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3Dear HRM3705 student

4Welcome to the exciting world of Compensation Management (HRM3705). Please note 
that this module is off ered online. This means that study material for this module will be 
available on the myUnisa online portal. It is therefore very important that you register 
to use myUnisa and access the module site on myUnisa regularly. Study material and 
other content on myUnisa can only be accessed if you have registered your myLife e-mail 
account. Keep your login and password details in a safe place, as you will have to access 
the site regularly. By accessing the module site, you will gain access to the workbooks 
(the study material), discussion forums (where you can talk to fellow students and your 
lecturer), other additional resources, frequently asked questions, and relevant module-
related information.

5In this study guide you will fi nd all the workbooks for this module:

Items Pages

1 Workbook 1 4

2 Workbook 2 23

3 Workbook 3 41

4 Workbook 4 55

5 Workbook 5 78

6 Workbook 6 99

7 Workbook 7 118

8 Workbook 8 134

9 Workbook 9 151

10 Annexure A 169
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1 WELCOME

7It is a great pleasure to welcome you to this interesting online module (HRM3705). We 
know that you will fi nd this dynamic module stimulating and of much practical value. You 
might not realise it now, but you have probably already been exposed to remuneration 
in some way.

8We strongly believe that “life is a journey” and, in fact, a lifelong learning journey. At this 
juncture of your life, this part of your lifelong learning journey includes HRM3705. We 
will be embarking on this journey together. You should view these workbooks as the 
“travel map” for this part of your journey. As you progress through the workbooks, you 
will realise that compensation is important for employers and employees alike and that 
it therefore needs to be managed eff ectively.

9How much you learn and gain from the HRM3705 module will depend a lot on how 
actively you engage with the study material. If you are going to be a more or less passive 
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passenger on this journey, chances are that you will miss out on a wonderful opportunity 
to develop a sound platform for improving your skills in remuneration management. 
However, if you actively engage with the learning material, we are confi dent that you 
will grow and become increasingly competent in dealing with the challenges facing 
HRM in South Africa. We strongly encourage you to use these workbooks as the basic 
“infrastructure” to help you along this part of your learning journey.

10We recommend that you start studying as soon as possible, as this module is not 
only intensive, but also comprehensive. By beginning with your studies early, you 
will have adequate time to cover the module content and submit your assignments 
by the required due dates.

11We look forward to interacting with you in the course of your HRM3705 studies.

2 THE PURPOSE OF THE MODULE

12This module will be useful to students who need to develop a well-rounded human-
resource management ability and detailed understanding of the management of 
remuneration in South Africa.

13People credited with this module are able to demonstrate applied knowledge of 
remuneration strategies and systems in mainly South African organisations, and make 
sound suggestions on their development and implementation.

3 LEARNING OUTCOMES OF THE MODULE

14The learning outcomes are those outcomes that you must achieve in order to complete 
the module successfully and be eff ective in the workplace. Once you have completed 
this module, you should be able to do the following:

15

16Each of these learning outcomes will be broken down into more specifi c learning outcomes. 
We will be following an integrated learning approach in this module. What this means is 
that specifi c learning outcomes will only be provided for each topic. This will enable you 
to gain a better understanding of how all the theory fi ts together.
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4 FRAMEWORK FOR THE MODULE

17The study material for this module is presented in the form of workbooks, a prescribed 
book and additional support material on the myUnisa module site. This module is divided 
into four topics or major components:

18

19It is important to note that each topic is covered in a number of workbooks. There are 
nine (9) workbooks for this module.

20In this module we will be following an integrated learning approach. You are probably 
wondering what this means. The purpose of an integrated learning approach is to enable 
you to gain a better understanding of how all the theory in the module fi ts together. 
You will therefore be provided with learning outcomes for each topic.

22As indicated above, each topic has outcomes that are specifi c to that particular topic. 
The learning outcomes describe the knowledge and skills that you as a student should 
be able to demonstrate to show that you have successfully completed the topic. The 
specifi c learning outcomes are linked to the activities in the workbooks, the assignments 
and the examination, and are therefore a means by which your mastery of a specifi c topic 
can be evaluated or assessed.

23The following mind map, which depicts the various workbooks for each topic, appears 
at the beginning of each workbook. It provides an overview of the content to be covered 
in this module and indicates where you are in the process of working through the study 
material.
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26We will be making use of the following icon to indicate your progress throughout each 
topic and workbook:

27

28It is important to note that the numbering of the workbooks does not correspond with 
the numbering of the chapters in the prescribed book. When you work through Workbook 
06, for example, your prescribed book will be open at chapter 5, and we will guide you 
through the study material.

5 ICONS USED FOR THIS MODULE

Icon Description

Activity

This icon points out the activities that you must complete to develop a 
deeper understanding of the learning material.

Additional resources

We provide additional resources that you can use to achieve the learning 
outcomes.

Case study

This icon indicates an activity that is based on a case study. This means that 
you will have to apply in practice what you have learned in the workbook.

Discussion forum

This icon shows that you are required to engage in communication with 
your fellow students on a particular topic. 

Feedback

This icon indicates the feedback that we will give you on your answers to 
the self-assessment activities and questions. 



x

Icon Description

Internet search/source

This icon indicates that you are required to obtain information by accessing 
a suggested website. 

Key concepts

The key concepts are terms or key words that are important for a particular 
topic or learning unit. 

Learning outcomes

The learning outcomes stipulate which aspects of the particular topic you 
have to master and be able to demonstrate. 

Mind map

Mind maps are provided to help you see the relationship between various 
parts of the learning material. 

Read

If we suggest that you read a certain section, it means that you should take 
note of the content, because it contains useful background information or 
off ers another perspective or further examples. You will not be examined 
on this material. 

Recap of prior learning

The recap section in each workbook serves as a guideline on what you are 
expected to know or should be able to do before commencing with the 
workbook. 

Refl ection

This means that you have to refl ect on the important issues or problems 
dealt with in the study material. 

Schedule

The schedule gives you guidelines on the activities that should be 
completed each week when studying the module. 

Self-assessment

When you see this icon, you will be required to test your knowledge, 
understanding and application of the material you have just studied. 



 xi HRM3705/1

Icon Description

Study

This icon indicates which aspects of the study material you need to study 
and internalise. 

Take note

This points out important information that you need take note of. Certain 
aspects will be highlighted and/or explained to you.

6 SUCCESS FACTORS FOR THIS MODULE

29This module is off ered at NQF level 7, which means that you will need to spend at least 

120 hours on the module. This includes approximately 40 hours of reading and studying the 

learning material, 40 hours doing the activities and assignments, and 40 hours preparing 

for the examination. In a ten-week tuition period, you will therefore have to spend about 

12 hours per week on the HRM3705 learning content, activities and assignments.

30Because you are the only person who knows how much time you have available and when 

that time is actually available, you should plan your own studies, taking the guidelines 

provided above into account. You are welcome to use the schedule tool on myUnisa to 

plan your study activities per week.

31To ensure that you deliver the quality of work required to successfully pass this module, 

we suggest that you:

• study the workbooks conscientiously, according to the guidelines provided

• relate what you are learning to your work situation, if applicable

• plan your studies according to the time available to you, and develop your own study 

plan; we have supplied a basic study programme in Tutorial Letter 101 that you can 

use as a point of departure

• use the workbooks and the prescribed book according to the guidelines provided

• accept responsibility for asking for assistance if you struggle with certain concepts, 

principles or processes

• submit the assignments on or before the due dates and study the feedback on the 

assignments carefully to ensure that you understand the work properly

• complete the activities and assessment questions in the workbooks

• visit the myUnisa sites regularly to keep up with the latest information

• use your e-tutor sites to engage in active discussions

• develop more than a superfi cial understanding of the concepts and principles in this 

module

• assess your own progress continuously by completing the activities and self-assessment 

questions and by carefully studying the feedback and guidelines on answering them

• apply your knowledge in practice

• make sure that you master each of the learning outcomes for this module
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32Use your workbooks. Your workbooks for the module provide you with the road map you 
need to work through the mass of information in the prescribed book. The workbooks 
will assist you in four ways:

 1. They indicate which sections of the work in the prescribed book you need to study 

for examination purposes. You do not have to study all the information in the pre-

scribed book – only those sections that are designated for studying in the work-

book. Read through the workbook and then read through the relevant chapter in 

the prescribed book.

 2.  The workbooks provide you with opportunities to apply the theory you have learnt 

to practical situations. Study the designated sections and do the practical activities 

in the workbook.

 3.  They give you an early indication of whether you are on track developing the ap-

plied competence required for this module. Read the feedback on the workbook 

activities.

 4. They assist you to master the work in a systematic and logical fashion, so that you are 

better prepared for the assignments and can achieve a good year-mark. Do the as-

signments and submit them on time. The assignments will give you a clear indication 

of whether you have fully mastered the corresponding material in the workbooks. 

You should read the feedback on the assignments and incorporate it into both your 

next assignment and the work you will be studying for the examination. Then the 

time will have come to prepare for the examination.

33

34You may wish to read more widely than only the workbooks and the prescribed book. 
Remember that when you read information in the prescribed book or in other sources 
you should not simply accept it blindly. You should question the ideas and information 
you encounter, using what you have learnt in this module as a guideline. To test your 
understanding of the ideas that you learn about in this module, you should try to apply 
them to real situations.

35You will fi nd a suggested study plan in Tutorial Letter 101.
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7 REFERENCES TO LINKS AND THE WORLDWIDE WEB

36Sometimes reference will be made to information on the worldwide web. As the web is an 
ever-changing environment, some of the links may change or the content may no longer 
be hosted there. On the HRM3705 module site on myUnisa you will fi nd a document in 
the web-links folder, under Additional resources. The name of the document is “Links 
and the Worldwide Web”. This document will contain information about links or websites 
that we refer to in this study guide that have changed, and will tell you how you should 
deal with it. You can use the Discussion forum “Alert the lecturer to problems with links” 
to make us aware of any problematic links. Please consult this document fi rst when you 
stumble upon links that may no longer be available, before alerting us to it.

8 CONCLUDING REMARKS

37You are now ready to begin your learning journey and we hope that you will embark on 
it with enthusiasm and excitement. Together we are going to explore the exciting and 
dynamic fi eld of remuneration management.

38Although we will be your guides and provide assistance wherever we can, you remain 
responsible for your own success. When doing your study planning, please do so 
according to your own unique circumstances. Use all the resources at your disposal, as 
all the learning materials available to you have been chosen to help you to master the 
outcomes. We want you to master the learning outcomes and not merely to memorise 
the prescribed book, because when you are done with this module we expect you to be 
able to manage remuneration in an organisational context.

39Even though a study plan is provided in Tutorial Letter 101, we understand that each 
student’s circumstances are unique. You therefore need to plan your studies to suit your 
own circumstances, but still adhere strictly to the submission deadlines as stipulated 
in Tutorial Letter 101.

40Remember that you are welcome to contact the lecturers if you need assistance. Our 
contact details appear in Tutorial Letter HRM3705/101/3, and are also available via the 
course contact option on the HRM3705 module site on myUnisa.

41We hope that you enjoy your studies! We are certainly looking forward to being your 
partner in this endeavour.

42Best wishes.

43Your HRM3705 lecturers
44DEPARTMENT OF HUMAN RESOURCE MANAGEMENT
45UNISA

46
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TOPIC 1

Strategic remuneration

52In the Preface I explained that the module consists of four topics. I will thus start with the 
fi rst topic as indicated below, in which I will focus on a strategic approach to remuneration. 
I will answer questions such as the following: “What does strategic remuneration entail and 
why it is necessary?” It is important to understand this concept because the management 
of remuneration contributes to an organisation’s overall success. Organisations therefore 
need to know how to use remuneration strategically to motivate their employees to 
achieve organisational goals and objectives. Organisations do not operate in isolation and 
so the strategic remuneration decisions that have to be made are infl uenced by various 
factors. You will also be learning about these factors in this topic.

Take note

The words "compensation" and "remuneration" are interchangeably used in this fi eld.
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53

54The aim in this module is to develop in you a sound understanding of remuneration 
management in South African organisations, as well as the ability to engage with aspects 
of this topic. Once you pass the module, you should be able to demonstrate applied 
knowledge of and a well-rounded ability to make suggestions on the development 
and implementation of remuneration strategies and systems in mainly South African 
organisations. I also hope that you will have developed some awareness of the impact 
that remuneration has on an organisation and its employees. Such an awareness should 
underscore the importance of managing remuneration eff ectively. You should also come 
to the realisation that remuneration is not as simple as it seems.

55Listed below is your fi rst set of learning outcomes, those for Topic 1. Each topic has one or 
more topic outcomes, and you will fi nd these outcomes at the beginning of each topic. 
You probably know by now that these outcomes tell you what you should know and be 
able to do at the end of each topic and throughout the module. You can therefore use 
these learning outcomes to assess your progress. If you understand and are able to do 
what I specify in the outcomes, you should be able to answer the examination questions. 
Attaining these outcomes is also an indication that you are making good progress towards 
becoming a knowledgeable person in the fi eld of remuneration management.

56You will recall that in the Preface, I mentioned that you would be following a diff erent 
approach in this module. Because I will only be giving you learning outcomes for each 
topic, self-assessment questions will only be provided at the end of each topic and not 
at the end of each workbook. The purpose of this is to facilitate an integrated assessment 
approach. It should also enable you to gain a better understanding of how all the theory 
in each topic fi ts together. Self-assessment questions on Topic 1 will follow Workbook 02 
and will cover the theory you have learnt in Workbooks 01 and 02.
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TOPIC AIM

57The aim of this topic is to fi rstly introduce you to the concept of remuneration. Once 
you have an understanding of remuneration the focus will shift to a strategic approach 
to remuneration. It is important to note here that organisations operate within both a 
global and a local context. This means that organisations do not operate in isolation and 
therefore the strategic remuneration decisions that need to be made are infl uenced by 
a variety of factors, all of which aff ect the organisation to a greater or lesser extent. You 
will also be learning about these factors in this topic.

Learning outcomes

After completing this topic, you should be able to critically analyse the general shift in 
remuneration to align with organisational strategy within the current business context.

More specifi cally, you should be able to

• critically analyse the shift in remuneration from a general to a strategic approach

• examine the alignment between remuneration and the overall strategic plan of the 

organisation

• explore the influence of various contextual influences on an organisation’s remunera-

tion strategy
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Workbook 1

Strategic remuneration

Contents Pages

1 Introduction 6

2 Key concepts 7

3 What is remuneration? 7

4 How remuneration fi ts into the HRM context 10

5 Remuneration as a function 10

6 The road to strategic remuneration 13

7 Strategic remuneration 15

8 Summary 22

9 Self-assessment 22

10 References 22

Mind map

The mind map on the next page will be repeated at the beginning of each workbook. 
The aim of this mind map is to give you an indication of where you are in the process of 
working through the study material. As indicated, you are now busy with Workbook 01.

59
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62In this workbook, I refer to chapters 1, 2 and 7 of the prescribed book. You will also have 
to study some sections in this workbook which are not included in the prescribed book. 
Use the workbook and the relevant chapters in conjunction with each other. The study 
material for Workbook 01 is illustrated as follows:

63

1.1 INTRODUCTION

64Remuneration systems have evolved dramatically over the years. Early remuneration 
and HR functions emphasised the control of labour costs and management control over 
labour. Traditionally, employees were expected to work hard and obey orders, and in 
return they were provided with job security, salary increments and annual promotions. 
The world of work has changed, however. Today, organisations are striving to compete 
in both a global and a local context, there has been an increase in the use of technology 
and the workforce is now more diversifi ed. Families consist of dual career couples, there 
is a greater focus on work-life balance and the workforce consists of both younger and 
older employees. These and other factors have required organisations to change their 
view on remuneration and what they off er to their employees. As a result of this mind 
shift, organisations now realise how important it is to use remuneration strategically. 
Organisations are now aligning remuneration practices strategically with organisational 
goals and objectives, as well as with employee values.

65I will fi rst start by introducing you to the basic concepts of remuneration. By now you 
will probably have been exposed to remuneration in some way. Either you are employed 
or your family or friends are employed and you or they receive a payslip at the end of 
each month. Once you have an understanding of remuneration you will learn about how 
the focus of remuneration has shifted from a general to a strategic approach and how 
organisations are aligning remuneration to their overall strategic plans.
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1.2 KEY CONCEPTS

66At the beginning of each workbook you will come across a list of subject-related concepts. 
These are the key concepts included in the workbook.

The key concepts in this workbook are the following:

• compensation/remuneration

• financial rewards

• non-financial rewards

• direct remuneration

• indirect remuneration

• legally required benefits

• discretionary benefits

• non-financial rewards

• internal alignment

• external competitiveness

• employee contributions

• employee benefits

• strategic compensation/remuneration

• remuneration strategy

• market lead strategy

• market lag strategy

• market match strategy

• flexible strategy

• employer-of-choice strategy

1.3 WHAT IS REMUNERATION?

67We start by examining the concept of remuneration in more detail to enable you to gain 
a better understanding of what it means and what it comprises. You will also learn why 
the eff ective management of remuneration is so important.

Study the following sections in chapter 1 of your prescribed book:     

1.1 – Introduction
1.3 – Defi ning remuneration
1.4 – Remuneration components
1.7 – Importance of remuneration

68Now that you have studied the relevant sections in your prescribed book make sure 
that you can describe and are able to distinguish between the various components of 
remuneration. Now apply what you have learnt in the following activities.

Activity 1.1

Using what you have learnt about remuneration, answer the following questions:

• What do you understand by the terms “compensation” and “remuneration”?

• In your opinion, why is remuneration so important?

Discussion forum

In order to do this activity, go to the Discussion Forum tool on the HRM3705 myUnisa 
module site and access Forum 1: Workbook 01, Activity 1.1. Complete this activity by 
sharing your answers with your fellow students online.



8

Take note

Although no formal marks will be allocated for your participation in this activity, you 

should reap the benefi ts of participating by gaining a deeper understanding of this topic. 

Feedback on this activity will be provided in the discussion forum once the activity has 

been completed.

After completing this activity you should have realised that the terms “compensation” 

and “remuneration” mean the same thing. The term “compensation” is commonly used 

in America, but in the African context the word “remuneration” is typically used and this 

is also the term that you will encounter in the work environment.

Activity 1.2

Read the following job advertisement and answer the question that follows:

Job advertisement for HR coordinator

Remuneration: R12 000–R15 000 per month cost to company

Benefi ts: Provident fund, medical aid

Location: Milnerton, Century City

Job level: Junior

Type: Permanent

Job description

Duties:

• recruitment and selection

• skills development

• performance management

• statutory reports

• employee and industrial relations

• employment equity

• policies and procedures

• BEE

Requirements

• diploma/degree in HR

• minimum one years’ experience in HR in manufacturing/retail

• exposure to CCMA and disciplinary hearings

• experience/exposure to SETA

(1) Identify and describe the remuneration components that are included in the job 

advertisement.

(2) What other remuneration components could be added to this position?

(3) If you are employed, have a look at your payslip and identify and describe the remu-

neration components.

(4) If you are not employed, conduct a search on the internet for examples of a payslip 

and identify and describe the remuneration components.
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69

Feedback

In the job advertisement you will see that the organisation is off ering the job candidate fi nancial 
rewards only. The candidate will receive a basic salary (direct remuneration) and a provident 
fund and medical coverage (indirect remuneration). However, an organisation’s remuneration 
system could also include non-fi nancial rewards. Other remuneration components that could 
be added to this position are non-fi nancial rewards such as fl exible working hours or 
telecommuting.

Your own payslip, or a payslip you may have found on the internet, will probably look like this:

Example: Payslip

Name of Employee: Jabu Pretorius

Designation: HR Offi  cer

ID no: XX

Personnel no: XX

Tax no: XX

Description Earnings Deductions

Basic pay R25 000.00

Cellphone allowance R300.00

Car allowance R1 200.00

Medical aid deduction R1 800.00

Provident fund deduction R1 500.00

PAYE (income tax) R4 500.00

UIF R120.00

R26 500.00 R7 920.00

Nett pay R18 580.00

If you are employed you will probably identify similar remuneration components on your 
own payslip. You may also have some additional indirect remuneration components that 
are not included in the job advertisement, such as a car allowance and a petrol allowance. 
Another component that you may have noticed is UIF (Unemployment Insurance Fund). In 
South Africa, this is a legally required benefi t that organisations are obliged to pay on behalf 
of their employees.

70In the next section I will discuss how remuneration fi ts into the Human Resource 
Management (HRM) context. You need to understand where the remuneration function 
fi ts in and who manages it in an organisation.
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1.4 HOW REMUNERATION FITS INTO THE HRM CONTEXT

Study the following section in Chapter 1 of your prescribed book:

1.2 – How remuneration fi ts into the HRM context

71As you can see from the discussion so far, the individual functions of the Human Resources 
(HR) department, such as labour relations, recruitment, performance and remuneration, 
do not work in isolation. The remuneration function in particular is involved in the 
other HR functions. For example, if you recruit a candidate for the organisation, he/she 
needs to be paid. The salary of this employee would then be determined on the basis 
of, for example, a job description, the job evaluation outcome and a salary survey. If the 
organisation makes use of a performance-based pay system then remuneration plays a 
role in performance management.

72You should now understand where the remuneration function fi ts into an organisation. 
Although remuneration is linked to other HR functions, it is still a separate function in the 
HR department. You will now explore remuneration as a function. It is important for you 
to understand what remuneration specialists need to do to set up a remuneration system.

1.5 REMUNERATION AS A FUNCTION

Refl ection

I have just mentioned that although remuneration is linked to other HR functions it is still 
a separate function in the HR department. Think about what this means. If you look at 
fi gure 1.1 in chapter 1 of your prescribed book you will see that HR resourcing is an HRM 
function. As part of this function, HR professionals conduct activities such as recruitment 
and selection. This entails advertising job vacancies, screening potential job candidates 
and conducting interviews with candidates. Remuneration specialists also have specifi c 
activities that they need to carry out when determining remuneration. What do you 
think these activities could be? If you were appointed as a remuneration specialist in an 
organisation that is just starting up, what would you need to do to set up a remuneration 
system?

73Remuneration systems are designed by remuneration specialists. When doing this they 
have to carry out certain activities.

Study the following sections in chapter 2 of your prescribed book:

2.1 – Introduction
2.4 – Remuneration framework
2.5 – Remuneration objectives
2.6 – Remuneration building blocks
2.7 – Remuneration practices

74
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75You will probably already have been exposed to various HR terms such as job analysis and 
job evaluation. If you would like to refresh your memory or you do not have any previous 
knowledge of these HR terms, you can access the following links:

76https://www.linkedin.com/pulse/20140916051732-51307174-job-analysis-job-
description-and-job-specifi cation

77http://www.job-analysis.net/G000.htm

78http://www.whatishumanresource.com/job-evaluation

79http://hrcouncil.ca/hr-toolkit/compensation-job-evaluation.cfm

80http://www.yourarticlelibrary.com/human-resources/
job-analysis-concept-uses-and-process-of-job-analysis/35254/

81Now that you have studied the relevant sections in your prescribed book you can apply 
what you have learnt in Activities 1.3 and 1.4.

Activity 1.3

The fi gure below depicts the building blocks of remuneration. Complete the diagram 
by fi lling in the practices that are associated with each building block. It is important for 
you to know and understand both the building blocks and the associated practices as 
they form the basis for designing a remuneration system.

 

An electronic copy of the fi gure can also be found under Additional Resources. Go to 
Additional Resources, then Workbook MS word documents. Then select name of the 
document, namely Activity 1.3. 

Feedback

You should have identifi ed all the remuneration practices that are associated with each building 
block. If you struggled to complete this activity have another look at fi gure 2.1 in your prescribed 
book. The purpose of this activity was to refresh your memory as these building blocks and 
practices form the basis for designing a remuneration system, which you will learn about 
later on in this module. This activity also illustrates the integrated nature of remuneration and 
how it fi ts into the HRM context. HR professionals conduct job analysis and then develop job 
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descriptions and specifi cations. This information is then used by the remuneration function 
to design a remuneration system.

Activity 1.4

Read the following extract and identify the remuneration building blocks and the 
objectives that Mr Price is pursuing with its remuneration philosophy.

Mr Price Group Limited

Remuneration philosophy

Remuneration structures stimulate and incentivise high performance. An entrepreneurial 
management style is encouraged, providing all staff , whom we call associates, with 
the room to innovate and grow, eff ectively enabling ordinary people to achieve 
extraordinary things. While we believe that we have some of the top retail talent in the 
industry, the ability to attract, retain and motivate competent people is critical to the 
Group’s continued growth and long-term sustainability and is therefore the core of the 
remuneration philosophy. This approach aims to create partnerships with associates 
in their journey of continued growth through

• market-related base pay and benefits. Being a value retailer, the Group aims to pay 

basic salaries and benefits at the market median

• attractive, performance-driven, short-term (bonuses) and long-term (share schemes) 

incentives as well as recognition and reward programmes. Associates are provided 

with the opportunity to earn well above the median through generous incentives, 

which requires reaching stretch performance targets.

Source: http://www.mrpricegroup.com/getmedia/264b6d5f-fdd9-4ae4-a7cf-6d2a-

429f1afd/42197_mrp_AR2015-Remuneration.pdf.aspx (accessed on 11 April 2016)

Feedback

After reading the extract you should have realised that Mr Price uses its remuneration system 
to attract, retain and motivate competent people. You learnt about some of these objectives 
in section 2.5 of the prescribed book. Mr Price aims to achieve these objectives using the 
following building blocks:

 • External competitiveness is achieved by paying basic salaries and benefi ts at the market 

median. Mr Price pays salaries that are aligned with the pay packages of competitors.

 • Employee contributions – employees are provided with incentives such as bonuses and 

share schemes.

You will recall that in section 1.3 of this workbook you learnt about various remuneration 
components. In this activity you probably realised that Mr Price makes use of both fi nancial 
(basic salaries and benefi ts) and non-fi nancial rewards (recognition and reward programmes).

82



 13 HRM3705/1

Refl ection

Do you think that once a remuneration system has been designed there is nothing more 
to do? Quite the contrary – the remuneration building blocks and practices should be 
reviewed and adapted on a continuous basis. Why do you think this should happen? As 
a result of the changing nature of work and the competitiveness in the global and local 
environment, organisations have to evolve continuously and therefore remuneration 
surveys should be carried out regularly.

If an organisation decides to enter a new market segment and new jobs need to be created, 
what do you think this means for the organisation’s remuneration system? These new jobs 
will need to be integrated into the system, which means that the building block process 
starts all over again so that the jobs can be incorporated in the current pay structure.

You should now have a good understanding of what remuneration entails. You will now 
learn about strategic remuneration, how the focus of remuneration has shifted from a 
general to a strategic approach and how organisations are aligning remuneration to their 
overall strategic plans.

1.6 THE ROAD TO STRATEGIC REMUNERATION

Study the following section in Workbook 01:               

1.6 – The road to strategic remuneration

83There has been an evolution in remuneration. Overall developments in remuneration have 
resulted in a signifi cant change in the way that employees are rewarded. Traditionally, 
employees were rewarded by hours worked or the number of years they had served 
an organisation. Salary administration was extremely bureaucratic, organisations were 
hierarchical and specialised, and remuneration played no part in an organisation’s strategic 
objectives (Bratton 2007; Gillmore & Williams 2009).

84Before you go any further, please complete the following activity:

Activity 1.5

List the reason(s) that can be attributed to the changes in the way that employees are 
rewarded.

The following links will help you to complete this activity:

http://www.halogensoftware.com/learn/how-to/building-a-business-case-for-talent-
management-part-2-managing-the-changing-workforce

http://www.aon.com/apac/human-resources/thought-leadership/asia-connect/2011-sep/
globalization-of-compensation.jsp

85
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Feedback

Although this was not an easy activity I am sure that you will have thought of a few reasons. 
What about the changes that have been taking place in the economy? The economy has 
globalised signifi cantly. Organisations are operating both globally and locally and products 
and services are produced all around the world. This has intensifi ed competition between 
organisations for employees. As a result of this, organisations have had to change the way 
that they do business otherwise they will be left behind.

In the introductory section of this workbook I also mentioned that the workforce has changed 
dramatically and is now more diversifi ed. Families now consist of dual career couples, there 
is a greater focus on work-life balance and the workforce consists of both younger and older 
employees. For this reason, organisations have to think about how they are going to cater for 
the needs of all their employees otherwise they will lose employees to competitors.

87We now turn our attention to some of the changes that have taken place in remuneration. 
The following table highlights the overall developments in remuneration:

Table 1.1: Overall developments in remuneration

Traditional approach to remuneration Contemporary approach to remuneration

A business driven focus – employee needs 
were not taken into consideration

Aligning remuneration with business 
strategy, employee needs and environmental 
requirements

Isolated initiatives Integrated remuneration management – using 
an approach that takes into consideration 
individual achievement and employee needs

Focus on fi nancial remuneration and 
incentives

Focus on total rewards, engagement and 
organisational commitment

Pay progression – individual performance/
service

Pay progression – contribution, skills and 
knowledge

Planning Practising and implementing 

Inform, top-down telling Communicate and involve employees in the 
process

Source: Adapted from Armstrong and Brown (2009)

88The changes that I have mentioned in Activity 1.5 have highlighted the need for a new 
strategic approach to remuneration and its management. There is also now no longer a 
general approach to remuneration. As mentioned before, traditionally employees were 
rewarded with hours worked or the number of years they served in an organisation. This 
is no longer the case in all organisations. Remuneration is now focused on an employee’s 
worth, their individual eff ort, contribution, motivation and individual performance – the 
focus is therefore on individual achievement. Should an employee who is outperforming 
their colleagues be paid the same as them? This is what we mean by a strategic approach 
to remuneration. Organisations are using remuneration to motivate employees to perform 
in order to achieve organisational objectives. Let us illustrate this concept with a simple 
example. An organisation that sells vacuum cleaners wants to be the top seller in Gauteng. 
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In order to achieve this, they will most likely pay sales consultants on a commission basis 
according to the number of vacuum cleaners they sell. The more the sales consultants sell 
the more commission they receive and the more vacuum cleaners the organisation sells. 
In this example, remuneration is used strategically in two ways: (1) commission is used to 
reward individual achievement and (2) commission is used to motivate employees to assist 
the organisation to achieve its goal of being the top seller of vacuum cleaners in Gauteng.

89Organisations have also begun to understand the contribution that remuneration can 
make to an organisation’s competitive advantage. Remuneration is the single most 
important expense in most companies. Personnel costs can be as high as 60% of total 
expenses in certain types of manufacturing environment and even higher in some service 
organisations. This means that the eff ectiveness with which remuneration is allocated can 
make a signifi cant diff erence in gaining or losing a competitive edge. Thus, how much is 
paid and who gets paid what are crucial strategic issues for an organisation (Gómez-Mejía, 
Balkin & Cardy 2007).

90In this section you were exposed to terms such as “competition” and “competitive 
advantage”. You will often hear these terms because organisations are constantly striving 
to achieve a competitive advantage over their competitors. Organisations are now using 
remuneration to achieve that competitive advantage. This is what strategic remuneration 
is all about. A strategic approach to remuneration entails using remuneration as a means 
to motivate employees to achieve organisational goals.

91Now that you have learnt about the strategic approach to remuneration, we will discuss 
strategic remuneration in more detail, as well as the way in which organisations are 
aligning remuneration to their overall strategic plans.

1.7 STRATEGIC REMUNERATION

92You have probably already encountered the terms “strategy” and “strategic management” 
and are aware of what they entail. However, before you continue, it may be a good idea to 
make sure that you have a clear understanding of what a strategy is. To give you a better 
idea, or to confi rm what you already know, complete the following activity.

Activity 1.6

In your own words, briefl y defi ne the following terms:

• strategy

• strategic management

Feedback

You should have found this activity easy to do, as you should have encountered and studied 
all of these terms before. However, let’s refresh your memory before we continue with the 
next section.

A strategy can be defi ned as “the long-term plans developed by top management; these plans 
are used to evaluate and seize opportunities, as well as to allocate resources” (Nel, Werner, 
Haasbroek, Poisat, Sono & Schultz 2008:555). All organisations have a specifi c strategy. This 
strategy informs all members of the organisation of the direction that the organisation is 
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going to take. An organisation will then take specifi c actions to ensure that the strategy is 
accomplished (Henderson 2000).

Strategic management can be defi ned as “the process of examining both the present and 
future environments, formulating the business objectives, and making, implementing and 
controlling decisions focused on achieving an organisation’s objectives in the present and 
future environments” (Nel et al 2008:562).

Doing Activity 1.6 would have shown you that all organisations have a specifi c strategy. 
Once the strategy has been determined by top management, certain actions will need to be 
taken to implement the strategy. All employees and departments will therefore work towards 
achieving this strategy.

Activity 1.7

How and where do you think remuneration fi ts in with the strategic direction of the 
organisation?

Feedback

You have just learnt that once an organisation has developed a strategy, all employees and 
departments will work towards achieving that strategy. Based on the overall organisational 
strategy, organisations will then develop a number of sub-strategies at diff erent levels of 
the organisation. These strategies, such as the HR strategy, the marketing strategy and the 
fi nancial strategy, will all work towards achieving the overall organisational strategy. Have a 
look at the following diagram:

Figure 1.1: Organisational strategy

Do you see how all these strategies fi t together? These strategies will be formulated in such a 
way that they support the overall organisational strategy. Therefore the overall organisational 
strategy is used to determine what remuneration practices need to be put in place to, in turn, 
motivate employees to achieve the organisational strategy. This is the essence of strategic 
remuneration.
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Study the following sections in Workbook 01 and chapter 7 of your prescribed 

book:

1.7 – Strategic remuneration
7.1 – Introduction
7.2 – What is strategic remuneration?

94Strategic remuneration can be defi ned as follows:

Strategic compensation is an approach to the development and implementation of compensation 
strategies and the guiding principles that underpin them.

(Armstrong 2010:63)

96Armstrong (2010) describes strategic compensation as an attitude of mind – a belief in 
the need to plan ahead and make the plans happen. Strategic reward/remuneration is 
based on beliefs about what the organisation values and wants to achieve. It does this by 
aligning remuneration practices with both business goals and employee values. Brown 
(2001) emphasises that the “alignment of your [compensation] practices with employee 
values and needs … is every bit as important as alignment with business goals, and critical 
to the realisation of the latter’’. Organisations use remuneration to align employee eff orts 
with the strategy and objectives.

97Strategic reward can ultimately be seen as a way of thinking that organisations can apply to 
any remuneration issues arising in the organisation to see how they can create value from 
it (Brown 2001 in Armstrong 2010). Strategic remuneration answers two basic questions: 
(1) Where do we want our reward practices to be in a few years’ time? (2) How do we 
intend to get there? It therefore deals with both ends and means. As an end it describes 
a vision of what reward processes will look like in a few years’ time. As a means, it shows 
how the vision is expected to be realised.

1.7.1 Aims of strategic remuneration

98The overall objective of strategic remuneration is to develop and implement the 
remuneration policies, processes and practices required to support the achievement of 
the organisation’s business goals and meet the needs of its stakeholders.

99The specifi c aims (Armstrong & Brown 2009:8) of strategic remuneration are to:

• create total reward processes that are based on beliefs about what the organisation 

values and wants to achieve

• reward employees for the value that they create

• support the development of a performance culture

• align reward practices with both business goals and employee values

• facilitate the attraction and retention of the skilled and competent people the organi-

sation needs, thus aiding the process of talent management and “winning the war of 

talent’’; this helps in the process of motivating employees and achieving high levels of 

engagement, positive discretionary behaviour and commitment to the organisation

• develop a positive employment relationship and psychological contract
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100Strategic remuneration is about making remuneration management work eff ectively 
for the organisation and its people. It aims at alleviating disconnects between business 
strategy and how HR supports business strategy. Strategic remuneration looks beyond 
the traditional aspects of remuneration such as total pay (how it is arrived), employment 
cost, and so on. The critical elements in strategic remuneration are to understand the 
business strategy and the internal and external determinants of remuneration. Figure 1.2 
illustrates the various factors that will infl uence strategic remuneration decisions.

101

Figure 1.2: Factors infl uencing strategic remuneration decisions

102The business strategy acts as vital input for the strategic planning of remuneration, helping 
the organisation to decide on how the remuneration model is to be structured. Diff erent 
business strategies require diff erent remuneration models.

103As you have learnt previously, every organisation will develop a strategy. However, 
organisations vary and so will their strategies. There are a number of general business 
strategies that organisations can adopt, namely, the innovator, cost-cutter and customer-
focused strategies (Milkovich, Newman & Gerhart, 2010).

• The innovator strategy stresses new products and short response times to market 

trends. The objective of this strategy is to develop unique products or services. A sup-

porting remuneration approach places less emphasis on evaluating skills and jobs and 

more emphasis on incentives designed to encourage innovation.

• The cost-cutter strategy is an effi  ciency-focused strategy which stresses doing more 

with less by minimising costs, encouraging productivity increases, and specifying in 

greater detail exactly how jobs should be performed.

• The customer-focused strategy stresses delighting customers and bases employee 

pay on how well they do this.

104As fi gure 1.2 shows, it is not only the business strategy that has an impact on strategic 
remuneration decisions. There are both external and internal factors at play here. Can 
you think of any examples? What about current economic conditions in South Africa? In 
an economic downturn do you think that organisations can aff ord to give employees 
signifi cant pay raises? What about the infl uence that trade unions have on certain sectors 
of the economy? In highly unionised sectors do you think that organisations can make 
remuneration decisions without consulting the trade unions?
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105

Study the following sections in chapters 1 and 7 of your prescribed book:  

1.8 – Factors infl uencing remuneration

7.3 – Aligning remuneration to the organisation strategy

Activity 1.8

Have a look at the following business strategies and answer the questions that follow.

ABSA Strategy

Becoming the ‘Go-To’ bank

Our goal looking forward is to build not only a sustainable, trustworthy business, but 
a business which customers and clients consider as the fi rst choice for answers and 
solutions – their ‘Go-To’ bank.

Source: http://www.absa.co.za/Absacoza/About-Absa/Absa-Bank/Absa-Overview#Strategy-

link (accessed on 21 April 2016)

AngloGold Ashanti Strategy

Optimise overhead, costs and capital expenditure

All spending decisions must be thoroughly scrutinised to ensure they are optimally 
structured and necessary to fulfi l our core business objective.

Source: http://www.aga-reports.com/14/ir/strategy/strategy (accessed on 21 April 2016)

• Identify the business strategies that these organisations have adopted.

• How will these organisations’ approaches to remuneration differ?

Feedback

You will have noticed that ABSA most likely follows a customer-focused strategy and AngloGold 

Ashanti a cost-cutter strategy. Since these companies have diff erent strategies, their approach 

to remuneration will probably also diff er. ABSA will focus on rewarding staff  for good customer 

service as its aim is to be a bank that customers choose fi rst above other banks. AngloGold 

Ashanti on the other hand wants to optimise costs; they will therefore reward employees when 

they come up with ways for optimising costs.

Refl ection

After completing Activity 1.8 you will have noticed that the two organisations are not only 

very diff erent but they also operate in very diff erent business environments. Do you think 

that this will have an eff ect on the remuneration decisions that these organisations make? 

After studying section 1.8 – Factors infl uencing remuneration you probably answered 

yes to this question. If you cannot remember this section please go back to refresh your 

memory. It is important to note that it is not only the business strategy that will have an 

eff ect on the remuneration decisions made by organisations. The trade unions in the 
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industry, the organisational culture, the economy and the ability of the organisation 
to pay will all infl uence the strategic remuneration decisions of organisations. You also 
learnt about this in fi gure 1.2.

106Now that you have learnt about strategic remuneration you need to know how organisations 
align remuneration with the overall strategy. In order to do this, organisations need to 
develop a remuneration strategy.

Study the following sections in Chapter 7 of your prescribed book:     

7.4 – What is a remuneration strategy?
7.5 – Remuneration strategy development process
7.6 – Diff erent types of remuneration strategies
7.7 – Value of a remuneration strategy

Take note

Do not get confused between the diff erent strategies that you have just learnt about. 
The innovator, cost-cutter and customer-focused strategies are all business strategies. 
The prospector, defender, analyser and reactor strategies, on the other hand, are 
strategies for the growth stage of an organisation.

107Now that you have studied the relevant sections on strategic remuneration you can apply 
what you have learnt in Activity 1.9.

Activity 1.9

Read the following case study and answer the questions that follow based on what you 
have learnt.

DomesticAir

DomesticAir is the latest domestic airline to enter the South African market. Along with 
the likes of Kulula, Mango and Flysafair, DomesticAir is set to penetrate the South African 
low cost airline market. At its launch at OR Tambo Airport, Domestic Air’s CEO, Jabu 
Pretorius has indicated that DomesticAir would appeal to all travellers but specifi cally 
the cost-conscious traveller. Jabu has emphasised that the main attraction would be 
the low fares. The overall strategy is “to be the lowest cost most profi table airline”.

DomesticAir has been fully operational for 12 months now and Jabu has decided that 
it is high time that a strategic session with his management team should be organised 
to evaluate whether DomesticAir is on track to achieving its low-cost objectives. 
Accordingly, the managers are requested to each give a presentation on the strategy 
they have devised for their department.

Jabu starts the strategic session by telling his management team about the main 
methods that DomesticAir has been using to minimise costs in order to achieve its 
overall strategy. He summarises these as follows:

• Use of the internet to reduce distribution costs. DomesticAir sells around 95% of 
all seats over the internet.

• Ticketless travel. Passengers have their travel details and booking references 
e-mailed to them. This signifi cantly reduces the cost of issuing, distributing, 
processing and reconciling tickets.
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• No free on-board catering. Free catering has been done away with thus reducing 
on-board costs. Passengers can however purchase food and refreshments on board.

• Paperless operations. DomesticAir has embraced the concept of the paperless 
offi  ce, with all its management and administration undertaken entirely by IT systems. 
These operations can be accessed through secure servers from anywhere in the 
world, thereby enhancing fl exibility in running the airline.

Cindy Bezuidenhout, the Remuneration Manager, gives her presentation next and 
provides the management team with the following information:

The overall remuneration objective is to spend remuneration resources wisely in pursuit 
of the implementation of Domestic Air’s overall strategy. Remuneration outcomes are 
therefore aligned with this strategy. She states that the airline wants its pay policies to 
be regarded as fair by shareholders and employees alike.

The following practices have been implemented to support the remuneration strategy:

• Remuneration is linked to demanding performance targets over the short term.
• Salaries are positioned at the market median of its comparator groups.
• Incentive plans have been designed with the aim of increasing productivity.

Cindy emphasises that although the organisation’s aim is to keep costs low, it 
diff erentiates itself from its competitors by off ering benefi t packages to attract and 
retain employees.

Adapted from:  www.EasyJet.com and www.bbc.co.uk, available on http://cws.cengage.

co.uk/barnes/students/sample_ch/ch2.pdf

(1) Identify the type of business strategy that DomesticAir has adopted. Discuss this 

strategy and provide examples from the case study to substantiate your answer.

(2) Is there alignment between DomesticAir’s strategy and its remuneration strategy?

(3) Evaluate DomesticAir’s remuneration strategy using the evaluation criteria for a 

remuneration strategy.

Feedback

 • After reading the case study you should have noticed that DomesticAir has adopted 

a cost-cutter strategy. A cost-cutter strategy is an effi  ciency-focused strategy which 

stresses doing more with less by minimising costs, encouraging productivity increases, 

and specifying in greater detail exactly how jobs should be performed. The case study 

indicates that to minimise costs, DomesticAir uses technology such as the internet to 

reduce distribution costs, promotes ticketless travel and paperless operations, and has 

abolished free on-board catering.

 • After reading the case study and evaluating DomesticAir’s overall strategy, as well as its 

remuneration strategy, you will have noticed that these two strategies are aligned. 

DomesticAir’s strategy is stated as follows – to be the lowest cost most profi table air-

line. Its focus is on low cost operations. In terms of achieving low cost operations it has 

specifi ed that its aim is to spend remuneration resources wisely. Salaries are positioned 

at the market median, which enables DomesticAir to keep remuneration competitive but 

at the same time keep costs low.

 • The evaluation criteria for a remuneration strategy are alignment, diff erentiation and 

value-added. It is evident from the case study that there is alignment between the remu-

neration and organisation strategy. In terms of diff erentiation, DomesticAir diff erentiates 

itself from competitors by off ering employees benefi t packages. It can be said that the 
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remuneration strategy does add value to the overall eff ectiveness of the organisation as 

remuneration practices have been designed with the overall strategy in mind.

1.8 SUMMARY

108In this workbook you were introduced to the concept of remuneration, the components 
of remuneration and the part remuneration plays in an organisation. You also learnt 
about how remuneration design has changed from a general to a strategic approach. You 
also learnt about strategic remuneration and how organisations can use remuneration 
to motivate employees to achieve organisational objectives. You will recall that the 
remuneration decisions that organisations make are not only infl uenced by the strategy 
but by various internal and external factors. You will be learning about these factors in 
the next workbook.

1.9 SELF-ASSESSMENT

You will recall that in the Preface I mentioned that I will be following a diff erent approach 
in this module. Self-assessment questions will therefore be provided at the end of 
each topic and not at the end of each workbook. The purpose of this is to facilitate an 
integrated assessment approach. This will enable you to gain a better understanding of 
how all the theory in each topic fi ts together. Self-assessment questions on Topic 1 will 
be provided at the end of Workbook 02. These questions will cover the theory you have 
learnt in Workbook 01 and 02.
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As indicated, you are now busy with Workbook 02.
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112In this workbook I refer to chapters 1 and 9 in the prescribed book. You will also have to 
study some sections of this workbook which are not available in the prescribed book. 
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Use the workbook and the relevant chapters in conjunction with each other. The study 
material for Workbook 02 is illustrated as follows:

113

2.1 INTRODUCTION

114Organisations do not operate in isolation. Therefore, economic, political, legislative 
and social factors all have an impact on the remuneration decisions that organisations 
need to make. Global organisations operating in South Africa still have to adhere to 
local government legislation – their remuneration practices will therefore have to be 
customised to the South African work environment. Another important factor that has 
a signifi cant impact on remuneration is the state of the economy. Economic conditions 
have an eff ect on salary increases and, depending on these conditions organisations 
may sometimes have to adjust planned salary increases. These are just two of the many 
contextual infl uences that aff ect remuneration decisions.

115In Workbook 01 you learnt about strategic remuneration and how organisations align 
remuneration with their overall business strategy – by developing a remuneration 
strategy. Organisations do not operate in isolation and there are various factors that will 
have an impact on the strategic remuneration decisions they make when formulating 
a remuneration strategy. In this workbook you will be learning about these contextual 
infl uences and their impact on remuneration. You will also be learning about the infl uence 
that labour unions, government, competitors and aff ordability have on remuneration 
practices. On completion of this workbook you will be able to explore the infl uence of 
various contextual factors on an organisation’s remuneration strategy.

2.2 KEY CONCEPTS

The important key concepts in this workbook are the following:

• discrimination
• income inequality
• access discrimination
• valuation discrimination
• disparate treatment 

• disparate impact
• minimum wages
• pay diff erentials
• labour legislation
• trade union 
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116Before we continue with Workbook 02, please do the following activity.

Activity 2.1

In the introductory section, I indicated to you that “organisations do not operate in 
isolation”. Answer the following questions with reference to this statement:

• What do you understand by this statement?

• How do you think it relates to remuneration?

Have a look at the following headlines and discuss how these headlines are related to 
the above statement (“organisations do not operate in isolation”):

“South Africa’s economy falls to third behind Nigeria, Egypt”

“Amcu votes for gold sector strike”

Source: www.google.co.za (accessed on 10 June 2016)

Feedback

You should have indicated that this statement means that organisations are infl uenced by the 
environment they operate in and hence by various external and internal factors. You learnt 
about some of these factors in Workbook 01. One example of an external factor is government 
legislation. Organisations operating in South Africa need to adhere to South African labour 
legislation. Labour legislation regulates issues such as working hours, minimum pay, leave and 
other conditions of employment. Another external factor is trade unions. The mining sector 
in South Africa is more unionised than, for example, the fi nancial sector. When remuneration 
decisions need to be made, organisations are compelled to liaise with trade unions before these 
decisions can be implemented. The headline “Amcu votes for gold sector strike” is most likely 
related to a wage issue. Organisations operating in the gold sector will have to re-visit their 
remuneration policies and negotiate with trade unions on remuneration matters. Another 
example of an external factor that I mentioned in the introductory section of this workbook 
is the economy. The headline “South Africa’s economy falls to third behind Nigeria, Egypt” is 
an indication that there is a decline in economic growth and organisations will most likely 
have to take this into consideration when making remuneration decisions such as decisions 
on pay increases. An important internal factor that you learnt about in Workbook 01 is the 
strategy of the organisation. The organisational strategy will have a huge infl uence on the 
remuneration strategy and remuneration decisions.

117Now that you have completed Activity 2.1, let’s start by examining the various factors 
that have an impact on remuneration decisions.

2.3 FACTORS INFLUENCING REMUNERATION

Study the following sections in Workbook 02 and chapters 1 and 9 of your 

prescribed book:

2.3 – Factors infl uencing remuneration
1.8 – Factors infl uencing remuneration
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9.2 – Labour market
9.3 – Cost of labour

118In the prescribed book you learnt about the concept of discrimination. The following 
specifi c types of pay discrimination exist in the remuneration environment:

119Access discrimination occurs when qualifi ed women and minorities are denied access to 
particular jobs, promotions or training opportunities. This type of discrimination relates 
to staffi  ng and allocation decisions and can occur during the hiring process. An example 
of this type of discrimination would be if qualifi ed women or minorities are prevented 
from obtaining a particular position.

120Valuation discrimination takes place when minorities or women are paid less than 
males for performing substantially equal work (Milkovich, Newman & Gerhart 2010). The 
Employment Equity Act makes it clear that it is discriminatory to pay women less than 
males when they are performing equal work (i.e. working side by side, doing the same 
work, producing the same results). This defi nition of valuation discrimination hinges on 
the standard of equal pay for equal work. Some argue that valuation discrimination can 
also occur when men and women hold entirely diff erent jobs (in content or results) that 
are of comparable worth to the employer. In short, valuation discrimination is based on 
the pay that employees receive.

121Disparate treatment represents intentional discrimination, occurring whenever employers 
intentionally treat some workers less favourably than others because of race, colour, 
religion, sex and national origin (Martocchio 2011). These are practices which treat protected 
groups less favourably than other employees.

122Disparate impact represents unintentional discrimination that occurs whenever an 
employer applies employment practices to all employees. This practice leads to unequal 
treatment of protected employee groups (Martocchio 2011). In terms of disparate 
impact, whether or not the employer intended to discriminate is irrelevant. This type of 
discrimination takes place when an organisation’s HR policy, at face value, is neutral but 
has the eff ect of discrimination.

123It should be noted that disparate treatment and desparate impact may not take place 
under any employment condition.

124Now that you have studied the relevant sections on the diff erent factors infl uencing 
remuneration you can apply what you have learnt in Activity 2.2.

Activity 2.2

Read the following case study and, based on what you have learnt, answer the questions 
that follow.

Thabazimbi Manufacturing is a large manufacturing organisation that was founded 
by John Nkosi. The organisation is located in Port Elizabeth and employs 200 people 
ranging from cleaners to the executive team.

Five years ago, Sipho Nkosi replaced his father as chief executive offi  cer (CEO).

John Nkosi, an entrepreneur with only a high school education, had been a traditional 
manager who tried to keep his hands on every phase of the business. He took pride
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in Thabazimbi Manufacturing’s reputation for fair pay and satisfi ed employees. John 
was involved in all aspects of the remuneration plan and he had the fi nal word on pay 
rates for all employees. He based pay on experience, potential, and how much each 
employee needed to support his or her family. As a result, Thabazimbi Manufacturing 
had low absenteeism and turnover. After Sipho took over, several factors began to 
challenge the business in general.

The economy worsened and key business was lost because Thabazimbi had to charge 
more for its products in order to maintain the remuneration system’s above-average 
pay strategy. At the same time, staff  turnover had increased because the employees 
at Thabazimbi felt they were not being compensated fairly. The remaining employees 
also decided to join a trade union as they were becoming increasingly dissatisfi ed with 
the pay inequities as well as the lack of response from management on this matter.

Sipho has tasked Cindy Coetzee, the human resources manager, with conducting 
an investigation into the pay inequities. Cindy has met with Sipho and has informed 
him that there seem to be pay inequities among the supervisors at the factory. Three 
female supervisors are paid somewhat less than any of the male supervisors. When 
asked why this is the case, Cindy says that she thinks the female supervisors may have 
been paid at a lower rate mainly because they were women, and that perhaps John, the 
former CEO, did not think that women needed as much money as the male supervisors 
because they had husbands who worked.

Adapted from: Ivancevich, JM. 2003. Human Resource Management. 9th edition. Asia: McGraw 

Hill Education p 297 and http://www.chrmglobal.com/Replies/3544/1/Case-study-

Compensation-and-Reward-Management.html (Accessed on 12 November 2012). 

• Analyse the factors (both internal and external) in the case study that have an impact 

on Thabazimbi’s remuneration practices.

• Identify the type of discrimination that exists in the case study. Discuss this discrimina-

tion and provide examples from the case study to substantiate your answer.

Feedback

(1) After reading the case study you should have noticed that there are various factors that 

have an eff ect on Thabazimbi’s remuneration practices. The external factors include 

the state of the economy. The case study states that “the economy worsened and key 

business had been lost because Thabazimbi had to charge more for its products in order 

to maintain the remuneration system’s above-average pay strategy”. Another external 

factor is the trade unions. Employees decided to join a trade union as they had become 

dissatisfi ed with the current situation. On the other hand, the internal factors include 

the culture of the organisation which has resulted in the pay inequities. The former CEO 

instilled a top-down decision-making management culture. He handled all aspects of the 

business and was responsible for making all the decisions, including the remuneration-

related decisions.

(2) After reading the case study you should have identifi ed the presence of valuation dis-

crimination and disparate treatment in the case study. Valuation discrimination takes 

place when minorities or women are paid less than males for performing substantially 

equal work. This defi nition hinges on the standard of equal pay for equal work. In the 

South African remuneration context the Employment Equity Act makes it clear that it 

is discriminatory to pay women less than males when they are performing equal work. 

The case study indicates that: “the three female supervisors were paid somewhat 

less than any of the male supervisors”. Disparate treatment represents intentional 
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discrimination and occurs whenever employers intentionally treat some workers less 

favourably than others on the grounds of race, colour, religion, sex and national origin. 

The case study indicates that “the female supervisors may have been paid at a lower 

rate mainly because they were women, and perhaps John, the former CEO, did not 

think that women needed as much money as the male supervisors do, because they 

had working husbands”.

125You will recall that in the introductory section of this workbook I mentioned that a 
very important issue that has a huge eff ect on remuneration involves conditions in the 
economy. You will now be learning about the various economic factors that have an 
impact on remuneration.

2.4 ECONOMIC FACTORS INFLUENCING REMUNERATION

Study the following sections in Workbook 02 and chapter 9 of your prescribed 

book:

2.4 – Economic factors infl uencing remuneration
9.4 –Remuneration determination

126In the prescribed book you will have read about the concept of minimum wages. Below 
is some additional information about minimum wages.

127A minimum wage is the lowest hourly, daily or monthly wage that employers must legally 
pay employees or workers. Minimum wages usually apply to unskilled or semi-skilled 
workers in the service industry, factories or manufacturing plants. In South Africa, the 
minimum wage is directed at those who are often the most vulnerable in the workplace. 
There are also special provisions, for example, for domestic workers and farm workers. 
Minimum wage rates may diff er across geographical areas, for example minimum wages 
diff er between cities and rural areas. They may also diff er in terms of pay periods (daily, 
monthly or yearly). In South Africa, minimum wages are usually set for a year. Minimum 
wages can be set by government, specifi cally the Department of Labour, or they can be 
negotiated by unions and through collective bargaining agreements.

128Minimum wages were introduced in reaction to the growth of sweat shops in the United 
States and other countries, which sprung up in the early 1900s. These sweat shops were 
largely controlled by the manufacturing industries, and employed many women and 
underage workers at very low wages. The minimum wage was introduced as a way to 
make employers pay their employees “fairly’’.

129If minimum wages are set above the wage which has been determined by the market, the 
result will be a decline in employment (Kaufman 1986:229 in Finnemore & Van Rensburg 
2002:103). The reason for this is that an increase in labour costs will cause product prices 
to increase as well, and the demand for these products will thus decline and therefore 
certain jobs may become redundant. The subject of minimum wages is a controversial 
one, with many arguments for and against the setting of minimum wages. The paragraphs 
below illustrate these diff erent views.
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130Arguments for minimum wages

• Minimum wages will eliminate the exploitation of employees and will make sure that 

they are paid enough to maintain a certain minimum standard of living.

• Increased wage costs will compel the employer to use labour more effi  ciently.

• The employer may be forced to employ better qualifi ed employees and to invest 

more in training.

• The effi  ciency wage hypothesis states that higher wages result in increased produc-

tivity. The health and nutritional levels of employees will increase (they can aff ord a 

better standard of living), and labour turnover will be reduced since employees will 

experience greater job satisfaction and higher morale, which will lead to increased 

productivity.

• It is said that the market mechanism for the determination of remuneration (supply 

and demand) does not function eff ectively, and there are distortions in the labour 

market that need to be remedied. It is suggested that minimum wages will remedy 

these distortions.

131Arguments against minimum wages

• Minimum wages will interfere with the functioning of the labour market, leading to 

ineff ective functioning and a lower economic growth rate.

• The setting of minimum wages will cause distortions in the price of labour as compared 

to capital, and this will result in labour being replaced with capital technology. The 

assumption is that minimum wages will lead to unemployment.

• Increased labour costs will be passed on to consumers (the spill-over eff ect) in the 

form of increased prices, which in turn will lead to increased infl ation.

• Minimum wages that are set across the board do not take the unique circumstances 

of an organisation into account in terms of profi tability and geographic location. 

Employees are all remunerated in accordance with the minimum wage and not their 

productivity.

Source: Barker (1992:134–143 in Finnemore & Van Rensburg 2002:103)

132The question is why would anyone be opposed to a mandated minimum wage? The 
concern is that the resulting higher labour costs for aff ected companies may lead them 
to decrease their demand for workers and/or their hours worked. In other words, a higher 
minimum wage, which is intended to help low wage workers, runs the risk of reducing 
employment opportunities for these very workers it is indented to help (Milkovich et al, 
2010) – something that we cannot aff ord considering South Africa's unemployment rate. 
So, whether a minimum wage "works" or not depends on whether the gains through 
higher wages are greater than the losses of jobs and/or hours. Another consideration in 
evaluating the eff ectiveness of a minimum wage law is whether wage gains go primarily 
to workers from low-income families rather than going to workers from families with 
higher incomes (Milkovich et al, 2010). In the shorter run, employers will need to consider 
how changes to the minimum wage will aff ect their labour costs, to what degree they 
will need to take some other action to control or off set higher labour costs.

133Now that you have studied the relevant sections in your workbook and prescribed book 
you can apply what you have learnt in Activity 2.3.
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Activity 2.3

Given what you have learnt about minimum wages (as well as the arguments for and 
against minimum wages), answer the following questions:

• What effect would a minimum wage have on remuneration practices?

• In your opinion, is a minimum wage beneficial or not?

134

Discussion forum

In order to do this activity, go to the Discussion Forums tool on the HRM3705 myUnisa 
module site and access Forum 1: Workbook 02, Activity 2.3. Complete this activity by 
sharing your answers with your fellow students online.

Take note

Although no formal marks will be allocated for your participation in this activity, you 
should reap the benefi ts of participating by gaining a deeper understanding of this 
aspect. Feedback on this activity will be provided in the discussion forum once the 
activity has been completed.

135You will recall from Workbook 01 that one of the objectives of a remuneration system is 
compliance with labour legislation. Every country is governed by specifi c legislation and 
organisations operating in South African need to comply with the relevant legislation. 
You will now be learning about the various pieces of South African labour legislation that 
have an impact on remuneration.

2.5 LABOUR LEGISLATION

136Before we continue with this section, please do the following activity.

Activity 2.4

You are probably familiar with and have been exposed to various pieces of South African 
legislation in previous modules and/or in your current workplace. Refl ect on this legislation 
and write down the various laws that govern the South African workplace and which 
are applicable to the remuneration context. You can also conduct an internet search to 
answer this question.

Feedback

In order to answer this question you could have accessed your previous study material or 
you could have searched for the various pieces of legislation on the internet. The following 
legislation governs the South African workplace and is related to the remuneration context:

 • Labour Relations Act 66 of 1995

 • Basic Conditions of Employment Act 75 of 1997

 • Employment Equity Act 55 of 1998

 • Skills Development Act 97 of 1998

 • Skills Development Levies Act 37 of 2008

 • Unemployment Insurance Act 63 of 2001

 • Compensation for Occupational Injuries and Diseases Act 130 of 1993
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You can also access this legislation on the following website: http://www.labour.gov.za/DOL/
legislation

137

Study the following sections in Workbook 02 and chapter 9 of your prescribed 

book:

2.5 – Labour legislation
9.5 – Legislative framework

Take note

Please take note that in terms of the labour legislation, you will only be expected to 
apply these Acts to various case studies and scenarios and indicate how they infl uence 
remuneration.

138The following table summarises the various South African legislation, the purpose of each 
act and how each act is related to remuneration:

Table 2.1: South African legislation related to remuneration

Act Purpose

Labour 
Relations Act 
66 of 1995 
(LRA)

This Act has standardised labour rights and labour relations processes, resulting 
in greater opportunity for consistency, effi  ciency, social justice and equity.

The following sections of the LRA are applicable to remuneration:

• deduction of trade union subscriptions
• payment to employees who are dismissed based on unfair labour practices 

or unfair dismissal
• payment of severance pay

Employment 
Equity Act 55 
of 1998 (EEA)

This Act contains provisions that promote employment equity, including 
provisions prohibiting unfair discrimination, regulating affi  rmative action and 
establishing a Commission for Employment Equity (Finnemore & Van Rensburg 
2002:213). According to this Act, every employer must take steps to promote 
equal opportunity in the workplace by eliminating unfair discrimination in any 
employment policy and practice. No employee or applicant may be unfairly 
discriminated against.

Every designated employer must submit a statement to the Employment 
Conditions Commission established by the Basic Conditions of Employment Act 
on the remuneration and benefi ts received in each occupational category and 
level of that employer’s workforce. Where disproportionate income diff erentials 
are refl ected in the statement, measures to progressively reduce such diff erentials 
must be taken (Finnemore & Van Rensburg 2002).

To adhere to legislative requirements, employers are expected to submit 
an employment equity plan to the Department of Labour. With regard to 
remuneration issues, this plan should provide the following information:

• steps that the employer has implemented to reduce the diff erences 
in compensation among the various groups

• reasons for and comments on the diff erences in compensation
• plans and processes for handling unjustifi ed diff erences in compensation



 33 HRM3705/1

Basic 
Conditions of 
Employment 
Act 75 of 1997 
(BCEA)

The purpose of this Act is to give eff ect to and regulate the right to fair labour 
practices by establishing and enforcing basic conditions of employment and 
regulating deviations from such conditions. The basic conditions of employment 
contained in the Act form part of the contract of employment of employees 
covered by the Act. Some, but not all conditions may be varied by individual or 
collective agreements in accordance with the provisions of the Act (Finnemore & 
Van Rensburg 2002:461). The BCEA regulates leave, working hours, employment 
contracts, deductions, payslips, and termination.

Skills 
Development 
Act 97 of 1998 
(SDA)

This Act seeks to develop the skills of the workforce and thereby increase the 
quality of working life for workers, improve the productivity of the workplace, 
promote self-employment and the delivery of social services. The Act furthermore 
seeks to encourage employers to use the workplace as an active learning 
environment and to provide opportunities for new entrants to the labour market 
to gain work experience (Finnemore & Van Rensburg 2002). A special focus is on 
previously disadvantaged persons through education and training.

Skills 
Development 
Levies Act 37 
of 2008 (SDL)

This Act established a compulsory levy scheme for funding education and 
training as envisaged in the SDA.

139Now that you have studied the relevant sections in your workbook and prescribed book 
you can apply what you have learnt in Activities 2.5 and 2.6.

Activity 2.5

Read the following articles and answer the question that follows:

http://www.women24.com/CareersAndMoney/AtWork/Gender-pay-gap-persists-20140331

http://mg.co.za/article/2015-04-23-men-still-get-lions-share-of-income

http://mg.co.za/article/2015-08-11-women-are-still-paid-less-than-men-in-sa-companies

(1) Which Act is applicable to the articles?

(2) Why is it important for organisations to adhere to the provisions of the BCEA?

Feedback

(1) After reading the articles you will realise that the EEA plays an important role in deter-

mining salaries and wages. The EEA relates to (a) equal pay for equal work – it is dis-

criminatory to pay minorities or women less than males when they are performing equal 

work; (b) equal pay for work of comparable worth (also called pay equity or gender pay 

equity) – this issue centres on the legality of paying employees in one job group less than 

employees in the other if the two job groups contain work that is not equal in content 

but is, in some sense, of comparable worth to the employer. According to the EEA, it is 

also unfair to discriminate against people on grounds of ethnicity, gender, marital status 

and age. The employer needs to ensure that all employees performing comparable jobs, 

irrespective of their gender, are compensated equally.

(2) The BCEA regulates the basic remuneration conditions that organisations need to adhere 

to. For example the Act regulates issues such as leave, the payment of overtime in terms 

of the rate that should be paid to employees, and severance pay. If organisations do not 

adhere to the BCEA, they can be reported to the Commission for Conciliation, Mediation 
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and Arbitration (CCMA) for unfair labour practice. It is therefore in any organisation’s 

best interests to ensure that it is aware of all the legislation applicable to remuneration.

Activity 2.6

Read each of the following statements in the fi rst column and then write the labour 
legislation that is applicable to each next to it in the second column.

Statement Relevant legislation

An employer refers to this Act for guidelines 
on leave and working hours when drawing up 
employment contracts.

An employer refers to this Act when determining 
the percentage of the payroll that is payable in 
terms of skills development. 

An employer that is planning to retrench workers 
refers to this Act for guidelines on the retrenchment 
process and severance pay.

An employee refers to this Act when she realises 
that she is being paid less than her male colleagues 
for performing equal work. 

Feedback

The legislation applicable to the fi rst statement is the BCEA. This Act regulates leave, working 
hours, employment contracts, deductions, payslips and termination.

The SDA is applicable to the second statement. This Act has established a compulsory levy 
scheme for the purpose of funding education and training. An employer whose annual payroll 
exceeds R500 000 per annum needs to pay a skills levy of 1% of its monthly payroll.

The relevant legislation applicable to the third statement is the LRA. This Act permits employers 
to dismiss employees based on operational requirements. Organisations embarking on 
retrenchments need to adhere to the procedures outlined in LRA.

The EEA is applicable to the fourth statement. This Act protects workers and job seekers from 
unfair discrimination in any employment policy and practice. It also provides a framework for 
implementing affi  rmative action.

140Trade unions play a signifi cant role in the employment environment and infl uence 
matters related to remuneration such as the minimum wage, pay increases and equitable 
wages, as well as employee benefi ts. Organisations should liaise with trade unions before 
implementing remuneration decisions. You will now learn about the infl uence trade 
unions have on remuneration practices.
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2.6 TRADE UNION INFLUENCE

Study the following sections in Workbook 02 and chapter 9 of your prescribed 

book:

2.6 – Trade union infl uence
9.6 – Unionisation

141Trade unions have the following infl uence on remuneration:

142The unions negotiate with management on issues such as general pay increases and cost-
of-living adjustments (COLAs) to maintain their members’ loyalty and support. COLAs 
are an automatic pay increase based on changes in prices, as indexed by the consumer 
price index (CPI). COLAs enable workers to maintain their standard of living by adjusting 
wages according to the infl ation rate.

143One of the primary goals of trade unions is to ensure that their members receive equitable 
wages and benefi ts. This goal is usually the most stridently pursued as economic issues are 
generally the most pressing concern for members. During periods of economic growth 
and low unemployment, trade unions seek to advance the interests of their members 
for wage increases. During a recession, unions have the goal of at least maintaining their 
members’ level of earnings and preventing erosion of income as a result of infl ation. In 
some cases, however, for example in times of economic crisis, employees and their unions 
may be compelled into a concessionary bargaining situation where pay cuts or wage 
freezes are taken in return for job security.

144In South Africa, trade unions have promoted various strategies and arguments to support 
campaigns for equitable wages and benefi ts that include, for example

• promoting a living wage

• reducing the old apartheid wage gap and supporting gender equality in pay

• securing parental rights

• accessing pension and provident funds

• providing and restructuring medical aids

145Although trade union infl uence has declined in recent years (Milkovich et al 2010), the 
impact of trade unions in general would be understated if we did not account for what 
is termed the “spill-over eff ect”. The spill-over eff ect occurs when non-union employers 
provide their employees with salary increases and benefi ts packages equal to what union 
members receive. This is done in an attempt to keep their employees from unionising. 
The result is that non-union management continues to enjoy the freedom from trade 
union “interference’’ in decision-making, and the workers receive the spill-over of rewards 
already negotiated by their unionised counterparts (Milkovich et al 2011).

146Now that you have studied the relevant sections in your workbook and prescribed book 
you can apply what you have learnt in Activity 2.7.
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Activity 2.7

Discuss the infl uence that trade unions have on remuneration practices. You also need 

to indicate whether you think this infl uence is advantageous or not for remuneration 

practices.

Discussion forum

In order to do this activity, go to the Discussion Forums tool on the HRM3705 myUnisa 

module site and access Forum 2: Workbook 02, Activity 2.7. Complete this activity by 

sharing your answers with your fellow students online. 

Take note

Although no formal marks will be allocated for your participation in this activity, you 

should reap the benefi ts of participating by gaining a deeper understanding of this 

aspect. Feedback on this activity will be provided in the discussion forum once the 

activity has been completed.

2.7 SUMMARY

147In this workbook we introduced you to the various factors that infl uence remuneration. 

You learnt about various internal and external infl uences such as the economy, labour 

legislation and trade unions. After studying this workbook you will have realised how 

important the impact of these infl uences is on remuneration – organisations therefore 

cannot make remuneration decisions without taking all these infl uences into account.

2.8 INTEGRATED SELF-ASSESSMENT FOR TOPIC 1

148You will recall that in the Preface I mentioned that I would be following a diff erent approach 

in this module. Self-assessment questions are therefore provided at the end of each topic 

and not at the end of each workbook. The purpose of this is to facilitate an integrated 

assessment approach. This will enable you to gain a better understanding of how all the 

theory in each topic fi ts together. The following self-assessment questions incorporate 

the theory that you have learnt in Topic 1, that is, in Workbooks 01 and 02.

Self-assessment questions

Question 1

Discuss the objectives of a remuneration system. Go back to Activity 2.2 and identify 

the remuneration objectives that Thabazimbi Manufacturing is not complying with. 

Substantiate your answer by providing examples from the case study.  [20]
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Question 2

Defi ne the concept of a minimum wage and discuss the impact it has. You should also 
indicate why organisations would be opposed to a mandated minimum wage or increases 
to it.  [10]

Question 3

Write an essay on the alignment between remuneration and the overall strategic plan 
of the organisation. In your answer you should refer to strategic remuneration and you 
should also indicate how organisations align remuneration with their overall strategy.

 [15]

Question 4

Explain the impact that labour legislation has on remuneration practices and decisions.

  [5]

Feedback

Question 1

This question required you to name (1 mark per objective) and discuss (1 mark for discussion) 
the objectives of remuneration (see section 2.5 of your prescribed book). You then had to go to 
the case study in Activity 2.2 and, fi rstly, identify (1 mark) and, secondly, provide an example(s) 
from the case study to substantiate your answer (1 mark).

Question 2

In order to answer this question you had to refer to section 9.4.1 of your prescribed book and 
section 2.4 of this workbook. You fi rstly had to defi ne the concept of minimum wage and 
discuss the impact thereof (5 marks). Secondly, you had to indicate why an organisation would 
be opposed to a mandated minimum wage or increases to it (5 marks).

Question 3

You should have referred to section 1.7 of Workbook 01 to answer this question. In your 
answer, you should have explained why organisations align remuneration with the overall 
strategic plan of the organisation (5 marks). You should then have explained what strategic 
remuneration is (5 marks) and have indicated how organisations align remuneration with 
their overall strategy (5 marks).

Question 4

In this question you had to describe the infl uence that the various pieces of South African 
legislation have on remuneration. You could have also given examples of the legislation. To 
do this, you had to refer to section 2.5 of this workbook.

Take note

When answering discussion questions it is important to use the mark allocation as 
a guide to establish how much content/theory is needed. A 10-mark question will 
require you to write approximately 10 facts.
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Recap

Before you go on to the next workbook, check your progress by fi lling in the table below 
to see whether you have mastered all the learning outcomes for Topic 1.

149At the beginning of Topic 1, I explained that the main learning outcome for this topic was 
for you to be able to critically analyse the general shift that has taken place in remuneration 
to bring it in line with organisational strategy in the current business context. To enable you 
to do this, I broke this main outcome down into a number of smaller learning outcomes. 
Use the table below to check whether you have reached your aim. If you have, you can 
proceed with the next topic. However, if you have not, work through the relevant sections 
of this topic again until you feel confi dent that you have achieved all the outcomes – then 
you can continue.

Learning outcomes Yes

√

Critically analyse the shift in remuneration from a general to a strategic approach

Examine the alignment between remuneration and the overall strategic plan of the 
organisation

Explore the infl uence of various contextual infl uences on an organisation’s remuneration 
strategy 

150

Were you able to put a tick next to each learning outcome? If not, go back to the relevant 
section to ensure you know and understand that part of the work.
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151

TOPIC 2

Designing remuneration systems

152You are now moving on to Topic 2 where you will learn how to design a remuneration 
system. To see where you are in the module refer to the diagram below:

153
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TOPIC AIM

154The aim of this topic is to introduce to you the steps involved in designing a remuneration 
system. You will fi rstly learn about internal alignment and external competitiveness. Once 
you have an understanding of these concepts and how organisations determine internal 
alignment and external competitiveness, the focus will shift to the concept of total rewards 
and how organisations use this approach as a remuneration strategy.

Learning outcomes

After completing this topic, you should be able to illustrate the process (building blocks) 
involved in the design of a remuneration system.

More specifi cally, you should be able to:

• examine the process (building blocks) involved in the design of a remuneration system

• apply to practical scenarios and case studies the steps involved in the design of remu-

neration systems

• explore the total reward approach as a remuneration strategy

155
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156

Workbook 3

Internal alignment
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8 Self-assessment 54

9 References 54

Mind map

Look at the mind map below – you are now busy with Workbook 03.

157
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160In this workbook I refer to chapter 3 in the prescribed book. You will also have to study 
some sections of this workbook which are not available in the prescribed book. Use the 
workbook and the relevant chapters in conjunction with each other. The study material 
for Workbook 03 is illustrated as follows:

161

3.1 INTRODUCTION

162Remuneration is not as simple as it appears. Do you recall Activity 1.2 in Workbook 01 
where you were given the remuneration for the HR Coordinator position? How do you 
think that organisation worked out the remuneration for that specifi c position? Have 
a look at your own payslip or that of a friend/family member. How do you think the 
remuneration was calculated? Although it might be simple for a small organisation, say, 
one consisting of fewer than 10 employees, to make remuneration decisions, it is not 
so easy for an organisation that employs 1000 employees. In this workbook you will be 
learning about the fi rst step that has to be carried out when designing a remuneration 
system, namely, internal alignment. I will fi rst start by introducing you to the concept 
of internal alignment. Once you have an understanding of what it is you will learn how 
organisations ensure that their remuneration system is internally aligned.

163In Workbook 01, you learnt about the remuneration framework, which was discussed in 
section 2.4 of your prescribed book. Below is an illustration of the remuneration framework 
to refresh your memory and to provide you with an understanding of where you are in 
the learning process:

164

Figure 3.1: The remuneration framework

Source: Adapted from Milkovich et al (2014) in Coetzee, Bezuidenhout, Furtak and Lee (2016)
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165As illustrated in fi gure 3.1, internal alignment is the fi rst building block of remuneration 
and the fi rst step that needs to be conducted when designing a remuneration system.

3.2 KEY CONCEPTS

The important key concepts in this workbook are:          

• internal alignment
• job-based structure
• job analysis
• job description

• job specifi cation
• job evaluation
• job hierarchy
• employee-based structure

Take note

Please note that the terms “internal alignment”, “internal consistency” and “internal equity” 
are often used interchangeably but they all mean the same thing.

3.3 INTERNAL ALIGNMENT

166We will start off  by examining the concept of internal alignment more closely to enable 
you to gain a better understanding of what it means. You will also learn how organisations 
determine internal alignment.

Study the following sections in Workbook 03 and chapter 3 of your prescribed 

book:

3.3 – Internal alignment
3.1 – Introduction
3.2 – Internal alignment
3.3 – Determining internal alignment
3.4 – Job and employee-based structures

167Internal alignment deals with comparisons of rewards across diff erent jobs within the 
same organisation. It addresses the issue of the relative worth of, for example, an engineer 
versus an accountant working for the same employer. Internal alignment pertains to 
the pay rates both for employees doing equal work and for those doing dissimilar work 
(Milkovich et al 2010). The whole issue of “income diff erentials” (in terms of the EEA) is 
thus very relevant here.

168To achieve internal alignment, an organisation’s employees must believe that all jobs are 
paid what they are “worth”. In other words, they must be confi dent that the organisation’s 
pay rates refl ect the overall importance of each person’s job to the success of the 
organisation. Because some jobs aff ord a greater opportunity than others to contribute, 
those holding such jobs should receive greater pay. Internally aligned pay systems clearly 
defi ne the relative value of each job compared to all other jobs in an organisation. This 
ordered set of jobs represents the job structure or job hierarchy. Internally aligned job 
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structures recognise diff erences in the value of jobs and enable remuneration managers 
to set pay.

169Now that you have studied the relevant sections of your workbook and prescribed book, 
you can apply what you have learnt in the following activities.

Activity 3.1

Read the following job advertisements and answer the question that follows:

Director: Internal Audit

Salary: R1100 000 per annum

Duties: Conduct annual risk assessments. 
Develop annual internal audit plans and 
update internal audit charter. Plan audit 
assignments including development 
of audit/review procedures, and assign 
appropriate audit personnel. Review the 
work of subordinates and ensure that the 
review meets quality assurance standards. 
Manage and facilitate staff  learning, training 
and development as well as provide clear 
guidance to subordinate members of audit 
project/engagement team. Serve as a 
reliable communicate channel between 
all stakeholders. Ensure work is done on all 
internal audit assignments and meets the 
applicable International Standards for the 
Professional Practice of Internal Auditing 
promulgated by the Institute of Internal 
Auditors. 

Deputy Director: Internal Audit

Salary: R900 000 per annum

Duties: Document organisational 
processes or systems and controls. 
Identify and assess risks. Develop audit 
or review procedures, perform audits and 
prepare internal audit reports including 
recommendations for improvement 
in controls. Identify assignment scope 
and implications. Review the work of 
subordinates and ensure that the review 
meets quality assurance standards. Play 
a role in staff  training and development, 
and provide clear guidance to subordinate 
members of audit project or engagement 
team. Serve as a reliable communication 
channel between all stakeholders. Ensure 
work done on all internal audit assignments 
meets the applicable International 
Standards for the Professional Practice 
of Internal Auditing promulgated by the 
Institute of Internal Auditors.

• Based on the above advertisements, would you say that internal alignment exists in the 

organisation that advertised these positions? Give reasons for your answer.

Feedback

From the job advertisements you will have identifi ed that there is internal alignment in 

the organisation that advertised these positions. Internal alignment is based on the pay 

relationships between diff erent jobs in an organisation and the two advertisements clearly 

illustrate a job structure that recognises diff erences in job characteristics. Based on what you 

have learnt about internal alignment, you will have realised that diff erent position levels have 

diff erent salary levels – these are based on the job characteristics of a position. It is evident 

from the titles of the two positions that the Director position is on a higher level than the 

Deputy Director position. Internal alignment exists within this organisation because the two 

positions are remunerated diff erently – the Director receives a higher salary. Although the 

two positions are quite similar, there are diff erences in the duties that these positions have to 

perform, with the Director having more responsibility than the Deputy Director – hence the 

diff erence in remuneration.
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Activity 3.2

Given what you have learnt about internal alignment, answer the following questions:

(1) Why is internal alignment so important for organisations and employees alike?

(2) What are the potential consequences for organisations of having a remuneration 

system that is not internally aligned?

Discussion forum

In order to do this activity, go to the Discussion Forums tool on the HRM3705 myUnisa 

module site and access Forum 1: Workbook 03, Activity 3.2. Complete this activity by 

sharing your answers with your fellow students online.

Take note

Although no formal marks will be allocated for your participation in this activity, you 

should reap the benefi ts of participating by gaining a deeper understanding of this 

aspect. Feedback on this activity will be provided in the discussion forum once the 

activity has been completed.

Refl ection

After studying the relevant sections on internal alignment in your prescribed book and 

after taking part in Activities 3.1 and 3.2 on myUnisa, you will have realised just how 

important internal alignment is. How would you feel if you found out that your colleague 

working next to you and performing exactly the same job was earning more than you? If 

organisations are faced with such questions, they need to be able to answer them and, 

hence, the importance of conducting sound HR practices such as job analysis and job 

evaluation when determining internal alignment. I am also sure that you can see how 

internal alignment contributes to the objectives of remuneration. Organisations will not 

be able to attract, retain or motivate employees if their remuneration practices are not 

fair or perceived as fair by employees.

170You should now have a good understanding of what internal alignment entails. You will 

now learn about how organisations determine internal alignment for a job-based structure.

3.4 JOB BASED STRUCTURES

Study the following sections in Workbook 03 and chapter 3 of your prescribed 

book:

3.4 – Job-based structures

3.5 – Job-based structure

171
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3.4.1 Job analysis

172Importance of job analysis

173Job analysis forms the cornerstone of all other HR functions and the information obtained 
from this analysis forms the basis of several interrelated HR management activities. 
An internal structure based on job-related information provides both managers and 
employees with a work-related rationale for pay diff erences. Employees who understand 
this rationale can see where their work fi ts into the bigger picture and can direct their 
behaviour toward organisational objectives. Job analysis data also help managers defend 
their pay decisions when challenged. If jobs have equal content, then in all likelihood the 
pay established for them will be equal (unless they are in diff erent locations). If, on the 
other hand, the job content diff ers, then the diff erences, along with the market rates paid 
by competitors, are part of the rationale for paying jobs diff erently (Milkovich et al 2010).

174Job analysis can be used in remuneration to identify or determine the following:

• skill levels

• job factors

• work environment (e.g. hazards, attention, physical eff ort)

• responsibilities (e.g. fi scal, supervisory)

• required level of education (indirectly related to salary level)

175Legal considerations for job analysis

176Competition and equal employment opportunity legislation have made job analysis a 
mandatory consideration in all organisations. The myriad of laws, guidelines and court 
decisions concerning equal employment opportunities also makes job analysis necessary. 
One way to protect businesses against legal issues related to unfair labour practice is to 
conduct job analysis and prepare job descriptions. Job descriptions are the most visible 
output of a job analysis (http://www.thegenesisgroup.co.za/downloads/speex.pdf).

177Conducting a job analysis increases the chance that employment decisions will be based 
solely on pertinent job requirements. The EEA indicates that organisations must justify 
pay diff erences between men and women who perform equal work. Diff erent job titles 
are not an adequate form of justifi cation. Instead, organisations must demonstrate 
substantive diff erences in job functions. Job analysis helps HR professionals to decide 
whether substantive diff erences exist between job functions.

178Care should be taken that job descriptions do not discriminate against people with 
disabilities. What is important is that as long as the disabled employee can perform 
the essential functions of a job with reasonable accommodation, organisations should 
not discriminate against these employees by paying them less than other employees 
performing the same job. HR professionals use job analysis to defi ne essential job functions 
systematically. The steps in the job analysis process are standard but the targeted outcomes 
are informed by the need for fairness, inclusion and opportunities for people with 
disabilities. Remember, job analysis is about the JOB and NOT the person!

179Now that you have a good understanding of what job analysis entails, as well as what 
the relevant legal considerations for job analysis are, complete the following activity:

180
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Activity 3.3

Using the questionnaire template provided below, perform a job analysis on any position 
(your own position if you are employed or ask a family member/friend who is employed 
if you are not employed).

Job title: ......................................................................................................................................................  

Job grade: ..................................................................................................................................................

Department:  ............................................................................................................................................  

Location/site: ............................................................................................................................................

Position in the organisation: ...............................................................................................................  

Immediate supervisor: ..........................................................................................................................

Subordinates: ...........................................................................................................................................  

Primary purpose of the job:

.......................................................................................................................................................................

.......................................................................................................................................................................

Major tasks/key performance areas (KPAs):

.......................................................................................................................................................................

.......................................................................................................................................................................

Special requirements:

.......................................................................................................................................................................

.......................................................................................................................................................................

Work environment:

.......................................................................................................................................................................

.......................................................................................................................................................................

Education:

.......................................................................................................................................................................

.......................................................................................................................................................................

Training:

.......................................................................................................................................................................

.......................................................................................................................................................................

Experience:

.......................................................................................................................................................................

.......................................................................................................................................................................

Source: Adapted from Bussin (2011:414)

182
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183

Take note

An electronic copy of the job analysis template can also be found under Additional 
Resources. Go to Additional Resources, then Workbook MS word document. Then 
select the name of the document, namely Activity 3.4. 

Feedback

After completing this activity, you will have realised that the job analysis process is a rich 
source of valuable information. You will recall that job analysis forms the cornerstone of all 
other HR functions and the information obtained forms the basis for several interrelated HR 
management activities. Once the job analysis has been completed, the organisation will have 
information about what the job entails, as well as the type of person needed to do the job. 
This information enables other HR activities to be conducted such as recruitment, selection, 
orientation, performance appraisals and training and development.

184After the job analysis has been carried out, the next step is to conduct a job evaluation. 
The job evaluation will result in a job hierarchy which will then form the basis of a pay 
structure.

3.4.2 Job evaluation

185Job evaluation is the process of determining how much a job should be paid. The grading 
of jobs does not take the individual eff ort involved or the labour market conditions 
(Bussin 2011). A job evaluation is simply a way of assessing the value of individual jobs 
systematically and objectively while avoiding prejudice and discrimination. A question 
that comes to mind here is why does job evaluation appear to be so complex? The 
answer is that job evaluation involves deciding on the relative importance of some or all 
of the diff erent jobs in an organisation. Working out a systematic method for assessing 
a wide range of jobs takes time and patience. Job evaluation is further complicated by 
the “human factor’’. Although job evaluation evaluates the job and not the job holder, 
employees identify very closely with the jobs that they do.

186Purpose of job evaluation

187The primary purpose of a job evaluation is to establish a job hierarchy to which an equitable 
pay structure can be attached. Other purposes of a job evaluation are as follows:

• to compare the duties, responsibilities and demands of a job with those of other jobs

• to determine the hierarchy and place of various jobs in an organisation

• to determine the ranks or grades of various jobs

• to ensure fair and equitable salaries on the basis of the relative worth or value of jobs. 

In other words, equal salaries are attached to jobs of equal worth or value.

• to minimise salary discrimination based on race, gender, age, region, religion, and so on

188Now that you have studied the relevant sections on how to determine remuneration 
for a job-based structure you can apply what you have learnt in the following activities:

189
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Activity 3.4

Sipho Nkosi has decided to start a new business which will specialise in fast food. Sipho 
has done his research and has decided that he needs to employ the following personnel:

Job category

Manager

Administrative supervisor

Chefs

Kitchen staff 

Waiters

Administrative clerks

Sipho has decided on the following basic remuneration for the following positions:

Position Basic remuneration 

Manager R25 000 

Administrative clerk R10 000

Waiter R3 000

(1) Based on the job categories you have been provided with, develop a job hierarchy 

by making use of an organogram.

(2) Based on what you have learnt about internal alignment, explain why the basic re-

muneration of waiters is less than the basic remuneration of administrative clerks.

Feedback

(1) Your job hierarchy in the form of an organogram should look something similar to this:

(2) The basic remuneration of waiters is less than the basic remuneration of administrative 

clerks because of the fundamental principle which states that “jobs that require higher 

qualifi cations, more responsibilities, and more complex job duties should be paid more 

than jobs that require lower qualifi cations, fewer responsibilities and less complex job 

duties (Martocchio 2011:124). The job role, responsibilities, decision-making, experience, 

qualifi cations, complexity and the nature of the two jobs diff er.
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Activity 3.5

Read the following case study and, based on what you have learnt, answer the questions 
that follow.

Classique Pharmaceuticals
|

Managing Director
Thandi Ngwenya

|
Planning and Marketing Manager

Thabo Molefe

“The purpose behind the job evaluation system is to ensure equity, alignment and 
fairness in the pay rates at Classique Pharmaceuticals’’, explains Thandi Ngwenya. 
“I understand all of that, Ms Ngwenya’’, protests Thabo, “but Johan is the best chemist 
in the country. We now have an opportunity to get him to work for us. We need to 
off er him an attractive salary. We need to do something in order to re-evaluate the 
position of chemist.’’

Thandi speaks fi rmly. “Look Thabo, the grade for chemists is grade C; only managers 
from grade D upwards get a company car. Can you imagine what would happen? 
I’ll have the other chemists demanding cars as well. You were part of the job evaluation 
panel, you concurred with the evaluation, and now you want the job to be pushed to 
grade D. I have a major problem with that – I do not want the system manipulated.’’ 
Molefe, however, is determined. “Employing Johan would be in the interests of the 
business, Ms Ngewnya. We cannot aff ord to lose a resource of that calibre. There must 
be a way that we can get around this problem.’’

“I’m sorry, I don’t know of any way. If you can think of one, come and tell me, but I doubt 
that you will.’’ Molefe can see that Thandi Ngwenya is in no mood to argue any further.

(1) If Thabo were to employ Johan as a chemist on a grade D position, would the 
chemist position still be internally aligned?

(2) What could be the potential consequences of employing Johan on a grade D 
position?

(3) Why is conducting job evaluation so important for internal alignment?

Feedback

(1) If Thabo were to employ Johan as a chemist in a grade D position the chemist position 

would no longer be internally aligned as the grade for chemists is grade C.

(2) Employing Johan on a grade D position would result in pay inequities at Classique 

Pharmaceuticals. The other chemists would also need to be placed on a grade D position 

otherwise the result could be dissatisfaction, low morale and turnover.

(3) Job evaluation is a way of systematically assessing the value of individual jobs objectively 

while avoiding prejudice or discrimination. The purpose of job evaluation is to achieve 

and maintain an equitable distribution of pay according to level or position. As indicated 

in the case study: “the purpose behind the job evaluation system is to ensure equity, 

alignment, and fairness in the pay rates at Classique Pharmaceuticals’’. Job evaluation 

grades the job and NOT the person. Even if Johan is the best chemist in the country, Clas-

sique Pharmaceuticals will have to think of other ways to attract and retain him such as 

non-fi nancial perks and benefi ts.
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190You should now have a good understanding of how organisations determine internal 
alignment for a job-based structure. In the next section you will learn about how 
organisations determine internal alignment for an employee-based structure.

3.5 EMPLOYEE-BASED STRUCTURES

Study the following sections in chapter 3 of your prescribed book:     

3.6 – Employee-based structures

191Now that you have studied the relevant sections of your prescribed book, you can apply 
what you have learnt in Activities 3.6 and 3.7.

Activity 3.6

The diagram below depicts the process for developing a skill-based structure. Fill in the 
missing information on the diagram.

An electronic copy of the fi gure can also be found under Additional Resources. Go to 
Additional Resources, then Workbook MS word document. Then select the name of 
the document, namely Activity 3.7.

Feedback

You should have identifi ed all the steps that are associated with the development of a skill-
based structure. Have a look at fi gure 3.5 in your prescribed book again if you struggled to 
complete this activity.

192
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Activity 3.7

How would an organisation decide whether to use a job-based or employee-based 
structure?

Feedback

Although this was not an easy activity, I am sure you were able to answer it based on what you 
learnt about strategic remuneration in Workbook 01, as well as what you learnt in this workbook. 
The decision on which type of pay structure to use should be based on which approach 
would be the most appropriate for the organisation. The organisation’s strategy (mission, 
vision, objectives), combined with the product/service off ered, the nature of the competitive 
environment, and the type of technology used, will be key determinants of which pay structure 
to employ. The nature of the workfl ow and whether individual- or team-based performance is 
emphasised are additional factors to consider. While employee-based structures are currently 
popular, job-based structures are still the most common as they are appropriate across the 
widest variety of organisations and employee groups. It is also becoming more common for 
an organisation to employ both types of structure for diff erent employee groups (managers, 
professionals, technicians, administrative employees) because of the diff erences in workfl ow.

193I have emphasised the importance of an internally aligned remuneration system throughout 
this workbook. However, this type of remuneration system does have its limitations. You 
will now be learning about these limitations.

3.6 LIMITATIONS OF INTERNALLY ALIGNED REMUNERATION 

SYSTEMS

Study the following section in Workbook 03:               

3.6 – Limitations of internally aligned remuneration systems

• Internally aligned systems reduce an organisation’s fl exibility in responding to changes 

in competitors’ pay practices because job analysis leads to fi xed job descriptions and 

job structures.

• Job evaluation establishes a job’s relative worth in an organisation. However, respond-

ing to the competition may mean that employees have to take on duties that exceed 

what is stipulated in their job descriptions.

• Such structures can lead to bureaucracy. The reason for this is that when hierarchies 

are established it results in narrowly defi ned jobs, which leads to great numbers of 

jobs and staffi  ng (Martocchio 2011).
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3.7 SUMMARY

194In this workbook you were introduced to the fi rst step that needs to be conducted when 
developing a remuneration system, namely, internal alignment. You learnt about what 
internal alignment is and how organisations can determine the internal alignment of both 
a job-based and an employee-based structure. You will recall from the remuneration 
framework in fi gure 3.1 that there are many steps that need to be conducted when 
developing a remuneration system. Now that you have learnt about internal alignment, 
I will move on to the next step which is called external competitiveness. You will be 
learning about external competitiveness in the next workbook.

3.8 SELF-ASSESSMENT

You will recall that in the Preface I mentioned that I will be following a diff erent approach 
in this module. Self-assessment questions will therefore appear at the end of each topic 
and not at the end of each workbook. The purpose of this is to facilitate an integrated 
assessment approach which will enable you to gain a better understanding of how the 
theory in all the topics fi ts together. Self-assessment questions on Topic 2 will appear 
after Workbook 05. The self-assessment questions will cover the theory you have learnt 
in Workbooks 03, 04 and 05.
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Mind map

Look at the mind map below – you are now busy with Workbook 04.
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200In this workbook I refer to chapter 4 in the prescribed book. You will also have to study 
some sections of this workbook which contain information that is not available in the 
prescribed book. Use the workbook and the relevant chapters in conjunction with each 
other. The study material for Workbook 04 is illustrated for you as follows:

201

4.1 INTRODUCTION

202In the previous workbook you learnt about internal alignment, which is the fi rst step that 
has to be conducted when designing a remuneration system. Employees are not only 
concerned about whether they are being paid fairly in comparison to their colleagues 
and in relation to their contribution but also whether they are being paid fairly in relation 
to their peers in competing organisations. If you were working in a fi nancial organisation 
and you found out that someone doing the same job as you in a competing organisation 
was earning more than you, you would probably be dissatisfi ed. Organisations have to 
ensure that not only is their remuneration internally aligned but that it is also externally 
competitive. This will enable organisations to both attract and retain employees. If you 
received two job off ers from diff erent organisations, you would probably choose the job 
with the highest remuneration. So before an organisation can develop its pay structure 
it has to evaluate what competing organisations are paying their employees.

203In this workbook you will be learning all about external competitiveness. I will fi rst start 
by introducing you to the concept of external competitiveness. I will then move on to 
the way organisations determine external competitiveness.

204In Workbook 01 you learnt about the remuneration framework with reference to section 
2.4 of your prescribed book. This fi gure is also illustrated here so that you can refresh 
your memory. It should also give you an idea of where you are in the learning process:

205

Figure 4.1: The remuneration framework

Source: Adapted from Milkovich et al (2014 in Coetzee et al 2016)
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206As illustrated in the above fi gure, in this workbook you will be learning about external 
competitiveness, which is the second remuneration building block and the second step 
that needs to be conducted when designing a remuneration system.

4.2 KEY CONCEPTS

The important key concepts in this workbook are: 

• external competitiveness
• labour market
• product market
• remuneration survey
• market lead policy
• market lag policy
• market match policy
• fl exible/hybrid policy
• employer-of-choice policy
• shared choice policy
• grade structure
• pay structure
• mean, median, mode
• quartiles, percentiles

• pay range
• pay overlap
• pay slope
• pay ratio
• narrow-graded structure
• broad-banded structure
• job family structure
• career family structure
• pay spine/pay scale
• pay grade
• comparative-ratio (compa-ratio)
• red-circle rates
• green-circle rates

Take note

Please note that the terms “external competitiveness” and “external equity” are often 
used interchangeably and both mean the same thing.

4.3 EXTERNAL COMPETITIVENESS

207We start by examining the concept of external competitiveness in more detail to enable 
you to gain a better understanding of what it means. You will also learn about the way 
in which organisations determine external competitiveness.

Study the following sections in Workbook 04 and chapter 4 of your prescribed 

book:

4.3 – External competitiveness
4.1 – Introduction
4.2 – What is meant by external competitiveness?
4.3 – The make-up of external competitiveness
4.4 – Strategic evaluation

208External competitiveness refers to comparisons between the organisation’s pay structure 
and the remuneration choices that organisations need to make. Competitiveness is 
important if the organisation is going to attract, retain and motivate its employees 
while achieving its other objectives like controlling labour costs and complying with 
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pay legislation. If employees perceive remuneration as inadequate or inequitable it will 
make it diffi  cult for the organisation to attract the type of people necessary for success 
(Bratton & Gold 2007).

External competitiveness (also called external equity) refers to the comparison of rewards across 

similar jobs in the labour market. Remuneration surveys are often conducted to obtain informa-

tion about external competitiveness.

209By now you will realise that external competitiveness is not as simple as it seems as 
there is a variety of factors that have be taken into consideration when determining the 
right level of remuneration. As discussed in Workbook 01 and in the various sections of 
your prescribed book, the overall organisation strategy plays an important part in the 
remuneration decisions that organisations make.

210Now that you have studied the relevant sections in your workbook and the prescribed 
book, you can apply what you have learnt in Activity 4.1.

Activity 4.1

Distinguish between internal alignment and external competitiveness. Why would you 
say that external competitiveness is so important?

Feedback

In Workbook 03 you learnt that internal alignment deals with the comparison of rewards 
across diff erent jobs in the same organisation. Employees need to perceive that they are being 
paid fairly in relation to their peers and according to the contributions they make. External 
competitiveness, on the other hand, involves the comparison of rewards across similar jobs 
in the labour market as a whole. Employees want to know that they are being paid fairly in 
comparison with their counterparts in competing organisations. It is important to note that both 
internal alignment and external competitiveness are essential remuneration building blocks 
for achieving the remuneration objectives of attracting, retaining and motivating employees, 
complying with labour legislation, rewarding in a fair manner and ensuring effi  ciency. External 
competitiveness is important because it determines both the organisation’s pay level and its 
ability to attract and retain employees.

Refl ection

After studying the relevant sections on external competitiveness in the prescribed book 
and completing Activity 4.1 you will realise just how important external competitiveness 
is. How would you feel if you found out that your counterpart in a competing organisation 
was being paid more than you? Do you see how external competitiveness contributes 
to the objectives of remuneration? Organisations will not be able to attract, retain or 
motivate employees if they do not have competitive remuneration practices.

211
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212Now that you have learnt about external competitiveness you need to know how 

organisations determine whether or not they are externally competitive. To determine what 

competing organisations are paying their employees, organisations conduct remuneration 

surveys.

4.4 REMUNERATION SURVEYS

Study the following sections in Workbook 04 and in chapter 4 of your prescribed 

book:

4.4 – Remuneration surveys

4.5 – Remuneration surveys

A remuneration survey is used to collect and summarise information on the remuneration for 
various jobs in the labour market.

213Remuneration surveys reveal what other employers are paying for positions requiring 

similar experience and skills. When conducting remuneration surveys, organisations try 

to compare themselves with similar organisations. If there are too few competitors or 

companies with similar jobs in their fi eld, the HR professional may choose to go outside 

the local market to collect survey data. The focus of surveys tends to be on collecting 

base salary information (total package in Africa). Such surveys may also be an eff ective 

way of researching trends in the design of benefi ts packages and pay systems.

214The four attributes to look for when selecting companies for a remuneration survey:

• similar jobs

• similar size

• similar industry

• similar geographic location

215The most common reasons for organisations to use remuneration surveys (Bussin 2011):

• to match pay scales to the job grades

• to compare pay and benefi ts for equivalent jobs in other organisations

• to track pay increases and market movements in pay

• to provide input to the remuneration strategy and policy

216Information obtained from remuneration surveys has many uses for employers. It can 

be used to show whether an organisation’s remuneration levels are aligned with market 

rates, to allow remuneration levels to be adjusted to market levels, to track sector trends 

in remuneration packages, to develop pay structures, to assess issues in remuneration 

management, to calculate the human resource costs of other organisations and to research 

information just prior to negotiations with unions.

217The data obtained from remuneration surveys often helps an organisation to:

• set entry rates or new graduate starting salaries

• verify salary structures or make appropriate changes
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• identify positions that need to be paid diff erently for the rate for the grade, for exam-

ple fi nancial accountant

• assess typical salary increases required for the salary structure as a whole, or by grade 

or by position

• keep abreast of the benefi ts and extras being off ered

• review all the components of the remuneration mix, i.e. guaranteed pay, variable pay 

(e.g. incentives, shares) and performance-related pay

• assess the pay slope, pay ranges and pay grade overlap of the salary structure

4.4.1 Strategic decisions regarding remuneration surveys

218There are certain strategic decisions that organisations have to make regarding 
remuneration surveys:

• What markets are relevant to be surveyed?

• What jobs should be selected for benchmarking?

219The relevant labour market refers to the employers that an organisation competes with 
for skills and products/services (Martocchio 2011).

220Three factors commonly used to determine the relevant market:

 1. occupation or skills required

 2. geography (willingness to relocate and/or commute)

 3. employers competing in the product market

221The occupational classifi cation refers to a group of two or more jobs that are based on 
similar work characteristics, duties and responsibilities. Organisations that intend to recruit 
accountants and auditors, for example, should consider data from similar job families and 
not from job families such as engineers, as the skills and tasks will diff er signifi cantly. In 
terms of geographical area, when fi lling positions that require specialised skills or skills 
that are in low supply relative to demand the organisation will search a wider area. When 
industry-specifi c knowledge is a key employee qualifi cation, an organisation can use 
product or service market competitors to defi ne the relevant labour market (Martocchio 
2010).

222It is important for an organisation to defi ne its market correctly. If not, estimates 
of competitors’ pay will be incorrect and the pay level and mix will be established 
inappropriately.

223Benchmark jobs are ideal jobs, or a group of jobs, used as a reference point for making 
pay comparisons inside or outside the organisation. Benchmarking is a process which 
entails identifying comparable positions, gathering information on pay ranges, and 
using the data obtained as a point of reference to compare rates of pay. These key jobs 
are chosen because the work content is stable over time, many employees are clustered 
in these positions, and similar positions are commonly found in the broad employment 
community. Comparing apples with apples is very relevant here. If a fi nancial institution 
such as a bank needed to survey the remuneration for tellers in the labour market, teller 
positions in other banks would be used as the benchmark jobs.

224
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225There are four characteristics of benchmark jobs (Martocchio 2010):

• the contents are well known, are relatively stable over time and are agreed by the 

employees involved

• the jobs are common across a number of diff erent employers

• the jobs represent the entire range of jobs that is being evaluated in an organisation

• the jobs are generally accepted in the labour market for the purposes of setting pay 

levels.

4.4.2 Appropriate statistics for summarising survey data

226To understand salary surveys, a little statistical knowledge is required. Few specialists, 
when faced with an array of salary fi gures, could easily identify the relevant information. 
For this reason survey data is usually reduced to a few statistics, namely, the central 
tendency measures, namely, the mean, median and mode, the standard deviation, and 
quartiles and percentiles.

227Central tendency is defi ned as a point within a group of data which is central to the group 
and around which other values are distributed (Bussin 2011). There are three diff erent 
types of central tendency – the mean, median and mode. Most salary surveys use at least 
one of these to give some idea of the middle or “typical” salary for a job.

228The mean (or arithmetic mean) is most commonly referred to as the average, and is 
the sum of the individual fi gures divided by the number of items. The mean is easily 
understood and employees often feel it is fair to be paid the average salary. On top of 
this, averages have some practical advantages as well. They can be used as the basis for 
further calculations whereas medians cannot. It is relatively simple to combine separate 
averages to fi nd a mean for a whole sample (Bussin 2011).

How to calculate the mean:

You have the following salaries for HR managers in your data:

R150 000; R130 000;    R120 000;    R110 000; R100 000

The steps in calculating the mean:

• Add all the fi gures together: R150 000 + R130 000 + R120 000 + R110 000 + R100 000 = R610 000
• Divide the total by 5 (the number of individual fi gures) = R122 000
• Therefore the mean salary for HR managers is R122 000

229

230The median is the middle number of a particular salary range placed in rank order (Bussin 
2011). It is sometimes argued that the mean is a more representative fi gure because it 
reduces the impact of the more extreme higher salaries. Many organisations also prefer 
to use the median, along with the inter-quartile range, as the basis for salary comparison 
because it says more about the distribution of pay levels (Bussin 2011). 

How to calculate the median:

You have the following salaries for HR managers in your data:

R100 000; R130 000; R150 000;    R120 000;    R110 000

The steps in calculating the median:

• Firstly arrange the data from lowest to highest:

 R100 000, R110 000, R120 000, R130 000, R150 000
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• When there is an uneven number of salaries the median is generally the middle fi gure. The 
median is therefore R120 000.

• If there is an even number of data points, the median is the mean of the values corresponding 
to the two middle values. Let us look at the following example:

 R150 000; R120 000; R110 000; R130 000
• Arrange the data from lowest to highest:

 R110 000, R120 000, R130 000, R150 000
• The two middle values are R120 000 and R130 000

Calculate the mean for these two fi gures: R120 000 + R130 000 = R250 000. Divide R250 000 
by 2 = R125 000
The median is thus R125 000

231The mode is the most popular salary, that is, the salary that is received by most in the 
sample. If twenty staff  members received R110 000, fi ve received R100 000 and ten received 
R120 000, the mode would be R110 000.

232If you are still unsure about how to calculate the mean, median and mode, use the 
following links to assist you to understand these concepts:

Internet search/source

http://www.purplemath.com/modules/meanmode.htm
https://www.easycalculation.com/statistics/mean-median-mode.php

233Variation is another method used to describe data sets. The distribution of rates around 
a measure of central tendency is called a variation. As a remuneration professional, you 
will come across three variation measures that will assist you in interpreting survey data. 
These measures are the standard deviation, the quartile and the percentile.

• Standard deviation is probably the most common statistical measure of variation, 

although its use in salary surveys is uncommon (Milkovich et al 2010). The standard 

deviation refers to the mean distance of each salary fi gure from the mean (Martoc-

chio 2011).

• Quartiles divide data into four equal parts and are found in a similar way to the 

median. Quartiles describe the distribution of salaries by indicating the percentage 

fi gures/salaries that fall below certain points (100 points). Remuneration profession-

als can describe data at four points: quartile 1 (25%), quartile 2 (50%) quartile 3 (75%) 

and quartile 4 (100%).

• The percentile marks the percentage of the data falling beneath it. The 10th, 25th, 75th 

and 90th percentiles are the most often reported. The data point at the 50th percentile 

is also the median of the data set. Percentiles may be important to an organisation 

whose philosophy is to pay above market or when tracking market leaders. Quartiles 

and percentiles are common measures in salary survey analysis.
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• The following table provides you with defi nitions of quartiles and percentiles. Make 

sure you know them:

Position of salary Percentile Explanation 

Minimum 0P The lowest salary

Lower quartile (Q1) 25P The salary above which 75% of salaries fall when 
they are ranked in order of size.

Median (Q2) or midpoint 50P The salary above and below which 50% of 
salaries fall when they are ranked in order of size.

Upper quartile (Q3) 75P Upper quartile (Q3) 75P. The salary above which 
25% of salaries fall when they are ranked in order 
of size.

90th percentile (Q4) 90P 90th percentile (Q4) 90P. The salary above which 
10% of salaries fall when they are ranked in order 
of size.

Maximum 100P The highest salary

Source: Bussin (2011:79)

How to calculate quartiles and percentiles:

If you have, for example, the following salary survey data:

R100 000

R110 000

R120 000

R130 000

R150 000

R160 000

R170 000

R180 000          3rd quartile

R190 000

R200 000

To calculate the 3rd quartile you take the number of salaries in the data set (10 in the example 
above) and multiply it by 75%: 10 x 75% = 7.5. Thus the 3rd quartile is R180 000. Remember, we 
are looking at the number of pieces of salary data (which is 10 in this example). The 3rd quartile 
is the 7.5th salary position (between R170 000 and R180 000 – you therefore have to round 7.5 
up to 8) – the 3rd quartile is therefore R180 000.

234Because salaries refl ect decisions made by employers, employees, unions and government 
agencies, the salaries paid by competitors are constantly changing. In addition, competitors 
adjust their salaries at diff erent times. For example, universities typically adjust salaries to 
match the academic year, while a private organisation may adjust salaries to coincide with 
the beginning of their fi nancial year end. Therefore, a survey that requires three months 
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to collect and analyse data is probably out-dated before it even becomes available. The 
pay data are usually updated (a process often referred to as aging or trending) to forecast 
the competitive rates for a future date when the pay decisions will be implemented.

235Now that you have a good understanding of what a remuneration survey is and the 
various statistics used to summarise survey data, you can apply what you have learnt in 
the following activities:

Activity 4.2

This activity is based on the following remuneration data:

Organisation Position Salary

A HR manager R502 000

B HR manager R525 000

C HR manager R550 000

D HR manager R650 000

E HR manager R750 000

F HR manager R800 000

Do the following calculations:

(1) Calculate the mean and median for the HR manager position.

(2) Calculate the 3rd quartile and the midpoint.

Feedback

(1) The calculation for the mean and median is as follows:

To calculate the mean, add all the fi gures together, in other words R502 000 + R525 000 
+ R550 000 + R650 000 + R750 000 + R800 000. This adds up to R3 777 000. Then divide 
the total by 6 (the number of individual fi gures): R3 777 000 ÷ 6 = R629 500. Therefore 
the mean salary for the HR manager position is R629 500.

When calculating the median, you would see there is an even number of data points. 
This means that the median will be the mean of the values corresponding to the two 
middle values:

R502 000, R525 000,     R550 000, R650 000,     R750 000, R800 000

Therefore: R550 000 + R650 000 = R1 200 000
R1 200 000 / 2 = R600 000
The median is therefore R600 000

(2) Calculate the 3rd quartile and the midpoint as follows:

To calculate the 3rd quartile, take the number of salaries in the data set (6 in the salary 
survey data you received) and multiply it by 75% (the third quartile). Thus, 6 x 75% = 4.5 
(round this up to 5). The third quartile is thus the 5th salary data entry, namely, R750 000.

PLEASE NOTE: the midpoint is the 2nd quartile and 50th percentile.
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To calculate the midpoint, take the number of salaries in the data set (6 in the salary 

survey data you received) and multiply it by 50% (the second quartile). Thus, 6 x 50% = 

3. Therefore the midpoint is the 3rd salary data entry, namely, R550 000.

Activity 4.3

More remuneration information is now available than ever before. Click on the following 

website and have a look at the survey data for an operations manager position. Then 

answer the questions that follow:

http://www.payscale.com/research/ZA/Job=Operations_Manager/Salary

(1) What salary components are included in the remuneration survey data?

(2) Why do you think that the salary ranges between R121 343 and R675 448?

Now click on the following two websites and answer the question that follows:

http://www.payscale.com/research/ZA/Job=Operations_Manager/Salary/e50bafde/

Johannesburg

http://www.payscale.com/research/ZA/Job=Operations_Manager/Salary/0dc87232/

Cape-Town

(3) Why do the salaries vary so much?

Feedback

(1) You will have noticed that the salary components included in the salary survey data are 

the basic salary and incentive payments such as bonus, profi t-sharing and commission.

(2) The salary ranges between R121 343 and R675 448 probably as a result of 
such factors as the job incumbent’s skills, education and years of experience, 
as well as organisational factors such as employer size, industry and geographic 
location. For example, less experienced employees will get paid towards the 
bottom of the salary range.

(3) The salaries vary widely because the survey is now based on geographic loca-
tion. The survey represents salaries in both Cape Town and Johannesburg. 
You will recall that in the previous section I mentioned that one of the strategic 
decisions organisations need to make regarding remuneration surveys is the 
geographic location. It is evident that salaries in Johannesburg are higher than 
the salaries in Cape Town. An organisation that wants to hire an operations 
manager in Johannesburg cannot base their remuneration decisions on salaries 
in Cape Town. It is, however, important to note that variations in salaries are 
not only the result of geographic location but also organisational factors such 
as employer size and industry.

236After an organisation has collected all the remuneration data, the next step is to analyse 

the results and use statistics (such as regression analysis) to construct a market pay line. 

You will be learning about this in the next section.
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4.5 INTEGRATING INTERNAL JOB STRUCTURES WITH 

EXTERNAL MARKET PAY RATES

Study the following section in Chapter 4 of your prescribed book:     

4.6 – Consolidation

237Using benchmark jobs, a market pay policy can be drawn up that shows survey data on 
external market pay as a function of internal job evaluation points. When you conduct 
a regression analysis in remuneration, you are trying to establish the correlation or 
relationship between two variables, for example between age and salary, tenure and 
salary, or job size and salary.

238As you have learnt so far, organisations use remuneration survey results to see how 
they can position themselves in the market. You are probably wondering what I mean 
when I say that an organisation has to “position itself in the market”. This means that an 
organisation has to decide on the pay policy they are going to adopt. The competitiveness 
of pay and an organisation’s pay policy will aff ect the organisation’s ability to achieve 
its remuneration objectives and this, in turn, will aff ect its performance. You will now be 
learning about the diff erent pay policies an organisation can adopt.

4.6 REMUNERATION POLICIES

239Pay level is the average of the array of pay rates in an organisation. There are three 
conventional pay-level policies: to lead, to meet or to follow the competition. Newer 
policies emphasise fl exibility among policies for diff erent employee groups, among pay 
forms for individual employees, and among elements of the employee relationship that 
the organisation wishes to emphasise in its external competitiveness policy.

Study the following sections in Workbook 04 and Chapter 4 of your prescribed 

book:

4.6 – Remuneration policies
4.7 – Determining the pay policy

240Based on what you have just learnt, you will have noticed that there is no “going rate” in 
the market. Organisations need to make remuneration and pay level decisions based on a 
variety of factors such as their strategy and product, and the labour market. In Workbook 
01 you learnt about a remuneration strategy. The strategy that an organisation has adopted 
will have a big infl uence on the pay policy that they will adopt.

241Now that you have studied the relevant sections in your workbook and prescribed book, 
you can apply what you have learnt in Activity 4.4.
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242

Activity 4.4

243

(1) Conduct a search on the internet and identify an organisation of your choice. What 

pay policy has this organisation adopted?

(2) Go back to Activity 1.9 in Workbook 01 and identify the pay policy that Domestic Air 

has adopted.

Feedback

(1) You probably identifi ed many organisations and their pay policies. In obtaining this infor-

mation you probably had to access their remuneration policies/reports. The organisation 

that I identifi ed is Mr Price. Their remuneration report indicates that they follow a market 

match policy. This means that organisations remunerate employees on the same level 

as their competitors. Their remuneration report states as follows:

While we believe that we have some of the top retail talent in the industry, the ability to 

attract, retain and motivate competent people is critical to the Group’s continued growth 

and long-term sustainability and is therefore the core of the remuneration philosophy. 

This approach aims to create partnerships with associates in their journey of continued 

growth through:

 • market-related base pay and benefi ts. Being a value retailer, the Group aims to pay 

basic salaries and benefi ts at the market median

Source: http://www.mrpricegroup.com/getmedia/264b6d5f-fdd9-4ae4-a7cf-6d2a-

429f1afd/42197_mrp_AR2015-Remuneration.

pdf.aspx (accessed on 5 July 2016)

(2) DomesticAir has adopted a market match policy. Organisations that adopt this policy 

remunerate employees on the same level as their competitors. The DomesticAir case 

study states that: salaries are positioned at the market median of our comparator groups.

Refl ection

Do you think that an organisation can have diff erent pay policies for diff erent positions 

and departments? The answer to this question is most defi nitely yes. An engineering 

organisation might, for example, adopt a lead policy for their engineers but a market-match 

policy for administrative positions, as the administrative positions are much easier to fi ll 

than the engineering positions. Engineers are also more diffi  cult to attract and therefore 

adopting a lead policy would not only attract but also help to retain these individuals.

244In the previous sections you learnt about the decisions and techniques that go into setting 
pay policies. Most organisations survey other employers’ pay practices to determine the 
rates paid by competitors. Employers will use survey results to consider how they wish 
to positions their total remuneration in the market: either to lead, to match or to follow 
the competition. You will recall from fi gure 4.1 that the remuneration practices that need 
to be conducted to achieve external competitiveness are surveys, benchmarking and 
pay structures. Once an organisation has integrated internal job structures with external 
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market pay rates and has decided on a pay policy, it can construct a pay structure. In the 
following section you will learn about the construction of a pay structure.

4.7 PAY STRUCTURES

Study the following sections in Workbook 04 and chapter 4 of your prescribed 

book:

4.7 – Pay structures
4.8 – Grade structure
4.9 – Pay structure
4.10 – Types of grade and pay structures

245Pay structures are the array of pay rates for diff erent jobs within a single organisation; 
they focus on diff erential remuneration paid for work of unequal worth. A pay structure 
consists of the number of pay levels, the diff erentials in pay between the levels, and the 
criteria used to determine those diff erences (Milkovich et al 2010:69). The question can 
now be asked: “Why do organisations have pay structures?” The answer is quite simple – 
once organisations grow too big for the owner to manage personally, job grades and pay 
structures provide justifi able systems and procedures for explaining and managing the 
pay policy. The purpose of a pay structure is to provide guidelines for placing employees 
on particular grades. A pay structure provides a logical framework on which to base 
remuneration decisions. One of the most diffi  cult challenges in pay structure design is 
getting the balance right between aff ordability and competitiveness.

246Features of a well-designed pay structure (Bussin 2011):

• The pay structure supports the remuneration, HR and business philosophy.

• The principles of internal and external equity are upheld.

• Grades and scales refl ect the organisation and work design.

• Logical metrics are used when determining the number of grades, pay scale width, 

pay slope, overlap and diff erentials and best practice has been considered.

• It is fl exible enough to respond to internal and external pressures.

• It allows superior performance to be rewarded.

• It ensures consistent decision-making and application of the remuneration philosophy.

• Its implementation is not disruptive or costly.

• It clearly shows career movement, pay opportunities and career ladders.

• It has appropriate stakeholder buy-in.

• It is legally defensible.

• It is aff ordable yet competitive.

247In section 4.10 of your prescribed book you learnt that there are a variety of pay structures 
that an organisation can use, for example pay structures based on job families and broad-
banded pay structures. The most common pay structure is the graded pay structure 
(Swanepoel, Erasmus & Schenk 2008:496). Figure 4.3 gives an example of a basic graded 
pay structure:
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Figure 4.3: A basic graded pay structure

Source: Swanepoel et al (2008:497)

248In fi gure 4.3, the pay structure consists of diff erent grades (grades 1 to 5) and jobs with a 
broadly equivalent value are slotted into these grades (Armstrong 1999). A pay range is 
then attached to each grade. For example grade 1 will typically consist of secretarial and 
administrative positions and grade 5 will typically consist of executive positions. Go back 
to question 2 in Activity 4.3. In the salary survey a salary range was given for the position 
of operations manager. The same applies to grades in a pay structure – and specifi cally the 
pay structure in fi gure 4.3. You will recall from section 4.9.1 in the prescribed book (pay 
structure terminology) that a pay range is defi ned as “the distance between the minimum 
and maximum pay for each grade. It is usually measured in terms of the percentage 
above and below each midpoint. A pay range allows scope for pay progression related to 
performance, contribution or competence” (Bussin 2012 in Coetzee et al 2016). A secretary 
with no experience will be paid at the grade minimum and a secretary with fi ve years’ 
experience might be paid at the midpoint of the pay grade. The pay range in each grade 
will therefore allow both the secretary with no experience and the secretary with fi ve 
years’ experience to have pay progression based on, for example, their performance.

249The following link gives a good explanation of a pay structure:

Internet search/source

http://www.ashworthblack.co.uk/pay-salary-structures/
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Refl ection

I am sure that after studying the section on pay structure you can see why internal 

alignment is the fi rst important step when designing a remuneration system. Do you 

think that an organisation would be able to develop a pay structure without conducting 

internal alignment and external competitiveness? An organisation cannot just guess which 

job is more important hence the need for conducting job analysis and job evaluation. 

Thereafter organisations conduct a salary survey to determine what other employers are 

paying for positions requiring similar experience and skills. Factors such as the ability of 

the organisation to pay, the pay policy it wants to adopt and the infl uence of trade unions 

will then be taken into account in designing the fi nal pay structure. I also mentioned 

earlier that a pay structure provides a logical framework on which to base remuneration 

decisions. What do you think this means? Do you think that a secretary and an HR manager 

should get the same basic salary and benefi ts? I am sure that you answered no to this 

question as the HR manager will have to have better qualifi cations and diff erent skills 

and experience to those of a secretary. The HR manager will also have to make decisions 

and supervise staff . The position of HR manager will therefore be on a higher grade than 

a secretarial position and will be entitled to better benefi ts.

251You can now apply what you have learnt in the following activity.

Activity 4.5

Given what you have learnt about pay structures, answer the following question:

• How does internal alignment and external competitiveness contribute to the 

development of a pay structure?

Discussion forum

In order to do this activity, go to the Discussion Forums tool on the HRM3705 myUnisa 

module site and access Forum 1: Workbook 04, Activity 4.5. Complete this activity by 

sharing your answers with your fellow students online.

Take note

Although no formal marks will be allocated for your participation in this activity, you 

should reap the benefi ts of participating by gaining a deeper understanding of this 

aspect. Feedback on this activity will be provided in the discussion forum once the 

activity has been completed.

252In Workbook 02 you learnt that remuneration does not function in isolation and that 

there is a variety of internal and external factors that have an impact on the remuneration 

decisions that organisations make. For example, most organisations would adopt a market 

lead policy if they could. This is not always possible, however, and depends a great deal on 

the fi nancial position of an organisation. The same applies to the design of pay structures. 

The following factors will infl uence the design of a pay structure:

253
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Figure 4.4: Factors infl uencing the design of pay structures

255You should now have a good understanding of what a pay structure is as well as the 
diff erent types of pay structure. You will now learn about how a pay structure is developed.

4.8 DEVELOPING A PAY STRUCTURE

Study the following sections in Workbook 04 and chapter 4 of your prescribed 

book:

4.8 – Developing a pay structure
4.11 – Developing a pay structure

256In step 4 of the development of a pay structure, you were shown how to calculate the 
midpoint, range spread and pay range overlap. In the following section I have given you 
some examples of these calculations:

Calculating the midpoint:

Maximum: R100 300
Minimum: R66 800
Midpoint: R83 550

The calculation is as follows:

Midpoint – Minimum     and     Maximum – Midpoint
             Minimum                                        Midpoint

Therefore:

R83 550 – R66 800      and     R100 300 – R83 550
        R66 800                                         R83 550

= 25%                                          = 20%
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Calculating the range spread:

Maximum salary: R90 000
Minimum salary: R60 000

The calculation is as follows:

Maximum salary – Minimum salary
                 Minimum salary

Therefore:

R90 000 – R60 000
          R60 000

= 50% 

Calculating the pay range overlap:

Minimum salary for Grade B: R61 104
Maximum salary for Grade B: R147 536

Minimum salary for Grade C: R146 849
Maximum salary for Grade C: R317 721

The calculation is as follows:

Maximum salary of lower range – Minimum salary of higher range
                              Minimum salary of higher range

Therefore:

R147 536 – R146 849
          R146 849

= 47% 

257In step 5 of the development of a pay structure in the prescribed book, you were shown 
with the calculations for the compa-ratio. I have provided you with examples of how to 
do this calculation in the following section:

Calculating the compa-ratio:

Position: Auditor Employee 1 Employee 2 Employee 3

Basic salary R35 000 R47 000 R32 000

Market related salary R45 000 R45 000 R45 000

The calculation for the compa-ratio of Employee 3’s salary is as follows:

                   Employee salary               
Midpoint (market reference salary)  

X 100

Therefore:

R32 000   
X 100

R45 000

= 71%

Remember: Industry guidelines or norms indicate that a 0.80 compa-ratio is low and that there 
is a risk of losing the employee. Compa-ratios above 1.2 are unusual and may indicate that the 
employee is a scarce skill and remunerated above the norm (Bussin 2009).

258
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259You can now apply what you have learnt to the following activity:

Activity 4.6

This activity is based on the following remuneration data:

Grade

Annual total package (R)

10th 
percentile

25th 
percentile

50th 
percentile

75th 
percentile

90th 
percentile

A R38 418 R42 927 R52 630 R57 984 R64 609

B R61 104 R72 216 R90 079 R118 044 R147 536

C R146 849 R170 644 R215 547 R265 587 R325 000

D R324 043 R390 699 R481 780 R602 919 R719 495

E R700 364 R803 317 R922 681 R1 076 679 R1 272 038

F R1 428 000 R1 661 581 R2 069 975 R3 000 000 R4 631 602

Do the following calculations:

(1) The midpoint for a grade B position.
(2) Range spread for positions in the C grade. Based on the calculation, identify the type 

of position this could be classifi ed as.

(3) Pay range overlap between grade C and D

Feedback

(1) The calculation for the midpoint for a grade B position is as follows:

Midpoint – Minimum     and     Maximum – Midpoint
           Minimum                                               Midpoint

R90 079 – R61 104    and     R147 536 – R90 079
           R61 104                                         R90 079

R28 975     and     R57 547
R61 104                   R90 079

= 47%                      = 64%

(2) The calculation for the range spread for positions in the C grade is as follows:

Maximum salary – Minimum salary
                     Minimum salary

R325 000 – R146 849
             R146 849

R178 151
R146 849

= 121%

In order to answer the next part of the question, you need to refer to table 4.11 in your 
prescribed book. Based on the above calculation (121%), this position can be classifi ed 
as a higher level managerial, executive and expert technical position.
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(3) The calculation for the pay range overlap between grades C and D is as follows:

Maximum salary of lower range – Minimum salary of higher range
                                     Minimum salary of higher range

R325 000 – R324 043
             R324 043

     R957    
R324 043

= 29%

260There are a number of issues that organisations need to take into consideration when 
designing or replacing pay structures. You will learn about these issues in the following 
section:

Study the following section in Workbook 04 and chapter 4 of your prescribed 

book:

4.12 – Key issues in designing pay structures

261Occasionally, employee salaries may fall outside the organisation’s defi ned salary range 
for the job; it may either be above the maximum value or below the minimum value. 
Green-circle pay rates occur when an employee’s salary falls below the range minimum. 
Green-circle rates may be caused by adjustments to the salary structure subsequent to a 
new appointment, a re-evaluation of the job’s value resulting in reassignment to a lower 
range in the structure, or reorganisation.

262Remuneration professionals suggest the following actions for resolving green-circle rates:

• Employees should not be paid salaries below the organisation’s prescribed minimum 

value.

• The employee’s salary should be raised to the range minimum value immediately, or 

at some scheduled event in the salary administration process such as the annual salary 

review (http://www.salary.com/docs/resources/salarycom_wp_salary_structures.pdf).

263Salaries that fall above the maximum are referred to as red-circle rates. Red-circle rates may 
be caused by demotion, an exceptional salary paid to retain a high potential employee, 
reorganisation, or the structure falling behind competitive circumstances.

264Remuneration professionals suggest the following actions for resolving red-circle rates:

• freezing the employee’s pay until the salary falls back inside the updated range

• reducing the employee’s pay and paying the excess in the form of a bonus, or review-

ing the employee for promotion to a higher salary range (http://www.salary.com/docs/

resources/salarycom_wp_salary_structures.pdf)

265
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266You can now apply what you have learnt in the following activity:

Activity 4.7

Given what you have learnt about the development of a pay structure, answer the 
following questions:

(1) Distinguish between red-circle and green-circle pay rates.

(2) When designing a pay structure should an organisation put more emphasis on internal 

alignment or external competitiveness? Substantiate your answer.

Feedback

(1) Green-circle rates may be caused by adjustments to the salary structure subsequent 

to a new appointment, re-evaluation of the job’s value resulting in reassignment to a 

lower range in the structure, or reorganisation or acquisition. Salaries that fall above the 

maximum are referred to as red-circle rates. Red-circle rates may be caused by demo-

tion, an exceptional salary paid to retain a high potential employee, reorganisation, or 

the structure falling behind competitive circumstances.

(2) Although it is not an easy task, companies do try to develop pay structures that are both 

internally consistent and market competitive. Emphasis needs to be put on both internal 

alignment and external competitiveness. This will ensure that an organisation has a 

competitive advantage and is also able to attract and retain the best-qualifi ed employees.

4.9 SUMMARY

267In this workbook you were introduced to the second step that needs to be conducted 
when developing a remuneration system, namely, external competitiveness. You learnt 
about what external competitiveness is and how organisations can determine external 
competitiveness. You will recall from chapter 1 of your prescribed book that I referred 
to remuneration as a “holistic and integrated” approach as individuals are diff erent and 
we are not motivated by the same things. Some of us are driven by money whilst others 
are looking for a stimulating work environment, more fl exibility and the ability to have 
a work-life balance. When designing a remuneration system, organisations need to take 
all these aspects into account. You also learnt in chapter 1 of your prescribed book that 
remuneration is made up of diff erent components and all these components make up a 
reward package. In the next workbook I will focus on the concept of total rewards which 
entails combining all aspects of reward when designing a remuneration system.

4.10 SELF-ASSESSMENT

You will recall that in the Preface I mentioned that I will be following a diff erent approach 
in this module. Self-assessment questions will therefore appear at the end of each topic 
and not at the end of each workbook. The purpose of this is to facilitate an integrated 
assessment approach. This will enable you to gain a better understanding of how all the 
theory in each topic fi ts together. Self-assessment questions on Topic 2 will be provided 
after Workbook 05. The self-assessment questions will cover the theory you have learnt 
in Workbooks 03, 04 and 05.
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273In this workbook I refer to chapter 1 of the prescribed book. For the rest, you will have 
to study the material contained in this workbook. Use the workbook and the relevant 
chapter in the prescribed in conjunction with each other. The study material for Workbook 
05 is illustrated as follows:

274

Take note

The prescribed book does not include a discussion on total rewards. This workbook 
contains all the information you need to study on this particular topic, apart from 
one section in the prescribed book I will refer you to. Therefore, study the whole of 
Workbook 05.

5.1 INTRODUCTION

275In Workbook 01 you learnt about the diff erent components of remuneration. From 
section 1.4 and fi gure 1.2 in your prescribed book you learnt that a basic salary represents 
only one part of remuneration. Remuneration encompasses both fi nancial as well as 
non-fi nancial rewards and the concept of rewarding employees can be understood to 
go beyond basic pay and benefi ts. In recent years, increasing attention has been paid 
to the concept of total rewards. Total rewards are broader than the concept of reward 
and includes other aspects of the working environment or the conditions that aff ect the 
quality of an individual’s working life. Total rewards view pay and benefi ts as just one part 
of the reward picture, bringing in other aspects that aff ect the quality of an individual’s 
working life – for example learning and development opportunities, work environment/
leadership styles in the organisation and employee involvement.

276You will be learning all about the concept of total rewards in this workbook. Organisations 
can use this approach when developing a emuneration strategy and system. I will start 
by introducing you to the concept of total rewards. Once you have an understanding 
of total rewards you will learn about the components of total rewards as well as how to 
develop a total rewards strategy.

5.2 KEY CONCEPTS

The important key concepts in this workbook are: 

• total rewards
• transactional rewards

• relational rewards
• total rewards strategy
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5.3 TOTAL REWARDS

277We start by examining the concept of total rewards in a bit more detail to enable you to 
gain a better understanding of what it means.

Study the following sections in workbook 05 and chapter 1 of your 

prescribed book:

5.3 – Total rewards
1.5 – Remuneration as a total rewards approach

278Employers today are acknowledging the increasingly important role of remuneration to 
achieve their business goals in terms of enabling organisations to deliver the right amount 
of rewards, to the right people, at the right time, for the right reason. Employers are also 
realising that rather than replicating the remuneration practices of other companies, their 
remuneration strategy must be deliberately created to support its own unique human 
capital strategy – that is, the “people” side of the business. By recognising that basic pay 
is not the only motivator, and acknowledging the importance of not only tangible but 
also intangible rewards within the wider context of the work experience, total rewards 
have wide-reaching implications for employers and employees alike. Total rewards are 
potentially very powerful in assisting employers to align their HR and business strategies 
with employee needs in order to improve performance.

279“Total rewards” is the term that has been adopted to describe a reward strategy that brings 
additional components such as learning and development, together with aspects of the 
working environment, into the benefi ts package. It goes beyond standard remuneration 
by embracing the organisational culture, and is aimed at giving all employees a voice in 
the operation, with the employer in return receiving an engaged employee performance. 
Total rewards off er employers the opportunity to diff erentiate and create a cultural brand, 
and hence competitive advantage, which is hard to replicate. Over the years there has been 
compelling evidence showing that the best way to attract, engage and retain employees 
is to focus on total rewards, not just pay and benefi ts (WorldatWork 2007).

280Now that you have studied the relevant sections in your workbook and prescribed book, 
you can apply what you have learnt in Activity 5.1.

Activity 5.1

Given what you have learnt about total rewards, answer the following questions:

(1) Why is the concept of total rewards so important for organisations and employees alike?

(2) In Workbook 01 you learnt about how remuneration has shifted from a general to 

a strategic approach. How does total rewards fi t in with the strategic approach to 

remuneration?

Discussion forum

In order to do this activity, go to the Discussion Forums tool on the HRM3705 myUnisa 
module site and access Forum 1: Workbook 05, Activity 5.1. Complete this activity by 

sharing your answers with your fellow students online.
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Take note

Although no formal marks will be allocated for your participation in this activity, you 

should reap the benefi ts of participating by gaining a deeper understanding of this 

aspect. Feedback on this activity will be provided in the discussion forum once the 

activity has been completed.

Refl ection

Can you recall Activity 1.5 in Workbook 01? If you can’t, then please go back to the 

activity to refresh your memory. In this activity you were asked to list the reasons that 

can be attributed to the changes in the way that employees are rewarded. Most of these 

changes can also be attributed to the reasons why the total rewards approach is being 

implemented in organisations. An important reason is related to the diversifi cation of the 

workforce. The workforce has changed dramatically and is now more diversifi ed. Families 

now consist of dual career couples, there is a bigger focus on work-life balance and the 

workforce consists of younger and older employees. As a result, organisations have to 

think of how they are going to cater for the needs of all their employees otherwise they 

are going to lose employees to competitors. Just think of the South African context. The 

workforce is today extremely diversifi ed – it was not diversifi ed previously due to our 

complex history and more women have also entered the workforce.

281Now that you have been introduced to the concept of total rewards I will be providing 

you with a short history of total rewards.

5.4 HISTORICAL SNAPSHOT

Read the following section in workbook 05: 

5.4 – Historical snapshot

282In the early years remuneration practices were based largely on formulas that served the 

entire employee population in an organisation. You will recall from Workbook 01 that 

I mentioned that traditionally there was a general approach to remuneration – salary 

structures were rigid and highly controlled and benefi ts programmes were designed 

using a one-size-fi ts-all approach.

283In the 1970s and 1980s, organisations recognised that strategically designed remuneration 

and benefi ts programmes could give them the edge in a rapidly changing environment. 

Organisations were responding to:

• global economic development and the emergence of multinational fi rms

• a much more competitive business environment

• diversifi cation of the workforce to include workers who did not fi t the sole-breadwinner, 

head-of-household model of the 50s and 60s

• new government mandates related to employee benefi ts

• rapidly rising benefi ts costs that prompted fl exibility in programmes to reduce costs
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284Suddenly, the relatively simple remuneration and benefi ts programmes of the past 

required that employers considered their strategic impact and relationship to one another. 

Integration became important, and remuneration and benefi ts professionals emerged 

as critical strategic partners in their organisations’ leadership – a position still occupied 

by leaders in the fi eld today.

285Organisations have experienced unprecedented challenges including the following:

• dramatic changes in the workplace, including increased awareness of confl icts caused 

by family, home and work demands

• workforce demographic changes that challenge the traditional working-father, stay-

at-home mother model of previous decades

• substantial increases in health care costs in some countries

• rapid decline in defi ned-benefi t pension plans as a fi nancially viable retirement model

• tremendous advances in technology and the emergence of new business opportunities

• geographic movement of many manufacturing and service roles

• advancement of pay-for-performance practices

• unprecedented mergers, acquisitions and global competition

286Collectively, these forces and others caused business leaders to scramble for ways to 

improve effi  ciency, eff ectiveness and marketplace viability. HR professionals – particularly 

those specialising in remuneration and benefi ts – were challenged to contain costs 

and contribute to improved business results. These professionals were at the forefront 

of designing and implementing changes that have shaped the next generation of 

remuneration and benefi ts. The results have included improved alignment of pay and 

performance, tighter controls on benefi ts costs, and more relevant and valued employee 

rewards programmes.

287Forward-thinking professionals realised that programmatic advances would not be 

enough. While programme effi  ciencies and cost controls have been pivotal for survival, 

many organisations have recognised that an integrated and enriched “value exchange’’ 

between an employer and its employees can accelerate velocity and success.

288The concept of total rewards emerged in the 1990s. A new way of thinking about the 

deployment of remuneration and benefi ts, combined with the other tangible and 

intangible ways that companies seek to attract, motivate and retain employees, thus 

came about. Flexible companies and new companies were able to deploy these concepts 

rapidly, while other organisations struggled with entrenched organisational structures, 

practices and culture that slowed or prevented their progress.

289It has become clear that the battle for talent involves much more than highly eff ective, 

strategically designed remuneration and benefi ts programmes. While these programmes 

remain critical, the most successful companies have realised that they must take a much 

broader look at the factors involved in attraction, motivation and retention. And they 

must deploy all of the factors – including remuneration, benefi ts, work-life, performance 

and recognition, and development and career opportunities to their strategic advantage 

(http://www.worldatwork.org/waw/aboutus/html/aboutus-whatis.html).

290You should now have a good understanding of how the concept of total rewards evolved. 

You will now learn about the components of total rewards.
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5.5 TOTAL REWARDS DEFINED

Study the following sections in workbook 05:

5.5 – Total rewards defi ned

Total rewards can be defi ned as the monetary and non-monetary return provided to employees 
in exchange for their time, talents, eff orts and results. It involves the integration of compensation, 
benefi ts, work-life, performance and recognition and development and career opportunities to 
attract, motivate, and retain the talent required to achieve desired business results.

(WorldatWork 2007)

291The concept of total rewards therefore combines what is referred to as “transactional 
rewards” (tangible rewards, including pay and benefi ts) and “relational rewards” (intangible 
rewards such as learning and development, recognition and status, and challenging work) 
(Bussin 2011:4). A total rewards approach is holistic as reliance is not placed on one or 
two reward mechanisms operating in isolation. Rather, account is taken of every way in 
which people can be rewarded and obtain satisfaction through their work. The aim is to 
maximise the combined impact that a wide range of reward initiatives is likely to have 
on motivation, commitment and job engagement. Total rewards can thus be explained 
as embracing everything that employees value in the employment relationship.

292Broadly, total rewards encompass pay and benefi ts (generally in the form of a fl exible 
benefi ts scheme), the working environment, and career and personal development. In 
more detail the concept may include some, or all, of the following elements (http://www.
cipd.co.uk/subjects/pay/general/totrewdqf.htm):

• fl exible benefi ts

• access to professional and career development

• a challenging role at work, freedom and autonomy at work

• opportunity for personal growth, recognition of achievements

• preferred offi  ce space

• fl exible working hours

• home or tele-working

293Now that you have studied the relevant sections in your workbook, you can apply what 
you have learnt to the following activities.

Activity 5.2

Answer the following questions:

(1) If you are employed, share with your fellow students the total rewards that your 

current organisation off ers you. Are these suffi  cient? What other rewards would be 

important to you?

(2) If you are not employed, share with your fellow students the total rewards that you 

would like your potential organisation to off er you.



 85 HRM3705/1

Discussion forum

In order to do this activity, go to the Discussion Forums tool on the HRM3705 myUnisa 
module site and access Forum 1: Workbook 05, Activity 5.2. Complete this activity by 
sharing your answers with your fellow students online.

Take note

Although no formal marks will be allocated for your participation in this activity, you 
should reap the benefi ts of participating by gaining a deeper understanding of this 
aspect. Feedback on this activity will be provided in the discussion forum once the 
activity has been completed.

Activity 5.3

Based on what you have learnt about total rewards, identify whether the following rewards 
are transactional or relational rewards:

Example of reward Transactional reward Relational reward

Flexible working hours √

Basic pay

Training opportunities

Employee recognition

Medical aid

Cellphone allowance

Exposure to challenging work

Feedback

You would have most likely been able to identify all the rewards:

Example of reward Transactional reward Relational reward

Flexible working hours √

Basic pay √

Training opportunities √

Employee recognition √

Medical aid √

Cellphone allowance √

Exposure to challenging work √
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294A total rewards approach addresses today’s business needs for managing costs and growth. 

Research suggests that a more limited view of rewards can be costly (WorldatWork 2007). 

Total rewards support moving away from ineff ective programmes toward those that help 

drive the business forward.

295Total rewards meet the evolving needs of today’s employees. As the workforce continues 

to diversify, employees’ expectations are changing. Think of South Africa’s rainbow nation 

and the diff erent generations employed. This should be enough evidence that the needs 

of employees are diff erent and constantly changing. For example, there is a stronger 

emphasis on job enrichment, fl exible work schedules, and the overall work environment. 

A total rewards approach better addresses many of these varying employee needs.

296The following are advantages of adopting a total rewards approach for organisations:

• Enhanced reputation of the organisation as an employer of choice.

• Increased fl exibility. The “one-size-fi ts-all” approach no longer works in the 21st 

century. Employers need to start creating diff erent blends of reward packages for dif-

ferent workforce segments. A total rewards approach which combines transactional 

and relational rewards off ers tremendous fl exibility because it allows awards to be 

mixed and remixed to meet diff erent emotional and motivational needs of employees.

• Improved recruitment and retention. A total rewards strategy plays a critical role 

in recruitment and retention. It can help create a work experience that will meet the 

needs of employees and encourage them to put in extra eff ort. It makes it possible to 

develop an attractive deal for the employee, and to spend reward rands where they 

will be most eff ective in addressing workers’ shifting values.

• Reduced labour costs/cost of turnover. The cost of turnover, which is often the driver 

of recruitment and retention, is sometimes invisible.

• Heightened visibility in a tight labour market. Talent shortages have become a 

chronic condition for most businesses in the 21st century. This is especially true for 

South Africa, which is losing employees to the overseas labour market. As a result, 

employers can no longer aff ord to simply view their employees as interchangeable 

parts. Organisations are starting to realise that every employee matters even more 

when there are not enough employees to fi ll the available jobs.

• Enhanced profi tability. Apart from the high costs of technology, HR professionals 

are also burdened with the escalating costs of benefi ts and changes in health-care 

coverage and medical protocols. Employees want a “new deal” at the same time 

that companies struggling to deliver their fi nancial targets are cutting programmes 

to trim costs. The question that arises then is how one can balance these two realities. 

The simple answer to this is: Change the mix. There seems to be a big misconception 

that total rewards packages are more expensive. The reason for this misconception 

is that a number of companies equate the notion of rewards with “more” – more pay, 

more benefi ts, and more combinations of rewards. What companies need to realise 

is that by remixing their rewards in a more cost-eff ective way, they can strengthen 

their programmes and improve employees’ perception of value without necessarily 

increasing their overall investment.

297Now that you have learnt about total rewards and what it encompasses you need to 

know how organisations incorporate total rewards into their remuneration system. In 
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order to incorporate total rewards into their remuneration system, organisations need 

to develop a total rewards strategy.

5.6 CREATING A TOTAL REWARDS STRATEGY

5.6.1 Purpose of a total rewards strategy

298The purpose of a total rewards strategy is to provide the objectives, guidelines and 

principles necessary to design and operate the organisation’s reward programmes 

consistent with its core requirements. Primarily, this means that the reward strategy should:

• reinforce the core mission, values and critical success factors of the organisation in 

terms that refl ect the role of reward programmes and practices

• defi ne the key elements that will create a strong competitive advantage for the or-

ganisation in the marketplace for talent

• provide suffi  cient clarity and guidance to key decision-makers so they can assess the 

eff ectiveness of current programmes and practices, and determine what actions are 

needed to improve their eff ectiveness

• answer “why” a particular programme is designed for functions in a particular manner

299Berger and Berger (2008) found that while the term “reward strategy” may be used in a 

similar way from one organisation to another, the real value lies in the meaning that the 

reward strategy has for the members of the organisation. The words become reality when 

they are eff ectively translated into action through policies, programmes (or systems) and 

practices. The result is simple – an eff ective framework to allocate resources and create 

strong capabilities to infl uence desired behaviours (i.e. performance) in people.

5.6.2 Key elements of a total rewards strategy

300Developing a reward strategy that meets the requirements mentioned above is a real 

challenge for many organisations. An organisation’s culture is not shaped by its stated 

values and communication, but by what and whose actions are encouraged, rewarded 

and punished. A reward strategy translates an organisation’s strategy and core values into 

policies, programmes and practices that directly infl uence the performance of people. 

The reward strategy statement thus needs to include the following elements:

• Establish the context for the total rewards philosophy, especially if the organisation 

is facing particular challenges or has implemented a fundamental change in the way 

programmes have been managed in the past.

• Provide a unifying statement of philosophy (or principles) that connects reward 

programmes to the core mission, strategy and values of the organisation.

• Express the importance of these programmes to the organisation’s ability to attract 

and retain employees, as well as develop talent and reward desired performance.

• Defi ne the primary programmes and their basic purpose of focus, including base 

salaries, variable cash remuneration and equity participation, employee benefi ts and 

services, and workplace opportunities for development, careers and recognition, and 

so forth.
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• Identify the primary drivers of these programmes, for instance the competition for 

talent, corporate/unit/individual performance, the infrastructure to make sound deci-

sions, desired types of behaviour and support for strategy change.

5.6.3 Determining the right total reward strategy

301The reward strategy is fundamentally based on the strategic and organisational 
requirements an organisation has for its employees. Before an organisation designs a 
total rewards strategy it has to take specifi c aspects into consideration. This process 
involves addressing four primary areas as is depicted in fi gure 5.1 (Berger & Berger 2008):

302

Figure 5.1: Defi ning the total rewards strategy

Source: Adapted from Berger and Berger (2008)

303These four areas will now be briefl y discussed:

• Defi ne the organisation’s philosophy

304In developing the total rewards strategy, the fi rst stage is to understand the organisation’s 
business model, vision and strategy, as well as its critical success factors. One should 
know the leadership philosophy, values and desired culture, and whether or not it is 
written into a formal document. One of the questions that may be helpful in defi ning the 
philosophy is the following: Is the core competence of the organisation better at creating 
innovative solutions to meet customer’s needs or at providing low-cost, effi  cient services 
to customers?

• Examine the organisation’s structure and its guiding principles

305The next stage is to articulate how the organisation is organised to implement the strategy 
and operate within the confi nes of the organisation’s values and leadership philosophy. 
This goes beyond examining the structure of the organisation (i.e. who reports to whom), 
and identifi es the guiding principles by which the organisation functions. Questions that 
may be important to understand at this stage are: Does the culture of the organisation 
emphasise collaboration and teamwork or individual initiative and accountability? Does 
it emphasise short-term, concrete results or long-term development? Does it foster 
transactions or long-term relationships? How and why? This information is important 
in forming a reward strategy because it defi nes how much fl exibility various reward 
programmes will allow, as well as the process for making decisions related to goal-setting, 
performance assessment, staffi  ng levels and appointment agreements.

• Determine employee groups with unique reward requirements

306In the third stage, groups of employees are defi ned for which reward policies or programmes 
should be distinct or specifi cally tailored to unique requirements. These groups may be 
business units (e.g. corporate services, engineering), levels (e.g. executives, senior managers, 
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managers and professional personnel, administrative and operational employees) or 
groups where “special attention” is needed (e.g. high potentials, key contributors, diversity 
groups, recent acquisitions). By identifying specifi c groups of employees and understanding 
what they may want or need as well as what the organisation needs from them, the reward 
strategy becomes more pragmatic and grounded in the realities of the organisation.

5.6.4 Create specifi c reward policies

307The next stage is to identify the specifi c reward policies, programmes (or systems) and 
practices the organisation will employ to achieve both short- and long-term requirements. 
While this can be defi ned for specifi c groups (based on the previous stage), it can also 
be framed for the entire organisation. Berger and Berger (2008) found that it is useful 
to categorise reward programmes according to dimensions that refl ect their inherent 
function and impact. To be more specifi c, there are reward programmes that are:

 – available to almost everyone because they are employed by the organisation (or 

for a specifi c level or group within the organisation). These programmes provide a 

foundation for the employment relationship.

 – based on performance or meeting other requirements of individuals or groups to 

which they belong. In these types of programme not everyone receives these rewards, 

and the amount depends on many factors related to the design of the specifi cations 

of the particular policy or programme.

 – clearly remuneration-based (e.g. salaries, variable cash remuneration, equity based 

plans, etc.)

 – meet the personal needs of individuals (e.g. employee benefi ts, services, recognition 

award programmes, promotions, career opportunities, training and development, etc)

308The following table provides an example of the diff erent dimensions that can be included 
in a reward programme:

Foundation programmes Performance rewards

Total 
remuneration

Salary & wages

• job or market-based pay
• competency-based pay
• salary ranges/broad bands
• career path-based pay

Cash & equity-based variable pay

• individual variable pay
• team/unit variable pay
• organisation profi t sharing
• stock options
• long-term share plans

Workplace 
opportunities

Employee benefi ts & services

• health and life insurance
• retirement and investment
• disability and long-term care
• organisation events/parties
• employee discount/services

Development & recognition

• public/private recognition
• verbal/informal recognition
• personal item rewards
• special awards bonuses
• promotions
• professional development

Source: Adapted from Berger and Berger (2008)

309
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5.6.5 Steps in formulating a total rewards strategy

310Developing a total rewards strategy involves four steps, as illustrated in fi gure 5.2:

Figure 5.2: Steps in designing a total rewards strategy

Source: Milkovich, Newman and Gerhart (2010:43)

311Step 1: Assess total reward implications

312Think about any organisation’s past, present and its future. What factors in its business 
environment have contributed to the organisation’s success? Which of these factors are 
likely to become more (or less) important as the organisation looks ahead? Figure 5.2 
classifi es the factors as competitive dynamics.

313Business strategy and competitive dynamics – understand the business

314The fi rst step includes an understanding of the specifi c industry in which the organisation 
operates and how the organisation plans to compete in that industry. To cope with the 
turbulent competitive dynamics, focus on what factors in the business environment are 
important today (i.e. changing customer needs, competitors’ actions, changing labour 
market conditions, changing laws, and globalisation). It is important to determine what 
will be important in the future. You also need to determine the organisation’s strategy. 
How does the organisation compete to win? How should the remuneration strategy and 
total rewards strategy support that overall business strategy?

315HR strategy

316The remuneration system is also infl uenced by how it fi ts in with other HR systems in 
the organisation. Whatever the overall HR strategy, a decision is required about the 
prominence of pay in the HR strategy. Remuneration can be a supporting player, as in 
the high-performance approach, or it can take the lead and be a catalyst for change. 
Whatever the role, remuneration is embedded in the total HR approach. Thus, the 
remuneration implications of all the above factors – the organisation’s business strategy, 
global competitive dynamics, cultures and values, the socio-political context, employee 
preferences, and how pay fi ts in with other HR systems are all necessary to formulate a 
total rewards strategy.

317
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318Culture/values

319A pay system refl ects the values that guide an employer’s behaviour and underlie its 

treatment of employees. The remuneration system mirrors the organisation’s image and 

reputation.

320Social and political context

321Context refers to a wide range of factors, including legal and regulatory requirements, 

cultural diff erences, changing workforce demographics, expectations, and the like. 

These also aff ect remuneration choices. Because governments are major stakeholders in 

determining remuneration, lobbying to infl uence laws and regulations can also be part 

of a remuneration strategy. From a strategic perspective, managers of remuneration may 

try to shape the socio-political environment as well as be shaped by it.

322Employee needs

323The fact that employees diff er is easily overlooked in formulating a total rewards strategy. 

Individual employees join the organisation, make investment decisions, interact with 

customers, design new products, assemble components, and so on. Individual employees 

receive the pay. A major challenge in the design of next-generation pay systems is thus 

how to better satisfy individual needs and preferences.

324Off ering more choice is one approach. Older, highly paid workers may wish to defer 

taxes by putting their pay into retirement funds, while younger employees may have 

high cash needs to buy a house, support a family, or fi nance their education. Dual-career 

couples who have double family coverage may prefer to use more of their combined 

pay for child care, automobile insurance, fi nancial counselling or other benefi ts such as 

fl exible schedules. Employees who have young children or dependent parents may desire 

dependent care coverage.

325Union needs

326Pay strategies need to take into account the nature of the union–management relationship. 

Even though union membership among private sector workers is not that high, union 

infl uence on pay decisions remains signifi cant, especially in key sectors (e.g. manufacturing, 

health care, and education). Union preferences for diff erent forms of pay (e.g. protecting 

retirement and health care plans) and their concerns with job security aff ect the pay 

strategy.

327Step 2: Map a total compensation/remuneration strategy

328A remuneration strategy is made up of the following elements: objectives, alignment, 

competitiveness and contributions. Mapping these decisions is Step 2 in developing a 

total rewards strategy. Mapping is often used in marketing to clarify and communicate 

a product’s identity. A strategic map off ers a picture of an organisation’s total rewards 

strategy. It can also clarify the message as to what an organisation is trying to deliver 

with its remuneration system.

329Objective: Prominence is the measure of how important total remuneration is in the 

overall HR strategy. Is it a catalyst, playing a lead role? Or is it less important, playing a 

more supportive role to other HR programmes?
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330Internal alignment: This is described as the degree of internal hierarchy. For example, 
how much does pay diff er among job levels and how well does remuneration support 
career growth?

331External competitiveness: This includes comparisons on two issues. How much are our 
competitors paying, and what forms of pay are they using? The importance of work-life 
balance achieved via benefi ts and services is also part of external competitiveness.

332Employee contributions: How does the organisation approach performance-based pay? Is 
it using individual-based pay or does the organisation use pay based on individual and 
organisational performance?

333Steps 3 and 4: Implement and reassess

334Step 3 in fi gure 5.2 involves implementing the strategy through the design and execution 
of the remuneration system. The remuneration system translates strategy into practice 
and into people’s bank accounts. Step 4 – reassess and realign – closes the loop. This step 
recognises that the total rewards strategy must change to fi t changing conditions. Thus, 
periodic reassessment is needed to continuously learn, adapt and improve. The results 
from using the pay system need to be assessed against the objectives the organisation 
is trying to achieve.

335The total rewards strategy needs to underpin the business strategy. It is important to note 
that there is no such thing as the “best” total rewards strategy, only the one that best 
drives the business strategy. Therefore it is important to fi rst assess the organisation’s 
business strategy and determine whether or not the total rewards strategy can be easily 
linked to the business strategy.

336Now that you have studied the relevant sections in your workbook, you can apply what 
you have learnt in the following activities.

Activity 5.4

Conduct a search on the internet and identify an organisation of your choice. Has this 

organisation adopted a total rewards approach to remuneration?

Feedback

I am sure that you will have identifi ed many organisations. In obtaining this information 
you will have had to access that specifi c organisations remuneration policy/report. The 
organisation that I identifi ed is Nedbank. You can have a look at the information I accessed 
using the following link:

https://www.nedbank.co.za/content/dam/nedbank/site-assets/AboutUs/Information%20
Hub/Integrated%20Report/2015/2015_Nedbank_Group_Remuneration_Report.pdf

In terms of total rewards Nedbank has defi ned its total rewards system as follows:

The group defi nes total rewards as a combination of various types of rewards, including fi nancial 
and non-fi nancial, indirect and direct, and intrinsic and extrinsic rewards. The Remuneration 
Policy provides a framework for the management of total rewards in the group, and supports 
the Nedbank employee value proposition (EVP).
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Nedbank’s remuneration package consists of fi nancial components (guaranteed 
remuneration such as cash salary, retirement and medical benefi ts; short-term as well 
as long-term incentives) as well as non-fi nancial components such as recognition (it is 
indicated in its remuneration report that “in addition to the core remuneration elements, the 
group also prides itself on the recognition of excellence among employees”). Nedbank has 
therefore adopted a total rewards approach to remuneration.

Activity 5.5

Click on the Self-assessments tool on the left-hand side of the myUnisa module site. 
Select the one marked Self-assessment: Workbook 05, Activity 5.5. You will notice that 
the self-assessment consists of a number of long questions. Answer the questions without 
referring to any sources such as your prescribed book or workbook.

Take note

The self-assessment questions from activity 5.5 can also be found in Annexure A at the 
end of the study guide.

5.7 SUMMARY

337In this workbook you were introduced to the concept of total rewards which entails 
combining all aspects of reward when designing a remuneration system and strategy. 
You learnt about the components of total rewards as well as how to develop a total 
rewards strategy. From this workbook you will have realised what I mean when I refer 
to remuneration as a “holistic and integrated” approach. In order to remain competitive 
and be able to attract as well as retain employees, organisations need to try to meet the 
needs of all employees. They can do so by adopting a total rewards approach, thereby 
satisfying the needs of all employees.

338In Workbook 03 and 04 you learnt about the fi rst two steps that need to be conducted 
when designing a remuneration system. In this workbook you learnt about designing a 
remuneration system and strategy by incorporating a variety of remuneration elements. 
In the next topic you will be introduced to the last two steps that need to be taken into 
consideration when designing a remuneration system; namely, the diff erent remuneration 
components such as pay-for-performance plans and employee benefi ts that can be 
included in a remuneration package and that also form part of the total rewards approach 
to remuneration.
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5.8 INTEGRATED SELF-ASSESSMENT FOR TOPIC 2

339The following self-assessment questions incorporate the theory that you have learnt in 
Topic 2, that is, in Workbooks 03, 04 and 05.

Self-assessment

Questions 1, 2 and 3 are based on the following case study:

Thabazimbi Manufacturing is a large manufacturing organisation that was founded 
by John Nkosi. Thabazimbi Manufacturing is located in Port Elizabeth and employs 
1 500 people ranging from cleaners to the executive team. Most of the workforce is 
made up of semi-skilled labour who are paid a fi xed hourly wage.

Five years ago, Sipho Nkosi replaced his father as chief executive offi  cer (CEO).

John Nkosi, an entrepreneur with only a high school education, had been a traditional 
manager who tried to keep his hands on every phase of the business. He took pride 
in Thabazimbi Manufacturing’s reputation for fair pay and satisfi ed employees. John 
was involved in all aspects of the remuneration plan and he had the fi nal word on pay 
rates for all employees. He based pay on experience, potential, and how much each 
employee needed to support his or her family. As a result, Thabazimbi Manufacturing 
had low absenteeism and turnover. After Sipho took over, several factors began to 
challenge the business in general.

Several new competitors entered the marketplace. They paid lower wages than 
Thabazimbi, so they were more profi table. Key business has been lost because 
Thabazimbi has to charge more for its products in order to maintain the remuneration 
system’s above-average pay strategy. At the same time, the staff  turnover has increased 
because the employees at Thabazimbi feel they are not being compensated fairly.

Cindy Coetzee, the human resources manager, meets with Sipho and says to him: 
“Thabazimbi is paying the highest wages in the industry, but we’re steadily losing 
employees as they don’t think they are being paid fairly and because we have too 
many exceptions to our pay policy.” Cindy is of the opinion that the whole pay structure 
needs to be re-evaluated. In order to solve Thabazimbi’s remuneration issues, as a 
starting point, she wants to fi nd out what the competing organisations are paying 
their employees.

Source:   Adapted from: Ivancevich, JM. 2003. Human Resource Management. 9th edition. 

Asia: McGraw Hill Education p 297.

Question 1

Identify and discuss Thabazimbi Manufacturing’s pay level policy and substantiate your 

answer from the case study. You also need to defi ne the term “pay level”.   [6]

Question 2

Is Thabazimbi’s pay structure internally aligned (substantiate your answer from the case 

study)? Explain to Cindy what internal alignment is and advise her on the steps she needs 

to follow to ensure that the job-based pay structure is internally aligned.  [15] 

Question 3

How can Cindy determine what competing organisations are paying their employees? 

Also indicate to her the strategic decisions she needs to make that are associated with 

this activity.   [10]
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Question 4

Discuss the steps you would follow in developing a total rewards strategy.   [15]

Question 5

Advise HR specialists on the legal considerations for job analysis in the South African 

context.  [10]

Question 6

You are appointed by Global Technologies as the HR manager. You are required to explain 

to the Executive Committee the importance of job evaluation in the remuneration 

management context as well as its relationship to internal alignment.   [10]

Feedback

Question 1

This question required you to fi rstly identify the pay level policy (1 mark for identifying policy) 

and discuss it (4 marks for discussing the pay level policy) – refer to section 4.7 of your prescribed 

book. You also had to provide an example from the case study to substantiate your answer 

(1 mark for providing example). You then had to defi ne the concept “pay level” (1 mark for 

defi nition) – refer to section 4.6 of Workbook 04.

Question 2

In order to answer this question you had to refer to section 3.2 and 3.5 of your prescribed 

book and section 3.3 of workbook 03. You fi rstly had to indicate whether the pay structure is 

internally consistent or not (1 mark for providing indication) and you also had to substantiate 

your answer from the case study (1 mark for providing example). Thereafter you had to discuss 

the concept of internally consistency (5 marks) and you also had to indicate the steps that need 

to be followed to ensure that the job-based pay structure is internally consistent (8 marks).

Question 3

You had to refer to section 4.4 of Workbook 04 and section 4.5 of your prescribed book in order 

to answer this question. You needed to indicate how Cindy can determine what competing 

organisations are paying their employees (1 mark for identifying the technique and 3 marks 

for discussing it). Thereafter you needed to discuss the strategic decisions that are associated 

with this activity (6 marks).

Take note

As you can see from the feedback to questions 1, 2 and 3, these questions consisted of 

a few questions within a question. If you encounter a similar question in an examination 

make sure that you have answered everything that was expected of you.

Question 4

In this question you had to discuss the steps in formulating a total rewards strategy. To do this, 

you had to refer to section 5.6 of this workbook.

Question 5

This question required you to discuss (10 marks) the legal considerations for job analysis in the 

South African context (see section 3.4 of Workbook 03).
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Question 6

You had to refer to section 3.4 of Workbook 03 and section 3.5.2 of your prescribed book in 
order to answer this question. You fi rstly had to discuss job evaluation (5 marks) and then you 
had to indicate the relationship of job evaluation to internal alignment (5 marks).

Take note

When answering discussion questions it is important to use the mark allocation as 
a guide to establish how much content/theory is needed. A 10-mark question will 
require you to write approximately 10 facts.
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Recap

Before you go on to the next workbook, check your progress by fi lling in the table below 
to see whether you have mastered all the learning outcomes for topic one.

340At the beginning of Topic 2, I explained that the main learning outcome of this topic 
was for you to be able to illustrate the process (building blocks) involved in designing 
a compensation system. To enable you to do this, I broke this main outcome down into 
smaller learning outcomes. Use the table below to check whether you have reached 
your aim. If you have, you can proceed to the next topic. However, if you have not work 
through the relevant sections of this topic again until you feel confi dent that you have 
achieved all the outcomes, and then you can continue.

Learning outcomes

I am able to …

Yes

√

Examine the process (building blocks) involved in the design of a remuneration 
system

Apply to practical scenarios and case studies the steps involved in the design of 
remuneration systems

Explore the total rewards approach as a remuneration strategy 

341Were you able to put a tick next to each learning outcome? If not, go back to the relevant 
section to ensure you know and understand that part of the work.
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342

TOPIC 3

Components of remuneration

343You are now approaching Topic 3 where I will focus on the components of remuneration 
as illustrated below:

344
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TOPIC AIM

345The aim of this topic is to fi rstly introduce you to the diff erent components of remuneration. 
You will recall from Workbook 01 that the reward package is made up of diff erent 
components which include pay-for-performance. Once you have an understanding of 
pay-for-performance, I will then focus on employee benefi ts. There are various ways in 
which employees can be remunerated, depending on the kind of work they do. You will 
be learning about all these components in this topic.

Learning outcomes

After completing this topic, you should be able to indicate the various remuneration 
elements that should be included in remuneration  systems.

More specifi cally, you should be able to:

• analyse the various types of remuneration  elements that can be included in remunera-

tion systems

• apply the various types of remuneration  elements to practical scenarios and case studies

• make suggestions on remuneration  elements for specific organisational contexts, by 

using a given set of scenarios.

346
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Workbook 6

Pay-for-performance

Contents Pages

1 Introduction 101

2 Key concepts 102

3 Exploring pay-for-performance 102

4 Contrasting traditional pay with pay-for-performance 104

5 Criteria for pay-for-performance plans as motivator 105

6 Types of pay-for-performance plan 106

7 Employee-based structures 110

8 Strengthening the pay-for-performance link 112

9 Designing a pay-for-performance plan 114

10 Pay-for-performance in South Africa 115

11 Summary 116

12 Self-assessment 116

13 References 116

Mind map

Look at the mind map below, you are now busy with Workbook 06.

348
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351In this workbook I refer to chapter 5 of the prescribed book. You will also have to study 
some sections of this workbook which are not available in the prescribed book. Use the 
workbook and the relevant chapters in conjunction with each other. The study material 
for Workbook 06 is illustrated as follows:

352

6.1 INTRODUCTION

353In Workbook 01 you learnt about how remuneration has evolved from a general to a 
strategic approach. The strategic approach to remuneration is a focus on individual 
eff ort, contribution, motivation and individual performance – the focus is therefore on 
individual achievement. This is what pay-for-performance is all about – paying employees 
according to their individual contributions, paying for the contributions of a group or the 
entire organisation.

354Remuneration is not a “one-size-fi ts-all” approach. Employees have diff erent needs and 
organisations require diff erent types of behaviour from employees, depending on the 
nature of the work. Therefore, the aim of remuneration is to satisfy the diff erent needs of 
employees, in order for them to stay productive and motivated, without having a negative 
eff ect on the organisation’s profi tability. This is where pay-for-performance comes in. 
Pay-for-performance enables organisations to incentivise employees to behave in ways 
that will promote organisational goals (Maloney & McCarthy 2013).

355I will fi rst start by introducing you to the concept of pay-for-performance and the diff erent 
types of pay-for-performance plan. By now, you will have heard of this concept one way 
or another – whether it is CEOs who receive bonuses at the end of the year, or family or 
friends who are paid according to pay-for-performance principles. You will also learn how 
pay-for-performance plans are designed.

356In Topic 2 you learnt about the fi rst two building blocks of remuneration, namely, internal 
alignment and external competitiveness. I am now moving on to the next building block, 
namely, employee contributions as illustrated in fi gure 6.1.

357
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358

Figure 6.1: The remuneration framework

6.2 KEY CONCEPTS

The important key concepts in this workbook are:

• pay-for-performance
• line of sight
• individual pay-for-performance plans
• merit pay
• piece-rate plans
• commission schemes
• management incentive plans
• behavioural encouragement plans
• employee referral plans

• group pay-for-performance plans
• team-based pay-for-performance 

plans
• gain-sharing plans
• organisation-wide pay-for-

performance plans
• profi t-sharing
• employee stock option plans
• skills-based pay
• competency-based pay

359We will by examining the concept of pay-for-performance in more detail to enable you to 
gain a better understanding of what it means and what it comprises. You will also learn 
how to design a pay-for-performance plan, and the benefi ts it holds for organisations 
and employees.

6.3 EXPLORING PAY-FOR-PERFORMANCE

Study the following sections in Workbook 06 and chapter 5 of your prescribed 

book:

6.3 – Exploring pay-for-performance
5.1 – Introduction
5.2 – Clarifying the concept of pay-for-performance

360You might have been exposed to the term “pay-for-performance” or “incentive pay” 
or “variable pay”. In chapter 1 of your prescribed book you learnt about the diff erent 
components of remuneration and pay-for-performance forms part of the components 
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of remuneration. If you have a look at fi gure 1.2 in your prescribed book, you will notice 
that pay-for-performance forms part of direct remuneration. Pay-for-performance can be 
incorporated into an employee’s basic salary, which would lead to an increase in the basic 
salary, or pay-for-performance can be variable. This means that employees will receive an 
additional payment which is added to their basic salary when predetermined objectives 
have been met (Maloney & McCarthy, 2013). That is why the word “variable” is used – 
pay-for-performance is not guaranteed and will only be paid out if certain objectives of 
the individual, group or organisation are met. Organisations use pay-for-performance 
plans to incentivise employees to achieve organisational objectives. Let me illustrate the 
concept of pay-for-performance for you:

Figure 6.2: Total remuneration package

361As you can see from the above fi gure, a certain portion of an employee’s remuneration 
is fi xed – this remuneration is therefore guaranteed and an employee will receive their 
basic salary, pension and various benefi ts allocated to them on a monthly basis. An annual 
bonus and profi t sharing is variable remuneration – it is not guaranteed and employees 
will only receive these incentives if they achieve either individual, group or organisation-
wide objectives.

362Pay-for-performance is forward looking and it is aimed at motivating the future actions of 
employees (Maloney & McCarthy, 2013). Pay-for-performance is also tied to the aspect of 
strategic remuneration which you learnt about in Workbook 01. Organisations use various 
pay-for-performance plans strategically to motivate employees to achieve organisation 
objectives. Through pay-for-performance, organisations incentivise employees to achieve 
particular goals.

363The new generation of pay designers believes that base pay should form a smaller part 
of the overall remuneration package, and that reward should be composed of various 
separate elements. These separate elements should each be based on specifi c measures 
of performance. The pretext for this view is that if the reward is genuinely intended to 
further the strategic goals of the organisation, the reward system must have various 
strategic priorities and psychological levers available to employers. Such incentives may 
be individual, group or organisation-wide (Perkins & White 2009:196).

364Now that you have studied the relevant sections in your workbook and prescribed book, 
make sure that you can defi ne and explain what pay-for-performance is. You will now 
have an opportunity to apply what you have learnt in Activity 6.1.

365
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Activity 6.1

You are a salesperson working for an organisation that sells vacuum cleaners. One of your 
objectives is to sell as many vacuum cleaners as possible in your area. You are however 
only paid a basic salary. How can pay-for-performance be used to motivate you to work 
harder?

Feedback

You will defi nitely not be motivated to work harder with only a basic salary. The organisation’s 
goal is to sell as many vacuum cleaners as possible; therefore you need to be incentivised 
according to the number of vacuum cleaners you sell. Pay-for-performance can be used to 
motivate you to sell as many vacuum cleaners as you can by incentivising you for each vacuum 
cleaner that you sell. This is called a commission scheme, which you will learn about later in 
this workbook.

367You should now have a good understanding of what pay-for-performance entails. In the 
next section I will discuss the diff erence between pay-for-performance and traditional pay.

6.4 CONTRASTING PAY-FOR-PERFORMANCE WITH 

TRADITIONAL PAY

Study the following section in Workbook 06:

6.4 – Contrasting pay-for-performance with traditional pay

Table 6.1: Traditional pay plans versus pay-for-performance plans

Traditional pay plans Pay-for-performance plans

These types of pay plan are based on the 
following:

• fi xed hourly wage or annual salary that 
is determined by the relative worth of 
positions to the organisation, or the going 
industry rate

• salary raises are based on seniority, past 
performance, supervisor’s appraisals and 
a percentage of base pay (currently 2–6%)

These types of pay plan are based on the 
following:

• designed to reward employees and teams 
for performance

• can be classifi ed into the following categories: 
individual-incentive plans, group-incentive 
plans and organisation-wide incentive plans

• pay levels tend to be based on objective 
criteria

• not limited to production or non-supervisory 
workers; apply to everyone in the organisation

• awards are communicated in advance
• organisations can use pay-for-performance 

plans to replace all or a portion of base pay in 
order to control payroll expenditures and link 
pay to performance

Source: Adapted from Martocchio (2011)
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368In the next section I discuss the criteria for using pay-for-performance plans as a motivator, 

and the objectives of implementing a pay-for-performance plan. You have to understand 

why organisations implement pay-for-performance plans, and what they hope to achieve 

with them.

6.5 CRITERIA FOR PAY-FOR-PERFORMANCE PLANS AS 

MOTIVATOR

Study the following sections in chapter 5 of your prescribed book:

5.3 – Criteria for pay-for-performance plans as motivator

5.4 – Objectives for implementing pay-for-performance plans

369From the above discussion you will have realised that in order for pay-for-performance 

plans to be successful, employees must be able to see the link between the work they are 

doing and the reward they are receiving. If they cannot see this link, pay-for-performance 

plans will fail to motivate them.

Activity 6.2

Kevin and Bongani work in a soap factory. They are responsible for packing soap into 

boxes. They are both expected to pack 12 boxes of soap with 100 bars of soap in each 

box on a daily basis. They are paid R75 per box of soap that they pack.

(1) Do you think it is easy for Kevin and Bongani to see the link between their perfor-

mance and their pay-out?

(2) Based on your answer in question 1, do you think Kevin and Bongani will be motivated 

to work harder and pack as many boxes of soap that they are able to?

(3) If Bongani packs 14 boxes of soap per day, and Kevin packs only 10 boxes per day, 

would it be fair if Kevin were upset because his pay-out is less than Bongani’s?

Feedback

(1) You will have realised that it is easy for Kevin and Bongani to see the link between their 

performance (which is the amount of boxes they pack) and their pay-out (they get paid 

per box that they pack).

(2) Yes, they will be motivated to work harder because they get paid for each box they pack, 

so the more boxes they pack, the more money they receive.

(3) No, it would not be fair for Kevin to be upset if his pay-out were less than Bongani’s, 

because Bongani put more eff ort into his work and was remunerated accordingly. Kevin 

will see that his pay-out would increase if he were to pack more boxes; therefore he would 

be more motivated to work harder in order to receive a bigger pay-out.

It is evident from this exercise that employees need to see the link between pay-for-performance 

plans and the pay-out they receive in order to be motivated. If employees do not see this link 

then they will not be motivated to work harder.
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370In the introductory section of this workbook I mentioned that remuneration is not a 
“one-size-fi ts-all” approach. Employees have diff erent needs and organisations require 
diff erent types of behaviour from employees, depending on the nature of the work. The 
nature of work diff ers in each organisation. Employees working in a vehicle manufacturing 
organisation will most likely need be paid diff erently from an employee working as part of 
a team in a pharmaceutical organisation. The nature of the work will also diff er according 
to the industry that the organisation operates in. Organisations need to take all of these 
aspects into account and, in order to attract and retain the best talent, employees need 
to be rewarded accordingly.

371You will have noticed in fi gure 5.1 in your prescribed book that there are diff erent types of 
pay-for-performance plan. You will now be learning about the various pay-for-performance 
plans organisations can use to incentivise and reward employees.

6.6 TYPES OF PAY-FOR PERFORMANCE PLAN

372Pay-for-performance plans can be classifi ed into three categories:

Table 6.2: Categories of pay-for-performance plans

Type of plan Example

Individual pay-for-performance plans Merit pay, piece-rate plans, commission schemes, 
management incentive plans, behavioural 
encouragement plans, employee referral plans

Group pay-for-performance plans Team bonuses, gain-sharing

Organisational-wide pay-for-
performance plans

Profi t-sharing, employee stock option plan

6.6.1 Individual pay-for-performance plans

Study the following sections in Workbook 6 and chapter 5 of your prescribed 

book:

6.6.1 – Individual pay-for-performance plans
5.5 – Individual pay-for-performance plans

Individual pay-for-performance plans are intended to reward employees for meeting work-
related performance standards, such as quality, productivity, customer satisfaction, safety and 
attendance.

(Martocchio, 2011:85)

373Individual pay-for-performance plans can help focus the employee on the desired results 
or behaviours, but they are only likely to work where those results or behaviours can be 
easily measured. These plans are therefore more commonly found where hard fi nancial 
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or output targets can be set, such as in sales, production, manufacturing and logistics. 
They are sometimes seen as inappropriate for professional or more knowledge-based 
occupations where the sharing of information is key. There may also be, in line with 
expectancy theory, an issue about the size of the reward, with a clear link between the 
desired results and the amount of the bonus paid. Lastly, such schemes have been found 
to work best where individuals or groups are able to control their own work and hence 
are able to vary performance or levels of output (Perkins & White, 2009).

374Individual pay-for-performance plans are most appropriate under three conditions. These 
conditions and examples of these are illustrated in table 6.2.

Table 6.2: Conditions under which individual pay-for-performance plans are appropriate

Condition Example

Performance can be measured 
objectively

• Number of units produced – in car parts 
production, the number of units a worker 
assembles on an indicator light production line

• Reduction in error rate – reduction in typing 
errors resulting from use of a word processor

• Sales fi gures – a cosmetic salesperson’s monthly 
sales revenue

Employees have suffi  cient control over 
work outcomes

• Factors like frequent equipment breakdowns and 
delays in receiving raw materials are not under 
employees’ control

• Employees are not likely to be diligent when they 
encounter this type of obstacle

Such plans are appropriate if the 
incentives do not create a level 
of unhealthy competition among 
workers.

A company limits awards to 10% of employees who 
have demonstrated high levels of performance. 
If performance is judged on quantity not quality, 
quality might suff er. High performers might be 
intimidated by low performers. Unions may use these 
intimidation tactics to prevent standards from being 
raised as planned.

Source: Adapted from Martocchio (2011)

375As you have read in your prescribed book, there are six types of individual pay-for-
performance plan. These plans are illustrated in fi gure 6.3. Make sure you can distinguish 
between them and understand the advantages and disadvantages of individual pay-for-
performance plans.
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Figure 6.3: Types of individual incentive pay-for-performance plan

6.6.2 Group pay-for-performance plans

Study the following sections in Workbook 06 and chapter 5 of your prescribed 

book:

6.6.2 – Group pay-for-performance plans
5.6 – Group pay-for-performance plans

Group pay-for performance plans reward employees for their collective performance.

(Martocchio 2011)

377In group pay-for-performance plans the group might be a work team, or it might be a 
department, or it might even be a division or the whole organisation. The basic concept is 
still the same, though. A standard is established against which worker performance (in this 
case, team performance) is compared to determine the magnitude of the incentive pay. 
With the focus on groups, we are now concerned about group performance measured 
against some standard, or level, of expected performance. The standard might be an 
expected level of operating income for a division.

378After studying the above section, make sure you can diff erentiate between the diff erent 
group pay-for-performance plans. You should also be able to discuss the advantages and 
disadvantages of group pay-for-performance plans.

6.6.3 Organisation-wide pay-for-performance plans

Study the following sections in Workbook 06 and chapter 5 of your prescribed 

book:

6.6.3 – Organisation-wide pay-for-performance plans
5.7 – Organisation-wide pay-for-performance plans
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Organisation-wide pay-for-performance plans can be defi ned as incentive plans that reward 
employees when the company exceeds minimum acceptable performance standards.

(Martocchio 2011)

379Organisation-wide pay-for-performance plans were introduced during the 19th century 

when organisations wanted to ease workers’ dissatisfaction with low pay and to change their 

beliefs that management paid workers substandard wages while earning substantial profi ts 

themselves. This type of incentive advocates the belief that well-designed programmes 

make employees’ and management’s goals more compatible because employees strive 

to increase organisational profi ts or value (Martocchio 2011).

380Now that you have a good understanding of the various types of pay-for-performance 

plan, please complete the following activity:

Activity 6.3

This activity is based on the following scenario:

Mary, John, Naledi and Sipho work for the Walt Disney Company. Mary is working in 
the candy shop and her responsibility is to make candy fl oss. She also needs to ensure 
that the shop never runs out of candy fl oss as there is a constant stream of customers 
on a daily basis. Naledi is responsible for selling the candy fl oss that Mary makes. Naledi 
has to ensure that she sells all the candy fl oss that Mary has made.

Sipho is the manager and oversees the team and has to meet his sales, profi t and 
production objectives. John is the assistant manager to Sipho and has identifi ed the 
need for a sales agent. He has nominated Naledi for the job.

The records indicate that Sipho’s team have had exceptional attendance throughout 
the busy holiday season and did not take any holiday leave or sick leave. 

(1) Identify and discuss the individual pay-for-performance plans that could be used to 

incentivise the employees in the scenario. Substantiate your answer using informa-

tion from the scenario.

Feedback

(1) Based on the scenario, the best way to motivate the various employees is to use the dif-

ferent types of individual pay-for-performance plan in the following ways:

Mary could be incentivised by means of a piece rate plan because she needs to make 

sure that the shop never runs out of candy fl oss. She could be rewarded for every packet 

of candy fl oss she makes. Piece rate plans entail employees being paid on the basis of 

individual output.

Naledi could be incentivised by means of a commission scheme which would motivate her 

to sell all the candy fl oss that Mary has made. Naledi could be given a certain percentage 

of each packet of candy fl oss she sells. Commission schemes remunerate sales staff  by 

giving them a percentage of what they sell.

Sipho could be incentivised by means of a management incentive plan. Management 

incentive plans award bonuses to employees when they meet or exceed objectives based 
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on sales, profi t, production, or other performance measures based on their department 

as a whole.

The entire team could be incentivised by means of a behavioural encouragement 

plan because the records show that the entire team has had exceptional 

attendance. Behavioural encouragement plans reward employees for specifi c 

behavioural achievements (e.g. good attendance or adhering to safety regulations).

John could receive an employee referral incentive because he has referred Naledi for 

the sales agent position. Employee referral plans reward employees with monetary 

bonuses for recruiting new customers or successful job applicants.

381You have just learnt about the various pay-for-performance plans, which are based on 
the job an employee performs. However, employees can also be rewarded on the basis 
of their skills and competencies. In the next section you will learn about employee-based 
pay-for-performance plans. Employee-based structures refer to skills-based pay and 
competency-based pay.

6.7 EMPLOYEE-BASED STRUCTURES

Study the following section in chapter 5 of your prescribed book:

5.8 – Employee-based structures

382Now that you have studied the relevant sections on employee-based structures you can 
apply what you have learnt to the activities that follow.

Activity 6.4

(1) What are the reasons for adopting skills-based pay?

(2) What is the purpose of competency-based pay?

Feedback

(1) The reasons for making use of a skills-based plan (SBP) include the following (Mackay 

& Wilson 2013):

 • To reinforce team-based organisational structures. Paying for skills promotes job 

rotation, multi-skilling and cross-training.

 • To support a philosophical change in an organisation’s HR approach and adjust its 

core values to recognise and reward each employee’s unique potential.

 • To motivate employees to constantly improve. By giving employees a reason for 

acquiring or updating skills, the organisation benefi ts from a more skilled workforce. 

This would also enable the organisation to become a learning organisation.

 • To promote employee fl exibility. This could reduce labour costs as multi-skilling 

would remove the need for role-specifi c staffi  ng and reduce the total number of 

employees needed.
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 • To improve an organisation’s adaptability to changes in the business environment.

 • To provide an alternative to promotion and the loss of career structures in downsized 

and restructured organisations with fewer hierarchical layers.

 • To use as a temporary step before a performance-based pay system is introduced 

(which might not be currently possible because of union opposition and/or the lack 

of a supportive organisational climate).

(2) According to Bussin (2012) and Neathey and Reilly (2003), some of the main purposes of 

competency-based pay (CBP) systems are to:

 • realign focus – move from job evaluation to competencies as a mechanism to de-

termine pay increases

 • put emphasis on what the organisation values and is prepared to pay for

 • replace the sub-grades that are lost when implementing broad-banding with com-

petency goals

 • recover remuneration costs by improving productivity and quality

 • align rewards and core values

 • add value and envisage success

 • cultivate an ethos of learning and uninterrupted growth

 • increase fl exibility in the workforce

 • give employees access to job progression

Activity 6.5

There are various issues that are important to consider when designing an SBP. Use the 
diagram below to identify and discuss these issues. I have fi lled in the fi rst one for you. 
It is important for you to know and understand these issues, as you should be able to 
design an SBP.

383
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384An electronic copy of the fi gure can also be found under Additional Resources. Go to 
Additional Resources, then Workbook MS word document. Then select the name of 
the document, namely Activity 6.5.

Refl ection

Remember that in section 5 of this workbook I spoke about the importance of employees 
being able to see the link between their performance and the pay-for-performance plans, 
in order for them to be motivated to perform to the best of their ability. How do you think 
organisations can ensure that their employees see this link? Should it be communicated 
to the employees and should employees be given a way to track their performance?

6.8 STRENGTHENING THE PAY-FOR-PERFORMANCE LINK

385Because of the diverse ways in which diff erent employees are motivated, it is important 
for employees to be able to see how the actions they carry out correspond to the reward 
they are receiving. Failure to see this link will lead to employees becoming demotivated. 
You will learn more about this concept in this section.

Study the following section in chapter 5 of your prescribed book:

5.9 – How to strengthen the pay-for-performance link

386After studying this section in your prescribed book, apply what you have learnt in the 
following activity.

Activity 6.6

Read the case study below and answer the questions that follow.

387XYZ Security is an organisation that strives to be one of the best in the security 
industry. It is very mindful of its public image, and it wants its clients to put 
their trust in the organisation to keep them safe. At this stage they only employ 
guards at security estates, but they hope to expand their business to include 
security drivers for VIPs and bodyguards for international travellers in the 
future. XYZ Security gives every employee a performance bonus at the end 
of each month, provided that they performed in a way that was acceptable 
to the organisation.

388Katlego is a guard at a security estate. He is always on time for his shift, never 
misses a day of work, and is always friendly and helpful towards the residents 
of the estate. Bryan works with Katlego at the same estate, but certain 
residents have complained that Bryan is not at his post when he should be, 
and that he is not friendly and helpful. Bryan has also been late for work 
on three consecutive days. XYZ Security then decides to withhold Bryan’s 
performance bonus because of all the complaints they received about him. 
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389They inform Bryan of this. Katlego, however, receives his full performance 
bonus. All XYZ’s employees know what is expected of them, and it is clearly 
communicated to them that they will lose their performance bonus if they 
fail to meet the expected standards. XYZ Security has a clear code of conduct.

(1) Why do you think XYZ Security gives employees performance bonuses? (Think about 

the goals of the organisation and their public image.)

(2) Do you think Bryan has the right to be upset that his performance bonus was with-

held? Why do you say so?

(3) Do you think Bryan’s performance will improve after his performance bonus was 

withheld? Why do you say so?

(4) How can XYZ Security ensure that their employees stay motivated?

(5) How could Bryan’s behaviour infl uence XYZ Security’s public image?

Feedback

(1) XYZ Security gives employees performance bonuses in order for employees to achieve 

the standard of performance that the organisation expects of them. The organisation 

hopes that the performance bonus will motivate employees to give of their best. This helps 

the organisation to maintain a good public image and to obtain future contracts for its 

services, which in turn will enable it to expand its business and achieve its business goals.

(2) No, Bryan does not have the right to be upset because he didn’t receive his performance 

bonus, because all employees are aware of the organisation’s code of conduct and the 

penalty that will be imposed if they fail to meet their performance standards.

(3) Yes, Bryan knows that in order for him to receive his performance bonus, he needs to 

conduct himself in line with the organisation’s code of conduct. This should motivate 

him to adjust his behaviour accordingly.

(4) XYZ Security needs to ensure that its performance bonus plan is fair towards all em-

ployees, and that employees know at all times when they are behaving in ways that are 

not acceptable to the organisation (communication). For example, XYZ Security cannot 

just withhold an employee’s performance bonus without informing the employee of the 

reason it was withheld. If an employee knows what he/she did wrong, it will help them 

to correct their behaviour in order to receive the performance bonus in future. If an em-

ployee can see the link between their behaviour and their performance bonus, they will 

be more motivated to behave in the correct manner.

(5) Bryan’s behaviour may result in the organisation losing its contract with the security 

estate, which would be bad for their public image because people would feel they can-

not trust XYZ Security to do its job.

390Now that you have learnt about the diff erent types of pay-for-performance plan, it 
is important for you to know how to design a pay-for-performance plan, and what 
considerations should be included in the design.
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6.9 DESIGNING A PAY-FOR-PERFORMANCE PLAN

Study the following section in chapter 5 of your prescribed book: 

5.10 – Designing a pay-for-performance plan

391When designing a pay-for-performance plan, the following objectives need to be included: 
effi  ciency, fairness and compliance. After you have studied this section in your textbook, 
complete the activity that follows.

Activity 6.7

Letaba Inc. is a car parts manufacturing business. Thabo Letaba, the CEO of Letaba Inc., 
has big plans for his business and wants to make sure he can become an employer 
of choice. In doing so, he knows that he needs to off er his employees a competitive 
salary and benefi ts.

Lately Thabo has seen that his employees are less motivated, and they do not complete 
tasks on time, despite the fact that clear goals are set and employees have a competitive 
remuneration package. Thabo has decided to implement a pay-for-performance plan 
in order to motivate his employees to work harder.

Letaba Inc. employs about 250 line workers who are responsible for manufacturing 
car parts and ensuring these parts meet quality standards. For every fi fty line workers, 
there is one manager; in all there are fi ve line worker managers. There are also 50 
administrative positions – such as fi nance, human resource managers, receptionists and 
executives. Thabo believes that linking pay to performance will help the business to 
achieve both short- and long-term goals. Thabo subsequently issues a press statement, 
declaring that short-term remuneration in 2018 will be tied to performance measures 
that include an increase in earnings, quality and national market share.

Thabo states that the changes are designed to

• make explicit the link between individual and business performance and 
stockholders’ interests

• maintain a critical line of sight between organisational performance and individual 
rewards

• support good corporate governance objectives and remuneration best practices
• mitigate business risk
• enhance Letaba Inc.’s eff orts to attract, retain and reward critical talent

In 2014, a spark plug manufactured by Letaba Inc. was subject to numerous recalls 
because it was defective. This resulted in a massive loss of profi t for the business since 
more than 30 000 spark plugs had to be recalled. Thabo hopes that the implementation 
of this pay-for-performance plan will help to avoid such mistakes.

Thabo wants this pay-for-performance plan to be specifi cally aimed at the line workers 
and their managers. At the end of the fi nancial year every manager will be rewarded 
according to the quality of the products that his/her line workers completed – the 
aim is that there should be no recalls in that specifi c year. The line workers will also be 
rewarded for the quality of work they do – after parts are inspected and approved, 
they will receive a monthly bonus depending on that month’s target.

Rigid performance measures will be in place, which will take into account the number 
of car parts manufactured, as well as the quality of the parts. At the end of each month, 
every manager has to evaluate the performance of their team of line workers.
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Thabo believes this will help his employees to be more motivated and to work harder, 
since they can earn more money for doing their jobs eff ectively. At this stage, pay-for-
performance is only a short-term plan. Thabo wants to evaluate the eff ect it has on 
the line workers and managers before trying to implement it further in the business.

(1) What type of individual pay-for-performance plan should Thabo implement for the 

line workers?

(2) An eff ective pay-for-performance plan should be based on specifi c standards. Use 

the standards in section 5.10.1 in your prescribed book to evaluate the incentive plan 

in the case study.

Feedback

(1) The most appropriate individual pay-for-performance plan for the line workers would be 

a piece-rate plan. Piece-rate plans reward employees on the basis of individual output. 

The line workers can be incentivised on the basis of the quantity and the quality of each 

manufactured car part.

(2) You had to use the following standards, as indicated in your prescribed book, to evaluate 

the incentive plan in the case study:

Purpose of the plan: To increase earnings, national market share and quality.

Performance measures: Rigid performance measures based on the quality and quantity 
of units produced.

Eligibility: Only line workers and their managers at this stage.

Funding: Increased earnings from fewer recalls and better quality products.

Group vs individual pay-outs: Pay-outs will be occur on an individual basis.

Time horizon: Short-term – Thabo wants to fi rst see if his pay-for-performance plan has 
the desired eff ect of increased motivation among line workers and their managers before 
trying to incorporate it in the rest of the business.

6.10 PAY-FOR-PERFORMANCE IN SOUTH AFRICA

392You will now be learning about the prevalence of pay-for-performance in South Africa. 
Remember, our country is diverse in its workforce and culture, so it is important for you 
to understand how pay-for-performance plans can be eff ectively implemented in a 
South-African context.

Study the following section in chapter 5 of your prescribed book:

5.11 – Pay-for-performance in South Africa
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Activity 6.8

Given what you have learnt about pay-for-performance plans, answer the following 

questions:

(1) What impact would a pay-for-performance plan have for motivating employees?

(2) Discuss the eff ectiveness of pay-for-performance plans in the South African context.

Discussion forum

In order to do this activity, go to the Discussion Forums tool on the HRM3705 myUnisa 

module site and access Forum 1: Workbook 06, Activity 6.8. Complete this activity by 

sharing your answers with your fellow students online.

Take note

Although no formal marks will be allocated for your participation in this activity, you 

should reap the benefi ts of participating by gaining a deeper understanding of this 

aspect. Feedback on this activity will be provided in the discussion forum once the 

activity has been completed.

6.11 SUMMARY

393In this workbook you were introduced to the concept of pay-for-performance plans, 

the diff erent types of pay-for-performance plan and how they aff ect organisations and 

employees. The criteria for pay-for-performance plans as a tool for motivation were also 

discussed. You also learnt how to design a pay-for-performance plan and hopefully gained 

some insight in the way these plans function in the South African context. In the next 

workbook, you will be learning about employee benefi ts.

6.12 SELF-ASSESSMENT

You will recall that in the Preface I mentioned that I would be following a diff erent 

approach in this module. Self-assessment questions will therefore be provided at the end 

of each topic and not at the end of each workbook. The purpose of this is to facilitate an 

integrated assessment approach. This will enable you to gain a better understanding of 

how all the theory in each topic fi ts together. Self-assessment questions on Topic 3 will 

appear after Workbook 07. The self-assessment questions will cover the theory you have 

learnt in Workbooks 06 and 07.
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As indicated below, you are now busy with Workbook 07.
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398In this workbook I refer to chapter 6 of the prescribed book. You will also have to study 
some sections of this workbook which cover content that is not available in the prescribed 
book. Use the workbook and the relevant chapters in conjunction with each other. The 
study material for Workbook 07 is illustrated for you as follows:

399

7.1 INTRODUCTION

400In this workbook you will be learning about employee benefi ts. When designing a 
remuneration system, organisations need to make decisions about the types of benefi ts 
they will off er employees. This is also the last step that needs to be conducted when 
designing a remuneration system. In Workbook 01 you learnt about how remuneration 
has evolved from a general to strategic approach. Organisations are now making use 
of benefi ts to attract and retain employees and to maintain a competitive advantage. I 
also mentioned that the world of work has changed. The diversifi cation of the workforce, 
dual-career couples and a bigger focus on work-life balance has prompted organisations 
to put more emphasis on the inclusion of benefi ts that meet the needs of employees.

401In this workbook you will be learning about the diff erent types of benefi ts available to 
employees, including which benefi ts are legally required, and which benefi ts can be given 
at the employer’s discretion. You will be learning about how these benefi ts motivate 
employees and how they impact on the bottom line of the organisation. In this workbook 
you will also be learning about the last remuneration building block; this is the last step 
in the design of a remuneration system.

402To refresh your memory and to give you with an idea of where you are in the learning 
process please refer to fi gure 7.1 below:

403

Figure 7.1: The remuneration framework
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7.2 KEY CONCEPTS

The important key concepts in this workbook are:

• employee benefi ts
• discretionary benefi ts
• protection programmes
• paid time off 
• services

• legally required benefi ts
• fl exible benefi ts
• core benefi ts
• optional benefi ts
• total remuneration cost

Refl ection

By now you will have realised that there is more to remuneration than just basic pay. Go 

back to Activity 1.1 in Workbook 1. Take a look at the payslip in that activity, or look at 

your own payslip if you have one. Try to identify the benefi ts on the payslip. You can also 

use the following link to look at a payslip on the internet:

http://www.nuq.co.za/content/payslip

404Before we continue with Workbook 07, please do the following activity.

Activity 7.1

You have received the following job off ers from two diff erent organisations:

Organisation 1

Basic salary R10 000

Medical aid R3 000

Car allowance R2 000

Provident fund contribution R1 750

Cellphone allowance R250

Organisation 2

Basic salary R15 000

Medical aid R1 300

Car allowance None

Provident fund contribution R700

Cellphone allowance None

(1) Which job off er would you accept – organisation 1 or organisation 2? Give reasons 

for your answer.

(2) What are the most important considerations for you personally when looking at 

employee benefi ts?

405
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Feedback

(1) There are two possible answers to this question. You could have indicated either one of 

the following:

 • Organisation 1 because they have more benefi ts than organisation 2. Although 

the base salary off ered is lower than organisation 2, the value of the added benefi ts 

is enough for me. If I do not have a specifi c allocation towards a medical aid and 

a provident fund, I know I will spend the money on something else that is not as 

important.

 • Organisation 2: The base pay off ered is higher than organisation 1, and the medical 

aid and provident fund are not as important to me as getting more money. Although 

the value of both organisations is the same, I would rather have a bigger basic salary 

than more benefi ts.

(2) This is a personal question; there are no right or wrong answers. What is important for 

you is to know what you yourself want in the form of benefi ts, so that you will know the 

job that is right for you when you fi nd it.

407Now that you have completed Activity 7.1 let us start by examining what employee 
benefi ts are, and why organisations include benefi ts as part of the remuneration package.

7.3 EMPLOYEE BENEFITS

Study the following sections in chapter 6 of your prescribed book:    

6.1 – Introducation
6.2 – What is an employee benefi t?
6.3 – Why should employee benefi ts be off ered?

Employee benefi ts are that part of the total compensation package, other than pay for time 
worked, provided to employees in whole or in part by employer payments (e.g. life insurance, 
pension, worker’s compensation, vacation).

Milkovich and Newman (2008:405)

Activity 7.2

Given what you have learnt about employee benefi ts and the reasons why employee 
benefi ts should be off ered, answer the following questions:

(1) Why do you think organisations are implementing employee benefi ts?

(2) Will providing employee benefi ts have a positive or a negative impact on the organ-

isation’s bottom line? Give reasons for your answer.
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408

Discussion forum

In order to do this activity, go to the Discussion Forums tool on the HRM3705 myUnisa 

module site and access Forum 1: Workbook 07, Activity 7.2. Complete this activity by 

sharing your answers with your fellow students online.

Take note

Although no formal marks will be allocated for your participation in this activity, you 

should reap the benefi ts of participating by gaining a deeper understanding of this 

topic. Feedback on this activity will be provided in the discussion forum once the 

activity has been completed.

409You will recall that in the introductory section of this workbook I mentioned that there 
are diff erent kinds of benefi ts available to employees, including benefi ts that are legally 
required and benefi ts that can be given at the employers’ discretion. You will now be 
learning about the diff erent types of employee benefi ts.

7.4 TYPES OF EMPLOYEE BENEFITS

Study the following sections in Workbook 7 and chapter 6 of your prescribed 

book:

7.4 – Types of employee benefi ts

6.4 – Types of employee benefi ts

410OVERVIEW OF DISCRETIONARY BENEFITS

411A century ago, employer-provided benefi ts, such as paid time off  or medical aid, were 
uncommon. Today, by contrast, these and other benefi ts are often an important part 
of how employees are remunerated. Benefi ts continue to evolve. For example, many 
employers off er an increasing array of options that provide employees with greater 
fl exibility in balancing work with other facets of life. Family-friendly policies and career-
related benefi ts (such as educational assistance) are just a few examples of benefi ts that 
organisations off er to employees today.

412Providing employees with benefi ts can however be costly for organisations. This is 
attributable, in part, to the increased cost of healthcare benefi ts. Additionally, benefi ts are 
not evenly spread among the workforce; some employees are more likely than others to 
have access to benefi ts. Full-time employees, for example, have greater access to benefi ts 
than part-time employees, and employees in large organisations usually have greater 
access to benefi ts than those in smaller organisations. Having access to a benefi t does 
not necessarily mean that employees choose to receive that benefi t. It simply means that 
the employer makes the benefi t available.

413One problem with off ering employee benefi ts, especially discretionary benefi ts, is that 
employees, after receiving these types of benefi ts for a few years, may see them as an 
entitlement.
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414The impact of discretionary benefi ts can be summarised as follows:

• promotes competitive advantage

• promotes employee behaviours with strategic value

• attracts quality employees

• meets the needs of a diverse workforce

415Now that you have studied the relevant sections in your workbook and prescribed book 

you can apply what you have learnt in Activities 7.3, 7.4 and 7.5.

Activity 7.3

Take a look at the following payslip and answer the questions that follow.

Example Pay slip

Name of Employee: XXX

Designation: HR Offi  cer

ID no: XX

Personnel no: XX

Tax no: XX

Description Earnings Deductions

Basic pay R25 000.00

Cellphone allowance R 300.00

Car allowance R1 200.00

Medical aid deduction R1 800.00

Provident fund deduction R1 500.00

PAYE (income tax) R4 500.00

UIF R 120.00

R26 500.00 R7 920.00

Nett pay R18 580.00

(1) Identify the legally required benefi t(s).

(2) Which legally required benefi ts are missing on the payslip, and why do you think that is?

(3) Identify the discretionary benefi ts.

(4) Which of the benefi ts are paid for by the employer?

(5) Which of the benefi ts are paid for by the employee?

Feedback

(1) You should have been able to identify the following legally required benefi t:

 • UIF employee contribution

(2) Compensation for injuries and diseases and the skills development levy are not on the 

payslip. The reason for this is that the employee does not pay for these benefi ts. It is 
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therefore not necessary to refl ect these benefi ts on the payslip. It is the sole responsibility 

of the employer to ensure that these benefi ts are paid.

(3) The discretionary benefi ts on the payslip are as follows:

 • cellphone allowance

 • car allowance

(4) You should have been able to see that the employer pays for the:

 • cellphone allowance

 • car allowance

(5) The employee pays for the following benefi ts:

 • medical aid

 • provident fund

Activity 7.4

416

Conduct a search on the internet and identify an organisation of your choice. What 
benefi ts does this organisation off er?

Feedback

I am sure that you would have identifi ed many organisations. In obtaining this information 
you would have had to access that specifi c organisation’s remuneration policy/report. The 
organisation that I identifi ed is Nedbank. Nedbank off ers the following benefi ts to its employees:

 • retirement benefi ts

 • medical benefi ts

 • death and disability benefi ts

 • contributions to postretirement medical funding

 • motor vehicle benefi ts

Source: https://www.nedbank.co.za/content/dam/nedbank/site-assets/AboutUs/Information%20

Hub/Integrated%20Report/2015/2015_Nedbank_Group_Remuneration_Report.pdf (ac-

cessed on 15 August 2016)

Activity 7.5

In your opinion, what benefi ts do organisations gain from off ering discretionary benefi ts to 
their employees? Think about both the benefi ts for the organisation and for the employees.

Feedback

Organisations benefi t from off ering discretionary benefi ts by increasing employee loyalty, which, 
in turn, increases employee morale which leads to higher productivity. Staff  turnover is also 
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decreased because employees are happy with their benefi ts, which means the organisation 

saves on the recruitment, training and induction of new employees. The organisation’s 

workforce will be motivated, which makes for a pleasant working environment.

Employees feel valued when they receive discretionary benefi ts that meet their needs. This will 

increase motivation and productivity for employees; they will be happier at work and eager 

to go the extra mile. The chances are good that they will stay with the organisation for a long 

period of time, which means their experience and knowledge increases.

417You have just learnt about discretionary and legally required benefi ts. You will now learn 

about fl exible benefi ts, and what these entail.

7.5 FLEXIBLE BENEFITS

418While some organisations have allowed some degree of fl exibility in the employee’s 

choice of benefi ts, it is only over the last few years that fl exible benefi ts programmes 

have begun to develop in South Africa. Flexible benefi ts schemes are systems that allow 

employees to vary their pay and benefi ts package to meet their personal requirements 

(Perkins & White 2008). Employers worldwide have started to recognise diversity in age 

and life stages of employees and this has raised the profi le of fl exibility and choice. Costs 

of training and development, benefi ts and pay are increasingly seen in their totality, 

rather than in isolation. As a result, many South African organisations are moving towards 

fl exible benefi ts packages. Flexible benefi ts are furthermore seen as an ideal way of 

addressing diversity in benefi ts, as reinforcement of cultural change, harmonisation of 

reward practices, and an eff ective means of cost management (CIPD 2010).

Study the following sections in Workbook 07 and chapter 6 of your prescribed 

book:

7.5 – Flexible benefi ts

6.5 – Flexible benefi ts

7.5.1 Introducing fl exible benefi ts to employees

419Organisations generally decide to introduce fl exible benefi ts schemes as part of a wider 

move towards a more fl exible working environment (i.e. contributing towards work-life 

balance). Such a scheme will also increase the perceived value of the reward package 

off ered to employees at no additional cost to the organisation. Most fl exible benefi ts 

schemes are initially based on an organisation’s existing benefi ts provision, but the range 

of benefi ts on off er may either be reduced or increased once the scheme is in operation 

(Perkins & White 2008). The employee is given a “menu” of benefi ts from which to make 

a choice. In some cases employers provide their menu in cash terms, showing the cost of 

each benefi t so that employees can calculate the eff ect of any choices. This helps to convey 

the cost (and value) of their benefi ts to employees, but can also have the disadvantage 

that employees are encouraged to think they are spending their own money rather than 

the employer’s.
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7.5.2 TIPS WHEN INTRODUCING FLEXIBLE BENEFITS

• Defi ne business needs for fl exible benefi ts. The scheme should be considered within 

the context of the organisation’s existing reward strategy and should assess the moti-

vational as well as the fi nancial value of both current and future benefi ts. Perhaps the 

nature of the organisation is such that it cannot accommodate a fully fl exible plan – a 

more limited approach is then recommended.

• Obtain views of employees about their benefi ts and the degree to which they would 

like them to be fl exed. Obtaining inputs from employees will assist in maximising the 

value of the package for both employer and employee. By incorporating the views of 

employees, the scheme is more likely to receive a positive welcome. A word of caution 

– all suggestions from employees should be given fair consideration; however, care 

should be taken not to encourage undue expectations that will be impossible to meet.

• Decide how the scheme should be administered and develop administrative systems. 

Ensure that the system is easy to understand and clear to employees. Too complicated 

schemes will result in employees defaulting on their existing benefi t package, resulting 

in the organisation wasting time and money on introducing the scheme.

• Communicate (and educate) with staff  on how the fl exible benefi ts scheme works and 

the advantages for them. This is the most important element in ensuring the success 

of a fl exible benefi ts scheme. If employees are made aware of the reasons for and 

benefi ts of introducing fl exible benefi ts, they are less likely to dismiss the scheme as 

simply a means of reducing costs (or even worse, yet another HR intervention).

• Give advice to employees as required.

An example of a fl exible benefi t plan can be obtained by accessing the following link:

http://www.fsa.gov.uk/pubs/staff /fl exible_benefi ts.pdf.

420You can now apply what you have learnt in the following activity.

Activity 7.6

You are a remuneration manager and your organisation intends to convert to a fl exible 
benefi ts scheme. What do you need to consider in the implementation of such a scheme?

Tip: Try to think about the eff ect on the organisation as well as on the workforce.

Feedback

Although this question wasn’t easy and took some thinking on your part, your answer should 
have been in line with the following:

You need to conduct a cost analysis exercise, which is one of the most important steps in any 
conversion process, with management and employees concerned. This is done to ensure they 
understand the eff ect the conversion will have on costs. The buy-in and communication 

process involved in the implementation of a fl exible benefi ts package is also crucial. For a 
conversion to be successful it is advised that an education and communication programme 
be presented. The introduction of a fl exible benefi ts structure constitutes a material change to 
the employees’ terms and conditions of employment. Because an employer cannot unilaterally 
change terms and conditions of employment without prior consultation with the aff ected 
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employees, it is imperative that, once the decision has been taken to convert to a fl exible benefi ts 
package, the organisation engage the aff ected employees in a process of consultation. If the 
conversion is authorised and proceeds, the contracts of employment will need to be amended 
to refl ect the new terms and conditions of employment and then reissued . This may take place 
concurrently with the implementation of the fl exible benefi ts conversion. The introduction of 
fl exible benefi ts packages may be a substantial undertaking for any organisation. However, 
the benefi ts in terms of employee satisfaction and reduced employee turnover outweigh the 
conversion costs.

421You should now have a good understanding of the various types of benefi ts that 
organisations can and must off er employees. You will now learn how to design a benefi ts 
programme, and what important considerations should be taken into account.

7.6 DESIGNING AND IMPLEMENTING A BENEFITS 

PROGRAMME

Study the following sections in chapter 6 of your prescribed book:

6.6 – Developing employee benefi t strategies
6.7 – Designing an employee benefi t programme
6.8 – Implementation and administration of the employee benefi ts programme

7.7 SUMMARY

422In this workbook I introduced you to employee benefi ts and the impact these have on 
both the employee and the organisation. You explored the diff erent types of benefi t, 
namely, discretionary benefi ts, those mandated by law and fl exible benefi ts. You learnt 
how to design and implement an employee benefi ts plan. After studying this workbook, 
you should have realised that employee benefi ts are not a “one-size-fi ts-all” approach, 
and that employee benefi ts form an integral part of the remuneration system. You should 
also have realised that an important function of benefi ts is to provide employee security 
in the event of disruption to regular earnings, while in other cases benefi ts may confer 
status or serve as an aid to the recruitment and retention of quality employees.

7.8 INTEGRATED SELF-ASSESSMENT FOR TOPIC 3

423The following self-assessment questions incorporate the theory that you have learnt in 
Topic 3, namely in Workbooks 06 and 07.
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Self-assessment questions

Question 1

This question is based on the following scenario:

WAGE NEGOTIATIONS

A medium-sized business specialising in the manufacturing and distribution of 
cardboard gift boxes and storage containers has just completed wage negotiations 
with the union representatives of its staff . The wages settled upon are

• a basic salary of R30 000 per annum, excluding a 13th cheque
• a 13th cheque equivalent to one month’s salary payable pro rata in the employee’s 

birthday month
• a pension fund contribution of 8% of the employee’s annual salary; half to be 

contributed by the employee, half by the employer
• a hospital insurance fund contribution of 10% of the employee’s annual salary; half 

to be contributed by the employee, half by the employer
• an across-the-board increase of 8%, eff ective from the following month, and an 

additional 2% salary increase for staff  who have worked at the organisation for 
longer than three years

Identify the benefi ts provided by the organisation in the case study. Diff erentiate between 

legally required benefi ts and discretionary benefi ts and indicate whether the benefi ts 

provided are discretionary or legally required.  [10]

Question 2

The manufacturing organisation you are working for wants to implement an individual 

pay-for-performance plan, specifi cally a piece-rate plan which will be applicable to the 

semi-skilled workforce. You need to explain to the managing director what a piece-rate plan 

is. You also need to explain the conditions under which individual pay-for-performance 

plans will be appropriate and which your organisation should consider. Provide an example 

of each condition.   [11]

Question 3

Distinguish between group and organisation-wide pay-for-performance plans.   [10]

Question 4

Discuss the steps you would follow when implementing and administering an employee 

benefi ts programme.   [10]

Question 5

Discuss the term “fl exible benefi ts” as well as the reasons for off ering fl exible benefi ts to 

employees.  [15]

Feedback

Question 1

This question required you fi rstly to distinguish between discretionary and legally required 

benefi ts (7 marks) – refer to section 6.4 of your prescribed book. You then had to identify 

the benefi ts provided by the organisation in the case study (2 marks for identifying the 
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benefi ts). Lastly, you had to indicate whether the benefi ts you identifi ed are legally required 
or discretionary (1 mark).

Question 2

To answer this question you had to refer to section 5.5.2 of your prescribed book and section 
6.6.1 of Workbook 06. You fi rstly had to explain what a piece-rate plan is (5 marks). Thereafter 
you needed to explain the conditions under which individual pay-for-performance plans are 
appropriate and you had to provide an example for each condition (6 marks).

Question 3

To answer this question you had to refer to sections 5.6 and 5.7 of your prescribed book. You had 
to name and discuss the various types of group and organisation-wide pay-for-performance 
plan (10 marks).

Question 4

In this question you had to discuss the steps in the implementation and administration of an 
employee benefi ts programme. To do this, you had to refer to section 6.8 of the prescribed book.

Question 5

This question required you to discuss fl exible benefi ts (5 marks) as well as the reasons for off ering 
fl exible benefi ts to employees (10 marks) (see section 6.5 and table 6.3 of your prescribed book).

Take note

When answering discussion questions it is important to use the mark allocation as 
a guide to establish how much content/theory is needed. A 10-mark question will 
require you to write approximately 10 facts.

Recap

Before you go on to the next workbook, check your progress by fi lling in the table below 
to see whether you have mastered all the learning outcomes for Topic 3.

424At the beginning of Topic 3, I explained that the main learning outcome of this topic 
was for you to be able to indicate the various compensation elements that should be 
included in compensation systems. To enable you to do this, I broke this main outcome 
down into smaller learning outcomes. Use the table below to check whether you have 
achieved your aim. If you have, you can proceed to the next topic. However if you have 
not, work through the relevant sections of this topic again until you feel confi dent that 
you have achieved all the outcomes – then you can continue.
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Learning outcomes

I am able to……

Yes

√

Analyse the various types of remuneration elements that can be included in 
compensation systems

Apply the various types of remuneration elements to practical scenarios and case studies

Make suggestions on remuneration elements for specifi c organisational contexts, by 

using a given set of scenarios

425Were you able to put a tick next to each learning outcome? If not, go back to the relevant 
section to ensure you know and understand that part of the work.

7.9 REFERENCES

http://www.cipd.co.uk/subjects/pay/general/totrewdqf.htm (accessed on 1 March 2010).

Milkovich, GT & Newman, JM. 2008. Compensation. 9th edition. New York: McGraw-Hill/

Irwin.

Perkins, SJ & White, G. 2009. Employee reward: alternatives, consequences and contexts. 

London: Chartered Institute of Personnel and Development.
426
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TOPIC 4

Remunerating executives

428You are now moving on to Topic 4 where you will learn how executive remuneration is 
determined and how to remunerate the fl exible workforce, as illustrated below:

429
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TOPIC AIM

430The aim of this topic is to introduce you to the contemporary advances that have been 
made, or the developments that have taken place, in strategic remuneration, namely, 
executive remuneration and remunerating the fl exible workforce. You will learn about the 
structure and components of executive pay, and who are the key role players in setting 
executive pay. I will then focus on the remuneration of the fl exible workforce.

Learning outcomes

• After completing this topic, you should be able to make suggestions on adopting con-

temporary advances in strategic remuneration in a business context.

More specifi cally, you should be able to:

• explore various contemporary advances in strategic remuneration

• make suggestions on how to incorporate various contemporary advances in strategic 

remuneration into organisational systems and practices

431
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Workbook 8

Remunerating executives
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Mind map

Look at the mind map below, you are now busy with Workbook 08.

433
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436I refer in this workbook to chapter 8 of the prescribed book. You will also have to study 
some sections of this workbook which are not available in the prescribed book. Use the 
workbook and the relevant chapters in conjunction with each other. The study material 
for Workbook 08 is illustrated in the diagram below:

437

8.1 INTRODUCTION

438Executive pay is a contentious issue. Since the poverty levels in South Africa are so high, 
people feel that it is unfair that executives receive large salaries even when an organisation 
is not performing well. Think of Hlaudi Motsoeneng. He was the COO of SABC, he faked 
his qualifi cations in order to obtain his position, and this led to strife within the SABC. 
Another example is Dudu Myeni, the chair of South African Airways. In recent years SAA 
has received numerous bail-outs from government due to poor performance. Would you 
say that Dudu’s salary is justifi ed in this instance?

439It is important to note that that not all executives are poor performers – in fact; it takes 
a special type of skill to be an executive of a profi table organisation. Take for example, 
Shameel Joosub, the CEO of Vodacom. He is listed as one of the top twenty executives 
in South Africa (http://www.biznews.com/sa-investing/2014/12/22/south-africas-top-100-
ceos/). Vodacom is an incredibly large organisation, and as you can imagine being the CEO 
of such a large organisation is an enormous responsibility. In this case, Shameel’s salary 
is justifi ed, because the organisation is performing well under his leadership. Another 
example of a well-performing executive is Maria Ramos. Maria Ramos is the CEO of the 
Barclays Group, which is also a very successful organisation.

440Not all people have the skills or experience needed to be an executive of an organisation. 
It takes hard work and dedication to run an organisation successfully. Setting executive 
remuneration is not as easy as it seems; there are various factors that have to be taken 
into account, which you will learn about in this workbook. In this workbook you will also 
learn all about executive pay, the structure of executive pay and the key players who are 
responsible for setting executive pay.
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8.2 KEY CONCEPTS

The important key concepts in this workbook are:

• executive
• short-term incentive
• long-term incentive
• executive status
• guaranteed package
• discretionary bonus
• target-based bonus
• total earnings

• severance payments (golden 
parachutes)

• executive remuneration consultants
• board of directors
• remuneration committee
• agency theory
• tournament theory
• stakeholder-agency theory
• social comparison theory

441Before I continue, please complete the following activities.

Activity 8.1

Read the following articles on the internet.

• http://www.bdlive.co.za/business/2016/07/15/

executive-pay-returns-to-focus-as-report-shines-light-on-hypocrisy

• http://www.bdlive.co.za/business/financial/2016/06/02/

old-mutual-faces-revolt-over-ceo-payout

• http://www.bdlive.co.za/business/financial/2016/04/01/

nedbank-reviews-executive-pay-policy

• http://www.bdlive.co.za/business/financial/2016/04/26/

standard-bank-ceos-get-hefty-pay-rises

Think about the introductory section of this workbook and what you read in the above 
articles. Why do you think it is so important to learn about executive remuneration?

Discussion forum

In order to do this activity, go to the Discussion Forums tool on the HRM3705 myUnisa 
module site and access Forum 2: Workbook 08, Activity 8.1. Complete this activity by 
sharing your answers with your fellow students online.

Take note

Although no formal marks will be allocated for your participation in this activity, you 
should reap the benefi ts of participating by gaining a deeper understanding of this 
aspect. Feedback on this activity will be provided in the discussion forum once the 
activity has been completed.
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Activity 8.2

Read the following article and answer the questions that follow.

Executive pay runs ahead of results

Bobby Godsell, Business Leadership chairman, is of the opinion that something has 
gone wrong in the way that executives are paid. The multi-million annual packages, 
vastly swollen by share options and bonuses, have, over the past 20 years, caused huge 
escalations in the pay of chief executives and directors.

With R63m earnings in tow, Mvelaphande Resources’ Pine Pienaar (now Bauba Platinum 
CEO) was SA’s highest-paid CEO in 2009. Norbert Platt of Richemont was close behind 
with earnings of R58m, and BPH Billiton CEO Marius Kloppers not far off  with R54m, 
according to Who Owns Whom. The excess of executive pay is provoking public outrage 
around the world. In the UK, a recent public poll showed that only 1% of people think 
that top executives should be paid as much as they are. In 2009, Bart Becht, CEO of 
cosmetic and household product manufacturer Reckitt Benckiser, was the highest-paid 
British executive earning £37m. Salaries like these, most citizens feel, are lacking in all 
perspective, morality and fairness.

Fairness, which has disappeared from the public debate around salaries in the recent 
past, is threatening a comeback. Much of what has gone wrong is as a result of the 
formula now universally applied in deciding executive remuneration, says Godsell. Up 
until the 1970s, managers were paid like bureaucrats with little interest vested in the 
performance of the organisation. But at the same time, it was managers rather than 
stakeholders who really controlled boards and made the decisions on organisation 
strategy.

In the 1980s this began to change. Management theorists altered their philosophy. 
If “shareholder value’’ was to be unlocked, it was necessary to pay managers more 
like entrepreneurs. Chief executives could also be removed or fi red more easily if 
boards decided they weren’t up to the job. Executive pay, according to corporate 
governance rules and norms, should consist of three components: basic pay, bonuses, 
which are performance-linked, and share options, which depend on the organisation’s 
performance in the market and can typically be exercised three years after they have 
been awarded. Levels of executive pay, says managing director (MD) Martin Westcott 
from remuneration consultancy PE Corporate Services, are usually set according to 
peer group companies. Similar-sized companies use similar benchmarks and then 
decide whether it is their policy to reward staff , above, below or at the median. The 
consequence, especially for big global companies, has been in the words of one social 
commentator, “an arms race’’ of rapidly escalating pay. Income ratios have gone into 
orbit: Pienaar’s R63m package is 1278 times larger than the lowest-paid worker at the 
fl agship Northam platinum mine; and Klopper’s is 503 times that of an elementary 
worker on a BHP Billiton coal mine. Even at SAB Miller, where minimum wages for 
permanent workers are among the highest in manufacturing, at R7200, the income 
ratio is 430 times.

Source: Adapted from an article by Carol Paton, 15 December 2010. Available at: http://www.

fm.co.za/Article.aspx?id=129612 (accessed on 4 February 2011)

(1) Why do you think executives are paid diff erently to the rest of the organisation?

(2) Do you think the concern regarding executive pay is valid?

442
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Feedback

(1) As you will see shortly, there are various reasons and arguments for executive remu-

neration being diff erent from the remuneration of other workers/employees. However, 

there are also limits to how big the diff erence should be and how CEO pay should be 

calculated. If you take into account that the average SA worker earns R42 000 per year, 

you can understand that employees are unhappy about the high pay that executives 

receive. This article refl ects our worst fears about pay: we are falling farther and farther 

behind as executives get richer. This is of particular relevance in South Africa and often 

forms the backdrop to the pay disputes we have seen over recent months. In a country 

such as South Africa, where economic inequality is compounded by inequality along 

racial lines, the executive pay gap is a serious and controversial issue.

(2) This question is very open ended. You should have stated your views on this subject, and 

thought about the reasoning behind them. You could have said:

 • Yes, the concern is valid. Many people in South Africa are living in poverty yet ex-

ecutives are paid exorbitant amounts which could be better used to improve their 

employees’ standard of living.

 • No, the concern is not valid. Executives are integral to an organisation’s success, and 

executives have many qualifi cations and a great deal of experience which should 

be rewarded.

8.3 EXECUTIVE PAY

444We start by examining the concept of executive pay, the structure of executive pay and 

the key players who are responsible for setting executive pay.

Study the following sections in Workbook 08 and chapter 8 of your prescribed 

book:

8.3 – Executive pay

8.2 – Remuneration concepts

8.3 – Executive pay

An executive is an individual who is involved in the day-to-day management and/or is in the full-
time salaried employment of the organisation and/or its subsidiaries. An executive is in eff ect a 
salaried director. Such a director is required to devote his/her energies wholly to the aff airs of the 
organisation and to perform certain managerial functions that are additional to the function of a 
director. He/she is accountable to the board of directors for his/her performance while employed 
by the organisation.

445Executive remuneration refers to the fi xed pay, short- and long-term incentives, and related 

benefi ts awarded to those who occupy the most senior decision-making positions in our 

private and public sector enterprises. This generally includes the CEO and the executives 

in the direct reporting line (Bussin 2011).

446
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447Now that you have studied the relevant sections in your prescribed book you can apply 
what you have learnt to the following activities:

Activity 8.3

Given what you have learnt about executive pay, answer the following questions:

(1) Discuss your views on executive remuneration. Is executive remuneration excessive 

or appropriate? Substantiate your answer.

(2) Discuss why the high rates of executive pay may be justifi ed.

Discussion forum

In order to do this activity, go to the Discussion Forums tool on the HRM3705 myUnisa 
module site and access Forum 1: Workbook 08, Activity 8.3. Complete this activity by 
sharing your answers with your fellow students online.

Take note

Although no formal marks will be allocated for your participation in this activity, you 
should reap the benefi ts of participating by gaining a deeper understanding of this 
aspect. Feedback on this activity will be provided in the discussion forum once the 
activity has been completed.

Activity 8.4

Read the article below and answer the questions that follow:

SAB-MILLER’S CEO – ALAN CLARK

Alan Clark’s career: After completing his doctorate, Clark was a practicing clinical 
psychologist and psychology lecturer at South Africa’s Vista University, where he was 
an associate professor at the Centre for Cognitive Development.

In order to join SABMiller in 1990, Clark was interviewed by Graham Mackay, who he 
succeeded 23 years later as CEO. Clark remembers fi nding Mackay and the large panel 
intimidating, although he was drawn to their “very enquiring” minds. He joined as a 
training and development manager. He was promoted successively to general manager 
at the Alrode brewery in Johannesburg, operations director and marketing director 
for SAB Ltd, before becoming CEO of SABMiller’s South African soft drinks operations.

In 2003, Clark was promoted to managing director of their European operations. He 
was in this role until July 2012, when he became chief operating offi  cer (COO), and 
then in April 2013, CEO of SABMiller, the world’s second largest brewer, succeeding 
Graham Mackay.



 141 HRM3705/1

The following is Alan Clark’s salary breakdown:

BASIC PACKAGE: R20 323 750

VALUE OF BENEFITS: R7 157 262

FRINGE BENEFITS: R0

OTHER BENEFITS: R1 058 342

DIRECTORS FEES: R0

SHORT-TERM INCENTIVE: R19 695 920

LONG-TERM INCENTIVE: R79 680 590

GUARANTEED PACKAGE: R27 481 020

TOTAL ANNUAL BASED REWARD: R47 176 940

Source: 

http://www.moneyweb.co.za/executives/17-alan-clark/ (accessed 25 August 2016) and 

https://en.wikipedia.org/wiki/Alan_Clark_(businessman) (accessed 25 August 2016)

(1) How did Alan Clark earn the right to be CEO of SABMiller?

(2) When you look at Alan Clark’s salary breakdown, do you think he is paid too much? 

Substantiate your answer.

(3) Identify the components of Alan Clark’s salary, using what you have studied in your 

prescribed book, and give a short description of each.

Feedback

You should have based your answers on the information in the case study. You should have 

been able to answer as follows:

(1) Yes, Alan Clark earned the right to be CEO because he worked his way up in the organisation. 

He has been with SABMiller since 1990, and only became CEO in 2013. This means he 

has a lot of experience and he knows the organisation well, therefore making him an 

asset as a CEO.

(2) You could have answered this questions in two ways:

(a) Yes, I think he is paid too much, since his annual salary is almost R50 million. There are 

many people who are living in poverty in South Africa, and this exorbitant amount 

may cause dissension among employees of SABMiller who are also working hard.

(b) No, I don’t think he is paid too much. SABMiller is a successful organisation with ap-

proximately 26 000 employees in Africa and they need good leadership. SABMiller’s 

turnover in Africa was almost $7 million (R98 million). With Alan Clark’s experience 

and success, he should be remunerated accordingly in order for SABMiller to retain 

him.

(3) You should be able to identify the following parts of Alan Clark’s salary:

(a) Basic package of R20 323 750. This is a fi xed element of a CEO’s salary, where no 

risk is involved.
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(b) Benefi ts of R7 157 262 and other benefi ts of R1 058 342. This can be any benefi t the 

employee receives from the organisation, including a company car, special retention 

payments, low-interest or interest-free loans, etc.

(c) Short-term incentive of R19 695 920. This is where CEOs receive remuneration for 

progressing towards organisational goals.

(d) Long-term incentive of R79 680 590. This incentive can be given if a CEO met specifi c 

performance targets during the year. It may be in the form of cash or equity-based 

incentives.

(e) Guaranteed package of R27 481 020. This is the amount the CEO will get, regardless 

of his performance.

Activity 8.5

In the diagram below, the key roleplayers in setting executive remuneration are depicted. 
Complete the diagram by providing a short description of each player’s role.

448
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Take note

An electronic copy of the key role-players in setting executive pay can also be found under 
Additional Resources. Go to Additional Resources, then Workbook MS word document. 
Then select the name of the document, namely Activity 3.4. You can download the MS 
Word document and complete it in your own time.

Feedback

After completing this activity you should have realised that setting executive pay is a 
complex process. It requires inputs from various roleplayers, and all these role players have 
to unanimously approve it. The purpose of including all these roleplayers is to maintain 
objectivity. This helps to prevent bias in the setting of executive pay.

450You have just learnt that setting executive pay is not as simple as it appears. You will now 
learn about the diff erent issues that need to be considered when determining executive 
pay.

8.4 KEY ISSUES IN EXECUTIVE PAY DETERMINATION

Study the following section in Workbook 8:

8.4 – Key issues in executive pay determination

451Executive remuneration is a sensitive issue, particularly as companies issue their annual 
reports complete with remuneration details of the top executives (Bussin 2011). The 
following issues surround public comment on executive pay:

 1. Do executives deserve the amounts paid to them?

 2. Is pay linked to performance and is this linked to appropriate performance measures?

 3. Is it ethical and are these payments fair?

452The main considerations in executive remuneration are the organisation’s ability to:

• attract and retain top executives – thus lucrative remuneration for top executives is vital

• justify the income disparity between executives and non-executive employees – we 

have touched on this issue throughout this workbook

• deal with the lay-off  of non-executive employees – there are various reasons for these 

lay-off s, such as global competition, mergers and acquisitions

8.4.1 Do executives deserve the amounts paid?

453Most people don’t dispute that top executives of multi-billion rand enterprises should 
be remunerated handsomely for performing an extremely stressful and demanding job. 
After all, not just anybody could do the job. CEOs shoulder far more responsibility (for 
far more people) than celebrities do, and often have a shorter “shelf-life” thanks to the 
highly stressful nature of the job.
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454There are various perspectives in this regard, and it is an area that is often exaggerated 
(Bussin 2011). The fi rst concerns the essential issue of supply and demand. There is 
general agreement that there are unique competencies and skills required to succeed in 
organisational leadership roles. This clearly means that the available talent pool is select 
and limited. In the executive labour market, the bar for success has been set higher as 
a result of the growing levels of competition (and related performance requirements) 
following the rapid extension of global markets and ongoing deregulation of industries 
(e.g. utilities and telecommunications) (Bussin 2011).

455The second perspective has to do with whether or not executives have a measurable 
impact on the organisation’s business performance. Certainly, in the mind of some 
critics the emphasis on executives and their impact on performance is dominated by 
external circumstances, while managerial actions (such as quality of strategic planning) are 
important for the longer term. On this basis, executives clearly shape the future progress 
and success of their enterprises (Bussin 2011).

8.4.2 Is executive pay linked to performance and is this linked to 

appropriate performance measures?

456The second issue is whether you would agree with paying executives high salaries/
remuneration if this were not linked to performance. Reading various articles about CEO 
payment or golden parachute payments of companies such as ESKOM and SABC one 
starts to wonder whether pay is indeed linked to performance – and you will note that 
various criticisms have been levelled at the relationship between pay and performance. 
There are strong and growing demands worldwide to make a signifi cant proportion of 
executive pay contingent on performance. The question, however, is which performance 
measures ought to relate to executive reward? The majority of short-term (annual) incentive 
pay plans are based on performance against traditional fi nancial indices (e.g. operating 
income, earnings before interest, and tax and operating profi t after tax). Clearly, these 
are important in tracking an organisation’s success; however, they tend to emphasise 
singular aspects of performance and ignore the capital invested in the organisation. For 
this reason, a growing number of organisations are using fi nancial measures that relate 
to capital investment, typically return on capital employed (Bussin 2011).

8.4.3 Is executive pay ethical and is it fair?

457There are wide variations in salary and earnings, and widespread acceptance of high pay 
for soccer players (e.g. the likes of Siphiwe Tshabalala, Moeneeb Josephs, Teko Modise 
and Itumeleng Khune who were all earning between R130 000 and R200 000 a month, 
according to speculation, (http://www.iol.co.za/sport/soccer/bafana-stars-rolling-in-
the-moolah-1.998885) and the likes of rugby players (Bryan Habana and Jacque Fourie 
who previously signed contracts believed to be worth close to R4m with the Western 
Province Rugby Union, while the likes of Victor Matfi eld and John Smit earn close on R3m 
a season) (http://www.businessday.co.za/articles/Con-tent.aspx?id=91698). Why then has 
the topic of excessive executive remuneration become the subject of such intense public 
outcry? Partly, this is as a result of some high-profi le instances of executives receiving 
remuneration beyond the average person’s comprehension. However, at the heart of 
the issue is a question of ethics: How much should one individual, even a top executive, 
receive for an honest day’s work? What is fair?
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458Various factors feed the uproar over the amount of remuneration paid to top executives. 
First, even though many CEOs are honest and ethical and work tirelessly in the best 
interests of their organisations, many people feel that it is not fair and just for an executive 
to receive millions of rand in pay – and often millions more in severance – when the 
organisation is in actual fact losing money under their leadership. Second, as benefi ts 
to regular employees are reduced and real wages stagnate, the gap between executive 
and average employee salaries (as we have discussed earlier) becomes harder to accept. 
Third, when the structure and total amount of a CEO’s pay is undisclosed or diffi  cult to 
fi gure out, the organisation and the executive appear to have something to hide.

459So what can an organisation’s board do to demonstrate its willingness to act ethically in 
matters of executive remuneration? It can do the following:

• Identify the true remuneration being paid to an executive. Investigate and disclose 

retirement accounts and other forms of hidden pay-outs that exponentially increase 

an executive’s pay.

• Keep the remuneration committee independent. CEOs should not serve on the nomi-

nating committee nor should they have any infl uence over its members.

• Tie pay to performance. Performance should drive remuneration; if returns to share-

holders are minimal, or if the organisation is consistently losing money, executive pay 

should be aff ected as well.

• Recruit by character as well as by credentials. Screen potential CEOs about their sense 

of obligation to others and stewardship to the corporation.

• Avoid basing decisions on self-interest. Recognise that many board members are also 

CEOs who may fi nd it in their best fi nancial interests to see executive remuneration 

generally increase.

• Align remuneration with long-term strategic and economic goals.

460Now that you have studied the relevant sections of your workbook, you can apply what 
you have learnt in Activity 8.6.

Activity 8.6

Read the following article and answer the questions that follow:

Eskom CE Molefe earns almost R800 000 per month – excluding bonuses

Eskom chief executive Brian Molefe‚ who has steered the parastatal to almost 
11 months of no load shedding‚ has been rewarded with a total remuneration package 
worth R9.5 million for his eff orts.

This works out to a R792 000 monthly salary‚ excluding bonuses‚ which Molefe said 
would be refl ected in the organisation’s annual results for the current fi nancial year. 
Molefe was roped in from Transnet and he has helped to stabilise the electricity supply.

Eskom also had to dig deep to pay former chief executive Tshediso Matona and former 
fi nance director Tsholofelo Molefe following their resignations last year. Matona‚ who 
was the incumbent between September 2015 and 12 March 2016‚ was paid a total 
remuneration package worth R7 million for the less than six months he spent there.
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Matona and Molefe each received a salary worth R1 million. Molefe pocketed a total 
remuneration package worth R8 million. This resulted in the total remuneration package 
of the Eskom executive directors rocketing to R30 million from R8.1 million in the 
2014/15 fi nancial year. The directors and executives were in total paid R75 million from 
R51 million in the 2014/15 fi nancial year.

Eskom has received a R23 billion equity injection from government. The organisation for 
the period under review saw its profi ts rise by 2 209% to R4.6 billion from R200 million.

Source: http://www.sowetanlive.co.za/news/2016/07/05/eskom-ce-molefe-earns-al-

most-r800000-per-month—excluding-bonuses (accessed 01 September 2016)

(1) Seeing that Chief Executive Brian Molefe helped to prevent load shedding for 11 

months, do you think his remuneration is justifi ed? Give reasons for your answer.

(2) Do you think the amount paid to Tshediso Matona was justifi ed? Give reasons for 

your answer.

(3) If you think about the recent strikes in the country that were related to service de-

livery – water, electricity and health services – do you think that Eskom’s executives 

are paid too much? Give reasons for your answer.

Feedback

Although most of the questions were based on your personal opinion, the purpose of this 
activity was to get you to think about how Eskom structures its executive remuneration. You 
should have been able to provide the following answers:

(1) You could have answered this question in two ways.

(a) Yes, I think the remuneration Brian Molefe received was justifi ed, since it was a very 

big task to stop load shedding and help stabilise the electricity supply. The respon-

sibility fell on him to do this, where others have failed, so therefore he should be 

remunerated accordingly.

(b) No, I think Brian Molefe received too much money. Even though he did a good job 

at Eskom no amount of eff ort is worth that much money.

(2) Once again, this question is about your opinion. You could have answered in one of the 

following ways:

(a) Yes, I think Tshediso Matona received a fair amount of money; it is hard work to be 

a chief executive, even if only for six months.

(b) No, I don’t think the amount of money paid to Tshediso Matona is justifi ed, R7 mil-

lion for just six months is an exorbitant amount. The money could have been better 

spent upgrading silos or power plants.

(3) You could have answered this questions in two ways:

(a) Yes, I think Eskom’s executives are paid too much, since there is a lot of work and 

maintenance that needs to be done on silos, power plants and alternative energy 

sources, and the money could have been better spent there. Eskom also received an 

equity injection of R23 billion from government and this money should have been 

better used to improve Eskom’s facilities and provide electricity to every household, 

instead of being paid out in exorbitant bonuses.

(b) No, I don’t think Eskom’s executives are paid too much; they need to work hard to 

keep the electricity supply stable. They deserve to be paid a lot of money for such 

a stressful job.
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461In section 3 of this workbook you learnt about the various roleplayers that are responsible 
for setting executive pay. One of these roleplayers is a remuneration committee. You will 
be learning more about remuneration committees in the next section.

8.5 REMUNERATION COMMITTEES

Study the following section in Workbook 8:

8.5 – Remuneration committees

462You are probably wondering why an organisation needs a remuneration committee. 
The answer to this question is twofold. Firstly, such a committee addresses governance 
issues and, secondly, it aims to restore investor confi dence. Non-executive directors 
and remuneration committees (RemCos) are playing an increasingly important role as 
organisations focus on issues of corporate governance. Rules and practices in remuneration 
and disclosure can facilitate or inhibit the eff ective operation of governance.

463The collapse of major organisations has put certain ethical dilemmas regarding executive 
pay practices into the spotlight. To restore investor confi dence, good remuneration 
governance is important. And this is where the RemCo comes in. Generally speaking, 
high-level credible remuneration committees provide stakeholders with a measure of 
comfort when it comes to good remuneration governance. It is also widely believed that 
the combined knowledge and experience of a diverse group of RemCo members also 
leads to better solutions (Bussin 2011).

464I will now briefl y explain how a RemCo functions. The committee will report to and derive 
its powers from the board of directors, and conducts all of its proceedings subject to the 
authority of the board of directors.

8.5.1 Membership of RemCo

465Members of RemCo are appointed by the board of directors, and continue to act until 
they resign or are removed from offi  ce. The committee comprises no fewer than three 
serving directors of the organisation. The majority of the members, including the chairman, 
are non-executive directors. The question here is where does the CEO (and other senior 
management) fi t into the RemCo and what infl uence do they have? Bussin (2011) deals 
with this issue by pointing out the following world trends:

• RemCo is a sub-committee of the full board and is answerable to the full board.

• The chairperson typically controls board meetings where RemCo’s recommendations 

are considered and approved or not approved.

• The CEO attends RemCo by invitation and does not have any vote on RemCo.

• When RemCo discusses CEO pay, the CEO is excused. Typically, the company secretary 

taking the RemCo minutes will also be excused when the CEO’s pay is discussed.
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8.5.2 High-level duties of a RemCo

466RemCos have several high-level duties, which are as follows (Bussin 2011):

• adherence to good corporate procedural rules

• knowledge of the big picture

• decision on how much remuneration is enough

• review of programmes from the shareholders’ perspectives

• review of complex plans and programmes

• review of controversial plans and programmes

8.5.3 Powers of RemCo

467The members of the committee should have full access to all fi nancial information 

contained in the books and records of the organisation, including the personnel records 

of an employee for whom the committee will be making pay recommendations. The 

committee may also appoint external consultants for the purpose of obtaining salary 

survey information and assisting in the conducting of the peer review. The committee 

may also consult with the organisation’s attorneys and its auditors where necessary. In 

addition, the committee is empowered to obtain the assistance of the HR executive or 

department in obtaining the relevant information (Bussin 2011).

8.5.4 Proceedings of RemCo

468The chairman is responsible for convening the committee, maintaining the minutes 

and copies of all reports and data used by the committee in reaching its decisions. The 

chairman is also responsible for communicating any decisions made by the RemCo to 

the board, where applicable (Bussin 2011).

469Table 8.1 provides a summary of the structure of a typical RemCo.

Table 8.1: Structure of a typical RemCo

Item Global Practice

1 Authority RemCo is a sub-committee of the main board, mandated by the 
board to debate and investigate issues of remuneration and bring 
proposals back to the board for approval.

2 Members Members should be independent and external to the organisation. 
By implication, the chairperson should be external to the 
organisation.

3 RemCo size This depends on the size of the organisation but is typically 3 to 5 
members.

4 Scope of work This depends on the maturity of management but this would 
typically include decisions on executive remuneration (CEO and 
fi rst-line reports, or top, say 50), share schemes, incentive schemes, 
group benefi t schemes, succession plans, mandated pay increase 
percentages, payment of non-executive directors.

5 Frequency of 
meetings

Two to three times a year
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6 Payment Common alternatives include (1) fees for attending, (2) retainer, (3) 
combination of retainer and fees. The combination approach seems 
to be the trend. There is a premium for chairing the committee, in the 
order of 40% to 100%.

7 Performance 
payment

There has been considerable debate recently following Warren 
Buff et’s article on how he has made the members of the board of 
Coca Cola “earn” their pay by removing their fi xed fees and giving 
them shares only. In South Africa there are no reported bonus 
schemes for non-executive directors but a minority of organisations 
allows shares or share purchase schemes.

8 Reporting In SA, the chairperson of a RemCo generally provides an executive 
summary for inclusion in the annual fi nancial statements. The names 
of RemCo members are generally published in the annual fi nancial 
statements for listed organisations.

Source: Bussin (2011)

470You will now have an opportunity to apply what you have learnt in the following activity.

Activity 8.7

What can an organisation do to make the function of the RemCo consistent with 
shareholders’ interest? Explain your answer.

Feedback

A remuneration committee is made up of members within and outside the organisation, also 
known as the board of directors. The board of directors represents shareholders’ interests 
by weighing up the pros and cons of top executive decisions. Board members include CEOs 
and top executives of other successful companies, distinguished community leaders, well-
regarded professionals, and possibly a few top-level executives of the organisation. The best 
way for a remuneration committee to take decisions that are consistent with the shareholders’ 
interests is to listen to shareholder pleas and reactions to certain decisions, as well as perform 
the fi rst three duties of being a remuneration committee. These three duties are reviewing 
the alternative recommendations of consultants, discussing the assets and liabilities of the 
recommendations and, fi nally, recommending the consultants’ best proposal to the board 
of directors for its consideration.

8.6 SUMMARY

471In this workbook you were introduced to the process of setting executive remuneration. 
You learnt about who is responsible for setting executive pay and what role each party 
plays. You had to think critically about the way in which executives are paid. You also learnt 
about the diff erent theories for setting executive remuneration from your prescribed 
book. Now that you have learnt about executive remuneration, I will move on to the next 
part of this topic, which is remunerating the fl exible workforce. You will learn about this 
in the next workbook.
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8.7 SELF-ASSESSMENT

You will recall that in the Preface I mentioned that I would be following a diff erent 
approach in this module. Self-assessment questions will therefore be provided at the end 
of each topic and not at the end of each workbook. The purpose of this is to facilitate an 
integrated assessment approach. This will enable you to gain a better understanding of 
how all the theory in each topic fi ts together. Self-assessment questions on Topic 4 will 
be provided at the end of Workbook 09. These self-assessment questions will cover the 
theory you have learnt in Workbooks 08 and 09.
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As indicated below, you are now busy with Workbook 09, which is the fi nal workbook 
for this module.
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476In this workbook I refer to chapter 8 in the prescribed book. You will also have to study 
some sections of this workbook which are not available in the prescribed book. Use the 
workbook and the relevant chapter in conjunction with each other. The study material 
for Workbook 09 is illustrated in the diagram below:

477

9.1 INTRODUCTION

478In this workbook you will be learning about how the contingent workforce is remunerated. 
You are probably wondering why you are learning about this but it is a very relevant topic. 
Most, if not all, organisations nowadays make use of a contingent workforce. Organisations 
employ interns and part-time employees as well as frequently making use of independent 
contractors/consultants and outsourced employees. Organisations need to know how to 
remunerate these employees from a legal point of view.

479Many organisations are making use of a contingent workforce as a way to cut costs and 
improve their profi tability. You can see that even big organisations (like Massmart in 
Activity 9.1 below) make use of a contingent workforce. Such an arrangement allows 
some organisations to maximise the fl exibility of their workforce. This happens especially 
where jobs require someone to be present to do the job 24 hours a day, thus allowing 
employees to work in shifts. Take security guards, for example.

480This workbook looks at remuneration issues for the contingent workforce and highlights 
the fact that remunerating the contingent workforce is not as simple as it seems. There 
are numerous factors to take into account. In the previous workbooks you learnt about 
pay-for-performance plans and employee benefi ts that can create value for employees. 
These arrangements are directed at core employees, however. Core employees have full-
time jobs. In the South African context, they work 40 hours a week and are permanently 
employed by in an organisation, which means they have consistent working hours and 
remuneration. Remuneration practices for the contingent workforce diff er somewhat 
from those applied to core employees.

481You will recall that at the beginning of this topic I indicated that you would be learning about 
various contemporary advances in strategic remuneration. In Workbook 01 I discussed how 
the workforce has changed and how organisations need to use remuneration strategically 
to remain competitive. In this workbook you will also be learning about various fl exible 
work practices that organisations can use to provide their employees with greater fl exibility. 
These will enable such employees to balance the demands of family and work.
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9.2 KEY CONCEPTS

The important key concepts in this workbook are: 

• contingent employees
• casual employee
• temporary employee
• permanent employee
• occasional employees
• part-time employees

• independent contractors
• interns
• fl exitime schedules
• compressed work weeks
• tele-working
• working at home

482Before I continue with Workbook 09, please do the following activity.

Activity 9.1

Read the following paragraph and answer the questions that follow:

Massmart employs a total of 28 687 employees broken down as follows:

Full-time employees:

• 18 400 in South Africa
• 963 in other African countries including Mauritius

Part-time/contract employees:

• 8 945 in South Africa
• 379 in other African countries and Mauritius

Benefi ts provided to full-time employees that are not provided to temporary or part-
time employees. Our part-time employees are excluded from the following list of 
benefi ts that are available to the majority of full-time employees:

• life insurance
• disability insurance
• private medical benefi ts
• free HIV/AIDS testing and treatment
• maternity/paternity leave
• retirement or provident fund membership
• bursary programme
• share ownership
• staff  discounts
• shrinkage bonus
• incentive and corporate accountability bonuses

Source: http://www.massmart.co.za/sustainability/GRI/labour_practices.asp (accessed on 

24 January 2011)

(1) Why do you think full-time employees and temporary/part-time employees receive 

diff erent benefi ts?

(2) How would an employer deal with the inequity that occurs when two employees 

do the same work, but the permanent employee receives a higher salary and more 

benefi ts?

483

484
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Feedback

In Topic 2 we pointed out that diff erent levels of positions have diff erent salary levels. The 

same applies to the “type” of position, in other words whether it is a full-time or a temporary 

position. Owing to the nature of the diff erent types of position, there are diff erences in the 

benefi ts they receive as well. This will, however, diff er from organisation to organisation. A 

major remuneration challenge for contingent workers is identifying ways to deal with equity 

problems (as we will discuss below). Contingent workers may work alongside permanent 

employees yet often receive lower salaries and benefi ts for the same work. Employers can deal 

with this potential source of inequity by viewing contingent workers as a pool of candidates 

for more permanent hiring status. High performers may be moved off  contingent status and 

aff orded more employment stability.

486Now that you have completed Activity 9.1 let’s start by examining what the contingent 
workforce is.

9.3 THE CONTINGENT WORKFORCE

Study the following sections in chapter 8 and Workbook 09:

8.4 – Remuneration for special groups (paragraph on contingent employees only)

9.3 – The contingent workforce

Contingent employees are a growing workforce that includes fl exible workers, temporaries, 
part-time employees and the independent contractors whose employment is of a limited 
duration.

Milkovich, Newman & Gerhart (2010:653)

9.3.1 What is a contingent workforce?

487In order for you to understand exactly what a contingent worker is I will fi rst defi ne what 
exactly an employee is. In terms of the Labour Relations Act (LRA) 66 of 1995, as amended, 
a person is seen as an employee if one or more of the following factors are present:

• The way in which a person works is controlled or directed by another person, like a 

manager or supervisor.

• The person’s working hours are controlled or directed by another person.

• In the case of a person who works for an organisation, the person forms part of that 

organisation.

• The person has worked for that other person or organisation for an average of at least 

40 hours per month over the last three months.

• The person is economically dependent on the other person or organisation for which 

he or she works or renders services.

• The person is provided with the tools of trade or work equipment by the other person 

or organisation.

• The person only works for or renders services to one person or organisation.
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488A note of caution: All employees who work more than 24 hours per month fall under 
the conditions as outlined in the Basic Conditions of Employment Act (BCEA) – whether 
they’re on contract for a specifi c period or for a specifi c project or purpose, or employed 
full time. This means that such workers are entitled to be paid, take annual leave, take 
sick leave and to receive overtime (in payment or in paid time off ).

489In the past, the term “temps” was used by organisations to refer to workers who, unlike 
permanent employees, only worked at an organisation on a temporary basis, for instance 
clerical workers hired for a few weeks to handle a seasonal rush. Now HR talks about the 
“contingent workforce”. “Contingent” is just another word for a “temp” employee.

9.3.2 Types of contingent workers

490An employment relationship may be established on a casual, temporary or permanent 
basis.

• A casual employee is someone who is employed to do a once-off  job. Once the work 

has been completed and the employee has been paid, the employment relationship 

ends.

• A temporary employee is someone who is employed for a fi xed time period or for a 

specifi c task only – once that task has been completed, the employment relationship 

ends.

• A permanent employee is someone who is employed with the intention of there 

being an ongoing employment relationship; in other words for an indefi nite period. 

This permanent, ongoing relationship may be full time or part time.

491There are also non-standard forms of employment such as independent contractors and 
occasional employees.

492The following types of contingent worker are most common in South Africa:

• occasional employees

• part-time employees

• temporary/fi xed-term employees

• independent contractors/consultants

• interns

493I will now discuss each of these types of contingent employee in the table below.

Table 9.1: Types of contingent employee

Type of contingent 
employee

Defi nition 

Occasional employees These are employees who are often referred to as “a casual”. None of 
South Africa’s labour statutes refer to “casual” employees. The BCEA 
only refers to “employees who work less than 24 hours in a month”.

Part-time employees A part-time employee is someone who works shorter hours than 
the general workforce (45 hours per week). Such cases include the 
following:

• An employee who normally works only one, two, three or four 
days per week where the other employees normally work fi ve 
days per week; for example, a nursing sister who attends to staff  
on Tuesdays and Wednesdays.
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• An employee who works some or all of the normal working week, 
but works only half a day, such as a half-day secretary.

An employee who works one week every month, such as a part-time 
accountant.

Temporary/fi xed-term 
employees

A temporary employee or fi xed-term contract employee is one who 
works under a limited duration contract. This means the contract either

• specifi es the date of expiry of the employment term, or
• it specifi es some circumstance that will bring the contract to an 

end. This must be something specifi c. It could be the completion 
of a particular project or the return of the permanent incumbent 
from leave. This terminating circumstance must not be something 
arbitrary, vague or unspecifi c such as “your fi xed-term contract will 
end when we no longer require your services”.

Independent 
contractors/consultants

An independent contractor is loyal to a contract rather than to an 
employer and maintains all of his own equipment and uses it to carry 
out the single task that is given to him/her in terms of this contract, 
while benefi ting his/her own business. The contractor provides his/
her own equipment in order to complete the service which is being 
rendered to the employer. Payment is not received on an ongoing basis 
as would the salary of an employee. Rather, on completion of the task 
that he/she is contracted to complete, the independent contractor 
issues the organisation with an invoice to be paid. A typical example 
of an independent contractor is the external plumber who is called 
out to attend to a leaky tap. 

Interns Interns are students who work for an organisation for either no salary 
or a reduced salary to gain work experience. These interns may work 
full-time or part-time, but they are likely to work for only a short period, 
in some instances one year. Interns are contingent workers because 
they provide an organisation with staffi  ng fl exibility. In addition, the 
organisation may choose to off er the intern full-time employment at 
the end of the internship. 

494Now that you have studied the diff erent types of contingent worker, you can apply what 
you have learnt in Activity 9.2.

Activity 9.2

Read the article below and answer the questions that follow.

Benefi ts of becoming a contingent worker

Employment opportunities in South Africa are hard to come by and with an unemployment rate 
of around 25%, many people are exploring alternatives to traditional permanent positions. “The 
hiring of contingent workers is one of the biggest growing trends in the workplace, both locally 
and globally” explains Kay Vittee, CEO of Kelly – South Africa’s fi rst recruitment agency of choice 
for rapid permanent and contingency staffi  ng solutions.

“There are a number of benefi ts to being a contingent employee,” says Vittee. She elaborates on 
some of these below:

Build your skills:

Having the opportunity to work on diff erent projects means that you get to make use of your
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current skills and add to them with each assignment. Having new skills and an array of experiences 
will add enormously to your CV and make you more marketable.

Experience an array of employers:

By taking the contingent route, you’ll get to showcase your skills at a variety of organisations and, 
in the process, identify which type of organisation suits you best. This will not only give you an 
idea of where you would like to work on your next assignment but, if there is a mutual fi t between 
contingent worker and organisation, there is a good chance of you getting a more permanent 
position as both parties will have had the chance to “try before they buy”.

An easier in and out:

With many South Africans struggling to fi nd permanent employment, coupled with companies 
reporting that there is a skills shortage, being a contingency worker makes sense. On top of 
enabling skilled people to fi nd jobs and giving companies access to top talent as and when they 
need it, contingency work lets employees move on swiftly if the position no longer suits them as 
a result of factors like the nature of the assignment or even offi  ce politics.

Source: http://www.skillsportal.co.za/content/benefi ts-becoming-contingent-worker (accessed 3 October 

2016)

(1) After reading the above article, would you consider becoming a contingent employee? 

Explain why or why not.

Discussion forum

In order to do this activity, go to the Discussion Forums tool on the HRM3705 myUnisa 
module site and access Forum 1: Workbook 09, Activity 9.2. Complete this activity by 
sharing your answers with your fellow students online.

Take note

Although no formal marks will be allocated for your participation in this activity, you 
should reap the benefi ts of participating by gaining a deeper understanding of this 
aspect. Feedback on this activity will be provided in the discussion forum once the 
activity has been completed.

495You should now have a good understanding of what the contingent workforce is and the 
diff erent types of contingent employee. You will now learn how the contingent workforce 
is remunerated and the types of benefi t they receive.

9.4 PAY AND EMPLOYEE BENEFITS FOR CONTINGENT 

WORKERS

Study the following section in Workbook 09:

9.4 – Pay and employee benefi ts for contingent workers
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496Pay for the contingent workforce varies. Organisations should carefully draft all benefi t 
plans to specifi cally exclude all contingent workers that they do not intend to cover under 
the plan. In doing so, the organisation should fi rst consult with its legal department to 
ensure that it is permissible to exclude certain groups of employees from any selected 
benefi t plan.

497The rights of temporary employees (working more than 24 hours per month for an 
employer) are protected and upheld by the BCEA and other labour law. They are entitled 
to the stipulated annual leave, sick leave and family responsibility leave. They are also 
entitled to overtime and public holiday pay based on their scheduled working hours. 
Although there is no direct employment contract between the temporary employee and 
the client, both the temporary employment agency and the client are responsible for 
the adherence to the BCEA. If a person (not an independent subcontractor) works for a 
temporary employment service, the temporary employment service is their employer. It 
should be noted that all temporary staff  are entitled to the same fair labour policies and 
procedures that permanent employees are entitled to. All temporary employees have 
access to the CCMA.

498Let’s take a look at table 9.2 below to see the diff erences in pay and benefi ts for the 
diff erent types of contingent worker.

Table 9.2: Pay and benefi ts for the diff erent types of contingent worker

Diff erent types of contingent worker Diff erences in pay and benefi ts

Occasional employees (who work less than 
24 hours per month)

Not protected by the BCEA. In other words, 
minimum standards in respect of working 
hours and leave benefi ts do not apply to 
these workers. However, the employee is still 
regarded as an employee for the purposes of 
the LRA, so has, for example, the right not to 
be unfairly dismissed.

Temporary or part-time employees These employees often receive fewer or no 
benefi ts from their employer, which results in 
a cost saving for the organisation. Additionally, 
these employees may be scheduled to meet 
particular peak needs for the organisation. 
When it comes to the pay and benefi ts of part-
time employees, organisations are faced with 
the following challenges:

• Should companies pay part-time workers on 
an hourly basis or a salary basis?

• Will equity problems arise between core 
employees and part-time employees?

• Should companies off er part-time workers 
benefi ts?

499Pay

Part-time employees earn on average less than 
core employees.
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Employee benefi ts

According to the BCEA, part-time employees 
who work more than 24 hours per month 
are entitled to sick and annual leave on the 
following basis:

• One (1) day annual leave for every 17 
days worked or 1 hour for every 17 hours 
worked.

• Sick leave – the number of days the 
employee works in a six-week period 
determines the number of paid sick leave 
days s/he can claim.

• Family responsibility leave: If the employee 
has worked for an organisation for longer 
than four months and works for at least 
four days a week, he or she may take three 
days paid family responsibility leave during 
each year of employment.

South African law does not exclude temporary 
staff  or part-time employees from becoming 
members of a retirement fund, but generally 
this group has not joined funds because of the 
high turnover in employment and the resultant 
high costs involved. In most instances, 
fund administrators restrict membership to 
permanent full-time employees. However, this 
practice is changing, especially as far as part-
time employees are concerned, as they are 
demanding similar benefi ts to those available 
to full-time staff . Note that the defi nition of 
an employee in the LRA does not distinguish 
between full-time and part-time staff  and, 
thus, both should be treated equally. Currently, 
temporary employment agencies (labour 
brokers) are responsible for complying with all 
employment legislation.

Independent contractors or consultants • Since independent contractors are excluded 
from the BCEA and the LRA they are not 
entitled to annual leave or sick leave, and 
nor may they claim unfair dismissal.

• As independent contractors invoice the 
employer each month for their services 
and are paid accordingly, they will not be 
subjected to the usual “employment’’ matters 
such as the deduction of PAYE or UIF from 
their invoice, they will not receive a car 
allowance, annual leave, sick leave, a 13th 
cheque and so on.



 161 HRM3705/1

Interns Pay and benefi ts of intern employees will be 
regulated by the organisation’s policies. An 
organisation will look at what the relevant 
market is paying their interns when off ering 
interns salaries and benefi ts – this will ensure 
that they are competitive and in line with what 
the market is paying.

500You will now learn about the advantages and disadvantages of employing a contingent 
workforce.

9.5 ADVANTAGES AND DISADVANTAGES OF EMPLOYING A 

CONTINGENT WORKFORCE

Study the following section in Workbook 09:

9.5 – Advantages and disadvantages of employing a contingent workforce

Table 9.3: Advantages and disadvantages of employing a contingent workforce

Advantages Disadvantages

• Staffi  ng fl exibility for the organisation:

It can appoint new staff  quickly, as well as 
appoint employees who have skills that 
are not present in its core workforce.

• Reduced costs for the organisation:

Contingent workers are often less 
expensive in terms of salary and benefi ts. 
Contingent workers are only employed 
as and when they are needed – there 
are therefore fewer costs associated with 
carrying a large labour surplus.

• Lower expectations:

When contingent workers are hired 
they know upfront that they are assured 
employment only up to their contracted 
date.

• Easier to fi nd:

As other companies lay off  and the 
unemployment rate rises, there are many 
more highly qualifi ed individuals willing to 
accept contingent positions.

• Easier to add:

Because they don’t count as headcount, 
a new contingent employee can often be 
added when there is an immediate need

• Contingent employees lack commitment 
to the organisation when compared to core 
workers.

• Contingent workers have a higher turnover 
rate and may also pose a security risk.

• While some contingent employees have 
specialised skills, many are lacking in this 
regard.

• Contingent workers are likely to fi nd it 
diffi  cult to integrate into the organisation 
and may suff er from lower morale.

• Core employees may feel threatened by the 
presence of contingent employees, resent any 
lack of skill they may have, or even overlook 
them due to their short employment. Thus, 
core and contingent employees may have 
more diffi  culty collaborating.
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in a specifi c area, even when there is a 
headcount freeze.

• Only when you need them: 

Talent and skills can be added but then 
released quickly when they are no longer 
needed.

• Redeployment:

Contingent employees can sometimes 
be designated as “fl oaters” and thus be 
available for redeployment to fi ll short-
term needs.

• Better assessment:

Hiring workers on a contingent basis 
allows the organisation to assess them “on 
the job”, and they can keep only the best.

• Legal issues:

There is less of a probability of legal action 
when an organisation releases contract 
workers.

501Historically, temporary employees have been used to substitute employees who are on 

leave, to fi ll in for a short time while the organisation screens applicants to hire a new 

core employee, and to expand an organisation’s short-term ability to handle an increased 

volume in jobs that are peripheral to the core activities. This picture is changing in that more 

often contingent employees are being used in what previously were core organisational 

jobs. This can have an impact on morale because both contingent and core employees 

may be working side by side on the same job, but under diff erent remuneration and 

benefi ts terms. In addition, contingent employees may not get the same training, thereby 

aff ecting the risk level of some jobs.

502You should now have a good understanding of what the contingent workforce is and 

how it is remunerated. You will now be learning about fl exible work. The term “fl exible 

work” covers all the innovative ways employers and employees can agree to structure 

work to accommodate business and individual needs, whether it is in terms of working 

hours, locations, or patterns of work. Flexible working represents an opportunity for both 

organisations and employees to improve the eff ectiveness of working in their organisation. 

Allowing staff  to work fl exibly has become a key factor when recruiting, retaining and 

engaging employees.

9.6 FLEXIBLE WORK

Study the following section in Workbook 09:

9.6 – Flexible work schedules
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503There is no denying that allowing staff  the opportunity to work fl exibly is becoming key 
in recruiting, retaining and engaging employees. Flexible working was traditionally seen 
as a “working mother’’ phenomenon, but this is all changing. More and more people are 
looking for fl exibility in their jobs and, if they cannot get it at their current employment, are 
looking elsewhere. The skills shortage is occurring throughout the world and organisations 
have to think of innovative ways to retain talent. Research has shown that fl exibility is a 
strategy that can provide organisations with a competitive edge to get and keep skilled 
people, not to mention a way of cutting costs in these challenging times.

Refl ection

Remember in Workbook 1, Activity 1.4, you were asked to think of reasons why the 
workforce is remunerated diff erently? Try to think about why employees would want 
or need fl exible schedules and why would organisations be willing to accommodate 
them? Do you have friends or family that work from home or don’t work typical business 
hours? What are the reasons for this? What are the benefi ts for both the employees and 
the organisation?

504WHAT ARE FLEXIBLE WORK SCHEDULES?

505Flexible work practices refer to all those employment arrangements which are an alternative 
to an eight-to-fi ve working day. Such arrangements seek to balance the employer’s business 
interests with the family and professional interests of employees, whilst enhancing the 
organisation’s eff ectiveness. These arrangements can include fl exitime schedules, a 
compressed work week, teleworking/telecommuting and working at home.

506

Figure 9.1: Flexible work practices

507The various fl exible work practices will now be discussed in detail:

• Flexitime. Flexitime is a type of fl exible work arrangement that allows employees to 

vary their work schedules within certain ranges and dimensions, according to their 

individual needs. Unlike other fl exible work arrangements, fl exitime focuses exclusively 

on the work schedule and does not alter the location of work or the total number of 

hours worked. Although there is no true “standard” work schedule, the traditional 
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work day is defi ned as a forty-hour week, Monday through to Friday, and usually 8:00 

to 16:00 in South Africa. Flexitime allows employees to break from the standard work 

schedule by starting the work day early and ending early, starting late and ending late, 

or taking breaks during the day and making up the time at the beginning or end of the 

day. Several key dimensions of fl exitime have been identifi ed, such as the following:

 – core hours (the daily hours during which employees must be at work)

 – bandwidth (the earliest and latest starting and stopping times to which employees 

can adjust their schedules)

 – schedule fl exibility, that is, the ability to change starting and stopping times from 

day to day and week to week without prior approval from supervisors (Nzimande 

2008)

508Variations in fl exitime policies are determined by the organisation and generally concern 
the extent of control that employees have over their schedules. Employees or employers 
may control how often schedules can be altered, variability in the length of the working 
day, and core time when all employees are required to be at work. An individual’s work 
situation is also an important point to consider in understanding fl exitime. The suitability 
of fl exitime may vary for individuals depending on factors such as their job or hierarchical 
level in the organisation. Some jobs, for instance those with set customer service hours 
or those in production, may have limited compatibility with fl exitime. Flexitime may 
be less useful to higher-level employees, as they often have inherent fl exibility in their 
jobs. Thus, fl exitime would be more benefi cial to lower-level employees with more rigid 
schedules (Nzimande 2008). The use of fl exitime as an alternative work arrangement 
has disadvantages and advantages for both employers and employees. Some of these 
advantages and disadvantages are outlined in the table below.

Table 9.4: Advantages and disadvantages of fl exitime

Advantages Disadvantages

Employer:

• saves costs that would be incurred through 
overtime and short-time work payments

• can improve delivery time and respon-
siveness to customer demands

• better adaptability of the workforce to the 
workload

• increases employee motivation which leads 
to higher productivity

Employer:

• loss of direct supervision over working hours
• the increase in working hour fl exibility might 

be accompanied by a greater complexity in 
scheduling work

• possible employee resistance during 
the implementation of fl exitime. Some 
employees may initially resist this form of 
work arrangement.

Employees:

• greater control over their work schedules
• additional days off  for further training, child-

care and holidays
• a better balance between work, family and 

private life
• the payment of a consistent wage despite 

variations in working hours

Employees:

• a danger of overload time accounts, such 
that employees are unable to use much of 
their accumulated time off . This is counter- 
productive because employees become 
overworked, leading to higher absenteeism, 
increased illness and reduced motivation

• limits on control over work schedules. 
Unforeseeable fl uctuations in workload may 
not allow employees to take accumulated 
time off  as they wish

Source: Adapted from Nzimande (2008:14–15)
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• Compressed work week: Under this arrangement, employees typically work a standard 

work week (usually a 40-hour week) but may only work three or four days of the week. 

This requires them to put in more working hours per day in fewer working days. In 

South Africa, the compressed work week is regulated in section 11 of the BCEA, which 

states the following: “An agreement in writing may require or permit an employee to 

work up to twelve hours in a day, inclusive of the meal intervals required in terms of 

Section 14, without receiving overtime pay” (BCEA 1997, s 11(1)).

• Teleworking/telecommuting: In this instance an employee uses a computer or telephone 

to work at a location other than the offi  ce. Like home-working they are only paid for 

the hours that they work. The use of technology has given employees the chance to 

work from diff erent locations, but this comes with some challenges. These employees 

could be left out of decisions pertaining to promotions (Robbins 1998). Teleworking 

can be considered in the same manner as working from home.

• Working from home: Home-working refers to people who work away from the work 

site, using an increasing range of electronic tools for communication and to do their 

work. Such work can be done in a number of ways including setting people up with 

remote access and an organisation computer at home with a duplicate offi  ce so they 

have two offi  ces: a home offi  ce and access to an offi  ce-based hot desk. Working away 

from the offi  ce can be occasional, for example while caring for someone who is ill, 

to complete a particular project, or as a regular component of a job for all or part of the 

week or month. There are a number of considerations that must be made before this 

fl exible work arrangement can be adopted and implemented. Generally, the arrange-

ment needs to suit the job and the person, and the job needs to be clearly defi ned with 

agreed outputs and performance objectives. There must be agreement on whether 

employees will be available by phone and when, how they will schedule their work, 

and what the expectations are with regard to attending meetings (Nzimande 2008).

Activity 9.3

What impact do you think fl exible work practices will have on the following?

• employees’ commitment to their employer

• employee productivity

• organisation effectiveness

Feedback

You will recall that companies use fl exible work practices to help employees balance the 
demands of work and home life. Flexitime, compressed work weeks, and telecommuting 
should provide single parents or dual-career parents with the opportunity to schedule work 
around, for example, special events at their children’s schools. Compressed work weeks enable 
parents on limited incomes to save on day-care costs by reducing the number of days at the 
offi  ce. Parents can benefi t from telecommuting in a similar fashion. Likewise, dual-career 
couples living apart also benefi t from fl exible work schedules. Compressed work weeks and 
telecommuting reduce the time spouses have to spend away from each other. As a result, 
employees are potentially happier and at ease when they come to work, greatly increasing 
work productivity and overall organisational eff ectiveness. An employee’s commitment to 
their employer will also be relatively high as they are appreciative of the organisation’s policies 
and its regard for the employee’s life at home.
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9.7 SUMMARY

509In this workbook you were introduced to the contingent workforce and what this entails for 
an organisation. You also learnt the diff erence between core and contingent employees. 
You then explored the way in which the contingent workforce is remunerated and 
what type of benefi ts they are entitled to. You also learnt about the advantages and 
disadvantages of employing a contingent workforce. After studying this workbook, you 
should realise that remunerating the contingent workforce is a complex task.

9.8 INTEGRATED SELF-ASSESSMENT FOR TOPIC 4

510You will recall that in the Preface we mentioned that we will be following a diff erent 
approach in this module. Self-assessment questions will therefore appear at the end of 
each topic and not at the end of each workbook. The purpose of this is to facilitate an 
integrated assessment approach. This will enable you to gain a better understanding of 
how all the theory in each topic fi ts together. The following self-assessment questions 
incorporate the theory that you have learnt in Topic 4, namely, in Workbooks 08 and 09.

Self-assessment questions

Question 1

This question is based on the following scenario:

South Africa has one of the biggest pay gaps in the world, where chief executives get 
paid on average 140 times more than the average employee. According to one of South 
Africa’s richest men (and biggest earners), Johann Rupert, executive salaries in South 
Africa are justifi ed, considering the value they bring to the companies they manage.

“It’s almost impossible to pay a top executive well enough,” Rupert said in an interview 
with the Rand Daily Mail. “Take (Shoprite CEO) Whitey Basson: how can anyone tell me 
that Whitey is paid too much, considering the wealth he’s created for shareholders? 
The value is refl ected in Shoprite’s share price. Shoprite’s share price is currently R167.00 
and ten years ago it was R18.50.”

Adapted from: http://businesstech.co.za/news/business/103677/highest-paid-bosses-
in-south-africa/ (accessed on 16 May 2016).

Is executive pay justifi able? Give reasons for your answer based on the above extract/
your own opinion and what you have learnt about executive pay.  [5]
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Question 2

Compensation for the contingent workforce varies. Discuss the pay and benefi ts for the 
following types of contingent workers:

• part-time employees   [5]

• interns   [2]

Question 3

Discuss the key players in setting executive pay and discuss the diff erent roles they play 
in detail.  [10] 

Question 4

Provide a theoretical explanation for setting executive pay.  [10]

Feedback

Question 1

This is a good example of an application question. This question required you to fi rstly provide 
your own opinion about executive pay based on what you have learnt in Workbook 08. You 
should have fi rstly indicated whether executive pay is justifi able or not. You should then have 
substantiated your answer based on your opinion and the theory on executive pay (5 marks).

Question 2

In order to answer this question you had to refer to section 9.4 and table 9.2 in Workbook 09. 
First you had to discuss the pay and benefi ts for part-time employees (5 marks). Then you had 
to discuss the pay and benefi t for interns (2 marks).

Question 3

To answer this question you had to refer to section 8.3.3 in your prescribed book. You had to 
name and discuss the various key players that are responsible for setting executive pay (10 
marks).

Question 4

In this question you had to name and discuss the diff erent theoretical explanations for setting 
executive pay (10 marks). To do this, you had to refer to section 8.3.3 and table 8.3 of the 
prescribed book.

Take note

When answering discussion questions it is important to use the mark allocation as 
a guide to establish how much content/theory is needed. A 10-mark question will 
require you to write approximately 10 facts.

Recap

Check your progress by fi lling in the table below to see whether you have mastered all 

the learning outcomes for Topic 4.
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511At the beginning of Topic 4, I explained that the main learning outcome of this topic was 
for you to be able to make suggestions on adopting contemporary advances in strategic 
compensation in a business context. To enable you to do this, I broke this main outcome 
down into smaller learning outcomes. Use the table below to check whether you have 
reached your aim. If you have, you have now completed this study guide. However, if you 
have not, work through the relevant sections of this topic again until you feel confi dent 
that you have achieved all the outcomes.

Learning outcomes

I am able to …

Yes

√

explore various contemporary advances in strategic remuneration

make suggestions on how to incorporate various contemporary advances in strategic 
remuneration into organisational systems and practices 

512

Were you able to put a tick next to each learning outcome? If not, go back to the relevant 
section to ensure you understand and know that part of the work.
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513

Annexure A

514This annexure contains the self-assessment questions from activity 5.5. Guidelines for 
answering these questions are provided on the next page. However, it is important for 
you to attempt to answer the questions on your own before consulting these guidelines.

515Question 1

516Defi ne “total rewards” and indicate why it encompasses more than just pay and benefi ts. [5]

517Question 2

518Discuss the advantages of utilising a total rewards approach.  [12]

519Question 3

520Discuss the elements that need to be included in a total rewards strategy.  [5]

521Question 4

522Discuss the changes in the South African workforce that have, in your opinion, prompted 
the implementation of a total rewards approach.  [3]

523

524Have you attempted to answer these questions before consulting the next page? Self-
assessment means that you need to answer the questions and then assess your answers 
by means of the guidelines provided.
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525Guidelines for answering the self-assessment questions

Take note

Do not read through the answers if you have not yet attempted to answer the questions 

yourself.

526Question 1

527Total rewards can be defi ned as the combination of all types of rewards which are made 

available to employees, including fi nancial and non-fi nancial, indirect and direct, and 

intrinsic and extrinsic rewards.

528OR: Total rewards can be defi ned as the monetary and non-monetary return provided to 

employees in exchange for their time, talents, eff orts and results. It involves the integration 

of compensation, benefi ts, work-life, performance and recognition and development 

and career opportunities to attract, motivate, and retain the talent required to achieve 

desired business results.

529(1 mark for defi nition)

530The concept of total rewards therefore combines what is referred to as “transactional 

rewards’’ (tangible rewards, including pay and benefi ts) and “relational rewards’’ 

(intangible rewards such as learning and development, recognition and status, and 

challenging work).

531(2 marks for discussion)

532Total rewards encompass more than just pay and benefi ts, as it is a holistic approach. 

Reliance is not placed on one or two reward mechanisms operating in isolation. Rather, 

account is taken of every way in which people can be rewarded and obtain satisfaction 

through their work. The aim is to maximise the combined impact that a wide range of 

reward initiatives is likely to have on motivation, commitment and job engagement.

533(2 marks for discussion)

534Question 2

535Enhanced reputation of the organisation as an employer of choice.

536Increased fl exibility: The “one-size-fi ts-all’’ approach no longer works in the 21st century. 

Employers need to start creating diff erent blends of rewards packages for diff erent 

workforce segments. A total rewards approach which combines transactional and relational 

rewards off ers tremendous fl exibility, because it allows awards to be mixed and remixed 

to meet diff erent emotional and motivational needs of employees.

537Improved recruitment and retention: A total rewards strategy plays a critical role in 

recruitment and retention. It can help create a work experience that will meet the needs 

of employees and encourage them to put in extra eff ort. It makes it possible to develop 

an attractive deal for the employee, and to spend reward rands where they will be most 

eff ective in addressing workers’ shifting values.
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538Reduced labour costs/cost of turnover: The cost of turnover, which is often the driver 

of recruitment and retention, is sometimes invisible.

539Heightened visibility in a tight labour market: Talent shortages have become a chronic 

condition for many businesses in the 21st century. This is especially true for South Africa, 

which is losing employees to the overseas labour market. As a result, employers can no 

longer aff ord to simply view their employees as interchangeable parts. Organisations are 

starting to realise that every employee matters even more when there are not enough 

employees to fi ll the available jobs.

540Enhanced profi tability: Apart from the high costs of technology, HR professionals are 

also burdened with the escalating costs of benefi ts and changes in health-care coverage 

and medical protocols. Employees want a “new deal” at the same time that companies 

struggling to deliver their fi nancial targets are cutting programmes to trim costs. The 

question that arises then is how one can balance these two realities. The simple answer 

to this is: Change the mix. There seems to be a big misconception that total rewards 

packages are more expensive. The reason for this misconception is that a number of 

companies equate the notion of rewards with “more’’ – more pay, more benefi ts, and 

more combinations of rewards. What companies need to realise is that by remixing their 

rewards in a more cost-eff ective way, they can strengthen their programmes and improve 

employees’ perception of value without necessarily increasing their overall investment.

541(1 mark for mentioning an advantage and 1 mark for discussion thereof)

542Question 3

543A total rewards strategy needs to include the following elements:

• Establishing the context

• Providing a unifying statement of philosophy

• Expressing the importance of these programmes

• Defi ning the primary programmes and their basic purpose or focus

• Identifying the primary drivers of these programmes

544(1 mark for each element mentioned)

545Question 4

546This question is an open question. Each student’s answer will therefore vary, but marks 

will be awarded if the answer is more or less in line with the following:

• Diversifi cation of the workforce

• The need to balance family, home and work demands

• The increase in dual-career couples

• The combination of an ageing workforce and younger employees

• Changing employee needs

547(1 mark for any change mentioned – maximum 3 marks)
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