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Chapter Topics

e Major Decisions

o Specify Competitive Pay Policy

 The Purpose of a Survey

» Select Relevant Market Competitors

e Design the Survey

e Interpret Survey Results and Construct a Market line

 From Policy to Practice: The Pay-Policy Line
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Chapter Topics (cont.)

 From Policy to Practice: Grades and Ranges

 From Policy to Practice: Broad Banding

« Balancing Internal and External Pressures: Adjusting
the Pay Structure

« Market Pricing

e Review
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Exhibit 8.1 Determining Externally Competitive Pay Levels and

EXHIBIT 8.1 Determining Externally Competitive Pay Levels and Structures

External Merge Competitive
competitiveness: Draw  internal & pay levels,
Pay relationships Specify _ Select  Design _policy _external _mix, &
among nrganizatinns% policy = market = survey = lines = pressures _>structures

Some Major Decisions in Pay-Level Determination
* Specify pay-level policy.

* Define purpose of survey.

¢ Specify relevant market.

* Design and conduct survey.

* Interpret and apply result.

* Design grades and ranges or bands.
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Specify Competitive Pay Policy

« A survey Is the systematic process of collecting and

making judgments about the compensation paid by other

employers

e Surveys provide the data for translating policy into pay

levels, pay mix, and structures
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The Purpose of a Survey

An employer conducts or participates in a survey for a number of
reasons:
— Adjust the pay level in response to changing rates paid by
competitors
— Set the mix of pay forms relative to that paid by competitors
— Establish or price a pay structure
— Analyze pay-related problems

— Estimate the labor costs of product/service market competitors
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Select Relevant Market Competitors

* Relevant labor market includes employers who compete
— For same occupations or skills
— For employees in same geographic area
— With same products and services

* Fuzzy markets
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Design the Survey

e Who should be involved?

« How many employers?
— Publicly Available Data
— “Word-of-mouse”

— Where are the standards?

e Which Jobs to include?
— Benchmark-job approach
« Exhibit 8.6: Benchmarks
— Low-High approach

— Benchmark conversion approach
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Exhibit 8.6: Benchmarks

EXHIBIT 8.6 Benchmarks
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Design the Survey (cont.)

 What information to collect?
— QOrganization data

— Total compensation data

UNISA
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Exhibit 8.7: Possible Survey Data Elements and

Rationale
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Exhibit 8.8: Advantages and Disadvantages of Measures of

EXHIBIT 8.8 Advantages and Disadvantages of Measures of Compensation

Base pay Tells how competitors are Fails to include performance incentives and
valuing the work in similar jobs ~ other forms, so will not give true picture if
competitors offer low base but high incentives.

Total cash Tells how competitors are All employees may not receive incentives,
(base + bonus) valuing work; also tells the S0 it may overstate the competitors' pay;
cash pay for performance plus, it does not include long-term incentives.

opportunity in the job

Total compensation  Tells the total value competitors ~ All employees may not receive all the forms.

(base + bonus place on this work Be careful: Don't set base equal to competitors'
+ stock options total compensation.
+ benefits) Risks high fixed costs.
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Interpret Survey Results and Construct a Market

Line

« Verify data
— Check accuracy of job matches
« Survey leveling
— Check for anomalies
* Does any one company dominate?
* Do all employers show similar patterns?

e Qutliers?

—_

UNISA

ollege of
economic and
management SCences



Interpret Survey Results and Construct a Market

« Statistical analysis

— Frequency distribution

— Measures of central tendency
 Mode
e Mean
 Median
« Weighted mean

— Measures of variation
e Standard deviation

e Quartiles and percentiles
S
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Exhibit 8.11 Frequency Distributions

EXHIBIT 8.11 Frequency Distributions

0y -
B0
0

Frequency and Value of Base Wages for
Engincer 1 (n = 585)

00
B
70 1
fid
30 4
40+
30
20 -
1 -
-

Il'."'"-'.f'lr"r\pr""x —'__m T“h:ﬁq
SRR R E B S BT
Money {10 51.000)

Wihs........

5,'."{]
572
$73
$74
$75
576
§77
578
$79 %

b=
B

Frequency and Value of Total Compensation
for Engincer 53 (n=719)

Money {in intervals of $10,000)

management SCences



Interpret Survey Results and Construct a Market

Line (cont.

» Update the survey data

— Aging or trending : Pay data is updated to forecast the competitive rates
for the future date when the pay decisions will be implemented

UNISA
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Exhibit 8.13 Choices for Updating Survey Data

Reflect Pay Polic

EXHIBIT 8.13 Choices for Updating Survey Data Reflect Pay Policy
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Construct a Market Pay Line

A market line links a company's benchmark jobs on the horizontal axis with
market rates paid by competitors on the vertical axis. It summarizes the

distribution of going rates paid by competitors in the market
« Approaches to constructing a market pay line
— Free hand approach

— Regression Analysis
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EXHIBIT 8.14

From
Regression
Results to a
Market Line

Exhibit 8.14: From Regression
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Exhibit 8.15: Understanding Regression

EXHIBIT 8.15
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Combine Internal Structure and External Market

Rates

 Two parts of the total pay model have merged
— Internally aligned structure - Horizontal axis
— External competitive data - Vertical axis

« Two aspects of pay structure
— Pay-policy line

— Pay ranges

:uﬂege of
economic and
management SCences

UNISA



Exhibit 8.16: Develop Pay Grades

EXHIBIT 8.16
Develop Pay
Grades

Salary ($)
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Contain jobs

Maximum

Maximum

Maximum

. Minimum
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From Policy to Practice: The Pay Policy Line

* Approaches to translate external competitive policy into practice
— Choice of measure
« 50t percentile for base pay
« 75% percentile for total compensation
— Updating
» Policy line as percent of market line
— Specify a percent above or below market line an employer intends to
match
— Other options

 Pay among the leaders

» Lead for some job families and lag for others
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From Policy to Practice: Grades and Ranges

* Why bother with grades and ranges?
— Offer flexibility to deal with pressures from external markets and
differences among firms
» Differences in quality among individuals applying for work
» Differences in the productivity or value of these quality variations
» Differences in the mix of pay forms competitors use
A pay range exists whenever two or more rates are paid to employees in
the same job
— Recognize individual performance differences with pay
— Meet employees' expectations that their pay will increase over time,
even in the same job

— Encourage employees to remain with the organization

UNISA
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From Policy to Practice: Grades and Ranges

 Develop grades

— Grades enhance an organization's ability to move people among jobs with

no change in pay
— Each grade will have its own pay range

— All the jobs within a single grade will have the same pay range

» Establish range midpoints, minimums, and maximums
— What size should the range be?
» Size of range based on judgment about how ranges support
» Career paths
* Promotions

» Other organization systems
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Exhibit 8.17: Range Midpoint,

EXHIBIT 8.17
Range
Midpoint,
Minimum, and
Maximum

Minimum, and Maximum
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From Policy to Practice: Grades and Ranges

e Typical range spread

» Top-level management positions — 30 to 60% above and below
midpoint

 Midlevel professional and managerial positions — 15 to 30%
above and below midpoint

» Office and production positions — 5 to 15% above and below

midpoint
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* Refer to Exhibit 8.18 in the next slide

* Importance of Overlap

« High degree of overlap and low midpoint differentials indicates small
differences in the value of the jobs in the adjoining grades

« Small ranges with less overlap

 Being promoted from one grade to another may include a title change but not
much change in pay

« Smaller ranges (Exhibit 8.18 (b)) create less overlap. This permits the
manager to reinforce a promotion into a new grade with a larger pay increase.

Downside to this — fewer opportunities for promotion
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Exhibit 8.18:

EXHIBIT 8.18
Range Overlap
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From Policy to Practice:

Broad Bandino

* Involves collapsing salary grades into a few broad bands, each with a sizable
range
— One minimum and one maximum
— Range midpoint often not used: band encompasses so many differing
values
 Purposes
— Provide flexibility to define job responsibilities more broadly
— Foster cross-functional growth and development

— Ease mergers and acquisitions
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Exhibit 8.19: From Grades to Bands

EXHIBIT 8.19 5 Grades bhecome 2 Bands
From Grades
to Bands
$ P PP % . —
>
Structure Structure
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Exhibit 8.20: Contrasts Between

EXHIBIT 8.20
Contrasts
between
Ranges and
Bands

Ranges and Bands

Ranges Support Bands Support

Some flexibility within controls Emphasis on flexibility within guidelines
Relatively stable organization design Global organizations

Recognition via titles or career Cross-functional experience and lateral
progression progression

Midpoint controls, comparatives Reference market rates, shadow ranges
Controls designed into system Controls in budget, few in system

Give managers "freedom Give managers "freedom to manage" pay
with quidelines"

To 150 percent range-spread 100-400 percent spread
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Steps Involved in Broad Banding

 Set the number of bands
e Price the bands: Reference market rates
— Reference rates

 Flexibility-Control
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Exhibit 8.21: Reference Rates Within Bands

EXHIBIT 8.21 Reference Rates within Bands
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Market Pricing

* Issues
— Validity of market data
— Use of competitors’ pay decisions as primary determinant of pay structure
— Lack of value added via internal alignment
— Difficult-to-imitate aspects of pay structure are deemphasized

— Fairness

 Market pricing: pay strategies that emphasize external competitiveness and

deemphasize internal alignment

— Sets pay structures almost exclusively on external market rates
* Objective

— Is to base most of the internal pay structure on external rates, breaking
down the boundaries between the internal organization and the external

market forces
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Your turn

Answer the end of chapter 8 review gquestions
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