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Why Cash Is Ineffective as an Incentive:
Source: People Performance

Cash Is Considered Income

When participants receive a cash bonus or gift, they
subconsciously think “‘income! In the case of a cash
bonus, recipients learn to expect it as part of their
compensation package and if they don't receive a cash
bonus the following year, or if the amount is less than the
previous year, they feel as if their salary was cut. Non-cash
programs (i.e, travel, merchandise, gif certificates, stored
value cards, etc.) have a beginning, middle and an end.
The organization has no commitment to run the program
forever. When a cash program ends, recipients tend to
view it as a pay cut — and that can be devastating to
morale, which is the exact opposite of what you're trying to
accomplish with an incentive program.

Cash Has No Trophy Value

When was the last time someone showed you his
paycheck? If people earn a merchandise award or qualify
for an incentive trip, they will tell everyone they know
about the award. Nearly everyone has bills to pay, and cash
awards often disappear that way. They pay off credit cards
and within a few months don't remember where that cash
went. Travel or merchandise, on the other hand, provide
a tangible memory of the organization that awards them
because they both have lasting trophy value. Every time
the recipients use the item or tell someone about the trip,
they'll remember the organization and what they had to
accomplish to earn the award.

Cash Has Poor Perceived Value

Many individuals spend cash haphazardly. Five hundred
dollars can go in a number of different directions, and none
of them seem worth much once the cash is gone. But
travel or merchandise valued at the same amount normally
has higher value in both perception and reality. There'’s also
a guilt factor involved. People generally feel guilty if they
spend a cash incentive on a luxury rather than saving it or
paying off bills. Non-cash awards are guilt-free because
the recipient never has to actually give up money for it —
it's seen as something extra.

Cash Programs Typically Lack Goals

Most cash programs award a predetermined number
of dollars. A program like that essentially mimics the way
people are paid normally. There are typically no clear goals.
Cash programs basically say, “Do your best and settle for
the award you can get” “Do your best” is typically not an
easily measured goal.

Running Effective Non-cash Incentive Programs
Developing and running effective incentive programs
has proven over time that ROl (Return on Investment) and
ROO (Return on Objective) goals can be met or exceeded.

ROI goals may include tangible and measurable results
such as increasing sales, gaining market share, increasing
margins, opening new market channels and others. ROO
goals deal more in the intangibles, but are also vitally
important. They might include developing camaraderie,
loyalty, team work and creativity, improving customer
service, building relationships and morale, and providing
deserved recognition and appreciation.

Basic steps included in any successful non-cash
incentive program include:

Strategic Direction Assessment

Before any discussion of an incentive program can take
place, the organization’s top executives must ensure that
the program enhances its strategic direction.

Buy-in

Buy-in must occur in human resources and with other
influencers along the way if the program will gain the
needed traction and support.

ROI and ROO Goals
Very clear and measurable goals must be discussed and
agreed upon prior to any incentive program roll out.

Target Audience

Who will be the target of the incentive program? Is it
your top producers, the vast middle of the pack or the
bottom grouping? Most successful incentive programs



target the middle of the pack since more employees,
distributors, dealers, agents, brokers and franchisees dwell
there. The classical bell curve applies here. Typically the
top producers represent 10 percent of the participants.
They are normally self-motivated and special consideration
must apply to them and their needs (and wants). Eighty
percent of the participants are in the middle and you stand
a much better chance of achieving clear-cut ROl goals by
targeting them.

Criteria and Length

Clear and understandable criteria must be established
and communicated to your audience. You will quickly
lose interest if the goals are hazy, unattainable or difficult
to measure. Duration of the qualifying period is also
important. Most incentive programs run for three, six or
12 months and qualifiers should be awarded within three
months of the end of the program.

Budget

A good budgeting rule of thumb for an incentive
program is 3 to 5 percent of the recipient's annual
compensation. For example, if the employee, distributor,
agent or other is making $150,000 per year in cash
compensation, you should consider budgeting between
$4,500 and $7,500 for the non-cash incentive program. If
the reward at the end of the program is a trip with peers,
and a spouse or significant other is included, that would
allow enough funds for a fantastic experience in an over-
the-water bungalow in Tahiti or a week in an Irish Castle,
or a trek through the Swiss Alps, or a veranda cabin on a
Mediterranean cruise ... you get the picture.

Roll Out - Communication Is the Key

Once you have established the criteria for the incentive
program with specific ROl and ROO goals, along with a
reasonable budget, you are now ready to roll the program
out to your targeted audience. The kick-off announcement
and ensuring updates must pack a lot of sizzle. Including
spouses or significant others in this process is a good
idea since added push and encouragement often comes
from those who may also benefit from the trip or the wide
screen HD television.

Fulfillment

As you carefully consider the reward and fulfillment
processes, you must keep in mind the demographics
and psychographics of your targeted audience. If you're
considering travel as the reward, make sure you select a
destination that will appeal to baby boomers and those
in the Gen X and Gen Y age groups. There are literally
scores of destinations that will appeal to all three groups,
but you also need to ensure that there are plenty of

activities to make the trip memorable. The memories are
what differentiate the non-cash incentives from cash
bonuses. The combination of the right destination and
what we, in the industry, call the “wow factor” will ensure a
successful program fulfillment.

Measurement

Once the fulfillment phase has been completed, it is
now time to have a debriefing. We suggest providing each
participant with a survey, whether online or in hard copy,
through which they can express their feelings about the
entire program, including the fulfillment phase. ROl and
ROO objectives should be discussed and adjustments
made where necessary for the next program.

At the end of the day, running an effective incentive
program involves three basic parts: motivation, memories
and measurement. If you can achieve your goals in each
of these areas, there is a very good probability that your
program will be an overwhelming success, sustainable
corporate goals will be met or exceeded, participants
will be energized and that elusive quality of loyalty will
permeate both the individual and the organization. And
in a tight labor market or a competitive distributor arena
where several suppliers are vying for their attention, loyalty
becomes an invaluable commodity.

Randy Hunt is vice president with Columbus Groups + Incentives, a division
of Bountiful-based Columbus Travel. He has more than 30 years experience
in sales and marketing, strategic planning, and incentive and recognition
management with public and private companies. He can be reached at
randy@columbusincentives.com.
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