
CHAPTER 1PRIVATE 


THE PAY MODEL
LEARNING OBJECTIVES
1.
Explain how perceptions of compensation differ among society, stockholders, managers and employees.

2.

Discuss the difference between cash compensation (direct compensation) and benefits (indirect compensation) and define each of the direct and indirect forms of compensation.

3.

Explain how the employment relationship combines both transactional and relational returns to form an implicit contract between employers and employees.
4.

Identify and describe the three main components of a pay model.
5.

Understand how the pay model integrates objectives, policies, and techniques into a compensation system.
6.

Be able to distinguish empirical research from surveys and opinions.

OUTLINE
I.
COMPENSATION:  Definition Please?

Perspectives on compensation (varies among culture, countries)

· society:

measure of equity & justice (ex. gender differences)




factor affecting competition





reason for increased taxes





contributing to inflation

· stockholders:
excessive with regards to executive pay





unrelated to performance (SH down 22%, CEO up 14%)
· managers: 
a major expense




  
influence on work attitudes/behaviors

· employees:   
return for services





entitlement for being employee (socialist/communist)




   
return for KSAs




   
reward for good performance





source of financial security

· global:

provides necessities in life





China
traditional characters for compensation reflect necessities for life 




compensation viewed as entitlement

dai yu refers to how one is treated with respect to wages, benefits, training opportunities




Japan




kyuyo means “giving something”





hou-syu means “rewards”





teate “taking care of something (employees)”


Definition:
refers to all forms of financial returns, tangible services, benefits that workers receive as part of an employment relationship

II.
FORMS OF PAY

Extrinsic (Compensation System) – “transactional”

Direct
· base wage/salary


: guaranteed return for work

· merit 



: add-on to base-pay for past performance

· incentives 


: pay that varies with pre-set targets

· cost of living adjustments
: annual raise given to counter inflation


Indirect
· perquisites

: income equivalent payments

· reimbursed time

: pay for time not worked


      away from work 


     (work/life focus)

· employee services
: health, accident liability

· protection program
: disability income

                 (benefits)


: loss of job income


                     


: spouse/family income

                           


: deferred income 

· allowances

: grow out of whatever is in short supply






  (ex. housing, car allowance)


Total Earnings Opportunities: Present Value of a Stream of Earnings


Intrinsic (Noncompensation System) – relational returns from work





  

· enhanced dignity, satisfaction

· social relationships

· sufficient resources

· supportive leadership & management

· enhanced well-being & health

· well designed jobs

· control & autonomy

III.
The Employment Relationship Combines Transactional & Relational Returns

Many terms and conditions of the employment exchange relationship are unstated, forming an implicit contract. 

Definition:  
An implicit contract is an unwritten understanding between employers and employees over their reciprocal obligations and returns; employees contribute toward achieving the goals of the employer in exchange for returns given by the employer and valued by the employee.


Variations in Transactional and Relational Expectations
· Reciprocal obligations and expectations vary among employers and

employees

· The implicit contract offered – the deal – at one organization is not the

same as the one offered at another

· Employment relationships can be categorized in terms of their emphasis 

on transactional returns, relational returns, or both
IV.
A PAY MODEL

A.
Strategic Compensation Objectives



i.
Efficiency

· improving performance (Taylorism)

· raise quality

· delighting customers and stockholders

· controlling labor costs

ii. Fairness/Equity

· ensure fair treatment for all employee

· recognize employee contributions/needs



iii
Procedural Justice

· process used to make pay decisions; suggests way a pay 

      decision is made may be as important to employees as the         results of the decision

iii. Compliance

· pay objectives must conform to federal/state compensation laws & regulations


B.
Four Strategic Policies


i.
internal alignment/internal consistency

· differences in work content 
· KSA /job comparisons in a single organization
ii.
external competitiveness

· lead (attract employees)

· match (retain employees)

· lag (control labor costs)



iii.
employee contributions

· performance/productivity

· seniority

· experience



iv.
management
· balance of compensation components

· achieving objectives

· fairness/legal compliance

· employee recruitment/retention

· factors in computation of pay

· channels of communication

C. Four Policies:  The Pay Strategy 





. balance all four

D. Pay Techniques




procedures used to operationalize policy decisions




job analysis & job evaluation - internal consistency

· work analysis

· descriptions

· evaluation/certification

INTERNAL STRUCTURE




pay surveys – external competitiveness
· market definitions

· surveys

· policy lines

PAY STRUCTURE




incentives & performance pay - employee contributions
· seniority based

· performance based

· merit guidelines

INCENTIVE PROGRAMS




management
· ensure match between people and appropriate pay 
· communication


EVALUATION

IV.
BOOK PLAN

Follows the model

V. CAVEAT EMPTOR – Be An Informed Consumer

1. Does the research measure anything useful?

2. Does the study separate correlation from causation? 

3. Are there alternative explanations?

VI. YOUR TURN: Glamorous Internships? Or House Elves?

