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Mid-Term Notes
Chapter One

The Pay Model

· Compensation
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All forms of financial returns and tangible services and benefits employees receive as part of an employment relationship.

· Long Term In

· E

· Incentives

· Covering periods longer than one year which are often only offered to company’s senior most employees (able to impact the longer term result of a company)

· Most commonly stock options or cash / share-based performance plan

· Short Term Incentives

· Annual / quarterly incentive plan for all employees tied to the company’s profit performance

· Commission plan tied to sales person’s results

· The Pay Model
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Chapter Two and Three
Strategy: The Totality of Decisions
· Strategy
· A fundamental business decision that an organization has made in order to achieve its strategic objectives

· What business to be in and how to gain a competitive advantage

· The greater the alignment or “fit” between the organizational strategy and the pay/compensation system, the more effective/better performance of the organization


· Internal Alignment
· Pay comparison between jobs or skill level inside a single organization 

· Pay relationships between the jobs / skills / competencies within a single organization. The relationships form a pay structure that can support the workflow, is fair to employees and directs their behavior toward organizational objectives.

· Also referred to as internal equity 


· External Competitiveness
· Pay comparisons with competitors

· Refers to the pay relationships among organizations – the organization’s pay relative to its competitors

· External competitiveness is expressed in practice by

· Setting a pay level that is above, below or equal to competitors

· Considering the mix of pay forms relative to those competitors 


· Employee Contributions
· Relative pay emphasis based on performance of employees (pay-for-performance)


· Management 
· How to communicate and adjust the pay policy

· Make important decisions regarding compensation and benefits 


· Competitive Advantage

· Three tests to assess competitive advantage of a pay / compensation strategy

· Does the pay strategy align with the business strategy, economic and socio-political conditions and the overall HR system?

· Is the pay strategy different and difficult to imitate?

· Does the pay strategy add value by providing a return on investment?
· Google (Example)
[image: image3.png]THE PAY MODEL

STRATEGIC STRATEGIC
POLICIES OBJECTIVE

EFFICIENCY
INTERNAL
| AIEENTEA#T STRUCTURE o Performance
eQuality
EXTERNAL e Customers &
STRUCTURE
| COMPETITIVENESS Stockholders
INCENTIVE e Costs
EMPLOYEE PROGRAMS —
| CONTRIBUTORS FAIRNESS

MANAGEMENT EvaaToN . COMPLIANCE

H 125





[image: image4.png]I e

Strategic
Objectives

Internal Alignment
(pay comparison
between jobs or
skills level inside a
single org.)

+Emphasis on innovation and collaboration via
teamwork

«Commitment to cost containment

+Recognize contributions

Attract, reward, and retain the best employees

+Minimize job and pay hierarchy
~Emphasize collaboration (value team work)
<Team-based compensation




· Best Fit / Best Practices

· Best Fit suggests that aligning compensation decisions with strategy will be most effective

· Best Practices approach suggests that a set of practices exist that work with almost any strategy

· Job Structures 

· Formalized in terms of job titles that often indicate levels (e.g. Supervisor, Maintenance vs Vice President, Finance)

· Criterion for Differentials
· Content: The work performed and how it gets done

· Knowledge/skills required, task complexity, responsibility/accountability 

· Value: Relative contribution of work, competencies and tasks 

· Use value vs. Exchange value

· Factors Shaping Internal Pay Structures
· External Factors

· Economic pressures, government policies, laws, regulations, external stakeholders (unions), cultures and customs

· Internal Factors

· Strategy, organizational design, human capital, cost implications  
· Entry level jobs are more heavily influenced by external factors, whereas higher-level jobs are more influenced by internal, organizational factors 


· Pay Structure
· Refers to the array of pay rates for different work or skills within a single organization.

· The number of levels, differentials, in pay between the levels, and the criteria used to determine those differences create structure

· Tailored Pay: Pay structure for well-defined jobs with relatively small differences in pay 

· Ex: Burger King (cook, cashier, assistant manager, store manager)

· No big pay differential between different stores

· Well defined jobs ensure consistent quality

· Hierarchical Pay: Many levels, large differentials, supports individual performers, pay based on performance, rewards include opportunities for promotion 
· Outcomes of work depend on individual contributors

· High performs quit less under hierarchical systems
· Loosely Coupled Pay: Pay structure for jobs that are flexible, adaptable and changing

· Ex: 3M (flat structure, low base pay, focus on innovation)

· Jobs are flexible and constantly changing – possibility of different pay at different times based on current projects / assignments
· Egalitarian Pay: Few levels, small differentials, supports team work, equal treatment, rewards based on cooperation  
· Workflow depends on team collaboration
· Good option if choosing to adopt a Pay for Performance structure

· Gives managers more flexibility to change base pay based on job performance

· Pay Theories

· Equity Theory: Based on fairness

· My pay for my inputs vs. others’ pay for their inputs

· Comparison of pay and compensation & qualifications 

· Unfair / lack of equity creates lack of motivation 

· Tournament Theory: Motivation and performance theory

· Players perform better where prizes/pay differentials are sizable

· Works best in situations where individual performance matters most, and need for cooperation is low (ex: stockbrokers, car salesmen, etc.)

· “Only way to get promoted is to beat my competitors”

· Institutional Model: Many just copy others / the best aspects of competitors’ pay structures

· Copy “best practices” of others (benchmarking) without analyzing whether the practice fits the organization strategy or adds value 

· Not recommended 
Chapter Four

Job Analysis

· Job Analysis:
· Process to identify and determine in detail the particular job duties and requirements and the relative importance of these duties for a given job. 

· Process where judgements are made about the data collected on a job 


· What To Do With The Information
· Companies try to keep up-to-date job information for every job in the company

· Import to assess number of firms and number of employees in each job to assess how important the job analysis of this job will be to the firm

· How benchmarkable the jobs are to assess how much these jobs can depend on external alignment for their pay levels 

· How well known and stable, common in the industry, reasonable number of employees in the job
· How variable the pay is for each job to assess how much potential there is for problems due to the inequity of current pay

· How unique the positions are.

· If the positions are unique to a company, job analysis is needed to assess the required tasks/duties of the job

· Many companies use an external method for job leveling (market pricing) as opposed to internal methods more popular in the 1950s-1990s (job evaluation)

· Job information for this approach isn’t as detailed 


· Companies still find the need to collect and analyze detailed job information for

· Unique jobs without external counterparts

· Positions that have unique duties relative to the benchmark job

· New positions

· Recruiting

· Performance management 

Chapter Five

Job-Based Structures and Job Evaluation

· Job Evaluation
· Process of systematically determine the relative worth of jobs to create a job structure for the organization

· Determine and quantify job value 

· A systematic way of determining the value/worth of a job in relation to other jobs in the organization. It tries to make a systematic comparison between jobs to assess their relative worth for the purpose of establishing a rational pay structure. 

· Purpose of a Job Evaluation
· Assumptions

· We want to offer pay opportunities based on what jobs are worth to the company

· Different jobs will be of different value inside and outside a company

· If we pay too much, our costs will be uncompetitive

· If we pay too little, people will not come or stay with the company

· We need a way to determine this systematically across a company; more complex 

· As the company gets bigger / jobs become different / company competes in multiple businesses / company competes in multiple countries

· Employees expect / demand fairness

· Government requires non discrimination 


· Single vs. Multiple Plans
· Is it possible to evaluate all the jobs in the organization at the same time?

· Depends on the situation (usually no)

· One system is preferable as it creates a single, common approach to determining job value

· Multiple systems are often the answer as jobs are simply too varied to be evaluated by a single system 

· Benchmark Jobs & Job Evaluations

· Typically, a job evaluation plan is developed using benchmark jobs, and then is applied to the remaining job

· Current practice is to use a separate plan for major domains of work

· Benchmark Jobs

· Include jobs from each level / domains

· Contents are well known and relatively stable over time

· Job is common across several different employers

· A reasonable proportion of the workforce is employed in this job 

· Job Evaluation Methods

· Job Ranking: Raters examine job description and arrange jobs according to their value to the company from highest to the lowest
· In simple terms, look at the job descriptions for benchmark jobs and rank them high to low subjectively
· Simple, fast, inexpensive
· Compensable factors not clear, no documentation, results harder to explain, evaluators must be familiar with all the jobs 

· Job Classification: Classes or grades are defined to describe a group of jobs
· Best to include sample benchmark jobs
· Job levels are pre-defined – a name and description is created for each job level 

· Multiple rates increase likelihood of better results

· This is an “in between” method to ranking and point factor

· Fast, a bit more documentation than ranking
· Job attributes may fall into multiple job levels
· Doesn’t consider relative importance of job attributes 


· Point Method: Numerical values are assigned to specific job components; sum of values provides quantitative assessment of the job’s worth 
· Job evaluation method that assigns a number of points to each job, based on the compensable factors that are numerically scaled and weighted 

· The Point Plan Process
· Step One: Conduct a Job Analysis

· Choose a representative sample of benchmark jobs

· The content of these jobs is the basis for determining compensable factors

· Step Two: Determine Compensable Factors

· Based on the work performed

· Based on strategy and values of the organization

· Acceptable to those affected by resulting pay structure

· Step Three: Scale the Factors

· To reflect the degree a factor is present in the job

· Use examples to anchor 

· Step Four: Weight the Factors

· Can reflect a negotiated structure

· Can reflect a market-based structure 

· Step Five: Communicate the Plan

· Step Six: Apply to Non-Benchmark Jobs


· Compensable Factors
· Characteristics in the work that the organization values, that help it pursue its strategy and achieve its objectives

· Useful compensable factors are

· Based on strategy and values of the organization

· Based on the work performed

· Acceptable to the stakeholders affected by the resulting pay structure 

· The criteria for evaluating jobs are thus made explicit (vs ranking/classification)

· Universal compensable factors are

· Skill, Effort, Responsibility, Working Conditions

· These are required per pay equity legislation across Canada


· Compensable Factors & Subfactors 

· Skill
· The experience, training, ability and education required to perform a job under consideration

· Sub factors include educational level, years of experience, technical knowledge, specialized knowledge, specialized training, interpersonal skills

· Effort

· The measurement of the physical or mental exertion needed for performance of a job

· Sub factors include diversity of tasks, complexity of tasks, creativity of thinking, analytical problem solving, physical application of skills, degree of assistance available

· Responsibility

· The extent to which and employer depends on the employee to perform the job as expected, with emphasis on the importance of job obligation 

· Sub factors include decision-making authority, scope of the organization under control, scope of the organization impacted, degree of integration of work with others, impact of failure or risk of the job, ability to perform tasks without supervision 

· Working Conditions

· Difficult or unhealthy aspects of the conditions in which the work was done

· Sub factors include hazards, exposure to dangerous chemicals, stress, physical surroundings of the job, cramped quarters, outdoor location, location of the company 

· Point System Example
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· Market Pricing
· Market pricing has become arguably the most common method for job evaluation

· Places a job in the job level structure primarily on the basis of external survey data, and secondarily on the basis of internal equity

· Done where companies want to emphasize a pay system driven by competitive standards 

· Requires heavy reliance on surveys, many jobs with external counterparts, and organization structure that is fairly mainstream 

· Process is Important
· Employees, managers and HR do not always agree on results of job evaluation
· Important to have key stakeholders involved in process

· There is generally a need for some committee and process to handle appeals 


· Judgement
· Highly judgemental process

· Important to make sure evaluation system matches the culture and values of the company

· Involve multiple people every step of the way 
Chapter Six

Person-Based Structures 

· Job-Based Pay vs. Person-Based Pay

· Job Based Pay: Based on the value of the jobs

· Person Based Pay: Based on the Skill and Competency of the employees

· Linking to specific skills, abilities and knowledge 

· Skill based pay

· Driving skills, webpage design skills, language skills

· More technical, applies to specific companies / jobs

· Linking pay to competencies 

· Competency-based pay

· Decision making abilities, problem solving ability, business awareness ability

· More general, applies to most situations

· Skill Based Pay Structures

· Very different approach compared to job-based plan, which pays employees for the job which they are assigned regardless of the skills they possess

· People are paid for the skills they are capable of performing, not the job they are performing at a particular point in time 

· Link pay to the depth or breadth of skills, abilities and knowledge a person acquires that is relevant to the work

· Pay individuals for all the skills for which they have been certified regardless of whether the work they are doing requires all or just a few of those particular skills

· Depth Plans

· Sometimes called specialist plans

· Additional pay increases with each increase in skill level or knowledge depth

· PHD > Masters > BAC

· Breadth Plans

· Sometimes called generalist plans

· Pay increases are granted with the certification of new skills related to a range of jobs or tasks

· Budget skills + Poster design skills > Poster design skills

· Skill Analysis

· A systematic process to identify and collect information about the skills required to perform work in an organization

· What information should be collected?

· Foundation skills (Mandatory knowledge needed before starting the job)

· Core Skills (Necessary to carry out the job effectively)

· Optional Skills (Specialized skills related or not related to the job)

· Skill Categories

· Foundation Skills

· Core Skills

· Optional Skills

· Skill Based Structure

· Related skills into skill blocks which are valued and arranged in hierarchy for skill structure

· Employee and subject matter expert input is needed for re-certification process of skills

· Positive impact of skill-based pay on productivity best and usually only at early stages (require fewer skills) of a skill based plan

· Skill Based Pay

· Suited to certain situations that wouldn’t work at all in others

· Most corporate applications are in manufacturing

· Suppose a HR assistant in your company has a Masters degree in Music Therapy

· Should the masters degree be relevant in setting his or her pay in the company 

· Individuals usually move from block to block through a certification process

· Sometimes movement between blocks is limited / managed to ensure there are an appropriate number of people at each level and to ‘control cost’

· Competency Analysis

· A systematic process to identify and collect information about the competencies required for successful work performance

· One such systematic process tends to collect information on

· Personal characteristics (trustworthy, courteous…)

· Visionary Competencies (business aware, global perspective, diversity…)

· Organization-specific Competencies (team leadership…) 

· Establish certification methods

· Simulation / Role Play

· Competency-Based Pay

· Many companies have developed competency models for segments of the company

· It is very common at companies using competency models to…

· Hire based on the mode

· Develop and train based on the model

· Promote based on the model

· Evaluate performance based on the model

· It is still quite uncommon to pay to the model

Chapter Seven

Defining Competitiveness 

· External Competitiveness

· Refers to the pay relationships among organizations

· The organization’s pay relative to its competitors 

· Two main objectives in external competitiveness 

· Control labor costs

· Attract, retain and motivate employees 

· Shaped by three factors

· Labor Market (supply and demand)

· Products/Services Market (competition, demand)

· Organizational Factors (size, strategy…)
· External competitiveness impacts costs and the company’s ability to attract and retain

· Cost: Generally speaking, higher compensation leads to higher expense overall
· Strategic issue for a company 

· Pay Level and Pay Forms

· Pay Level: The average of the array of pay rates paid by an employer 

· Pay Forms: The mix of the various types of payments that make up total compensation 


· Economic Theory of Labor Market

· Four important assumptions

· Employers seek to maximize profits

· People are identical and therefore interchangeable 

· The pay rates reflect all costs associated with employment

· The market faced by employers are perfectly competitive and there is no advantage for paying above or below the market rate “


· Labor Demand

· The Marginal Product of Labor is the additional output associated with the employment of one additional human resource unit (employee) with other production factors held constant 

· Decreases as you hire more employees

· The Marginal Revenue of Labor is the additional revenue generated when the firm employs one additional unit of human resources with other production factors held constant 






· Labor Demand Theories

· Compensating Differentials

· Higher wages must be offered to compensate for negative features of job

· Efficiency Wage Theory

· High wages will increase efficiency and lower labor costs by attracting higher-quality workers who will work harder

· Signalling Theory 

· Pay levels and pay mix are designed to signal desired employee behaviours 

· Labor Supply Theory
· Job seekers have a reservation wage level below which they will not accept a job 

· Human Capital Theory
· Higher earnings are made by people who improve their potential productivity by acquiring education, training and experience 

· Product Market Factors & Ability to Pay
· Employers’ ability to pay is affected by both its ability to compete and the general market conditions

· Two key product market factors affect the ability of a firm to change price of its product or services

· Level of Product Demand: Puts a lid on maximum pay level an employer can set

· Degree of Competition: In highly competitive markets, employers are less able to raise prices without loss of revenue 

