Building a
Business Case
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for Recognition
Or, why manners matter
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his is a story about Karen.

She’s a little anxious today, she’s giving an important
presentation to a new client and everyone is going to be in the
room. The CEO is visiting from out of town, her manager will be
there, as well as a couple of her team members. Karen knows she’s prepared.
She’s pored over the PowerPoint many times. This project has been her baby
for the past two months, she knows the subject matter inside out and it’s go
time. As the hour nears, she prepares her space in the conference room while
people make their way in. She smiles, says hello to everyone and makes small
talk with the client. After she’s formally introduced, she takes flight – speaking
clearly and poignantly, answering questions thoughtfully, and wrapping up
with smiles and handshakes. She takes a breath and smiles. She nailed it.
As everyone exits the room, a sales rep casually says “Nice work, Karen.”
Others mumble a hasty thanks, making Karen feel like her efforts were merely
adequate at best. Even the CEO and her manager barely acknowledge her as
they leave, discussing an upcoming meeting and heading out to lunch. At this
point Karen says to herself, “Remember Karen, they’re paying you to be here.”
In the back of her mind Karen hopes her manager will stop by later, send
an email, or call a team meeting to review the presentation and at least
acknowledge her hard work. He never does. Karen is disappointed. It is in that
very moment that all those previous unrecognized moments culminate into
her decision to start looking for a new job. After four years with her company,
she feels tired, disconnected and deflated.

Does Karen’s experience sound familiar? It should, as she is not alone.
Engagement surveys regularly show that employees feel undervalued1 and
unrecognized for their contributions in the workplace. The worst part is
that Karen’s manager doesn’t even realize the cost of their mistake in not
recognizing her contributions. But is there a real cost? Yes, there is.
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QUANTIFYING RECOGNITION
Or, the value of saying thank you
Stories like Karen’s happen on a daily basis in many businesses – in fact, according to a 2017 Gallup
report, more than half of all employees are searching for new jobs or watching for openings.2
Without a formal process or clear culture, hard work often goes unappreciated (or so it seems to
the employees). In theory, everyone from HR to the C-Suite knows the importance of “soft skills”,
but in the day-to-day rush of operations, organizations that do not have a system to recognize and
appreciate innovation and engagement risk underperforming. Drawing attention to the issue of
recognition through an operationalized program is one of the best ways to make it a priority. The
main issue though for most business-minded leaders considering a formal recognition program, is
drawing the correlation to how investing in culture, appreciation and recognition has a positive effect
on the bottom line and provides a return on investment. Those positive effects on the bottom line
can be easily measured, from savings in retention to increases in productivity, yet programs designed
to enhance culture are often still seen as purely an expense.
Investing in culture does have an associated cost, but it's one that has been shown to have a direct
impact on the bottom line of an organization. What can be frustrating, is many other items that
are also a direct expense are not challenged in the same way as a proposed recognition program.
Think about the kinds of things your company may spend money on that do not require financial
justification but also don't directly connect to your employees and impart a feeling of recognition
and value. For high-spending organizations, "perks" like high-end lunches, executive retreats, art
and décor, and branded swag are all items that have a fleeting impact, but can cost more than an
ongoing, interactive program that habitualizes the practices of recognition. For a more cost-conscious
organization, even decisions on items such as which
stationery to buy can have a financial impact
that outweighs the overall cost of a formalized,
measurable recognition program to increase
employee engagement.
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Keeping strong employees engaged and happy at work leads to greater success and stronger financial
outcomes. An engaged workforce is productive, loyal, and innovative. The key to driving that
engagement is recognition. But don’t take our word for it, have a look at these statistics:

In a 2017 Harvard Business Review report,
companies who focused on “employee
experience” rather than perks, had 4x the
average profits and more than 2x the annual
revenue of those that don’t. They were also
almost 25% smaller – suggesting higher levels
of productivity and innovation.3
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According to Gallup4, when compared with business units in the bottom
quartile of engagement, those in the top quartile realize improvements
in the following areas:
• 41% lower absenteeism
• 70% fewer employee safety incidents
• 17% higher productivity
• 20% higher sales
• 21% higher profitability

Productivity improves by
20-25% in organizations
with connected employees.5

Companies with engaged
employees outperform those
without by 202%6
A 5 point increase in employee
engagement is linked to a 3 point increase in
revenue growth in the subsequent year. 7

When companies spend 1% or more of
payroll on recognition, 85% see a positive
impact on engagement.8
Another interesting way to measure the impact of an unengaged and unrecognized
employee is to look at how much it would cost to replace that person after they move on for
what they consider are greener pastures. Losing an employee costs more than you think.
It’s more than a loss of productivity and investment in training and onboarding; those high
turnover rates impact company morale - and people start to talk.
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THE REAL COST OF TURNOVER
Or, how engaging your employees will save you time and money

j

1. Advertising the Position
Posting ads or working with a recruiter isn’t cheap. Job boards can be pricey, and
a recruiter can charge up to 33% of an annual salary for senior hires.

w

2. Interviews
Picking the wrong candidate is a human resources nightmare. In order to lower
turnover rates, organizations need to feel confident about who they hire. The
interview process can mean weeks of lost time, travel expenses and once again,
lost productivity.

y

3. Training and On-Boarding
Getting a new employee up to speed on your company processes and values and training can
cost thousands of dollars, plus it takes other staff members off their jobs, resulting in lower
productivity and more costs to the company.

u

4. New Hire Productivity
A new hire means less productivity. New employees can take up to two years to reach the same
level of productivity of existing staff in terms of integration, on-boarding and new challenges.
That’s a lot of extra hours. When you lose a high performing employee, like Karen, the cost of
finding and training a replacement is even higher.

p

Turnover happens, and for many different reasons. Some of those reasons are
avoidable and some are not. But more often than not, when an employee feels
unrecognized for their contributions, they start a job hunt. They know there’s
another company out there that will value their work. And that’s fair; life’s too
short to feel bad about your place of work. But, do you know the true costs
associated with losing a valuable employee? Invalidation is not only a blow to
your employee’s self-esteem, it’s also a blow to your bottom line:

5. Company Morale
If an employee leaves unhappily based on workplace issues, they often communicate with other
team members before going. Knowing a colleague that you consider a friend is leaving due to
lack of recognition can cause other employees to have doubts about their own happiness. It’s a
domino effect.

The average cost of turnover can be quite involved but even focusing on one metric, the cost to hire,
you can see there are great cost savings to be had if you can reduce turnover by just a few percentage
points per year.

@

The average cost-per-hire is $4,129,
while the average time it takes to fill
a given position is 42 days.9
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THE FULL COST OF A POOR CULTURE
Or, the breakdown of civilization at work
So, we’ve discussed the reasons why people leave and the ultimate cost of not recognizing
and engaging your employees. What we need to do now is look at how you can do it in your
company. And you can do it, by the way, it’s actually pretty easy and remarkably budget friendly.
The number one thing people – not just employees – want is to be recognized. People want to be
appreciated for all the work and effort they put in – in their homes and in their workplace. They
want their work to have meaning. And when you’re failing to recognize those contributions, it’s
essentially the same as ignoring them. The good news is that there are specific, measurable ways
companies can see improvements.
Sick Days
It’s okay for a staff member to miss a day here or there, everyone gets sick. That’s okay. But
what about looking at your absenteeism as a whole. It’s been reported that employees who
are happy at work take ten times less sick days than unhappy employees. That’s a lot of
hours. Whether you’re managing a department or looking at absenteeism within your entire
organization, you need to look at a high volume of sick days as a red flag of company morale.
Customer Service
When you focus your recognition on your customer service team for quickly and accurately
resolving tickets and handling a higher volume of calls, you’re doing more than giving your
employees a boost, you’re giving productivity a boost too. People take pride in what they do
and recognition means you’re a champion of their work.
Sales
Sure, your team may receive commission for reaching sales goals and quotas, but when
was the last time you highlighted their individual performance to other team members and
executives? Peer recognition is a mobilizing driver for employees. Who didn’t like getting
called out by their teacher for doing a good job on their homework?
Generational Differences
As mentioned, everyone appreciates recognition, but there is a group that requires it more
immediately than others – Millennials. It’s been reported that time is of the essence when it
comes to showing them your gratitude. The time to recognize their contributions is in
the moment. The attention you give now will pay dividends later.10
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BUDGETING FOR
RECOGNITION
Or, the surprisingly low cost of
showing your appreciation
Focusing on team morale, recognition and employee
engagement positively affects the bottom line. But
what do you need to budget and how do you make a
business case that shows your organization can save
money and build a stronger culture if you invest in a
recognition program that addresses the above issues
by a few percentage points?
Here is the surprising truth on what it costs for an
employee engagement program, specifically focused
on recognition, feedback and rewards:

The cost can be as little as $200
per employee per year.
(In fact, a Conference Board of Canada study found that the
annual amount spent on recognition is just $175 per employee).14

For simplicity’s sake, imagine a 500 person
company. The below example does not take into
account internal communications and some other
support items but it does give an idea of the hard
cost outlay:

Formal Recognition Program:
$5 per employee per month

+

Rewards: $10 per employee per month

+

Promotions: $2 per employee per month

=

Total cost of $17 per
employee x 12 months

=

¢

$204 per employee per year
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ABSENTEEISM VS.
PRESENTEEISM
The average cost of lost days at work
due to absenteeism is significant. High
absenteeism has an indirect and financial
cost. Productivity drops when companies are
understaffed, as can the quality of goods and
services. Employees must fill in for absent
co-workers on top of performing their own
duties; overworked employees are prone
to fatigue and illness, which can compound
absenteeism. Also, customers become
dissatisfied when businesses lack the number
of workers needed to meet their demands or
lose someone they see as part of their team.
Surveys done by CCH incorporated set
the annual cost of absenteeism for small
businesses at $602 to $789 per employee.11
Overtime pay for temporary coverage is
a major portion of the cost. Replacing an
$8-per-hour employee costs a small business
$5,500 on average, excluding benefits.
Advertising, recruiting, training and
overtime pay also factor into rehiring costs.

Engage for Productivity
And then there’s presenteeism – when
employees show up for work but don’t
perform at full capacity. Surprisingly,
presenteeism costs employers more than
absenteeism. A 2016 report from GCC found
that employees were absent from work an
average of four days per year. On the flipside,
they confessed to being unproductive a
staggering 57.5 days – nearly three working
months12. The cost of presenteeism to
businesses was 10 times higher than
absenteeism. Absent workers cost employers
around USD $150 trillion per year, but
those who came to work and were not fully
productive cost USD $1,500 billion per year.
Just because they are in their chair doesn’t
mean they are engaged and productive.
The average productivity benefit for an
improvement in morale and engagement
can be significant. Recent research by Aon
highlights that for every 1% increase in
employee engagement, companies can expect
to see an additional 0.6% growth in sales for
their organization.13
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While some organizations spend as much as 10% of payroll on employee recognition, the average budget
for employee recognition is 2% of payroll, and the median amount is 1%. For most organizations, that
budget of 1-2% of payroll allows you to reward significant accomplishments with manager discretionary
awards, quarterly or year-end awards for outstanding achievers, or employee nominated awards.
Doing the math based on these averages and the more detailed calculators available, it is clear that there
is an ROI to be had. And often you do not need to find new budget - you can redirect or blend budget
from other programs such as company/
team events, company communications,
antiquated reward programs, budgeted
bonuses and planned raises. You can
even take a look at your charitable giving
or community investment programs.
Ultimately, that money is all there for
building a better company and culture
COST:
that will have a positive effect on your
bottom line.
500 employees at $204 per year =
$102,000 per year

COST BENEFIT
ANALYSIS:

£

+

SUMMARY:
Karen’s story is not one of malice or
incompetency on her manager’s part.
It’s surprising how easy it is to let
these things slip when you’re busy and
distracted. Exploring programs and
systems that make recognition a habit
should be on everyone’s agenda – not
just human resources. It literally pays
to remember that if the number one
thing employees want is recognition,
then it’s definitely worth a line item in
your budget and a prominent place in
your business strategy.

Management of program: 1/2 FTE at
$60,000 = $30,000

=

Total Cost of program: $132,000
BENEFIT:

Reduce turnover by 20 people
(4% improvement) at a savings of 20% of
salary and average salary of $60,000

=

$240,000
Overall Savings: $108,000

And that is just one metric that
can be improved.
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This publication was brought to you by Kudos.

Kudos: We invite you to
make recognition a habit
If you’re asking yourself, how can I make recognition a habit in a
workplace that’s already overwhelmed, don’t fret.
There’s a platform for that.
Kudos is an employee recognition system and corporate social
hub, changing the world one ‘Thank you’ at a time.
Built to deliver employee engagement in a friendly, social, and
affordable way, Kudos follows a 'recognition-first' model, and is the
right step in the path to putting recognition first and giving your team
the boost it needs.
From an HR perspective, Kudos can make recognition habitual. It can
help evaluate the mood of your workforce on a daily basis rather than
waiting for the results of a scheduled engagement survey, and it gives you
a platform to provide timely and public employee recognition – ensuring
that loyal employees like Karen feel valued for their contributions.
With multiple languages and users in over 80 countries, global
engagement is our specialty, and with clients in industries from tech to
health to retail, chances are we’ve already helped deal with some of the
issues you may be facing.
Talk to us about creative ways to deal with the various engagement
challenges companies face – and enjoy a free demo of our product.

RSVP now by visiting www.Kudos.work
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