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LECTURE 17
COMPENSATION MANAGEMENT
Chapter 11

Managing Basic Remuneration
Aswathappa, K. (2008). Human Resource Management, Text and Cases, 5th Edition, McGraw Hill Company

Learning Objectives

· Benefits of Proper Compensation

· Consequences of Inadequate Compensation

· Concepts of Wages

· Components of Remuneration

· Theories of Remuneration

· Factors Influencing Remuneration

· Remuneration Model

· Challenges of Remuneration 

Benefits of Proper Compensation
Compensation policy aims to attract talented employees and motivate them to put their efforts and commitment to work that increase job satisfaction work performance
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Figure: Consequences of Pay Dissatisfaction
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Source: Aswathappa. Human Resource Management, Text and Cases, 2008, p. 289

Concepts of Wages
1 Minimum Wage
2 Fair Wage
3 Living Wage
4 Team based Pay
5 Remunerating Professionals
6 Contract Employees
7 Expatriates and Executives
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Benefits include both financial and non financial 
1. Wages and Salary
2. Incentives
3. Fringe Benefits
4. Perquisites 
5. Non Monetary Benefits
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Equity Theory
· Adam’s equity theory emphasizes to have equity in pay structure of employee
· If employee feel that their efforts are  well rewarded they will put more efforts and will be satisfied with their job
· In case of inequity feeling they will be de moralized and dissatisfied resulting into low productivity 
[image: image5.png]Source: Aswathappa. Human Resource Management, Text and Cases, 2008, p. 287




Agency Theory

· In the organizations employer and employees are two main stakeholders

· Employer act as principals and employees assume the role of agent 

· The remuneration of employee is agency cost

· Principal tries to agency cost and agent expect to have more agency cost

· The principal (Employer) should try to choose remunerating schemes that align its own interest with expectation of agents (employees)

· Behavior oriented (merit based pay) 

· Outcome oriented (profit sharing, commission)
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Figure: Remuneration Model
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Figure: Challenges of Remuneration
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Source: Aswathappa. Human Resource Management, Text and Cases, 2008, p. 300


Table: Skill Based and Job Based Pay
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Lecture 18

Chapter 12
Incentives And Performance Based Payments
Aswathappa, K. (2008). Human Resource Management, Text and Cases, 5th Edition, McGraw Hill Company

Learning Objectives

· Significant Benefits and Service Programs

· Common Benefits in Pakistan

· Advantages and Disadvantages of Long Term Benefits

· Administration of Fringe Benefits

· Remunerating Top Executives

· Components of Executive Remuneration

· Issues in Executive Remuneration

Incentive Payments
· Incentives payments are monetary benefits paid to employee in recognition of his or her outstanding performance 
· Also called variation rewards or payment by results
· Unlike wages incentives varies from to time to time and from individual to individual 
Figure: benefits of Incentive Payments
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Prerequisites for Effective Incentive System
1 Employee’s cooperation and participation
2 Realistic standards and necessary tools and facilities
3 Indirect workers like supervisor, helpers and store keepers etc. should also be given benefit of incentive system
4 Commitment of top management
5 Careful planning (well prepared and implemented)
6 There should be clear link between output and reward
7 Setting and reviewing specific objectives and incentives of each 
employee periodically
8 Easy to understand and calculate
Types of Incentive Schemes
1 Incomes Varying in proportion to output

a) Straight piece work Method: Per unit rate is fixed and total earnings is calculated by multiplying to total unit of output and rate of per unit

b) Standard hour system: Standard time for completion of job is fixed in terms of hours. A worker is paid on the basis of his time rate 
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2 Earnings Varying Proportionality less than output 

a) Hasley Plan: Bonus is paid to worker on time savings. The bonus will be half of time saved multiply by rate per hour
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b) Rowan Plan: bonus paid to worker is equal to the proportion of the time saved to the standard time 
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c) Bedaux Scheme: Standard time for job is fixed. Each minute of the standard time is called a point or B. Each job has standard number of Bs. The worker receives bonus which is equal to ¾ of  the number of points earned. 
[image: image14.png]SX—W)\ e SV O WG AES &S AR

Lose e 2\ Qe @

Gt A e 2NN " @ v = 75X\')\6A\_
= Tao Co -
TM\{\’-’SS — \)A \ \ \\’o
C,orxc"‘\ AL,\N.& e PORYNES %x\n
Todrt = Q »y= AR A-50

Goes = Clowdend &8 40 % GO =Go




3 Earnings differing at different level of out put 
a) Taylor’s Differential Piece Rate System: An efficient worker (whose out put exceeds standard out) is paid 120 percent of the piece rate contrary to this inefficient worker receives only 80 percent of the piece
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b) Merrick Differential Piece Rate System: Standard piece rate is given to worker up to 83 percent of the standard output, at which a bonus of 10 percent of the time rate is payable, with a further 10 percent bonus on reaching the standard output. 
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c) Gantt Task System: Worker is guaranteed his time rate for out put below the standard. When standard output is reached which is set at high level, worker is entitled to bonus of 20 percent of the time wages. For the out put above the standard out put high piece rates are paid. 
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Group Incentive Plans
Advantages
· Better cooperation among team members
· Less supervision
· Reduce absenteeism
Disadvantages
· An efficient worker may suffer from inefficiencies of team members
· Rivalry among the workers
Incentives for Indirect workers
· Difficult to measure the output of indirect workers like security staff, maintenance staff, and canteen employees
· Merit rating: Rewarding employees on other qualities in addition to output
Lecture 19
Chapter 13 & 14
Employee Benefits and Remunerating Top Executives
Aswathappa, K. (2008). Human Resource Management, Text and Cases, 5th Edition, McGraw Hill Company

Learning Objectives:

· Employee Benefits 
· Reasons for Employee Benefits
· Types of Employee Benefits
· Principles of Fringe Benefit
· Administration of Fringe Benefit
· Common Employee Benefits Applicable in Pakistan
· Components of Top Executives Remuneration
· Justifications for Top executive remuneration 
Employee Benefits : Any other benefits that employee receive in addition to direct compensation. These are not related directly to performance
· Often words used are benefits and services, fringe benefits and hidden payroll
Benefit and Services: The direct cost of benefits can be calculated like pension and medical facility, however the cost of services are difficult to calculate like company newspaper, car parking facility, and club membership
Reasons for Employee Benefits: 
· The direct compensation is taxable
· Employer can purchase health insurance facility as group rate
· Reflect corporate social responsible behavior of employer
· Employee prefer to work for companies who offer fringe benefits
· Housing schemes and medical/disability insurance, pension reduce burden on public expenditure for providing such facility
· Employees feel relax, less fatigue, socially secure, loyal to organization and motivated
Table: Types of Employee Benefits: Employee Benefits 
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Source: Aswathappa. Human Resource Management, Text and Cases, 2008, p. 333




Principles of Fringe Benefit
· The benefits must fulfill the real needs of employees
· The benefits must be in interest and welfare of employees
· The benefits must be planned and cost effective
· The interest and demands of employees must be incorporated in benefits
· The employees must be taught and educated to used these benefits in fair way
[image: image20.png]Administration of Fringe Benefit





Table: Common Employee Benefits Applicable in Pakistan
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Table: Advantages and Disadvantages of Long Term Benefits
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Table: Components of Top Executives Remuneration
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Issues in Executives Remuneration
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LECTURE 20
Chapter 19
Managing Betterment Work

Aswathappa, K. (2008). Human Resource Management, Text and Cases, 5th Edition, McGraw Hill Company

Learning Objectives
· Nature of Welfare
· Merits and Demerits of Welfare
· Types of Welfare Activities
· Approaches to Labour Welfare
· Administration of Welfare Program
Nature of Welfare
· Organization should do for welfare of organization
· Welfare of employees lead to better work
· Welfare includes physical, moral, mental and emotional well being of employees
· Welfare of employees (doing well) is responsibility of employer, government and labour unions
· ILO define welfare as “providing such services, facilities, and amenities as may be established in or in the vicinity of undertakings to enable the persons employed in them to perform their work in healthy, congenial surroundings and to provide them with amenities conducive to good health and high moral”  
 






Source: Aswathappa. 2008, p. 456
· Counteracting negative effects of production systems on worker, family, and social life
· Providing opportunities for good life/quality life to worker and his or her family
Arguments in Favour
· In industrial economies labour is protecting social and economic factors therefore, his actions and interaction with industrial framework influence industrial development
· Necessary to motivate and retain employees (Hygiene factors)
· Help to minimize social problems like involvement of person in negative/evil activities
· Welfare efforts promote positive image of company
Argument Against
· Why to provide welfare services to employees if it is the duty of state means duplication of activities and resources 
· Off the job and personal affairs should not be dealt by employer. If person has to use such facilities for very short period in on the job (for example: building sports complex)
· They are not motivating factors and if welfare facilities are provided it is taken as granted 
Table: Types of Welfare Activities

[image: image25]
Table: Welfare Activities Outside Workplace

[image: image26]
Adopted from: Aswathappa. Human Resource Management, Text and Cases, 2008, Pp. 459-460 p. 333

Statutory Provision: Mandated by act and law
Non Statutory Benefits: Volunteer benefits like loan facilities, education of children, fair price shops etc.
Figure: Approaches to Labour Welfare
[image: image27.png]Source: Aswathappa. Human Resource Management, Text and Cases, 2008, P. 465




Approaches to Welfare
· The motives, attitudes, and beliefs that derive the organization to provide welfare services to labour are called labour welfare approaches 
Policing Theory: 
The state through legislation force industrial owner to provide welfare facilities to labour
Religion Theory: 
· The investment perspective held belief that today investment is tomorrow profit (today’s deed will have tomorrow fruit) 
· Present disabilities are result of past misdeeds. So person should do good today to compensate past sins
Philanthropic Theory:
· Love for human beings. 
Paternalistic Theory:
· The industrialist own property and profit for his use as trust and should therefore use these resources for benefits for workers who contribute towards profit as they lack resources to take care of needs of their children and themselves.  It is moral duty to provide welfare services to labour
Placating Theory: 
· Workers should be pleased and put them at peace by providing welfare facilities. 
Public Relation Theory:
· Welfare activities are mean to create positive and good impression of company in the eyes of workers, suppliers, customers, and public
Functional Theory:
· Also called efficiency theory. Welfare facilities are necessary to make worker more productive and efficient.
Social Theory:
· Industrial organizations have social obligation to do good for society and its workers. 
Figure: Administration of Welfare Program
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Source: Aswathappa. Human Resource Management, Text and Cases, 2008, P. 467





LECTURE 21

Chapter 20

A Safe and Healthy Environment
Aswathappa, K. (2008). Human Resource Management, Text and Cases, 5th Edition, McGraw Hill Company

LEARNING OBJECTIVES
· Employee Safety
· Principles of Safety Program
· Implementation of Safety Program
· Health
· Work Stress
· Burnout
Employee Safety 
· Thousands of employees every day suffer occupational injuries and in most serious cases loose their lives in industrial accidents
· Employee safety concerns with why these occupational accidents occurs, how to minimize these accidents, and what should be the strategy of organization to face this serious challenge?
· Safety: Refers to protection of workers from risk and danger of accidents or to minimize accident rate or absence of these accidents in industrial work. 
· An accident is action and reaction of unplanned and uncontrolled events due to any subject, object, person, substance, radiation that result into personal injury
Types of Accidents

1 Minor Accidents: That result into temporary injury internal or external like wounds, cuts, burn, scratch, fracture etc. and does not cause temporary or permanent disability immediately or after certain period of time
2 Major Accidents: That results into death, and permanent disability of worker preventing him or her from further work
Figure: Need for Safety
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Safety Programs
· Safety program aim to minimize accidents and reduce loss and damage to person and property
Principles of Safety Program
1 Identification and elimination of potential danger of hazards and analysis of root causes to prevent it from happening
2 Proper safety education and training on regular basis 
3 The effective program must aim to reduce potential hazards and take remedy actions
4 Systems for reporting of accidents and detailed analysis of root causes of the accident
5 Regular safety checks and inspections
6 Provision of safety equipment in workable condition
7 Emphasis on supervisors and workers to take extra care of safety measures
8 Supervisors and managers controlling working area must be made responsible and accountable for carelessness and safety performance in case of hazards
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1 Strategic Choices 
· Level of protection
· Formal or informal
· Proactive or Reactive
· Safety as marketing tools
2 Safety Policy
· Setting objectives
· Guidelines
· Responsibility and authority 
· Safety of workers and public
· Involvement of management and workers
· Legal compliance
· Safety first speed later
3 Organization for Safety
· Safety committee
· Safety specialist
· Risk Management
4 Causes and Remedies
· Human failure
· Machine failure
· Inadequate inspection
· Malfunctioning or lack of safety equipment 
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5 Implementing the Policy

1 Procedures for reporting of accidents, hazards, first aid and fire precautions

2 Instructing workers

3 Adequate space and facilities for machine rooms

4 Maintenance of machines and timely inspections

5 Checking new machines

6 Safety inspections

7 Protective tools and rule to use it

6 Program Evaluation
i) Organic Method
   To evaluate how well safety program is designed and              implemented
· Safety Inspection
· Safety Audit
· Comparison     
ii) Systematic Method
· It is mainly concerned with the outcome
· Incident ratio, frequency rate, and severity ratio, safety cost
LECTURE 22

Chapter 20
A Safe and Healthy Environment
Aswathappa, K. (2008). Human Resource Management, Text and Cases, 5th Edition, McGraw Hill Company

Learning Objectives
· Employee Safety
· Principles of Safety Program
· Implementation of Safety Program
· Health
· Work Stress
· Burnout
Health
· The wellbeing of employee is depend on physical and mental health
i) Physical Health
· Poor health means reduce productivity, more absenteeism and more cost on health services
ii) Mental Health
· Work pressure and tension 
iii) Noise Control
· Noise can be minimized but very difficult to eliminate 
· Industrial age causing noise problems
· Continuous exposure to noise result into impaired hearing
· Noise exposure may also cause heartburn, fatigue, change in blood circulation, and hormonal problems
Control Methods
a) At the source

ii) absorption

iii) through enclosure
Work Stress
iv) Work Stress: Stress can be defined as “the response of individual to disturbing factors and consequences of this reaction”  
1 Stressors are physical and psychological demands that cause stress
Positive Stress: Also called eustress is positive motivator
Negative Stress: Condition or situation that cause physical, emotional and psychological damage
2 Stress is combination of constraints, demands, and uncertainties 
· How much stress individual takes depend on 
i) Perception of the situation ii) Past experience  iii) social support
 iv) Personality/Individual differences
Burnout: It is closely associated with stress. It is defined as “total depletion of physical and mental resources caused by excessive striving to reach an unrealistic work-related goal” (Dessler, p. 667)
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Table: Difference between Stress and Burnout 


[image: image34]
Adopted from: Aswathappa. Human Resource Management, Text and Cases, 2008, Pp. 50233

Figure: Burnout Model
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Adopted from: Aswathappa. Human Resource Management, Text and Cases, 2008, p. 50333

Table: Signs of Stress
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Stress Management Strategies 
1 Individual Strategies 
a) Biofeedback
b) Muscle relaxation
c) Mediation
d) Cognitive restructuring
e) Time management 
2 Organizational Strategies 
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LECTURE 22

Chapter 21

Managing Separations and Rightsizing
Aswathappa, K. (2008). Human Resource Management, Text and Cases, 5th Edition, McGraw Hill Company

Learning Objectives
· Types of separations
· Principles of Transfers
· Principles of Promotions
Separations 
· Leaving of organization by employee is called separation
Figure: Reasons of Voluntarily or Involuntarily Separations
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Managing Separations
· Functional: Organizations are more leaner, reduce hierarchy, more communication, reduce compensation cost
· Dysfunctional: Disturb employees and their morale, training cost

[image: image39]
Transfers: Change in job (change in place) horizontal or lateral movement
Reasons of Transfer
1) Shortage/surplus of employees in one department
2) Conflict (incompatibility) between supervisor or co workers
3) To correct initial misplacement decisions
4) Change in interests and capabilities of individual
5) Productivity of employee has declined due to monotony of job
6) The employee health or age may inhibit him to work effectively in present job
7) Family issues (spouse job)
8) Keeping employee motivated and develop knowledge level of employee
Principles of Transfers
1) The frequency and period of transfer should be decided and communicate to employees
2) Authority to make transfer must be clear 
3) The criteria for transfer must be well documented
4) The area of transfer must be clear
5) The effect on pay and seniority must be clearly defined
6) Permanent or temporary transfer
7) The performance evaluation of employee must be made before transfer 
8) The job descriptions and specification must be considered before transferring employee
9) Performance evaluation of transferee (after transfer) must be made with in reasonable time frame
10) Transfer must be made in organizational or public interest 
Three broad categories to make transfer
1) Enhance training and development
2) Adjustment to volume of work
3) Correct poor placement 
Types of Transfers
1) Production Transfer
2) Replacement Transfer
3) Versatility Transfer
4) Shifts Transfer
5) Remedial Transfer
Promotions

· Upward or vertical movement of employees
· Promotion results into more pay, prestige, responsibilities, and position with in organization
 Purpose of Promotion
1) Motivate employees
2) Attract and retain talented people
3) Recognize and reward efforts and efficiency
4) Increase effectiveness and efficiency of employee
5) Fill up higher posts form within the organization
6) Build loyalty and morale
7) To provide career development path
Principles of Promotions
1) HRM must clearly established policy whether to promote from with in to fill higher vacant position or from recruitment of external candidate 
2) Basis of promotion (seniority or performance)
3) Promotions against vacant positions or non vacant positions (time bound)
4) Frequent promotions are not good practice
5) Promotions decision must be made based on job analysis and performance appraisal
6) Clear promotion policy and communication to employees
7) Promotion based on competence must be advertised on notice board
Table: Merits and Demerits of Seniority and Performance based promotions

[image: image40]
LECTURE 24

Chapter 22

Industrial Relations
Aswathappa, K. (2008). Human Resource Management, Text and Cases, 5th Edition, McGraw Hill Company

Learning Objectives
· Nature of IR
· Need for good relationship between management and workers
· Approaches to Industrial Relations
· Stakes of parties
· Proactive strategy to IR
· Role of HR department 
Nature of IR

Industrial Relations: “Concerned with the relationship between management and workers and role of regulatory mechanism to resolve disputes between employer and workers”
“IR is concerned with the system, rules and procedures used by unions and employers to determine the reward for effort and other conditions of employment to protect the interests of the employed and their employers, and to regulate ways in which employers treat their employees”   












(p. 534)
IR covers
1) Collective bargaining
2) Role of management, unions and government
3) Mechanism of resolving disputes
4) Grievances and disciplinary policy and practices
5) Labour legislation
6) Industrial relation training 
Importance of IR
· Moral dimension
· IR protect right of managers
· Handling disciplinary proceedings
· Fairness in practices and working relations
Figure: Approaches To IR
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Unitary Approach
· Based on mutual cooperation, individual treatment, shared goals and team work
· Everyone gains when there is common interest and goals and promotion of harmony
· Conflict is destructive and unnecessary
· Direct negotiations with employees
· No need to involve government, and unions to resolve conflict
Pluralistic Approach
· There is competing interests, management’s role is to act as mediator amongst competing interests groups
· Trade unions are representative of employee interests
· Concessions and compromised between management and unions
· Conflict between management and union is good for productive work environment and innovation
· Unions balance interest of employees and employer
· Government interferes in form of regulations to protect the right of society and employees
· Crux: Conflict is inevitable and needs to be contained with in the social mechanism of conciliation, collective bargaining, and arbitration
Marxist Approach

· Conflict is inevitable but it is because of capitalist society

· Conflict is not because of competing interests of employees and management but division with in society between people who own resources and people who offer labour 

· Industrial conflict is because of social and political unrest

· Trade unions are forum to react to capitalism exploitation and bring social revolution 

· Trade unions make employees (labour) position more strong in capitalistic society

· All strikes are legitimate, fair and political

· Regard state interventions through legislation is to protect the owners

Figure: Parties to IR
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IR Strategy
1) Reactive Strategy
Resolve conflict when it arises and reach to uncontrollable level 
2) Proactive Strategy  
Follow forward looking and well planned strategy to deal with IR
Four main components of proactive IR strategy 
i) Communication
ii) Relationships
iii) Competence
iv) Discipline and Conflict 
Factors Affecting Employee Relationship Strategy
Internal Factors
1. The attitude of management to unions and employees
2. The attitude of employees and unions to management
3. The attitude of employees to unions
4. The strength of unions
5. The extent to which agreed and effective procedures and rules exist within company to resolve disputes and handle disciplinary matters
6. The competence of managers to deal with employees issues
External Factors
1. Strength and effectiveness of employers’ associations
2. The pay and employment situations at local and national level
3. The legal framework in which IR operates
Role of HR Department in IR
· Motivated and competent workforce is responsibility of HR
· Through effective recruitment, work conditions, job designs, safety and health environment, training and compensation HR department satisfies employee and organization needs
· Through these efforts it contributes to quality of life of workers
· Workers with better quality of life less likely to resist, involve in disputes and go on strikes
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