.
However, employees are motivated when they achieve their needs (Spector, 1997; Milne, 2007). Intrinsic
motivation and extrinsic motivation are the two branches of human motivation. Intrinsic motivation is
identified as the inspiration which emanates from the inherent nature of the job, while extrinsic motivation

is the incentive to do the job, driven by external factors (Kuvaas, 2006).

Extrinsic motivation can vary. An employee may perform a task due to the fear of being punished or fired,
or the employee can perform an activity if that activity leads to a promotion, bonus, or growth in the future
(Ryan, 2000). According to George and Jones (2012) extrinsically motivated employees work when they
get a positive appraisal or reinforcerment by other people, and they are often motivated by factors such
as the salary or a bonus, increment, or promotion. Similarly, Amabile (1993) mention that an extrinsically
motivated employee is an individual who works when he/she engages in work to attain a goal that is
apart from the work itself. Another characteristic of the extrinsically motivated employee is that they may
perform their work to avoid punishment, thus the work that they are engaged in not being done for the
sake of the work but for the sake of its immediate consequences. It implies that these consequences can

be used to generate extrinsically motivated behaviors in employees (George, 2012). However, various
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empirical evidence and theoretical explanations confirm that intrinsic motivators can be more effective

than extrinsic factors in motivating employees (Nasri & Charfeddine, 2012; Giancola, 2014).

Work motivation is a set of energetic forces that originate both within as well as beyond an individual, to
initiate work-related behavior and to determine its form, direction, intensity, and duration (Pinder, 1998).
George (2012) defined work motivation as the psychological forces that determine the direction of a
person’s behavior in an organization, a person’s level of effort, and a person’s level of persistence in the

face of obstacles at work.
Financial Rewards

Rewards too play an important role in determining employee motivation. Therefore, it is necessary for a
manager to understand how important financial rewards are to inspire employees and motivate them.
Financial rewards are identified as the most functional tool for managers to motivate employees in order

to influence their behavior positively to attain organizational goals (Danish, 2010).

The significance of financial and non-financial rewards varies with the age of an employee. The non-
financial rewards influence on work motivation to a greater extent after the pay exceeds a certain level.
According to Hertzberg’s [Two factor theory], there are two kinds of factors that have a strong impact on
employee motivation. The hygiene factors such as pay, policies and working environment, and the
motivational factors such as appreciation, recognition, caring attitude from employer and opportunities for
achievements. An effective reward system can motivate the employees and enhance their productivity
(Fuhrmann, 2006). Financial rewards play a critical role in enticing talented employees, however, there is

only a short-term impact on their work motivation (Samodien, 2004).

In the last few decades, business organizations have focused on skills-based pay plans, by which the
financial rewards of employees are paid on their new skills & knowledge acquired, and levels of
performance rather than for holding the position in the organization. With the implementation of skills-
based financial rewards, employees worked more effectively and focused on their new skills which in turn,
created an ‘innovation-based performance’ culture. This system of skills-based pay, focuses on
continuous learning and creating a learning culture, where employees’ hidden competencies are also
highlighted (London, 1999). However, this system of ‘skills-based pay’ is still based only on financial
factors and economic exchange between the employee and employer, therefore, still this system is

transactional.
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The Nexus between Financial Rewards and Work Motivation

Financial rewards have been recognized as a major factor that motivates employees. It is also the main
expense charged on the profit and loss account of the organizations (Werner, 2004). Therefore , it has to
be managed carefully. Ellis and Pennington (2004) found that direct financial rewards play a critical role
in attracting talented employees, and have a combined impact on the level of work motivation of lower-

level employees.

Financial rewards are legal obligations in the employment relationship and are critical incentives to attract
and retain employees. However, the extant literature indicates that rewards transcend monetary
boundaries (Chen, 1999). Monetary rewards refer to tangible objects, such as pay, bonuses, incentives,
commissions, whilst non-monetary rewards are non-tangibles which include praise and recognition
(Weatherly, 2002).

The importance of money as a motivator has been consistently downplayed by most behavioral scientists
such as Fredrick Herzberg. In his two-factor theory; he pointed out that, the value of challenging jobs,
feedback, cohesive work teams, and other nonmonetary factors stand as stimulants of work motivation.
However, money is the crucial incentive which affects the work motivation because it is the vehicle by
which employees can purchase the numerous need-satisfying things that they desire (Robbins et al,
2003). Researchers have found that, for the majority of the workforce in the world, regular pay is
necessary to meet basic physiological and safety needs. Hence, lower-level employees are caught in the
trap. Furthermore, money also performs the function of a scorecard by which employees assess the value
that the organization places on their services. Thus, financial rewards are a valuable asset in the

organization which in turn positively affect employees’ work motivation (Langton, 2007).

Langton and Robbins (2007) mentioned that for financial rewards to motivate an individual, certain
conditions must be met, that is; the type of reward must be important to an individual and should be
perceived as a direct reward for performance. Especially, if it is money, the marginal amount should be
perceived by the individual as significant. Therefore, for financial rewards to motivate employees at work,
the marginal difference in pay increases between a high performer and an average performer or a highly

skilled and low skilled should be significant.

A recent study done by Locke on four methods of motivating employees indicated that, financial rewards
are the first priority among operational level employees. Such evidence demonstrates that financial
rewards may not be the only motivator, but it is found to be the major factor. However, this opens up the
debate that non-financial rewards such as recognition, participation in decision making and job security
have a role to play in motivating employees that monetary rewards do not address. Another stream of
analyses pointed out that, employees do not rate money as their main motivator. Most of the

achievements are reached for reasons other than money, and it is a factor that attracts people but does
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not play a big role in retaining and motivating. Hence, they argued that sole purpose of financial rewards
is to attract the employees, not for their level of motivation and retention (Loke, 1998; Amstrong, 2007;
Ellis & Pennington, 2004). Similarly, Ellis and Pennington (2004) found that direct financial rewards play a
critical role in attracting talented employees. But, they have only a short-term impact on the motivation

level of employees.

Armstrong (2007) cites evidence from Pfeffer (1998) and reports that employees work for money, but they
work even more for meaning in their lives. Where there is no meaning of work, there is a greater loss of
loyalty and commitment, and pay should therefore not be substituted for a working environment which
highly considers trust, fun, and meaningfulness. This simply means that money should be used in

conjunction with other motivational factors.

Moreover, Lazear (2000) mentions that that introduction of financial rewards could gain extra efforts from
the employees to the extent where the marginal value added is equal to the marginal cost paid for that
additional work. This shows that, financial rewards are a type of paid value to employees in return for their
extra efforts exerted. Furthermore, in his research, Lazear (2000) discussed a positive relationship

between employee engagement & financial rewards and firm performance as well.

Frey (2001) conducted an econometric study investigating the effect of monetary rewards in the voluntary
employment sector. Participants in the study indicates that they would decrease their volunteer service
when a higher financial reward is introduced as it decreases their intrinsic motivation. This finding can be
further explained using Pierce’s (2003) argument. It indicates that, when financial rewards are given to
individuals, they are more likely to shift their internal interests from performing a task (internal attributions)
to external attributions (pay). It causes a decrease in intrinsic motivation. Thus, it has been suggested
that non-financial rewards shouid be used appropriately (keeping a trade-off) with financial rewards to

boost employees’ motivation (Deci, 1972).

In the rewards—motivation relationship, the nature of rewards, especially workplace rewards, is complex.
There should be a few essential characteristics of financial rewards to motivate employees such as
magnitude of the rewards, types of contingencies associated with the reward, the person who administers
the award, whether it is expected or individual's perceptions of fairness and satisfaction associated with
the reward (Deci et al, 1999; Greenberg, 1987). Moreover, the operational level employees typically
believe that increased efforts would result in increased financial rewards. If employees believe that the
extra effort given will not be paid off, the employees’ motivation to exert extra efforts will be limited
(Jensen et.al, 2007).

Having considered the evidence in the literature, the two following hypotheses were tested, with empirical

data collected from the selected manufacturing firm in Sri Lanka.
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H;: There is a significant relationship between financial rewards and the work motivation of operational
employees.

H,: There is a significant impact of financial rewards on the work motivation of operational employees.

The aforementioned relationship is depicted in figure 01, in which work motivation is considered as the

dependent (outcome) variable and financial rewards as the independent (predictor) variable.

Figure 01: Conceptual Framework of the Study

Financial Rewards - Work Motivation

Source: Authors (2019)

Materials and methods

As the current study is an explanatory study as it intends to test the advanced hypotheses and the
established relationships. Furthermore, this study intends to find the cause and effect relationship.
Moreover, this is a cross-sectional study where the researcher's interference is minimum. As the total
number of respondents in the population is known, the simple random sampling technique would be more
appropriate to be used in selecting a representative sample. A total of 100 operational level employees
were selected randomly from a leading manufacturing organization in Sri Lanka as the sample for the
present study, which accounts for approximately 10% of the population. Hence, the unit of analysis was at

the individual level.

Data was collected through a self-administered, standard questionnaire that has met the accepted
standards of validity and reliability. Primary data collection was conducted through a questionnaire
survey. It was conducted within the last two weeks of June 2018. The survey questionnaire was adopted
based on the measurement scale developed by Mikander (2010) which is tested and validated widely by

previous scholars in the current research domain.

The survey questionnaire comprises of two sections. Section | includes four demographic questions
relating to gender, marital status, age group, and monthly income of the respondent. Section Il includes
twenty (20) items to assess the constructs; financial rewards and work motivation. Negatively coded items
were tagged with a round sign to recognize them easily in data entering and screening. All the items in
section Il were put on a scale ranging from 'always to never'; anchoring on a five-point Likert scale

adopted as per the original measurement scale of Mikander (2010).
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Data was analyzed using Statistical Package for Social Sciences (SPSS) and Excel. Frequency analysis,

correlation test, and regression analysis were performed to analyze data; to test the advanced

hypotheses and to make conclusions.

Table 01: Descriptive Statistics — Financial Rewards

Variable Statistic | Std. Error
Financial Rewards Mean 2.8400 .08298
95% Confidence Interval for Mean Lower Bound 2.6753
Upper Bound 3.0047
Median 2.7857
Variance .689
Std. Deviation .82984
Minimum 1.14
Maximum 4.71
Range 3.57
Interquartile Range 1.29
Skewness .075 241
Kurtosis -.626 478

Source: Survey Data, 2019

Results and discussion

The final sample of the current study (n = 100) consisted of 35.0% of males and 65.0% females. Further,

59.0% of operational level employees in the sample were married, and the remaining 49.0% were single.

The majority, approximately 91.0% of the respondents belonged to the monthly income group between
Rs. 15,000 - Rs. 30,000. Only 6.0% belonged to the monthly income within Rs. 15,000, and the rest 3.0%

belonged to the monthly income group of over Rs.30, 000 per month.
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As depicted in table 01 and table 02, the mean values for two variables indicate a moderate behavior (as
the mean depicts a value between 2 and 3) of those constructs. Similarly, the values obtained for
standard deviation lies between the required range of -2 and +2, indicating a normal behavior of the

primary data set. Hence, the screened primary data set was forwarded for further analysis.

Table 02: Descriptive Statistics — Work Motivation

\Variable Statistic Std. Error
Work Motivation Mean 2.8408 .06815
95% Confidence Interval for Mean  Lower Bound 2.7055
Upper Bound 2.9760
Median 2.7692
Variance .464
Std. Deviation .68150
Minimum 1.54
Maximum 4.85
Range 3.31
Interquartile Range 77
Skewness .316 241
Kurtosis .339 478

Source: Survey Data, 2019
Correlation Analysis

Table 03: Correlation

Financial
Rewards Work Motivation
Financial Rewards  Pearson Correlation 1 680"
Sig. (2-tailed) .000
N 100 100
Work Motivation Pearson Correlation 680" 1
Sig. (2-tailed) .000
N 100 100

**_Correlation is significant at the 0.01 level (2-tailed).

Source: Survey Data, 2019
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According to the correlation results as shown in Table 03, there is a moderate positive correlation
between financial rewards and work motivation. Moreover, that association is statistically significant as
the sig. value (2-tailed) is less than 0.01. Hence, the alternative hypothesis (H,) is accepted concluding
that, there is a positive-moderate-significant association between financial rewards and work

motivation of operational level employees in manufacturing.
Regression Analysis

Table 04: Model Summary

Adjusted R Std. Error of the
Model R R Square )
Square Estimate
1 .680% 463 457 50215

a. Predictors: (Constant), Financial Rewards

Source: Survey data, 2019

Table 05: ANOVA

Model Sum of Squares df Mean Square F Sig.

1 Regression 21.269 1 21.269 84.349 .000°
Residual 24,711 98 .252
Total 45.979 99

a. Dependent Variable: Work Motivation
b. Predictors: (Constant), Financial Rewards

Source: Survey data, 2019

Table 06: Coefficients

Unstandardized Coefficients Séan?fgrgjlz;sd .
Model oefficients t Sig.
B Std. Error Beta
1 (Constant) 1.254 .180 6.975 .000
Financial Rewards .559 .061 .680 9.184 .000

a. Dependent Variable: Work Motivation

Source: Survey data, 2019

In the model summary shown in Table 04, the R Square is .463. This means that financial reward has an
impact of 46.3% on the work motivation of employees. Further, that impact is significant as the sig. value

in the ANOVA, depicted in Table 05, is less than 0.05. Hence, the alternative hypothesis (H,) is also
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accepted, concluding that, financial rewards significantly affect the work motivation of operational level

workers in manufacturing.

Table 06 presents the coefficients of linear regression. Both the constant and slope of the regression
equation are statistically significant. Furthermore, according to the residual analysis of the regression
test, the originated model is fitted sufficiently to predict future scenarios in similar contexts. Given the
significant support from the above statistical claims, it could be concluded that the H, is accepted and Hq
is rejected. It is said to be that, financial rewards significantly impact the work motivation of operational

level workers in manufacturing sector organizations.

Discussion of Findings

The findings show that financial rewards were significantly and positively associated with the work
motivation of operational level employees. The study found a direct relationship. The impact relating to
financial rewards and work motivation has been long validated in several domains. For example, Ellis and
Pennington (2004) found that financial rewards play a critical role in attracting talented employees,
motivating them to perform, and in retaining them. Lazear (1986) suggested that by adding financial
rewards to the compensation package of lower-level employee for the sake of motivation, organizations
can attract more appropriate and contented workers. Similarly, Werner (2004) stated that, irrespective of
any demographic variable and the level of education of a person, financial rewards have been recognized
as a major motivator of employees. Nelson (2004) found in a research that 78% of employees responded
that it was very or extremely important to be recognized by their managers when they do good work

through a financial benefit. All these empirical evidences comply with the findings of the current research.

Armstrong (2007) further argued that, the more reinforcing the reward is, the more it improves intrinsic
interest as well. Bates (2006) recommended for money to motivate, ‘merit pay rises’ must be at least
seven percent of the base pay for employees to perceive them as motivating to go an extra mile at work.
However, Armstrong (2007) challenged what he calls the ‘behaviorists doctrine’ about money and
motivation. He claimed that no controlled scientific study has found a long-term enhancement of the
quality of work as a result of any reward system. Hence, it is noted that the current researcher has

received similar results as found in extant literature.
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Conclusion

The current research is typical in its interpretation of financial rewards concerning work motivation and
sheds practical insights explaining the impact of financial rewards on work motivation. According to the
findings of the research, it could be concluded that there is a significant impact of financial rewards on
work motivation. However, the association among them is moderate. Hence, financial rewards in the
domain are/will be a significant predictor / manipulator to obtain the outcome of the work motivation of

operational level employees only up to a minimum extent.
Recommendations

Many reward systems have been developed and used in the Sri Lankan manufacturing companies during
the last two decades. All decisions on rewards generated from the top management; the employees did
not have any influence on the development process. Hence, the researchers of the current study would
suggest that the organizations should include the employees in the decision-making process and the
development of the rewards systems. This could be done by allowing the employees to frequently provide
feedback on the financial rewards systems. Perhaps, this could be done together with the development
discussions that take place once a year between the management and the employees. Moreover,
organizations should highly emphasize on the ‘basic pay’ and ‘incentives’ rather than welfare, as
operational level employees are significantly sensitive to those two components of financial rewards.
Similarly, researchers would suggest that, the companies should implement and develop a proper
mechanism to frequently monitor the financial rewards system while keeping a trade-off among financial
and non-financial rewards. Furthermore, in such a mechanism, the organizations should focus on the
implementation and development of reasonable and transparent performance standards linking it with the
financial rewards that may increase the worth of receiving those rewards, which in turn appropriately
motivates the receivers.

Direction for Future Research

The sample size of this research can be increased, in order that, the generalizability of the findings will be
improved. Only the financial rewards were considered as the independent variable in the conceptualized
research model as per the requirements and set objectives of the current study. However, it is suggested
that, including the non-financial rewards might increase the strength of the research model in further
studies. Moreover, a cross-validation of the results in divergent organizations and divergent industries will
add more value to the insights of the present study. Furthermore, it is suggested that future studies
should collect data from multiple sources other than employees, such as managers, team leaders/project
leaders, subordinates, clients, and comparatively from a bigger sample as it would provide more solid and

broader insights regarding the relationship between the variables considered in this research.
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However, within its limitations, the current study successfully achieved its set objectives and opened new
possibilities for social & management studies in the future. Hence, it is expected that future studies in
other industries/markets/countries considering more variables, will add more value to the present

research work in the field of Human Resource Management and Development.
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