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Abstract

The main purpose of this research work is to compare the extrinsic and intrinsic rewards
which are used as the factors of motivation in the banking sector of Saudi Arabia. With a case
study research design, structured interviews were conducted from the eighty (80) employees
of NCB seven branched in Riyadh, KSA. The interviews responses were analysed according
to Likert technique. After getting scores of ten (10) reward factors, the Pearson correlation
technique was calculated to check the relationship between the extrinsic and intrinsic factors
and employees motivation. The results show that the employees of NCB were motivated both
by the extrinsic and intrinsic rewards, in such way that extrinsic factors were more causing
motivation. The analysis result shows that reward management has an intense direct positive
relationship with employee motivation level also the intrinsic factors played important role in
the motivation process. This research paper stress that banks in public sector shall apply the
advance and updated human resource strategy regarding extrinsic and intrinsic rewards.
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Introduction:

The world today is facing constant changes especially with regards to technology, innovation
and development, and it induces the organizations to review the manner in which they
communicate to their employees and customers. There is also a need for these companies to
systematise the tasks at hand, re-design systems, organizational processes, and reconsider and
improve current management styles (Harmon, 2007). This is mostly important in sectors
where there is high competition. An organization to achieve its commitments to shareholders,
employees and society, the management should develop a relationship between the
organization and employees that will fulfil the continually changing needs of both parties.
The organization at minimum expects employees to accomplish reliably the tasks assigned to
them and at the standards set for them, and the rules should be followed that have been
established to administer the workplace. Management also expect that employees should take
initiative, continue to learn new skills, supervise themselves, and be responsive to business
needs. The employees at minimum expect their organization to provide fair pay, safe and
healthy working conditions, and fair treatment. For organizations to fulfil these expectations
the understanding of employee motivation is essential (Beer, Spector, Lawrence, Mills, &
Walton, 1984).

According to the individual-organization exchange theme, individuals join organizations
with specific skills, knowledge, experience, desires and goals, and expect in return a work
setting where they can use their skills, fulfil their desires, and achieve their goals (Mottaz,
1988). The rewards system of an organization play an important role in maintaining and
building the commitment among employees that assure a high standard of performance and
workforce retention (Wang, 2004; Young et al., 1998). The rewards included a blend of
extrinsic (like performance pay) and intrinsic (like praise) rewards. It was revealed that only
negative effect appears when tangible rewards are attached simply for doing a task. This
condition carries a small negative impact on intrinsic motivation, as measured by time spent
on task following the removal of the reward. These elements become more critical when we
talk about financial institutions that have ultimate purpose to provide services and that also of
financial basis to entice their customers. So, it’s become more important for them to deal in
an effective way to their customers.

The strength of any financial service provider lies in its human resources. It is fact that if you
have a strength that can be your competitive advantage and is directly linked towards your
operations it will help in skirting your threats in external environment. Satisfied and
motivated human resources will have convincing influence upon customers and can attract
them even in most shocking conditions as we can find nowadays.

2. Banking Sector in Saudi Arabia

The banking sector in KSA consists of commercial banks, money transfer and exchange
businesses which are working under the authority of Saudi Arabian Monetary Agency
(SAMA). According to ministry of interior (March, 2012) up to 2011, 21 banks were
operating in the Kingdom (11 domestic banks, 10 foreign banks). The banks offer the full
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range of commercial banking services, and in some cases banks own other companies that
offer insurance and securities services (through separate legal entities). Foreign banks are
currently prohibited from operating directly within the Kingdom. Banking within Saudi
Arabia is regulated by SAMA, in cooperation with other authorities. SAMA also issues and
controls currency, regulates money supply and manages foreign assets.
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The National Commercial Bank (NCB) was the first Saudi bank to be licensed and the largest
and leading financial institution in the Region. The Bank initiated business in the name of
“The National Commercial Bank™ under Royal Decree on 20 Rabi Thani 1373H (26
December 1953). In year 2011 the Bank was over 280 branches across the Kingdom, where
the total number of employees is 5751 specialized in Islamic Banking. NCB has international
branches in Beirut and Bahrain and representative offices in London, Seoul and Singapore.
The bank owns 64.68% shares of one of the largest Islamic banks in the world in Turkey. The
Bank has a vibrant role in the area of social responsibility through executing various
programs, by increasing awareness of sustainability development, regionally and throughout
the kingdom (Ministry of Interior, 2012).

3. Problem Statement

This research study will analyse the reward (extrinsic and intrinsic) system and to find what
motivates employees in baking sector of KSA. The constant growing market demands have
literally over loaded employees of banking sector and stretched their working hours in an
irrational way. All of this has resulted in employee objections about work-life conflict, work
load, stress etc. which really reduced the employee’s motivation and affect their performance
of banking sector. To keep in view these problems the organizations are using different
rewards (extrinsic and intrinsic) policies for motivating their employees. The question is
whether banks are applying the suitable rewards (extrinsic and intrinsic) policies according to
the needs of employees? Are these strategies accomplishing the anticipated results? Which
type of rewards (extrinsic and intrinsic) has more motivational effects? These problems if
remained hidden and unaddressed they may rise in other shape of problems like high turnover,
demotivation, dissatisfaction of employees and customer etc. and therefore needs to be
studied with care.

4. Objectives of Research

Following are the main objectives of this study:
1) To determine the level of employees satisfaction in extrinsic rewards.
2) To determine the level of employees satisfaction in intrinsic rewards.
3) To identify the rewards that is positively correlated with employee performance.

5. Review of Literature

5.1 Rewards for employee’s motivation

According to Maslow’s needs theory (1956) individual needs starts with basic needs or
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physiological need and are followed by safety needs, social needs, esteem needs and
self-actualization needs and according to Swinton (2006) up to esteem needs level employee
motivation or satisfaction can be maintained by factors which Herbergz called hygiene
factors that include salary, benefits and job security. This includes salary, benefits, job
security. The expectancy theory believe that employees will change their behaviour by
working harder or prioritizing their actions if they know that by doing so they will be
rewarded with something of value to them. Hence, incentives are a great way to reward effort
and behaviors which the organization wishes to encourage (Torrington, Hall, Taylor and
Atkinson, 2009). While Catanzaro (2001) described the effects of rewards over employee
motivation, he stated that reward has a deep effect over employee motivation. In China base
salary, merit pay, year-end bonus, cash allowance, housing provision, overtime allowance,
and individual bonus were the most important factors to retain and motivate employees
(Randy K Chiu et al., 2002). Reward and recognition strategies positively affect motivation,
performance and interest of employees within an organization. And a little more problematic,
team-based incentives, if designed appropriately, can also boost and support employees for a
range of positive outcomes (Patricia Milne, 2007).

Reward is a broad idea that can include anything an employee may value and desire that an
employer is able or willing to offer in exchange for employee contribution (Henderson 1989).
The productivity of an organization and human resource management has a direct
relationship with each other. If employees are managed appropriately i.e. job analysis,
recruitment, training, motivational tools like compensation etc. they are destined to give high
performance in their operations so will improve the overall productivity of the organization
(Ichniowski, 1997; Shaw, 1997; Prennushi, 1997). While Thomas E. Catanzaro (2001) in
his article Compensation and Motivation described the effects of rewards over employee
motivation. He stated that rewards have a profound effect over employee motivation. He also
discussed several factors of compensation which include both intrinsic and extrinsic factors
and their possible effects over motivation in detail. He also emphasized that monetary values
are not the only motivators but non-monetary factors have more importance towards
motivating employees.

Regarding the importance of an effective reward strategy, Brown (2001) says that reward
strategy is eventually a way of thinking that one can apply to any reward issue arising in an
organization, to see how he/she can create value from it. Hence we can say that the aim of
reward strategy is to achieve higher levels of organizational, team and individual performance.
Developing and managing a reward system, which is efficient and suited to the organisation,
is an essential human resource management function (e.g. Frombrun, Tichy and Devanna
1984; Beer et al. 1985; Hendry and Pettigrew 1990; Schuler and Jackson 1996). From an
organisational perspective, the aim of a reward system is to attract, motivate and retain
high-quality employees (Lawler 1990; Armstrong 1999; Gomez-Mejia, Balkin and Cardy
2004), as well as to foster high levels of performance (Huselid 1995) but the reward system
should be built on an understanding of employees’ reward preferences (Lawler 2000). There
are several ways to classify means of rewarding, as well as individual reward preferences. In

224 www.macrothink.org/ijhrs



ISSN 2162-3058

\ Macrothil'lk International Journal of Human Resource Studies
= ™
A Institute 2012, Vol. 2, No. 3

this study, rewarding is considered to consist of extrinsic and intrinsic elements (Schuler and
Jackson 1996; Armstrong 1999). The origins of this classification can be traced back to the
school of human relations. These means of reward should, ideally, create a motivating and
effective total reward system. Besides pay, financial rewarding includes bonuses (such as
result-based pay), options, stocks, insurance and retirement benefits (Schuler and Jackson
1996; Armstrong 1999).

5.1.1  Extrinsic Rewards

According to Mottaz (1988) extrinsic rewards are those that result from extrinsic,
non-job-related factors. Social rewards (helpful, friendly and supportive co-workers and
considerate supervisors) are those that are derived from interaction with others on the job;
while organizational rewards (working conditions, pay satisfaction, benefits, and promotional
opportunities) are those that are provided by the organization and are aimed at motivating
performance and maintaining membership.

Extrinsic rewards include things like salaries, bonuses commissions, perks, benefits, and cash
awards (Flynn, 1999). Wagner’s (1985) study showed that extrinsic rewards are not highly
correlated with turnover intention. This might be due to the fact that many of the jobs in the
service industry have very similar extrinsic rewards and therefore the differences are not
enough to cause a person to want to turnover and choose another job that has very similar
extrinsic rewards.

5.1.2 Intrinsic rewards

Intrinsic rewards more focus on certainty and feeling of fairness in addition to other
non-compensatory rewards system. Employees have a sense of achievement when
performing a task that is recognized by others to be a contribution to the goals or mission of
the organization (Lawler, 1986). The perception of fairness has significant weight in this type
of reward (Eisenberger, Rhoades, and Cameron, 1999, Hackman and Stuttle, 1977).

The literature suggests that intrinsic satisfaction is more important in the short term, while
extrinsic satisfaction is more important in the long run. This indicates that initially employees
find their jobs intrinsically rewarding but over time specific extrinsic rewards lose their
motivational power and become “rights” rather than rewards (Urdan and Maehr, 1995).

Intrinsic rewards come to the worker directly from the work they do (Flynn, 1999). People
who are motivated intrinsically do not quit very easily. People are at their most creative when
they feel motivated primarily by the interest, satisfaction, and challenge of the work itself and
not by external pressures or incentives (Marr, 2002).
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Figure 1. A Conceptual frame work on Rewards and Motivation
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6. Hypotheses
For this research work the following hypotheses will be tested

H1. Motivation of employees are directly associated with rewards.
H2. Higher Extrinsic rewards lead to higher employee’s motivation.
H3. Higher Intrinsic rewards lead to higher employee’s motivation.

7. Research Methodology

7.1 Data Sources

A case study research design was adopted by taking National Commercial Bank (NCB) of
Riyadh, Saudi Arabia special case. Primary and secondary data are used for the present study.
Primary data are collected through interviews from 50 employees including managers
(branch manager and operation level managers) and non-officer cadre employees like, teller
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and dispatchers, cashiers in National Commercial Bank Riaydh Saudi Arabia. Secondary data
are collected from annual reports, journals, books etc.

A\ Macrothink

7.2 Statistical Tools

Several statistical techniques like samples, correlation, regression, mean, and percentages
analysis were used for this research study. A Pearson's correlation is used when researcher
need to find a linear relationship between two variables and can be used in a fundamental as
well as an associative research hypothesis. To find the nature of relationship between two
variables analysis is performed through regression analysis. The mean analysis is used to
specify the comparative size of proration of items rather than entire size whereas the
percentage analysis has been used to indicate the relative size of proportion of items rather
than absolute size.

8. Results

The following table shows the relationship of rewards, extrinsic rewards and intrinsic rewards
with employees’ motivation in National Commercial Bank (NCB) Riyadh, Saudi Arabia.

Table 1. Relationship of rewards, extrinsic rewards and intrinsic rewards,

Extrinsic Rewards vs. Intrinsic Rewards vs.
Indicator Rewards vs. Motivation
Motivation Motivation
Regression Y =6.48x + 0. 83 Y =15.33x +1.39 Y =17.98x + 1.33
Correlation 0. 7635 0.7280 0.5771
R — Square 0.59 0.51 0.31
F - Value 90.45 97.17 92.31
T - Value 7.125 8.643 7.521

8.1 Rewards vs. Motivation

The regression analysis shows the positive relationship with rewards and employees
motivation. So, if the rewards will be structured according to the needs of employees their
motivation will be increased by 6.48. The correlation between rewards and motivation of
employees is 0.7635 which shows the positive relationship between rewards and employees.
According to regression analysis (R — Square) 59% of employees accepted that they will be
motivated with rewards given by the organization. The F — Value i.e. 90.45 shows the
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relationship between the variables. Similarly the T — Test calculated value i.e. 7.125, which is
greater than the critical value 1.6663 shows the positive relationship between rewards and
motivation of employees in NCB Saudi Arabia.

8.2 Extrinsic Rewards vs. Motivation

In comparative study of extrinsic rewards and employees motivation the regression equation
shows the progressive relationship between extrinsic rewards and motivation. Therefore, the
employee’s motivation will be improved by 15.33 if the extrinsic rewards will be given
according to the needs of employees. Similarly the correlation between extrinsic rewards and
motivation result i.e. 0.7280 shows the positive relationship between the two variables. The
Regression analysis (R — Square) 0.51 or 51% of total employees are in favour of motivation
through extrinsic rewards. The F — Value is greater than the table value, which shows the
relationship between the extrinsic rewards and employees motivation. The T — test value is
8.643 which is greater than the critical value 1.6663, proved the positive relationship between
the variables (at5% of significance level).

8.3 Intrinsic Rewards vs. Motivation

The regression equation shows the positive relationship between intrinsic rewards and
employees motivation. The employee’s motivation will be increased by 17.98 if the bank
made the required intrinsic rewards according the needs of employees. The correlation result
i.e. 0.5771 shows a positive relationship between the variables. The R — Square and t — Value
also show positive relationship between the two variables.

9. Findings and Implications

The first hypothesis H1: Rewards plans are significantly associated with extrinsic and
intrinsic factors of motivation are accepted. Because, the result shows that about 80% of the
employees in National Commercial bank (NCB) are directly motivated with rewards offered.
Therefore, we conclude that there is positive relationship with rewards and employees
motivation. However, the following elements should also be added in the current reward
system i.e. loan facility should be given to employees with minimum interest, medical facility
should be given to employees and their family, employees should be given favourable leave
facility due to job stress and anxiety. The second hypothesis H2: Higher Extrinsic rewards
lead to higher employee’s motivation is also accepted. The employees of NCB employees
favour the extrinsic rewards like Salary, Bonus, Commission, Promotional Opportunities,
Working condition, Supervision. The bank should emphasise more on extrinsic rewards in
motivating employees. The third hypothesis H3: Higher Intrinsic rewards lead to higher
employee’s motivation could not be rejected as well, because more than half of respondents
also preferred the intrinsic rewards. So, the management should not only consider the
extrinsic rewards for the motivation of employees but also should give importance to
employees training, autonomy and feedback.
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