Chapter 10 – Compensation Management, text notes
- Improves employee performance, motivation, and satisfaction is through the development, implementation, and administration of compensation systems

Absolute – when the total amount of pay is too low, employees can’t meet their physiological or security needs

Relative – an employee’s pay compared with that of other workers

Objectives of Compensation Administration
- Regardless of trade-offs, an overriding objective is to maintain legal compliance

- Acquire qualified personnel – compensation needs to be high enough to attract applicants

- Retain present employees – pay must be kept competitive with other employers

- Ensure equity – internal and external

- Reward desired behaviour – Good performance, experience, loyalty, new responsibilities, and other behaviours can be rewarded

- Control costs – systematic wage and salary structure to obtain and retain its work force at a reasonable cost

- Comply with legal regulations – compliance with all govt regulations
- Further administrative efficiency – secondary consideration

Job Evaluation
- Systematic process of assessing job content and ranking jobs according to a consistent set of job characteristics and worker traits

- Identify which jobs should be paid more than others

Job Ranking – jobs are ranked subjectively according to their overall worth to the organization

- Simplest and least precise method

Job grading – Assigns jobs to predetermined job classifications according to their relative worth to the organization

Point System​ – Assesses the relative importance of the job’s key factors in order to arrive at the relative worth of jobs

1- Determine compensable factors – safety of others, equipment and materials, assisting trainees, product/service quality

2- Determine levels/degrees of factors 

3- Allocate points to sub-factors

4- Allocate Points to levels/degrees

5- Develop the point manual – written explanation of each job element

6- Apply the point system 

Wage and Salary Surveys
Internal Equity – Perceived equity of a pay system in an organization

External Equity – Perceived fairness in pay relative to what other employers are paying for the same type of work

Wage and Salary Surveys – Studies made of wages and salaries paid by other organizations within the employer’s labour market

- Human Resource Development of Canada, sometimes out of date

- Canada Human Resource Centers, compile wage and salary info for distribution to employers

- Problem with these surveys is their varying comparability

Key Jobs – Jobs that are similar and common in the organization and its labour market, ex. Accountant, tool-and-die maker

Pricing Jobs
Pay Levels
- Appropriate level for any job reflects its relative and absolute worth

- Relative worth is determined by its ranking through the job evaluation process

- Absolute worth is influenced by what the labour market pays similar jobs

Compensation Structure
- Convenient to lump jobs together into job classes

- Problem with flat rates for each job class is that exceptional performance can’t be rewarded

Rate ranges – A pay range for each job class

Merit raise – Pay increase given to individual workers according to an evaluation of their performance

Challenges Affecting Compensation
1) Prevailing Wage Rates

Red-Circled Rate – A rate of pay higher than the contractual, or formerly established, rate for the job

Silver-Circled Rate – Companies pay more than the maximum salary level to employees with long job tenure

Gold-Circled Rate – Salaries that indicate payments beyond the maximum level if an employee receives a special merit pay that doesn’t fit into the established range

Green-Circled Rate – Happens when an organization uses salary caps, ex, a company may pay newly hired employees with no experience rates 10 to 20 % below the pay minimum until they have ‘learned the ropes’

2) Union Power

- Able to use their power to obtain wage rates out of proportion to their relative worth

3) Productivity

- Can’t pay workers more than they contribute back to the firm through their productivity

4) Wage and Salary Policies

- Give nonunion workers the same raise as that received by unionized workers
- Paying a premium above the prevailing wages to minimize turnover
Compra-Ratio – Index that indicates how an individual’s or a group’s salary relates to the midpoint of their relevant pay grades
Compra = Salary of the employee / Midpoint of the pay grade
5) Government Constraints
Canada Labour Code – Sets requirements for min wage, overtime pay, equal pay, child labour, and record-keeping

Pay Equity
Equal Pay for work of equal value – Principle of equal pay for men and women in jobs with comparable content; based on criteria of skill, effort, responsibility, and working conditions

Pay equity – Policy to eliminate the gap between income of men and women, ensuring salary ranges correspond to value of work performed

Equal pay for equal work – Principle of equal rates of pay for all employees in an establishment performing the same kind and amount of work, regardless of sex, race, or other characteristics of individual workers not related to ability or performance

Reasonable Factors that can Justify Differences in Wages
a) Different performance ratings

b) Seniority – based on length of service

c) Red-circling because of job re-evaluation

d) Rehabilitation assignment

e) Demotion pay procedures – unsatisfactory work performance

f) Procedure of phased-in wage reductions

g) Temporary training positions

Individual Incentive Plans
Piecework – Compensates workers for each unit of output

Production Bonuses – provides employees with additional compensation when they surpass stated production goals

Commissions – Paid a percentage of the selling price or flat amount for each unit sold

Maturity Curves – Statistical device used to calculate compensation for workers based on their seniority and performance. Normally limited to professional and technical workers

Executive Incentives – Stock options, cash, retirement plans

Team-based Incentive Plans

Team Results – Bonuses and salary increases are based on a team’s overall results

Production Incentive Plans – groups of workers receive bonuses for exceeding predetermined levels of output

Profit-Sharing Plans – system whereby an employer pays compensation or benefits to employees in addition to their regular wage based upon the profits of the company. Usually done on an annual basis

- Profitability isn’t always related to employee performance

Employee Stock Ownership Plans – Attract and retain, motivate to improve productivity, rescue a failing firm, provide a source of additional financing

Cost-Reduction Plans – Bonus in influenced by forces outside the employee’s control

Scanlon Plan – An incentive plan developed by Joseph Scanlon, which the objective the reduction of labour costs through increased efficiency and the sharing of resultant savings among workers

Pay Secrecy – Management policy not to discuss or publish individual salaries

New Approaches to Pay
Skill or Knowledge based – Pay system based on the skills or knowledge that an employee has

Self-directed work groups – Any variety of arrangements that allow employees to decide democratically how they will meet their group’s work objectives

Variable pay – A performance-linked employee compensation approach that combines short-term and long-term variable compensation vehicles

Broadbanding – Consolidation of large number of pay grades into a few “broad bands”
- Assists in flattening large, hierarchial orgs

- Encourages employees to broaden their skills and abilities

- Allows for a more flexible workforce and org

- De-emphasizes promotion

- Eases internal transfers

- Supports a new org climate and simplifies paperwork

Pay and Organizational Strategy
- Motivating performance

- Identifying valued rewards

- Relating rewards to performance

- Setting performance goals

- Motivation and punishment

- Motivating skill and knowledge development

- Fostering attraction and retention
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