HR – Class 7

Chapter 12 Strategic Human Resources
The most common way for firms to establish the level of wages is to look at the local labor market to see how much is paid for similar jobs. Firms then adjust higher or lower depending on many factors including how hard it is to get new people.

Hay Points. Another more “scientific” way is analyzing the many characteristics of a particular job and the attributes required (complexity, responsibility, unpleasantness, etc.). Then using a (1) formula or (2) regression we can establish the “appropriate” wage. This method is especially used by compensation consulting firms such as the Hay group (thus the method is often called “Hay Points”). This method has the advantage that it is perceived as objective and fair and also that it can be used to determine compensations for jobs with no direct benchmark. Because these methods usually rely on past data and benchmarks many believe they tend to perpetuate discrimination (read page 287 if you want more on this).

Market. Classical E200 way of thinking about a market. Wages are determined by demand and supply. Hay Points methods sometimes clash with the reality of the market and firms are obliged to change the compensation scheme in order to get workers (e.g. in a tight labor market).

Seniority. Firms often pay more to workers who have worked longer in the organization. Many explanations:  a) Status consistency;  b) older workers have more power in the labor union and therefore are better represented in the collective bargaining;  c) older workers have more skill and are more stable;  d) firms try to screen workers and reduce turnover by paying more if they stay. As turnover increases seniority is having less effect on wage levels, even in countries such as Japan where seniority is considered more important.
Pay for skill, knowledge and credentials. Increasingly firms are paying workers for how much they know (concrete tasks or credentials from off work learning). This motivates people to work harder, learn more, be more flexible and it lowers turnover. The problem is that workers might reach a point in which additional skills are not needed. If they continue acquiring (unnecessary) skills the company will have an overpaid workforce. If they discontinue training they lose wage hikes and the motivation that came with it.

Wages: Those who “punch a time clock” or whose work schedules are closely monitored. 

Salary: Those who are less monitored.

Dispersion, Compression and Information. In principle, a worker that contributes double should receive double compensation. In practice, a worker that contributes double nearly always receives more than the other worker but seldom receives double as much. Firms can reduce dispersion if they are insulated from market pressures. This might promote a better culture, more collaboration, better quality, etc. The cost is that you might lose money by overpaying less productive employees or you may lose the best employees because you underpay them.

Secrecy vs. Openness? Some firms choose to disclose everyone’s compensation, some keep it secret, most are in the middle (e.g. salaries are known but bonuses are kept secret) Secrecy is good to the extent that it de-emphasizes the importance of wages and limits conflicts and time lost in discussing compensation. Openness is good because it promotes fairness and employees feel they are treated with more justice. Secrecy can be dangerous some times, if the wrong message is sent the resulting conflict might be even higher than if an openness policy were applied.

ESOP. Help the worker internalize the advantages of working hard and collaborating. Especially for top executives it helps tie pay to performance.
Perks. Why do companies give perks to employees instead of directly giving them money so that each individual chooses what he wants? Various reasons:  a) Tax advantages(e.g. lunch paid for by the firm is not taxable income);  b) Motivation (people might feel happy if the firm gives them a present beyond the monetary value of the present);  c) The firm has organization capacity to give collective benefits such as parties (like public goods in E200);  d) Firms can buy cheaper because they buy perks in bulk.

BOTTOM LINE

“… the topic of compensation is enormously complex…”

“… the number of pages we have devoted to the topic in this chapter and the last one barely scratch the surface of the relevant theory and evidence…”

“… we have urged managers not too lose sight of the powerful social and psychological forces that motivate people and that influence their reactions to any reward system…”

