Abstract: No one would buy an iPhone with the sole intention of making phone calls. Failing to take advantage of the technology and the myriad apps available would mean not getting full value for the money you have spent. In the benefits world, total reward strategies are one area where many employers often fail to recognise they could be getting a much greater bang for their benefit buck. According to Thomsons Online Benefits' Employee Rewards Watch 2010 survey, just 30%of organisations have a defined total reward strategy. More than a third, 36%, meanwhile, are unable to report accurately on their total reward costs. Most providers and consultants in the market agree total reward is being under-utilised by employers and can be a cost-effective way of achieving levels of engagement, when compared to other solutions on the market. A comprehensive total reward strategy should comprise four main elements: Pay, incorporating base salary, bonuses, incentive payments and shares; benefits, such as pensions, insurances, holiday and all other perks; learning and development, including career development, succession planning, training and performance management; and the work environment, comprising elements such as work-life balance initiatives, culture, leadership and performance support.

Full text: With the golden days of generous salary reviews a thing of the past for most employees, a coherent total reward strategy is more important than ever says Debbie Lovewell
No one would buy an iPhone with the sole intention of making phone calls. Failing to take advantage of the technology and the myriad apps available would mean not getting full value for the money you have spent.
In the benefits world, total reward strategies are one area where many employers often fail to recognise they could be getting a much greater bang for their benefit buck. According to Thomsons Online Benefits' Employee Rewards Watch 2010 survey, just 30 per cent of organisations have a defined total reward strategy. More than a third, 36 per cent, meanwhile, are unable to report accurately on their total reward costs.
Chantal Free, director and head of rewards, talent and communication services at Towers Watson, says: "That is one of the main topics we are talking to clients about post-recession, whereby we have large workforces that are very frustrated by the nil or limited salary increases in the last couple of years. Hopefully, we are not going to have a double-dip recession, but we do not see a huge boom coming for about six to 12 months so organisations are still being quite cautious with regard to base pay increases. That opens up the whole issue but do we really have a full understanding of total reward?"
Most providers and consultants in the market agree total reward is being under-utilised by employers and can be a cost-effective way of achieving levels of engagement, when compared to other solutions on the market. David Wreford, a principal at Mercer, says: "I do not think you will find many organisations have a total reward strategy. You might find they tend to blur the lines between cash and benefits through a flexible benefits plan and that might offer intangible benefit to employees so it becomes something like a total reward strategy.
"The emphasis at the moment is employers are telling staff how valuable a career is with them. That is typically to hide other messages about cuts and controls around benefits, slow pay progression and low levels of incentive awards. A lot of the issue is, internally that the functions responsible for a lot of those things - compensation, benefits, talent management - tend to be somewhat disconnected, so it is difficult for organisations to manage that cohesively unless there is support and participation from people across those functions."
A common mistake, which leads to the under-utilisation of total reward, is viewing total reward statements as a total reward strategy. Dipa Mistry-Kandola, consulting and communication manager - flexible benefits at Lorica, says: "Organisations are so focused on statements and getting the values right, they are missing a trick when it comes to communicating the bigger picture to their staff."
Mercer's Wreford adds: "That is genuinely the case in a number of businesses. They are missing a trick because having a strategy of that nature is about controlling costs and being able to vary the investment they make in a way that suits the business now and in the future. Therefore, it becomes a management tool, not just a communications tool."
A comprehensive total reward strategy should comprise four main elements: Pay, incorporating base salary, bonuses, incentive payments and shares; benefits, such as pensions, insurances, holiday and all other perks; learning and development, including career development, succession planning, training and performance management; and the work environment, comprising elements such as work-life balance initiatives, culture, leadership and performance support.
"Organisations do not necessarily find it easy to place a value on intangible things, but they probably do not go and ask employees what they value in their business," says Wreford. "Employees are attracted by things beyond their benefits. It is about the working environment, the challenge they get through their careers, the people they work with, what it is like to be inspired by strong leadership and so on. Those things have a value."
Total reward may also be under-utilised if employers do not tailor their strategy to suit their workforce demographics. A common mistake is to rely on what the organisation has historically offered around compensation and benefits, rather than tailoring total reward to suit new generations of employees. Richard Morgan, director of consultancy services at Vebnet, says: "Ultimately, an organisation needs to think about how and why it is rewarding people in certain ways. Some of it will be around headline pay and bonus. But where there is real power is in linking that to performance. That is the bit that is under-utilised by a lot of people."
In many cases, this shift in thinking will involve looking beyond what an employer perceives as reward, to how it is viewed in the market, as well as employees' overall career expectations. Elliott Webster, head of flexible benefits at Bluefin, explains: "There could still be a paternalistic approach out there that generosity equals relevance. If employers think about total reward and why a graduate comes to their office, a graduate comes to work for a company such as Google or Yahoo because it is a funky place to be. The fact they come in on four-times death in service and x-sized pension is completely irrelevant. I think there is quite often a mis-match especially as older companies struggle to change and become more progressive.
"But because of that the reward package is not really aligned to the workforce demographic. Costed benefits are the biggest element of the contract of employment and the relationship between employee and employer. Generosity does not equal relevance. If a graduate turns up to what might be a well-established engineering firm, but it is like working for the civil service 50 years ago, then they are in real trouble."
Wreford adds: "Businesses that invest heavily in ensuring careers are attractive in that sense find they do not necessarily have to pay the same level of reward to keep people engaged in their organisations. But it is a difficult sum to do - 'how much do I have to pay this person because I offer them an excellent career?'"
Employers that make claims about the merits of a career with their organisation, however, must be able to support these and ensure they are credible.
Free says: "If they are saying people have great careers, that the organisation invests in development, employers need to be perceived as delivering on that. Or if they are saying this is an open, flexible culture, their leadership needs to demonstrate those values."
Recognising the need to understand their workforce demographics and tailor a total reward strategy to employees' needs and expectations is also vital if employers are to gain the greatest value from their approach. They should also identify the financial and non-financial elements of reward that hold the greatest appeal to staff. Andrew Woolnough, head of flexible benefits at Enrich, says: "What total reward should be about is bottom up. The first step is always - and this is what people always miss out - what do employees actually want? If [employers] go through a step-by-step model, if they add an element of choice and then pre-choice make people aware, they sing about it. If employers do a really good total reward project, total reward is not only the reward itself, but how they communicate so there are two facets to that."
But employers are beginning to understand they could be getting more for their money. This was borne out by the Chartered Institute of Personnel and Development's (CIPD) Reward Management Survey 2010, which showed a slight increase year on year in the proportion of employers citing total reward issues as a key reward priority - up to 28 per cent from 22 per cent in 2009.
Free says: "I think that is definitely starting to be the case. We are seeing organisations almost trying to break their own internal silos so they have a total reward proposition they can articulate and deliver on. For example, if they have a talent programme that identifies their high-potential employees, are they able to make sure they link that to their reward programme so they send the right rewards to the right people? It sounds very obvious but it does not happen that way today. Employers are starting to understand that by connecting things internally, there is big bang for their buck without really having to spend any more buck."
Communication is also key if employers are to fully utilise their total reward. This does not only mean communicating what is available to employees, but also articulating what benefits actually mean to staff. Matthew Baker, account director at JLT Online Benefits, says: "If employees do not know an employer is providing benefits, then what is the point in providing them in the first place?"
Total reward statements still have a place in a wider total reward strategy, but employers must carefully consider how to value certain benefits. Simply listing the cost of the benefit to the organisation is unlikely to strike the right chord with employees, who may not understand how this relates to their individual circumstances.
Woolnough says: "Total reward statements are all about adding up the total reward. The fact some of the benefits costs are small is not actually a good thing. It is called a total reward statement, but that is just jargon. For example, if group income protection, risk benefits and private medical insurance, show a cost of pound 200, that is great because it is small, but the total reward statement should be showing it is big in value to the employee.
To truly embed total reward in an organisation's culture, employers should also consider how they pass on information to employees, rather than focusing on what they are communicating. Steve Jackson, group pensions marketing manager at Aviva, whose online total rewards statements went live alongside group personal pensions last month, says: "Employers know their employees best so they know the best way of communicating with them. You are much more likely to get employees going on to an online reward system and interacting with it if they understand what they are getting from it."
As well as traditional communication channels, employers should also not overlook the personal touch. Mistry-Kandola says: "Employers are not using line managers enough. They use providers to go out and launch things like total reward statements and online systems but in a company where there have been redundancies and cutbacks, it is nice for line managers to say 'this is a lovely company to work for. It is a rewarding environment because we not only pay for benefits, we do all these other things for you as well'. It is those things employers do not really tend to think about a lot."
But whatever stage employers are at with total reward, they should not expect to embed it into their culture overnight. Taking time to ensure it is implemented in a way that suits the organisation and is fully understood and appreciated by employees is more likely to result in a successful strategy.
Webster says: "Where we have seen it most effectively implemented is where it is done as a progressive initiative. So employers start simple, which might be a very simple form of remuneration statement but as that becomes more embedded in the organisation, then they can start talking about the more relational rewards. It might be through manager cascades, briefings, part of the recruitment process, part of the appraisal process, where total reward and all those concepts are part of what people are being measured against. That is where you really start seeing an employer getting the most return out of it."
Although many employers have some way to go before they utilise their total reward strategy fully, when they do, their investment may well pay off. As Webster concludes: "Everything to do with reward is about attracting the best people, getting them to stay and asking them to never leave. The more employers can get that embedded in their psyche, then that is the return on investment they are going to get when they are doing it more effectively. If they just base it on a remuneration statement, all they are doing is giving employees a really handy summary they can give to a potential new employer and say 'you have got to beat that'. It is when employers can get past the transactional stuff and can really make the emotional link, then that is when it is really working."
What should be included in a total reward strategy?
Pay
base salary, bonuses, variable pay and shares
Benefits
pensions, insurances, holiday and all other perks
Learning and development
career development, succession planning, training and performance management
Work environment
work-life balance initiatives, culture, leadership and performance support.
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