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ABSTRACT:   
This comprehensive study examines the interconnected dynamics of reward systems, 

employee engagement, and psychological wellbeing in the contemporary workplace. 

Drawing upon a systematic analysis of peer-reviewed studies, the review reveals the 

multifaceted nature of reward systems, emphasizing the crucial role of both monetary 

and non-monetary elements. Non- monetary rewards, such as recognition and 

professional development opportunities, emerge as pivotal contributors to employee 

engagement and, to a lesser extent, psychological wellbeing. The positive correlation 

between well-designed reward systems and heightened levels of employee engagement 

is a consistent finding. Alignment of rewards with individual and organizational goals, 

coupled with transparent communication, emerges as critical factors influencing 

employees' commitment, motivation, and job satisfaction. However, a notable gap in the 

literature is identified in the limited exploration of how reward systems directly impact 

psychological wellbeing, warranting further investigation. The review underscores the 

importance of perceived fairness in reward distribution, as employees who perceive 

rewards as equitable report higher levels of engagement and psychological wellbeing. 

Additionally, the ethical dimensions of reward systems emerge as a theme requiring 

greater attention, suggesting a need for a more nuanced understanding of fairness in the 

context of rewards and ethical considerations in reward design. In conclusion, this study 

provides a nuanced perspective on the relationships between reward systems, employee 

engagement, and psychological wellbeing. The synthesized findings offer insights for 

organizations seeking to optimize their reward practices, highlighting the significance 

of a strategic, all-encompassing strategy that takes into account the various requirements 

of workers as well as the dynamic nature of the workplace. The identified gaps in the 

literature also suggest promising avenues for future research, ensuring the ongoing 

evolution of our understanding in the ever-changing landscape of work and employee 

expectations. 
 

Introduction: 

Background and Context: The contemporary 

workplace undergoes constant transformations driven 

by the rapid pace of technological advancements, 

evolving organizational structures, and the changing 

expectations of employees (Gyu et al., 2017). 

Technological innovations, such as automation and 

artificial intelligence, reshape job roles, requiring 

employees to adapt to new skills and competencies. 

More adaptable and collaborative frameworks are 

replacing traditional hierarchical organizational 

structures, enabling greater agility and reactivity in a 

changing business environment. Employee expectations 

have evolved with societal changes, with an increased 

emphasis on work-life balance, flexibility, and a sense 

of purpose in their professional lives (Hager, 2018). 

The pursuit of meaningful work and a positive 

workplace culture has become a priority for many 

individuals, influencing their job choices and 

commitment to their organizations. As the lines 

separating work and personal life become more hazy, 

employees seek workplaces that prioritize their overall 

wellbeing. Against this backdrop, the significance of 

employee engagement and psychological wellbeing has 

become paramount (Lee et al., 2019). Beyond simple 

job pleasure, employee engagement includes a strong 

emotional bond and dedication to the organization's 

objectives. Psychological wellbeing, encompassing 
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mental health and emotional resilience, is now 

recognized as a cornerstone of a healthy and 

productive workforce. Organizations acknowledge that 

fostering a positive work environment, which 

considers the holistic wellbeing of employees, is not 

only a moral imperative but also a strategic advantage 

in attracting and retaining talent. In this complex 

landscape, the role of reward systems becomes even 

more critical (Byrne, 2022). Beyond traditional notions 

of compensation, rewards encompass a spectrum of 

tangible and intangible elements, including 

recognition, career development opportunities, and a 

supportive work culture. The effective design and 

implementation of reward systems align with 

organizational objectives and contribute to shaping a 

positive and engaging employee experience. As 

organizations navigate these multifaceted challenges, 

understanding the intricate relationships between 

technological shifts, evolving organizational structures, 

employee expectations, and the pivotal role of reward 

systems is essential for fostering a thriving and resilient 

workforce. 

 

Rationale for the Study: 

While the study and the literature provides insights 

into reward systems, employee engagement, and 

psychological wellbeing individually, there is a 

growing need for a comprehensive understanding of 

their interconnected dynamics. The effectiveness of 

reward systems in promoting employee engagement and 

contributing to psychological wellbeing is a topic that 

requires nuanced exploration. This study aims to bridge 

existing gaps in the literature by critically examining 

the relationships between reward systems, employee 

engagement, and psychological wellbeing in the 

workplace. 

 

Objectives of the Study: 

The primary objectives of this review are as follows: 

1. To synthesize and analyze existing research on 

reward systems in the workplace. 

2. To explore the relationship between employee 

engagement and reward systems. 

3. To investigate the impact of reward systems on the 

psychological wellbeing of employees. 

4. To identify gaps and inconsistencies in the current 

literature. 

5. To provide insights for both academia and 

practitioners regarding the design and 

implementation of effective reward systems to 

enhance employee engagement and psychological 

wellbeing. 

This review seeks to contribute to the ongoing 

discourse on organizational practices that promote a 

holistic approach to employee management, 

recognizing the intricate connections between rewards, 

engagement, and wellbeing. 

Literature Review: 

Previous Researches on Reward Systems: A 

comprehensive exploration of the literature reveals a 

wealth of studies investigating various aspects of 

reward systems in organizational settings. 

In Zanzibar, a series of studies investigate the intricate 

relationship between reward systems and employee 

engagement across various sectors. Rahman and 

Khan's (2017) study in a telecommunications company 

underscores the positive impact of intrinsic rewards, 

demonstrating that meaningful work assignments, 

recognition, and opportunities for development 

enhance engagement. Ali et al. (2018) contrast this with 

a study in the financial sector, revealing that while 

extrinsic rewards positively affect short-term 

motivation, sustained engagement depends on factors 

beyond monetary incentives. Juma and Mbarouk 

(2019) advocate for a comprehensive approach, finding 

that a combination of intrinsic and extrinsic rewards in 

the healthcare sector yields the most significant 

positive effect on engagement. Mohamed and Abdi's 

(2020) study emphasizes the pivotal role of perceived 

equity in reward systems across organizations, where 

fairness positively influences engagement. Finally, 

Mtumwa and Suleiman (2018) suggest the 

implementation of performance-based reward systems 

in Zanzibar's education sector to motivate teachers and 

enhance engagement, while Hassan and Mwinyi's 

(2019) study in NGOs underscores the importance of 

non-financial rewards in promoting engagement and 

well-being. Collectively, these studies provide nuanced 

insights that can inform organizations in Zanzibar 

across diverse sectors on designing effective and 

tailored reward systems to foster employee 

engagement. 

 

Previous Researches on Employee Engagement: 

Previous research on employee engagement, notably 

defined by scholars like Schaufeli et al. (2002), has 

extensively explored its multifaceted dimensions, 

encompassing positive, fulfilling, and work-related 

states marked by vigor, dedication, and absorption. 

This phenomenon is influenced by various factors, 

including job characteristics, leadership styles, and 

organizational culture, exhibiting positive correlations 

with performance outcomes (Bakker & Demerouti, 

2008; Bass & Riggio, 2006; Harter et al., 2002). Tools 

like the Utrecht Work Engagement Scale (UWES) and 

Gallup Q12 have been developed for measurement 

(Schaufeli et al., 2006; Harter et al., 2009). Sector-

specific studies have highlighted variations in 

engagement levels, emphasizing the need for tailored 

strategies (Heskett et al., 2012). The evolving nature of 

work, influenced by globalization and technology, has 

prompted exploration into the impact of remote work 

and the gig economy on engagement (Allen et al., 

2013). Furthermore, the nexus between employee 
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engagement and well-being has been a focal point, 

with engaged employees reporting higher subjective 

well-being and lower burnout (Wright & Cropanzano, 

2000; Maslach et al., 2001). Interventions such as 

training programs and leadership development have 

been implemented to enhance engagement (Robinson 

et al., 2004; Macey & Schneider, 2008). Despite this 

comprehensive body of research, the role of reward 

systems in driving and sustaining employee 

engagement remains an underexplored area. This 

review aims to integrate disparate findings to provide a 

more holistic understanding of how reward systems 

contribute to the broader landscape of employee 

engagement. 

 

Previous Researches on Psychological Wellbeing in 

the Workplace: The reviewed studies collectively 

contribute to a comprehensive understanding of the 

intricate factors shaping psychological wellbeing in the 

workplace. Diener's seminal work establishes the 

foundational framework for subjective wellbeing, 

emphasizing positive feelings and life satisfaction 

(Diener, 1984). Warr's exploration of job 

characteristics highlights the influence of job control, 

social support, and task variety on psychological 

wellbeing (Warr, 1990). Schneider et al.'s investigation 

underscores the impact of transformational leadership 

and positive organizational culture on employee 

wellbeing (Schneider et al., 2013). Demerouti et al.'s 

JD-R model provides insights into how job demands 

and resources contribute to psychological wellbeing 

(Demerouti et al., 2001). Greenhaus and Allen 

emphasize the significance of work-life balance for 

maintaining employee psychological wellbeing 

(Greenhaus & Allen, 2011). Ruotsalainen et al.'s meta-

analysis evaluates wellbeing interventions, offering 

valuable insights into effective strategies (Ruotsalainen 

et al., 2015). Johnson et al.'s recent study explores the 

impact of mindfulness interventions on psychological 

wellbeing in the workplace, introducing proactive 

approaches to enhance employee mental health (Johnson 

et al., 2022). Finally, Golden et al.'s examination of 

technology and remote work sheds light on the dual 

impact on psychological wellbeing, acknowledging 

both benefits and challenges (Golden et al., 2006). 

While these studies enhance our understanding of 

diverse factors influencing psychological wellbeing, 

there exists a notable gap in the literature regarding the 

direct link between reward systems and psychological 

wellbeing. This review aims to address this gap by 

examining existing research and identifying areas 

where further investigation is warranted. 

 

Gaps in the Existing Literature: 

Despite the wealth of research on reward systems, 

employee engagement, and psychological wellbeing, 

there exists a notable gap in the integration of these 

three critical elements. Few studies have provided a 

comprehensive analysis of how reward systems 

influence both employee engagement and 

psychological wellbeing concurrently. Furthermore, 

the majority of existing research tends to focus on 

specific industries or organizational sizes, limiting the 

generalizability of findings. This review seeks to 

bridge existing gaps by amalgamating current 

knowledge and providing perspectives on areas that 

warrant further research. The goal is to develop a more 

nuanced comprehension of the complex 

interconnections among reward systems, employee 

engagement, and psychological wellbeing. 

 

Theoretical Framework: 

The exploration of reward systems, employee 

engagement, and psychological wellbeing in the 

workplace is informed by several theoretical 

frameworks that provide a foundation for 

understanding the complex interplay between these 

variables. 

 

The Self-Determination Theory (SDT): developed by 

Deci and Ryan, asserts that individuals inherently 

harbor psychological needs for autonomy, competence, 

and relatedness, influencing both their engagement and 

psychological wellbeing (Deci & Ryan, 1985). 

 

 
‘Figure 1: model of Self Determination Theory 

Retrieved from: https://positivepsychology.com/self-

determination-theory/ 

 

Expectancy Theory: Vroom's theory underscores how 

employees perceive the link between their efforts, 

rewards, and the subsequent impact on engagement and 

psychological wellbeing (Vroom, 1964). 

 

http://www.jchr.org/
https://positivepsychology.com/self-determination-theory/
https://positivepsychology.com/self-determination-theory/


Journal of Chemical Health Risks 

www.jchr.org 

JCHR (2023) 13(4s), 932-942 | ISSN:2251-6727 

 
 

 

935  

 
Figure 2: Model of Expectancy Theory 

Retrieve from: https://slidemodel.com/expectancy-theory/

 

The text delves into the Expectancy Theory's three 

main components concerning employee motivation: 

expectancy, instrumentality, and valence. Expectancy 

is centered on the belief that effort results in 

performance, while instrumentality explores the 

relationship between performance and outcomes. 

Valence encompasses the personal value an employee 

assigns to outcomes and subsequent rewards. The 

narrative underscores the significance of 

acknowledging individual motivational differences and 

addresses challenges such as potential mismatches 

between employee readiness and assigned tasks, 

organizational dynamics affecting the performance- 

 

 

reward link, and the necessity of considering the 

perceived value of rewards to prevent demotivation. In 

essence, grasping and dealing with these factors is 

crucial for devising effective strategies that boost 

employee engagement and performance in the 

workplace. 

 

The Job Demands-Resources Model (JD-R Model): 

devised by Bakker and Demerouti, contributes by 

discerning job demands and resources, providing 

insights into how reward systems can function as 

resources to mitigate the impact of job demands on 

wellbeing and amplify engagement (Bakker & 

Demerouti, 2007). 

 

 
Figure 3: The Job Demands-Resources Model (JD-R Model): 

 

Retrieved from: emerald.com 

The JD-R Model classifies working conditions into 

two groups: job demands and job resources. Job 

demands involve stressors such as time pressure, a 

heavy workload, a stressful environment, role 

ambiguity, emotional labor, and poor relationships. Job 

resources comprise factors like autonomy, strong work 

relationships, opportunities for advancement, coaching 
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and mentoring, and learning and development 

(Hochschild, 1983). According to the model, high job 

demands with low job resources result in stress and 

burnout, whereas positive job resources can alleviate 

the effects of demanding conditions, promoting 

motivation and engagement. 

Social Exchange Theory: which delves into 

reciprocity in relationships, is applied to clarify how 

fairness and reciprocity in reward systems influence 

employee commitment and psychological wellbeing 

(Blau, 1964). 

 

Figure 4: Model of Social Exchange Theory 

 
Retrieved from: www.toolshero.com 

 

The Social Exchange Theory goes beyond a simplistic 

cost-benefit model, focusing on three key elements that 

shape how individuals perceive relationships. Initially, 

it considers the dynamic between costs and benefits, 

involving the evaluation of negative aspects like 

invested time and risks against positive rewards such 

as money, gifts, and social recognition. Positive 

relationships emerge when benefits outweigh costs. 

Additionally, the theory emphasizes the significance of 

the level of expectation and comparison in relationship 

assessment, influenced by experiences and social 

norms. Lastly, the theory acknowledges the role of 

alternatives, proposing that imbalances between costs 

and benefits prompt individuals to either seek other 

options or reevaluate existing relationships based on 

their comparison level, ultimately influencing overall 

satisfaction and engagement in relationships 

(Cropanzano, & Mitchell, 2005). Social exchange 

theory: An interdisciplinary review. Journal of 

management, 31(6), 874-900. 

. 

Goal-setting Theory: Lastly, Locke and Latham's 

theory informs the study by accentuating the role of 

clear and challenging goals in motivating individuals, 

particularly regarding how rewards aligned with goals 

impact engagement and psychological wellbeing 

(Locke & Latham, 1990). 

 

Figure 5: Model of Goal-setting Theory 

 
Retrieved from: https://getlucidity.com/strategy-resources/guide-to-locke-s-goal-setting-theory/ 
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Locke's Goal Setting Theory establishes a connection 

between five key principles of goal setting and 

subsequent performance outcomes. The theory 

emphasizes that effective goals should adhere to the 

following rules: clarity, ensuring goals are clear 

and specific for everyone involved; challenging, 

making goals motivating without being unrealistic; 

commitment, requiring all employees to be dedicated 

to achieving the goal; feedback, incorporating 

feedback on goal progress; and complexity, ensuring 

goals are achievable without being overwhelming. 

This framework, based on Locke's research, has 

demonstrated improved results for both companies and 

employees when these principles are applied to goal-

setting processes. 

Collectively, these theories form a comprehensive 

framework for grasping the intricate dynamics of 

reward systems and their influence on employee 

engagement and psychological wellbeing in the 

workplace. These theoretical perspectives collectively 

steer the study, providing a comprehensive framework 

to comprehend the complex connections between 

reward systems, employee engagement, and 

psychological wellbeing in the contemporary 

workplace. By leveraging these theories, the study 

aims to deliver a nuanced analysis that contributes both 

theoretically and practically to the existing body of 

knowledge in organizational psychology and 

management. 

 

Methodology: 

Search Strategy for Literature Review: The 

literature review employed a systematic and thorough 

search strategy to identify pertinent studies. Several 

databases, including PubMed, PsycINFO, Scopus, and 

Google Scholar, were scrutinized. The search 

incorporated various combinations of keywords like 

"reward systems," "employee engagement," 

"psychological wellbeing," "workplace," and related 

terms. To refine the search and encompass studies 

addressing the convergence of these crucial concepts, 

Boolean operators (AND, OR) were utilized. 

 

Inclusion Criteria for Selecting Studies: 

1. Studies published in peer-reviewed journals. 

2. Research conducted in organizational settings 

across various industries. 

3. Studies focusing on the relationship between 

reward systems, employee engagement, and 

psychological wellbeing. 

4. Research published in English. 

 

Exclusion Criteria for Selecting Studies: 

1. Studies with a primary focus on areas unrelated to 

reward systems, employee engagement, or 

psychological wellbeing. 

2. Non-peer-reviewed literature such as conference 

abstracts, books, and editorials. 

3. Studies with insufficient data or methodology 

details for critical evaluation. 

 

Data Extraction and Synthesis Methods: 

Data extraction involved systematically reviewing and 

extracting relevant information from each selected 

study. The following key elements were extracted: 

1. Title, authors, and publication year. 

2. Research design and methodology. 

3. Sample characteristics (e.g., size, demographics). 

4. Key findings related to reward systems, employee 

engagement, and psychological wellbeing. 

5. Limitations and challenges identified by the 

authors. 

 

Synthesis involved a thematic analysis to identify 

patterns, trends, and consistencies across the selected 

studies. The extracted data were organized based on 

key themes and findings, allowing for a comprehensive 

overview of the current state of knowledge on the 

relationship between reward systems, employee 

engagement, and psychological wellbeing. 

Comparative analysis was employed to highlight 

variations in research methodologies, populations, and 

outcomes, contributing to a nuanced understanding of 

the subject. The synthesis aimed to provide insights 

into gaps in the existing literature, areas of consensus, 

and avenues for future research. 

 

Results: 

Summary of Key Findings from the Literature 

The literature review yielded a rich body of research 

exploring the intricate relationships between reward 

systems, employee engagement, and psychological 

wellbeing in the workplace. The synthesis of key 

findings reveals several noteworthy trends and 

insights: 

1. Diverse Approaches to Reward Systems: 

Studies consistently underscored the multifaceted 

nature of reward systems. While financial incentives 

were widely explored, non-monetary rewards, 

including recognition, professional development 

opportunities, and flexible work arrangements, 

emerged as pivotal contributors to employee 

engagement and psychological wellbeing. 

 

Impact of Reward Systems on Employee 

Engagement 

A majority of the reviewed studies indicated a positive 

correlation between well-designed reward systems and 

heightened levels of employee engagement. Aligning 

rewards with individual and organizational goals, 

coupled with transparent communication about reward 

structures, emerged as critical factors influencing 
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employees' commitment, motivation, and job 

satisfaction. 

2. Moderating Factors in the Relationship: 

The intricate interaction of contextual elements, 

including organizational culture, leadership 

approaches, and job attributes, was apparent in 

influencing the effects of reward systems. Studies 

highlighted the need for organizations to tailor their 

reward strategies to align with the unique dynamics of 

their workforce and industry. 

3. Psychological Wellbeing as an Outcome of 

Reward Systems: 

A notable void in the existing literature pertained to the 

direct investigation of the impact of reward systems on 

psychological wellbeing. Although studies frequently 

addressed components like job satisfaction and 

motivation, there was a limited exploration of the 

comprehensive pathways through which rewards affect 

mental health and overall wellbeing. 

4. The Role of Perceived Fairness: 

Social exchange theory was validated in studies 

emphasizing the importance of perceived fairness in 

reward distribution. Employees who perceived rewards 

as equitable and just reported higher levels of 

engagement and psychological wellbeing, emphasizing 

the significance of fairness perceptions in 

organizational reward practices. 

 

Discussion: 

Synthesis of Findings: 

The synthesis of findings from the reviewed literature 

underscores the intricate and interconnected dynamics 

of reward systems, employee engagement, and 

psychological wellbeing. The synthesis reveals that a 

well-designed reward system has the potential to 

positively influence employee engagement, fostering 

motivation, commitment, and job satisfaction. Non-

monetary rewards, in particular, emerged as powerful 

contributors, highlighting the importance of a holistic 

approach that goes beyond financial incentives. 

 

Moreover, the literature suggests that the impact of 

reward systems is moderated by various contextual 

factors, such as organizational culture and leadership 

styles. The alignment of rewards with individual and 

organizational goals plays a crucial role, emphasizing 

the need for strategic integration of reward strategies 

within the broader organizational framework. 

However, the review also exposes notable gaps, 

especially in the direct exploration of how reward 

systems impact psychological wellbeing. While studies 

often touched upon indicators of wellbeing, a more 

comprehensive understanding of the mechanisms and 

pathways through which rewards influence mental 

health remains underexplored. This presents a critical 

avenue for future research to bridge the existing gap and 

contribute to a more holistic understanding of the 

employee experience. 

 

Implications of the Results: 

The implications drawn from the synthesis of findings 

have relevance for both academic research and 

organizational practice. Organizations can benefit from 

the understanding that a nuanced and diversified 

approach to reward systems, encompassing both 

monetary and non-monetary elements, is essential for 

fostering a positive work environment. Clear 

communication, transparency, and the incorporation of 

employee feedback into reward design were identified 

as key practices to enhance the effectiveness of these 

systems. 

From a theoretical standpoint, the results highlight the 

need for an expanded conceptualization of the 

outcomes of reward systems. While the link between 

rewards and engagement is well- established, the 

limited exploration of psychological wellbeing as a 

direct outcome calls for an extension of existing 

frameworks to incorporate mental health 

considerations. 

 

Limitations of Existing Studies: 

Despite the valuable contributions of the reviewed 

literature, several limitations were identified. 

Differences in methodology among studies, 

encompassing variations in sample size, study design, 

and measurement tools, present difficulties in directly 

comparing findings. The majority of existing research 

tends to be cross-sectional, limiting the ability to 

establish causal relationships and understand the long-

term effects of different reward strategies. 

Additionally, the generalizability of findings is 

constrained by a predominant focus on specific 

industries or organizational sizes. Subsequent studies 

should strive to overcome these limitations by 

adopting longitudinal designs, diverse samples, and 

standardized measures, thereby ensuring a more robust 

and comprehensive comprehension of the relationships 

being examined. 

In conclusion, the synthesis of findings not only 

contributes to the existing knowledge base 

Additionally, it points towards future research 

opportunities and practical implications for 

organizations aiming to optimize their reward systems to 

promote improved employee engagement and 

psychological wellbeing. 

 

Theoretical Contributions: 

The comprehensive review of literature on reward 

systems, employee engagement, and psychological 

wellbeing in the workplace has provided a basis for 

synthesizing existing theories and generating new 

theoretical insights. While the review largely drew 
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from established theories, several emergent themes and 

considerations contribute to the development of new 

theoretical perspectives: 

1. Integrated Model of Employee Wellbeing: 

The synthesis of findings suggests the potential for 

developing an integrated model that explicitly 

incorporates the pathways through which reward 

systems impact both employee engagement and 

psychological wellbeing. This model could address the 

gaps in existing theories by providing a more holistic 

framework that considers the intricate interplay of 

motivational factors, fairness perceptions, and 

individual psychological health. 

2. Temporal Dynamics of Rewards: 

The temporal dimension of rewards emerged as a 

noteworthy consideration. Existing theories often treat 

rewards as static factors, but the review suggests that 

the timing and frequency of reward delivery may 

influence their effectiveness. An expanded temporal 

framework could enhance our understanding of how 

the timing of rewards aligns with employee milestones, 

influencing engagement and wellbeing over different 

stages of employment. 

 

3. Personalization in Reward Systems: 

The literature review highlights the importance of 

personalization in designing reward systems. 

Individual differences in values, preferences, and 

needs shape the impact of rewards on engagement and 

wellbeing. A new theoretical perspective could focus 

on the concept of personalized reward systems, 

acknowledging the diversity within the workforce and 

exploring how tailoring rewards to individual 

characteristics enhances their effectiveness. 

4. Multi-Dimensional Fairness in Rewards: 

While social exchange theory provides insights into the 

importance of perceived fairness, the review suggests a 

need for a more nuanced understanding of fairness in 

the context of rewards. A new theoretical lens could 

explore multidimensional fairness, considering 

distributive, procedural, and interactional fairness in the 

design and implementation of reward systems. 

5. Ethical Considerations in Reward Systems: 

Ethical dimensions in reward systems emerged as a 

theme requiring greater attention. A new theoretical 

perspective could integrate ethical considerations, 

exploring how ethical practices in reward design 

contribute to not only employee engagement but also 

the ethical implications for organizational and societal 

wellbeing. 

These theoretical insights, stemming from the synthesis 

of existing literature, provide a foundation for future 

research and theoretical development. The identified 

themes offer opportunities to extend current theories, 

creating more encompassing frameworks that better 

reflect the complex and dynamic nature of reward 

systems and their impact on employee engagement and 

psychological wellbeing. 

 

Practical Implications: 

The synthesized findings from the literature review 

offer valuable insights that can be applied in real-world 

organizational settings to enhance employee 

engagement and psychological wellbeing. The practical 

implications are multi-faceted, encompassing strategies 

for the design and implementation of effective reward 

systems: 

1. Holistic Reward Design: 

Organizations should adopt a holistic approach to 

reward design, recognizing that monetary incentives 

alone may not suffice. Non-monetary rewards, such as 

recognition, opportunities for skill development, and 

flexible work arrangements, play a crucial role in 

fostering a positive work environment. Designing a 

well-rounded reward system that considers both 

intrinsic and extrinsic motivators is essential for 

addressing the diverse needs of employees. 

 

2. Transparent Communication: 

Clear and transparent communication about the 

organization's reward philosophy, criteria, and 

processes is crucial. Employees should have a 

comprehensive understanding of how their efforts 

contribute to rewards and the organization's overall 

success. Transparent communication fosters trust and 

enhances the perceived fairness of the reward system, 

contributing to increased engagement and satisfaction. 

3. Tailoring Rewards to Individual Preferences: 

Recognizing the individuality of employees is key to 

optimizing the impact of reward systems. 

Organizations should explore mechanisms to tailor 

rewards based on individual preferences and career 

aspirations. Conducting surveys or feedback sessions 

can provide valuable insights into what motivates 

employees and help in customizing reward programs to 

better align with their needs. 

4. Addressing Perceived Fairness: 

Organizations should actively address perceptions of 

fairness in reward distribution. This includes ensuring 

equitable access to rewards, transparent decision-

making processes, and addressing concerns related to 

favoritism. Proactive measures to promote fairness 

contribute not only to higher levels of engagement, but 

also mitigate potential sources of stress and 

dissatisfaction. 

5. Employee Involvement in Reward Design: 

Involving employees in the design and evaluation of 

reward systems can be a powerful strategy. This 

participatory approach not only enhances the perceived 

fairness of the system but also provides employees 

with a sense of ownership and control over their 

rewards. Organizations can establish focus groups or 
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feedback mechanisms to gather employee input on the 

design and modification of reward programs. 

6. Continuous Monitoring and Adaptation: 

The dynamic nature of organizations requires 

continuous monitoring and adaptation of reward 

systems. Regular assessments of the effectiveness of 

reward programs, employee feedback, and changes in 

organizational dynamics should inform adjustments to 

ensure that the reward system remains aligned with 

organizational goals and the evolving needs of the 

workforce. 

7. Wellbeing Programs and Resources: 

To bridge the knowledge gap regarding the direct 

influence of reward systems on psychological 

wellbeing, organizations may contemplate the 

integration of specific wellbeing initiatives and 

resources within their overall employee benefits. These 

initiatives could encompass mental health support 

services, stress management programs, and endeavors 

promoting work-life balance. 

In conclusion, the application of these findings in 

practical settings necessitates a strategic and all- 

encompassing approach to the design of reward 

systems, taking into account the diverse needs of 

employees and the ever-evolving nature of the 

workplace. Through the adoption of these practical 

implications, organizations can foster a positive and 

supportive work environment that not only boosts 

employee engagement but also contributes to the 

overall psychological wellbeing of their workforce. 

Future Research Directions: 

The identified gaps in the existing literature offer 

promising avenues for future research to deepen our 

understanding of the relationships between reward 

systems, employee engagement, and psychological 

wellbeing. Key areas for further investigation include: 

1. Longitudinal Studies on the Impact of Different 

Reward Strategies: 

The majority of existing research tends to be cross-

sectional, limiting our ability to establish causality and 

understand the long-term effects of various reward 

strategies. Subsequent investigations should utilize 

longitudinal designs to monitor the long-term influence 

of varied reward systems, offering insights into the 

sustainability and endurance of their impacts on 

employee engagement and psychological wellbeing. 

2. Mechanisms Linking Rewards to Psychological 

Wellbeing: 

A critical gap identified in the literature is the lack of 

direct exploration into how reward systems specifically 

influence psychological wellbeing. Future research 

should delve into the mechanisms and pathways 

through which rewards impact mental health outcomes, 

considering factors such as stress, burnout, and overall 

life satisfaction. This could contribute to the 

development of a more nuanced understanding of the 

connections between reward systems and 

psychological wellbeing. 

3. Diversity and Inclusion in Reward Systems: 

The literature review revealed a scarcity of studies 

exploring the impact of reward systems on diverse 

demographic groups. Future research should address 

this gap by investigating how different demographic 

factors, such as age, gender, and cultural background, 

influence the effectiveness of reward systems. This 

could lead to more inclusive and equitable reward 

practices that consider the diverse needs of the 

workforce. 

4. Comparative Analysis Across Industries and 

Organizational Sizes: 

The generalizability of findings is limited by a 

predominant focus on specific industries or 

organizational sizes. Future research should aim to 

conduct comparative analyses across different 

industries and organizational sizes to identify 

variations in the impact of reward systems. This would 

offer a more thorough comprehension of how the 

organizational context shapes the efficacy of reward 

strategies. 

5. Ethical Dimensions of Reward Systems: 

The review highlighted the emergence of ethical 

considerations in reward systems. Future research 

should delve deeper into the ethical dimensions of 

reward design and distribution, exploring how ethical 

practices impact not only employee engagement but 

also broader organizational and societal wellbeing. 

This research could contribute to the development of 

ethical guidelines for organizations in designing and 

implementing reward systems. 

6. Personalization of Reward Systems: 

The importance of personalization in reward systems 

emerged as a theme requiring further exploration. 

Future research should investigate how tailoring 

rewards to individual preferences and needs influences 

their effectiveness. This could lead to the development 

of frameworks for personalized reward systems that 

account for the diverse motivations and aspirations of 

employees. 

7. Impact of Remote and Flexible Work 

Arrangements: 

The evolving nature of work, especially with the rise 

of remote and flexible work arrangements, introduces 

new considerations for reward systems. Future 

research should explore how these changes in work 

dynamics influence the effectiveness of traditional 

reward systems, and whether adjustments or new 

approaches are needed to maintain employee 

engagement and psychological wellbeing. 

 

By exploring these avenues of research, scholars can 

enhance the depth and subtlety of our understanding of 

the interplay between reward systems, employee 
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engagement, and psychological wellbeing. This, in turn, 

can offer practical and actionable insights for 

organizations aiming to refine their practices in the 

continually evolving landscape of the modern 

workplace. 

 

Summary of Key Findings and Overall Conclusions 

The comprehensive literature review on reward systems, 

employee engagement, and psychological wellbeing in 

the workplace has revealed key insights that contribute 

to our understanding of these interconnected dynamics. 

A recap of the key findings and overall conclusions can 

be summarized as follows: 

1. Multifaceted Nature of Reward Systems: 

The review highlighted the multifaceted nature of 

reward systems, emphasizing the significance of both 

monetary and non-monetary elements. Non-monetary 

rewards, such as recognition and professional 

development opportunities, play a pivotal role in 

influencing employee engagement and contributing to 

psychological wellbeing. 

2. Positive Correlation Between Reward Systems 

and Employee Engagement: 

A consistent finding across the literature is the positive 

correlation between well-designed reward systems and 

heightened levels of employee engagement. The 

alignment of rewards with individual and organizational 

goals, coupled with transparent communication, 

emerged as critical factors influencing employees' 

commitment, motivation, and job satisfaction. 

3. Moderating Factors in the Relationship: 

The effectiveness of reward systems is shaped by 

diverse contextual elements such as organizational 

culture, leadership approaches, and job characteristics. 

The review indicates that adopting a uniform approach 

to reward systems may not yield optimal results, 

emphasizing the importance for organizations to 

customize their strategies in accordance with the 

distinctive dynamics of their workforce and industry. 

4. Limited Exploration of Psychological Wellbeing 

as a Direct Outcome: 

A notable gap in the literature is the limited 

exploration of how reward systems directly impact 

psychological wellbeing. While studies often 

touched upon indicators of wellbeing, a 

comprehensive understanding of the pathways through 

which rewards influence mental health remains 

underexplored, presenting an important area for future 

research. 

5. Importance of Perceived Fairness: 

Social exchange theory was validated in studies 

emphasizing the importance of perceived fairness in 

reward distribution. Employees who perceived rewards 

as equitable and just reported higher levels of 

engagement and psychological wellbeing, highlighting 

the significance of fairness perceptions in 

organizational reward practices. 

6. Ethical Considerations in Reward Design: 

Ethical dimensions in reward systems emerged as a 

theme requiring greater attention. The review suggests 

the need for a more nuanced understanding of fairness 

in the context of rewards and ethical considerations in 

reward design, exploring how ethical practices 

contribute to employee engagement and broader 

organizational wellbeing. 

 

Conclusion: 

In summary, the literature review offers a nuanced 

viewpoint on the interconnections among reward 

systems, employee engagement, and psychological 

wellbeing. The amalgamated results emphasize the 

significance of an all-encompassing and strategic 

method to the design of reward systems, considering 

the varied needs of employees and the ever-changing 

environment of the workplace. The study also 

highlights avenues for future research, including the 

exploration of psychological wellbeing as a direct 

outcome of reward systems and the integration of 

ethical considerations into reward design. 

Organizations can use these insights to inform their 

practices, creating environments that not only enhance 

employee engagement but also contribute to the overall 

wellbeing of their workforce. As we move forward, it 

is crucial for scholars and practitioners to continue 

exploring these dynamics to adapt to the evolving 

landscape of work and employee expectations. 
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