
UNIT-1 

Introduction to compensation Management 

 

Introduction:     

 Compensation: 
Compensation is referred to as money and other benefits received by an employee for 

providing services to his employer. 

 

Compensation refers to all forms of financial returns, tangible services, and benefits 

employees receive as part of an employment relationship, which may be associated with the 

employee’s service to the employer like provident fund, gratuity, insurance scheme, and any 

other payment which the employee receives or benefits he enjoys instead of such payment. 

 

Compensation Management 

    Compensation is the human resource management function that deals with every reward 

individuals receive for performing an organizational task. 

     

    Compensation management, also known as wage and salary administration, remuneration 

management, or reward management, is concerned with designing and implementing a total 

compensation package. 

Compensation Management – Definition, 

Compensation management refers to the whole process of deciding, analyzing, channelizing, 

and managing the salaries, perks, incentives, and other types of benefits that employees 

receive. 

 

According to Dale Yoder, “Compensation is paying people for work.” 

 

Compensation is what employees receive in exchange for their contribution to the 

organization.” – Keith Davis. 

 

In the words of Edwin B. Flippo, “The function compensation is defined as 

adequate and equitable remuneration of personnel for their contributions to the organizational 

objectives.” 

 

Cascio has defined compensation as follows; 

 

“Compensation includes direct cash payments, indirect payments in the form of 

employee benefits, and incentives to motivate employees to strive for higher levels of 

productivity.” 

 

Beach has defined wage and salary administration as follows; 

 

“Wage and salary administration refers to establishing and implementing sound 

policies and practices of employee compensation. 
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Objectives of Compensation Management Systems 

The various objectives of management compensation are as follows: 

1. Compensation consistency 

There should be internal and external consistency in compensation. Internal compensation 

involves a payment based on the job role of the employees. External compensation means 

higher compensation and benefits is related to the best performing employees. 

2. Additional administrative efficiency 

All the salaries and wages need to be managed effectively, making sure that there is the 

optimal use of HRIS. 

3. Adherence to all the laws 

A well-balanced salary and wage structure take into consideration all the legal compliances 

of the organization. They make sure that the employers adhere to all the legalities involved in 

handing out the compensation. 

4. Rewards induced behavior 

The payment structure of the organization should motivate induced behaviors of the 

employees. In this way, employers can cultivate a good work ethic and attitude among the 

employees. This method is proven to increase the output of the employees. 

5. Current employee retention 

If the compensation of the organization is not up to the mark, then employees are bound to 

quit the job. This equals a high turnover rate of employees in the organization that is not at all 

ideal. To retain employees, the compensation has to be competitive and at least on par with 

the industry standards. 

6. To be sufficient 

The compensation package of the employee must be satisfactory at all levels. This means that 

a low job profile employee must never be overlooked to please a high job profile. 

7. Personnel motivation 

The compensation package is directly in proportion to motivating the employees for 

higher productivity. Employees also demand praise, status, acceptance, recognition, and 

promotion. 
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8. Better understanding 

The compensation package should be designed in a manner that the employees understand 

easily. There is no point in making a complicated compensation package as employees might 

end up feeling anxious.  

9. Costs control 

A well-constructed compensation plan helps the organization to control costs as the 

organization has to spend less on hiring new employees. 

10. Equity maintenance 

The worth of the job should be in direct relation to the internal equity of the job. External 

equity refers to the compensation of other organizations in the job market. 

11. Hire qualified employees 

The compensation of the job must be high enough to attract high profile applicants to the 

organization. This is the primary reason the compensation package needs to be designed 

precisely. 

Types of Compensation 

 
 

 

There are three significant types of compensation for an employee that should be an integral 

part of efficient Compensation Management Systems- 

  1.  Indirect Compensation 

Indirect compensation refers to non-monetary benefits like paid holidays, insurance, and 

retirement benefits.  

 Insurance– Employers generally provide employees with medical insurance to 

ensure good health of their employees. If you are an early-stage startup facing 

https://www.marketing91.com/market/


difficulties getting employee insurance, check out RazorpayX Payroll. It 

provides group insurance packages to teams as small as 2! 

 Paid holidays–  Paid holidays are provided to help employees maintain a work-

life balance.  

 ESOPs– Sometimes, companies also provide their employees with their shares 

at a discounted price, offering them an additional opportunity to earn.  

] 

 Retirement Benefits– Retirement benefits include gratuity, pension, general 

provident fund, leave encashment, etc.  

 Leave travel allowance– LTA or leave travel allowance is the non-monetary 

benefit provided by the employer to the employee where the employer covers 

the employee’s travel expenses.  

 Relocation expenses– Relocation expenses are the benefits the employer 

provides in case the job requires relocation to a different city.  

2. Non-monetary compensation 

All the intangible values that an employee receives from his employer falls under this 

category. Career advancement, career development opportunities, recognition in the 

organization, good working condition all come under the non-monetary compensation 

category of compensation. 

3. Direct compensation 

     It is the monetary benefits provided by the employer to the employees. 

 Hourly pay– Hourly pay is the salary paid for each hour of work that the 

employee does.  

 Salary– Salary is the fixed monthly amount that the employer pays to the 

employee in cash.  

 Commission– A monetary reward that is paid based on the performance of an 

individual. It is generally provided in the case of sales jobs as a fixed 

percentage. 

 Bonus– A bonus is a monetary incentive paid to employees for their good 

performance. It is paid over and above the employee’s basic salary.  

 

 

Determinants of Compensation Management 

  In India, compensation determination involves a combination of factors, including market 

practices, legal regulations, industry standards, and individual performance: 

 Job role and responsibilities 

 Industry and market trends 

 Geographical location 

 Company size and financial health 

 Experience and expertise 

 Education and qualifications 
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https://razorpay.com/payroll/learn/leave-encashment-calculation/?utm_source=bing&utm_medium=organic&website=%2Fpayroll%2Flearn%2Fcompensation-management%2F
https://www.marketing91.com/employer/
https://www.marketing91.com/plan-career-development-employees/


 Performance and contributions 

 Legal and regulatory factors (mentioned in the above sections) 

 Gender equality and non-discrimination 

 Collective bargaining and industry standards 

 Benefits and perks 

 Inflation and economic conditions 

 

Benefits of Compensation Management 

For Organizations 
 Attracts and retains top talent 

 Motivates performance and productivity 

 Increases employee satisfaction and engagement 

 Aligns with business objectives 

 Drives better organizational performance 

 Encourages talent development 

 Retains key employees 

 Enhances cost efficiency 

 Mitigates compliance and legal risks 

 Builds a positive employer brand 

For Employees: 

 Ensures fairness in rewards 

 Motivates through performance-based pay 

 Provides recognition for achievements 

 Supports financial security 

 Boosts job satisfaction 

 Increases retention rates 

 Promotes professional growth 

 Ensures equity in compensation 

 Improves work-life balance 

 Fosters long-term commitment 

 

    The Pay Model 



     

      The Pay Model of Compensation and benefits helps managers to structurally design and 

understand the compensation system for their employees. 

The model consists of three main components: 

 objective of the remuneration model,  

 the policy that is the foundation for the structure,  

 the techniques that link the policy to the objectives. 

The Pay Model of Compensation was developed by G.T. Milkovich and J.M. Nemwan in 

2002. They define compensation as forms of financial gain and tangible services and 

benefits that employees receive as part of their employment. 

 

Pay Model of Compensation Objectives 

Compensation systems, according to the Pay Model of Compensation, are developed to 

achieve organisational objectives. As shown in the image, these include efficiency, honesty, 

and observance of the rules. 

Efficiency 

Effective remuneration systems contribute to efficiency in the form of improved 

performance, better quality, satisfied customers, or lower costs. 

Fairness 

Fairness refers to designing and introducing a reward system that rewards performance and 

meets the needs of the employees. Fairness is the foundation for healthy work relationships, 

which means it’s important that employees are treated fairly and get a salary that matches the 

work they do. 

https://www.toolshero.com/psychology/hierarchy-of-needs-maslow/


Conformity 

Compensation models have to conform to the requirements of various central and national 

salary legislation and regulations. Conforming with regulations is an integral part of any 

organisation that wants to act in accordance with the law. When laws change, the 

compensation system has to be changed as well. 

Compensation System Policies 

According to the Pay Model of Compensation, the compensation system has to relate to 

internal consistency, competitive performance, and the contribution of employees. These are 

the four pillars on which the policy of a compensation structure is based. 

1. Alignment 

Internal alignment refers to aligning the salaries for similar types of jobs, as well as the 

rewarding of different kinds of work. Positions are assessed on their relative contribution to 

the organisation’s objectives. 

If the compensation structure is seen as fair by the employees, it will help motivate 

employees to improve themselves and accept training. 

2. External Competitiveness 

Competitiveness is about the remuneration plan being competitive enough compared to what 

competitors are offering. The plan has to offer sufficient benefits for the potential employee 

to get them interested and keep them. The salaries can’t be too high either, as that would 

negatively impact competitiveness of the products and services. 

3. Contributions 

Employee contribution is about how important the performance of the employees is regarding 

the remuneration model. Strong employee contribution means that incentives and rewards are 

based on what the employees add. 

4. Management 

The final component of the four policy methods of the Pay Model Compensation is 

administration; managing the compensation structure. Efficiency is the goal here as well.  

The system has to work well enough to achieve the objectives, and it also needs to be 

adaptable to react to new requirements. New requirements can be the result of new 

regulations or new salary objectives for the organisation. 

Pay Model of Compensation techniques 

The third component of the Pay Model of Compensation are the techniques. These techniques 

connect policy to objectives. 

In order to comply with internal alignment, as the model shows, the techniques are skills and 

work analysis. In order to meet the competition policy, surveys can be held and market 

definitions can be created. 
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The employee contribution is assessed based on performance guidelines. When managing 

these remuneration plans, communication and change are important factors. 

Strategic Pay Policies: 

    Strategic compensation is a human resource management technique that helps companies 

manage total employee compensation. It ensures growth, equity, and transparency while 

helping businesses save money, stay competitive, and boost overall performance. A strategic 

compensation plan can help attract top talent with ease by offering benefits that will attract 

the best people for the company. 

    Strategic compensation involves prioritizing certain key staff over others, which may lead 

to allegations of bias, favoritism or discrimination. However, it also has significant strengths 

such as better-aligned incentives and a holistic approach to compensation. 

     Companies must find ways to bring in new talent and retain employees in an increasingly 

competitive market. A well-thought-out compensation strategy is often a differentiating 

factor that helps retain employees and protect the company’s return on investment in the 

hiring and training process. 

Strategic pay policies play a crucial role in managing employee compensation effectively. 

Here are some key aspects to consider: 

1. Research: Compare your compensation plan with similar companies to ensure 

competitiveness. Evaluate total compensation packages, including basic wages, 

bonuses, incentives, insurance, and other perks. 

2. Evaluate Different Models: Not all compensation models are the same. Consider 

elements like base pay, performance incentives, profit-sharing, and certifications. 

Align your model with business goals. 

3. Determine Costs: Beyond salaries, account for overtime, bonuses, commissions, 

payroll taxes, health insurance, and other hidden expenses. 

4. Verify Compliance: Ensure your policies adhere to federal and state laws. Avoid 

discrimination and uphold commitments like vacation pay or performance incentives1. 

Strategic Perspectives of Pay 

Developing an effective pay strategy is critical to attracting and retaining good employees. 

The more employees feel that they are being compensated fairly and equitably for the work 

they do, the more likely they will want to stay working with you. 

Here are 7 key considerations when determining your company’s pay strategy: 

1. External Equity – how the company pays in relation to the external market 

 Ensure that you have a job description which details the responsibilities and 

qualifications required for the position. 

 Determine the fair market value for the position by matching the job description to 

other positions out in the market. We recommend using reputable salary surveys for 

market data, rather than free online sources. 

 Determine where you want to pay in comparison to the market (e.g. at market value, 

above market value, below market value). 

https://smallbusiness.chron.com/basic-strategic-pay-policies-35634.html
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2. Internal Equity – how positions within the company are paid in comparison to one 

another 

 Ensure that positions of a similar level of responsibility, or that contribute similar 

value to the success of the company, are paid comparably. 

 While two people in the same or similar level of position do not need to be paid 

identically, they should be within a similar pay range. 

 You should be able to justify why one person is paid more or less than another based 

on considerations such as: education, experience, job performance, goal achievement, 

longevity with the company, and other notable factors. 

 Be mindful that if the internal equity is off balance, this can affect employee morale, 

satisfaction and productivity. 

3. Payroll Budget 

 Determine your overall payroll budget. 

 Ensure that you always meet your payroll obligations and pay employees when you 

say you will. 

 Budget for other payroll costs such as statutory obligations (e.g. contributions to 

Employment Insurance, Canada Pension Plan, workers compensation, statutory 

holidays, vacation pay) as well as the cost of any benefits or incentives that you will 

provide. 

4. Variable pay 

 Determine any variable pay for which employees will be eligible. 

 Variable pay includes payments, in addition to the employee’s base pay, such as 

bonuses, gain-sharing, profit-sharing or commissions, where the payment received is 

based on performance factors. 

 Determine the amount that each position/employee will be eligible for. 

 Determine performance levels that the company/employees need to achieve to receive 

variable pay. 

5. Long-term Incentives 

 Determine if there are any long-term incentives that you are willing to tie into 

positions in the company, such as: stock options, employee share ownership or long-

term cash incentives. 

 Determine how you are going to measure employee performance in order to receive 

these incentives. 

6. Benefits 

 Determine whether you will be offering benefits as part of your overall pay strategy. 

 Determine the types of benefits for which employees can be eligible (e.g. medical 

coverage, extended health insurance, dental insurance, life insurance, disability 

insurance, health spending account, etc.). 

7. Rewards and Recognition 



 Determine additional ways to recognize and reward employees in order to enhance 

your pay strategy. 

Paying fairly is the first requirement for an effective pay strategy. It is important to ensure 

that all components of pay (including base pay, salary increases, and bonus or incentive 

compensation) are well thought-out, easy to explain, and are considered fair, in comparison to 

both the external market and internally within your company. 

Strategic Pay Decisions: 

     Pay decisions refer to the methods used by human resources and payroll professionals to 

choose the pay scales of employees. Techniques that assist payroll professionals in making 

their pay decisions include: 

 

• External measures such as benchmarking (salary surveys) and ongoing reporting 

that constitute a market survey approach. 

• Internal measures such as projections, simulations, and predictive modeling or the 

use of pay grades use an organization's needs to assess the relative value of tasks 

within it. 

• Variable systems like pay-for-performance create a policy line that connects job 

pay and job evaluation points. 

 

Benchmarking 

Benchmarking is when an organization compares its own pay practices and job functions 

against those of its competitors. Obvious cautionary points in the use of these kinds of salary 

surveys include the inclusion of only appropriately similar peers in the comparison, the 

inclusion of only appropriately similar jobs in the comparison, and accurately weigh and 

combining rates of pay when multiple surveys are used. 

 

There are two types of salary surveys that can be used in benchmarking: labour market 

comparisons and product market comparisons.  Labor market comparisons are best when 

employee recruitment and retention is a major concern for the employer and when recruiting 

costs are a significant expense.  Product market comparisons are more  salient  when  labour 

expenses make up a major share of the employer's total expenses, when product demand is very 

fluid, when the labour supply is relatively steady, and/or when employee skills are specific to 

the product market in question. 

 

Within the benchmarking process, the job category and range of pay rates within it are 

important to the payroll professional. Certain key jobs are very common to organizations in a 

given field and have a relatively stable set of duties. As a result, key jobs are useful in 

benchmarking since they allow for more accurate comparison across many organizations. Non-

key jobs are unique to their organizations and are therefore not useful in benchmarking. Job 

content is far more important than job title in this context, although it is easy to confuse content 

for title. Range of pay rates refers to the variety in pay rates that workers in one job area might 

receive. 

 

Salary Surveys 

 

The use of salary surveys demands credible survey sources with multiple participating 

organizations. Organizations responding to a given survey must be similar to the organization 



using that survey. Close attention to job function is also crucial; it is inappropriate to match and 

compare salaries based on job title alone. 

 

Internal Measures 

 

Benchmarking uses external measures to make internal pay decisions. Internal measures are 

also available in most cases, and include the use of analytic techniques such as projections, 

simulations, and predictive modeling in the pay decision-making process. External and internal 

measures  have  very  different  focuses.  External  measures  ask  the  market  what  any  given 

individual should be paid. Internal measures correlate pay decisions to potential organizational 

benefits. 

 

Pay Grade System 

 

A pay grade system is simply tiered levels of pay based on position, experience, and seniority. 

Using a pay grade system has its own risks that should be backed by strongly predictive internal 

measures because 0nce pay grades are in place, the cost of changing and updating them is 

significant. This can lead to stagnation in an organization's pay scale system.  

 

Connected to this problem is the fact that an existing pay scale can reward skill sets that were 

highly useful to the organization in the past more than skill sets that are currently needed. 

Projections, simulations, and predictive modeling assist in counteracting these issues, as they 

make use of an organization's own internal data to ensure that assessments of value and need 

are accurate. 

 

Pay for Performance Systems 

 

Variable pay decision systems like pay-for-performance are designed to motivate employees 

and ensure intra-organizational cooperation. When designing this kind of system, the first thing 

to assess is the personnel goals of the organization (as this kind of system can be tailored 

significantly). Interacting with managers across departments can help payroll professionals 

understand what is most important to the various areas of the organization at any given time. 

 

Merit and incentive pay programs are common forms of pay-for-performance systems. 

Promotions  based  on  performance  rather than  set  time periods  are also  critical  to  pay-

for- performance schemes. 

 

 

Best Practices vs. Best Fit Options 

 

The best fit approach focuses on the importance of making sure that the HR strategies are 

suitable  to  the  different  circumstances  of  the  entire  organization,  together  with  culture, 

operational processes as well as external environment.  Thus, it focus on the idea that different 

human resource (HR) strategies have to focus on a given needs of both the organization and its 

people. Due to the said reason, most of critics and commentators believe that best fit approach 

is more important and vital than the best practice. 

 

The  terms  ‘best  fit’  and  ‘best  practice’  are  used  in  strategic  human  resource  management 

literature and are applied to the specific policy area of reward systems. Each approach attempts 



to explain the way that HR policies in general and reward policies in particular can lead to 

greater organisational effectiveness. 

 

Internal Alignment: 

The word ‘alignment’ refers to an ‘arrangement in a straight line, or in correct or 

appropriate relative positions’ or a ‘position of agreement or alliance’. In business, 

entrepreneurs often put a high priority on external alignment amongst customers, clients, and 

competitors. But internal alignment is the backbone of achieving that external success.  

       It’s only natural for new businesses to become misaligned internally as they grow, 

especially at a rapid rate. Your ideas and vision have taken off, but you’re so busy keeping up 

with the speed that you haven’t looked at how that growth has affected the workforce that 

helped you get there.  

       For instance, you may have expanded departments to include marketing, yet haven’t 

fine-tuned how that department works internally and externally. Or, you may be having 

trouble financing that growth and don’t have procedures in place to address the shortfalls. 

Either way, an internal alignment strategy looks at your current business structure and re-

aligns it to scale growth or achieve new goals or accomplishments.  

         Like the definition says, ‘alignment’ is an arrangement in a straight line that should be 

centered on the business’s core value or mission. When working on internal alignment, this 

may require re-defining this mission to ensure your line is appropriately mapped out to reach 

it.  

        Without precise internal alignment, your employees can get stressed out quickly if they 

are being pulled in different directions or don’t know what the main goals of their position 

are. This factor then affects external competitiveness, where another similar company may 

have more to offer, not just in pay but also in a healthier workplace, with organized routines 

that are less stressful and manic to support. 

Importance of internal alignment 

       Internally aligning your business structures will help designate metrics to meet, customer 

outcomes to achieve, and streamline messaging so everyone is on the same page (or play) 

with external parties like customers, vendors, and partners.  

         Employees with a fine-tuned and focused directional path can put their abilities towards 

the momentum or speed of achieving the end goal. Rather than working haphazardly in day-

to-day tasks in an attempt to simply fill their individual job description or role. In doing so, 

you can help boost morale and company successes since every department will have some 

type of ‘hand’ in growth vs. individualizing wins or teams.  

 

Internal Pay Structures: 

   A pay structure, also known as an internal pay structure, is a collection of organized 

grades, bands, or levels of employees' wages classified by their job types within an 

organizational hierarchy. 

A pay structure determines the amount individuals are paid based on their output, seniority, 

qualifications, and positions. Typically, pay structures link salary ranges with each pay grade. 

In other words, each pay grade has its own minimum and maximum amount of paid salaries. 

Purpose of companies developing pay structures 

Commonly, companies develop their pay structures for three main purposes: 

1. Ensure fairness and transparency in determining and paying wages; 



2. Add order and clarity to career development and pay rise management; 

3. Facilitate the process of pay progression and reward programs. 

Types of pay structures 

 

Here are various types of pay structures at modern workplaces, among which there are four 

most common ones: 

 Traditional pay structures, 

 Broadband pay structures, 

 Market-based structures, and 

 Commission pay structures. 

Traditional Pay Structures 

In traditional pay structures, pay levels are categorized into multiple pay grades. Further, the 

pay grades are often narrow in scope. 

Traditional pay structures divide pay levels into different pay grades. The distance between 

each pay grade is relatively narrow. 

Within traditional pay structures, managers often define concrete requirements for their 

employees to move upwards to the next pay levels. 

Accordingly, the narrow distance between pay grades makes traditional pay structures highly 

controllable for managers. Therefore, traditional pay structures prevent scenarios in which 

employees can reach their maximum salaries too quickly. 

 Broadband Pay Structures 

Another popular pay structure is the broadband pay structure, which offers employers and 

employees more flexibility in pay progression and pay discussion. 

Broadband pay structures divide pay levels based on employees' job types and categories 

instead of job titles. 

For example, companies using broadband pay structures can determine their pay levels based 

on job categories, such as service jobs, technical jobs, executive jobs, and so on. Thus, there 

are fewer pay grades with larger flexibility in broadband pay structures. However, it is often 

more difficult for employers to determine pay differences between employees within a 

similar job category. 

 Market-based Structures 

Sometimes, organizations can rely on the overall market average to determine their pay 

structures. 

Market-based pay structures rely on the current market average of similar positions to 

determine employees' salary ranges and pay grades. 

Contrary to broadband pay structures, market-based pay structures determine salary ranges 

for specific job titles and positions. However, while the salary ranges are large in market-

based pay structures, their pay grades remain narrow. 



Within a marketing company, employers can use market-based pay structures to determine 

different salary ranges and pay grades for different job positions, such as marketing manager, 

performance marketing specialist, performance marketing analyst, and so on. Accordingly, 

employers focus on leveraging their pay structures with the average offers on the market. 

 Step Pay Structures 

Being one of the simplest pay structures, step pay structures consider employees' time with 

the organization to determine their salaries and pay grades. Step pay structures are common 

among government organizations and law enforcement entities. 

Step pay structures determine employees' salary ranges and pay grades based on their 

accumulated time with the organization and adequate performance. 

Accordingly, step pay structures are popular in circumstances when detailed performance 

analysis is difficult. Thus, companies rely on employees' accumulated time increments 

instead. 

Commission Pay Structures 

As a part of companies' reward programs, commission pay structures are becoming 

increasingly popular among modern workplaces. 

Commission pay structures determine how companies compensate their employees for their 

work and contribution. 

While there are various types of commission pay structures, companies must preserve 

fairness and accuracy in all approaches. Let's look at the two most popular types of 

commission pay structures: team-based and individual commission pay structures. 

Team-Based Pay Structures 

Within companies where teamwork is critical to overall business success, team-based pay 

structures are relevant and preferable. 

Team-based pay structures tie employees' wages or bonuses to the success of their team 

goals. 

Accordingly, employees' wages or incentives will be similar within groups, depending on 

how well their groups achieve their goals and objectives. 

Individual Commission Pay Structures 

Unlike team-based pay structures, individual commission pay structures concern individuals' 

performance at work. 

Individual commission pay structures rely on individuals' performance to determine their 

wages or bonuses. 

Accordingly, in individual commission pay structures, individuals are measured based on 

their own performance and contribution to the overall business outcomes. Typically, 

companies apply individual commission pay structures to their sales or marketing 

departments. 



Strategic Choices in Internal Alignment Design 

 

Strategic alignment is the process that ensures all aspects of an organization — including its 

departments, teams, and resources — are properly arranged and working together to achieve 

its defined strategy or objectives. 

 

This includes aligning the organization’s mission, vision, and operational activities with its 

most strategic goals. It’s about ensuring everyone understands the company’s direction and 

role in helping the organization reach its objectives. 

Strategic alignment can offer many benefits, including improved communication, increased 

efficiency, better decision-making, and higher chances of achieving strategic goals. 

People Alignment:  

People alignment refers to ensuring that every individual within an organization understands 

and is working towards the organization’s strategic goals. It involves creating a shared 

understanding of the company’s direction and how each person’s role contributes to 

achieving these objectives. 

Here are the key components of people alignment: 

1. Clarity of Vision and Goals: The first step in people alignment is ensuring 

everyone understands the organization’s vision and strategic goals. This 

understanding forms the basis for individuals to align their efforts. 

2. Role Alignment: Employees should understand how their specific roles and 

responsibilities contribute to the strategic objectives. This includes clarity about 

expectations, key performance indicators (KPIs), and how their performance 

influences the company’s success. 

3. Cultural Alignment: An aligned culture means that the values, beliefs, and 

behaviors promoted and rewarded within the organization support achieving the 

strategic goals. An aligned culture can help motivate and guide employee 

actions. 

4. Skills Alignment: This means ensuring that the workforce has the skills and 

capabilities needed to achieve the organization’s strategic goals. This could 

involve training and development initiatives, hiring practices, and talent 

management strategies. 

5. Communication: Regular, clear, and two-way communication is critical for 

people alignment. This could involve updates on strategic progress, feedback 

mechanisms, and opportunities for employees to ask questions and contribute 

ideas. 

6. Leadership: Leaders play a crucial role in people alignment, setting the 

strategic direction, modeling desired behaviors, and motivating and supporting 

their teams. 

People alignment can lead to increased employee engagement and productivity, better 

decision-making, improved collaboration, and a greater likelihood of achieving the 

organization’s strategic objectives. 

Process Alignment:  



Process alignment involves ensuring that all business processes within an organization are 

designed and managed to support the achievement of strategic goals best. It’s about having 

the right processes in place, executed in the right way, to deliver the desired strategic 

outcomes. 

Here are some key components of process alignment: 

1. Understanding Strategic Goals: To align processes with strategy, it’s essential 

first to understand the organization’s strategic goals. This understanding 

provides the basis for aligning processes. 

2. Process Mapping: This involves identifying and understanding the current 

processes in the organization. Process mapping helps visualize work, identify 

redundancies, bottlenecks, and inefficiencies, and determine how well processes 

support strategic objectives. 

3. Process Design and Improvement: Based on the understanding of strategic 

goals and the current state of processes, necessary process changes can be 

designed. This could involve reengineering processes, eliminating unnecessary 

steps, automating tasks, or implementing new processes. 

4. Performance Measurement: To ensure processes are aligned with strategy, 

measuring their performance is important. Key performance indicators (KPIs) 

should be defined to reflect operational efficiency and the contribution to 

strategic goals. Regular monitoring and review of these metrics can help 

maintain alignment over time. 

5. Culture and Change Management: Process changes often require changes in 

behavior and working methods. Building a culture that supports continuous 

improvement and effectively managing change are crucial to maintaining 

process alignment. 

6. Technology and Tools: Technology can support process alignment, from 

process mapping and design tools to technologies that automate and streamline 

processes, such as Robotic Process Automation (RPA) or Business Process 

Management (BPM) systems. 

Achieving process alignment can lead to increased operational efficiency, improved quality, 

and a higher likelihood of achieving strategic goals. It can help ensure that resources are 

being used effectively and that all parts of the organization work together towards common 

objectives. 

Financial Alignment:  

Financial alignment refers to ensuring that an organization’s financial strategy, resources, and 

actions are in sync with its strategic goals and objectives. It’s about making sure that financial 

decisions – from budget allocations to investment decisions – support the organization’s 

strategic direction. 

Here are some key components of financial alignment: 

1. Understanding Strategic Goals: To align financial strategy with organizational 

strategy, the first step is understanding the organization’s strategic goals. This 

forms the basis for making financial decisions that support these goals. 



2. Budgeting and Resource Allocation: Financial alignment involves allocating 

budgets and resources in a way that supports strategic objectives. This might 

mean investing more in certain areas that are critical to the strategy and less in 

others. It could also involve strategic decisions about cost-saving or efficiency 

measures. 

3. Investment Decisions: The decisions about where to invest the organization’s 

capital should be made with the strategic goals in mind. This could involve 

investment in new products, markets, or technologies aligned with the strategy. 

4. Performance Measurement and Management: Financial alignment includes 

measuring and managing financial performance to reflect the strategic goals. 

This could involve financial KPIs that are linked to strategic objectives and 

regular financial reviews that consider strategic alignment. 

5. Risk Management: Financial alignment also includes considering strategic 

objectives in risk management. This means identifying and managing financial 

risks that could impact achieving strategic goals. 

6. Communication: Effective communication about financial strategy and 

performance can support financial alignment. This can help ensure that all parts 

of the organization understand the financial strategy and how it supports the 

overall strategy. 

Achieving financial alignment can improve decision-making, increase the effectiveness of 

financial management, and boost the likelihood of achieving strategic goals. It can help 

ensure that the organization’s financial resources are used most effectively to support 

strategic success. 

Remember that strategic alignment is not a one-time activity but a continuous process. 

Strategies can change in response to internal or external factors, and alignment efforts must 

adapt accordingly. Regular communication, reviews, and adjustments are key to maintaining 

strategic alignment. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



UNIT-II 

Job Analysis and Evaluation 

 
Introduction: 

                 Job analysis provides a way for organizations to fully understand the nature of a 

job. It helps draft better job descriptions and develop effective training and development 

programs, leads to a safer work environment and more effective workforce planning, and is 

pivotal in performance management. 

Job analysis touches multiple key HR functions 

What is job analysis? 

A job analysis is a systematic process of identifying and determining the responsibilities, 

requirements, and nature of a job in detail. It involves breaking the job into smaller units, 

collecting data on each unit, and then analyzing the data to determine to establish the skills 

and competencies the role requires. 

An important concept of job analysis is that you analyze the job, not the person doing to job. 

The outcome is a description of the work, not the employees, even though some job analysis 

techniques collect data from the workers. 

A job analysis should focus on the following aspects to bring out all the critical facts and 

details about a job. 

 Duties and tasks: The type, frequency, and complexity of performing specific 

duties and tasks. 

 Environment: Work environment, such as temperatures, odors, and hostile 

people. 

 Tools and equipment: Tools and equipment used to perform the job successfully. 

 Relationships: Relationships with internal and external people. 

 Requirements: Knowledge, skills, and capabilities required to perform the job 

successfully. 



The job analysis process is about breaking down the job into smaller work units, including 

duties, tasks, activities, and elements 

UNIT Description Example 

Job A collection of similar positions. ‘Receptionist’ 

Position 
A set of duties, tasks, activities, and elements 

to be performed by a single worker. 

Melinda, the receptionist who 

mostly works night-shifts 

Duty 
Collections of tasks directed at general job 

goals. A typical job has 5 to 12 duties. 

Hospitality activities for 

visitors 

Tasks 
Collections of activities with a clear beginning, 

middle, and end. A job has 30 to 100 tasks. 

Welcoming guests and 

guiding them to the waiting 

room 

Activity 
Clusters of elements directed at fulfilling work 

requirements. 

Pushing the intercom button 

to open the door 

Element Smallest identifiable unit of work. Answering the phone 

Then, it’s about identifying the building blocks of the job based on these smaller units of 

work. There are multiple different ways to approach this, which we discuss further below. 

A job analysis is conducted by employees themselves, managers, Organizational 

Development (OD) professionals, or HR professionals for various purposes. 

Anyone with some work experience has, at some point, done a job analysis. This could be a 

manager who decides to combine two vacant roles into one job, a recruiter who tries to create 

a job description, or an employee who lists their main tasks to create a professional 

development plan. Although these job analyses will have different levels of detail, the 

process is similar. 

Objectives of Job Analysis 

A sound human resource management practice dictates that a thorough job analysis should be 

done, as it may provide a deeper understanding of the behavioral requirements of jobs. 

https://www.aihr.com/blog/job-analysis/#Methods


 

This, in turn, creates a solid basis on which to make job-related employment decision 

 

 Organizational structure and design 

 Human resource planning 

 Work simplification 

 Setting up of standards. 

 Support for personnel activities 

 Job description 

 Job specification 

 Job classification system 

 Job evaluation and compensation 

 

Organizational structure and design 

 

By clarifying job requirements and interrelationships among jobs, responsibilities at all levels 

can be specified, promoting efficiency and minimizing overlap or duplication. 

 

Human resource planning 

Job analysis is the foundation of forecasting the needs for human resources and plans for such 

activities as training, transfer, or promotion. 

 

Job analysis information is incorporated into a human resource information system.  

 

Work simplification 

Job analysis provides information related to the job, and this data can be used to make the 

process or job simple. 

 

Work simplification means dividing the job into small parts, i.e., different product lines or 

process operations, improving production or job performance. 

 

Setting up of standards. 



Standard means minimum acceptable qualities, results, performance, or rewards regarding a 

particular job. 

 

Job analysis provides information about the job, and each standard can be established using 

this information. 

 

Support for personnel activities 

Job analysis supports various personnel activities like recruitment, selection, placement, 

training and development, wage administration, performance appraisal, etc. 

 

Job description 

A job description is a job profile that describes the job’s contents, environment, and 

condition. It is prepared based on data collected through job analysis. It provides information 

about the activities and duties to be performed in a job. 

 

Job description differentiates one job from another by introducing unique characteristics of 

each job. 

 

Job specification 

A job specification is another notable objective of job analysis. It includes information about 

the requirements of skills and abilities to perform a specific task. 

 

It states the minimum acceptable qualifications an incumbent must possess to perform the 

assigned duty successfully. 

 

The job specification statement identifies the knowledge, skills, and abilities needed to 

perform that task effectively. 

 

Job classification system 

Selection, training, and pay systems are often key to job classification. 

 

Without job analysis information, it is impossible to determine the relationships among jobs 

in an organization reliably. 

 



Job evaluation and compensation 

Job analysis also provides the required information that is necessary for evaluating the 

worthiness of jobs. 

 

After preparing the job description and job specification statements, it assists in evaluating 

actual performance against the predetermined standard. Then the deviation (if any) is found 

that has taken place during action. 

 

Moreover, it helps establish the value of different jobs in a hierarchical order, comparing jobs 

to one another. 

 

These, in turn, are valuable in helping managers identify the kinds of employees they should 

recruit, select, and develop and provide guidance for decisions about training and career 

development, performance appraisal, and compensation admini 

 

 

Process of Job Analysis 

 

There are six steps in the job analysis process. Let’s look at each of them. The steps are 

shown in the following figure: 

 

 

 



 

 

Step 1: Decide how we will use the information. 

Decide how we will use the information since this will determine the data and how we collect 

them. Some data collection techniques – like interviewing the employee and asking what the 

job entails – are good for writing job descriptions and selecting an employee for the job. 

 

Other techniques, like the position analysis questionnaire, do not provide qualitative 

information for a job description. 

 

Instead, they provide numerical ratings for each job: these can be used to compare jobs for 

compensation purposes. 

 

Step 2: Review relevant background information 

Review relevant background information, such as organization charts, process charts, and job 

descriptions. 

 

Organization charts show the organization-wide division of work, with titles of each position 

and interconnecting lines that report to and communicate with whom. 

 

A process chart provides a more detailed picture of the workflow. A process chart shows the 

flow of inputs to and outputs from the job we analyze in its simplest form.  

 

Finally, the existing job description usually provides a starting point for building the revised 

job description. 

 

Step 3: Select representative positions 

Select representative positions. There may be too many similar jobs to analyze them all. For 

example, it is usually unnecessary to analyze the jobs of 200 assembly workers when a 

sample of 10 jobs will do. 

 

Step 4: Analyze the job 



Analyze the job by collecting data on job activities, required employee behaviors, working 

conditions, and human traits and abilities needed to perform the job. For this step, use one or 

more of the job analysis methods. 

 

Step 5: Verify the job analysis information. 

Verify the job analysis information with the worker performing the job and with his 

immediate supervisor. This will help confirm that the information is factually correct and 

complete. 

 

This review can also help gain the employee’s acceptance of the job analysis data and 

conclusions by giving that person a chance to review and modify our description of the job 

activities. 

 

Step 6: Develop a job description and job specification 

Develop a job description and job specification. 

 

The job description is a written statement describing the job’s activities and responsibilities 

and its important features, such as working conditions and safety hazards. 

 

Job specification summarizes the personal qualities, traits, skills, and background required to 

complete the job. It may be in a separate document or the same document as the job 

description 

 

Key Factors in Job Analysis 

Task identity 

Employees receive more satisfaction from doing a ‘whole’ piece of work. This is likely to 

happen when the job has a distinct beginning and end, visible to the employee and others. 

 

Employees must see the work results they have produced either independently or as a part of 

a team. 

 

Variety 

Employees who perform repetitive tasks that offer no challenge may lose interest and become 

bored and dissatisfied. 



 

Greater variety can improve interest, challenge, and commitment to the task. Variety means 

more than simply adding an extra but similar task. 

 

For example, processing different forms would not make the work more meaningful as there 

would be no extra challenge. 

 

Too much variety can also be frustrating and a source of conflict and dissatisfaction. The 

optimum amount of variety will differ from person to person and could depend on the level of 

the position. 

 

Responsibility 

Employees need to feel responsible for a significant part of the work they perform, either 

individually or as part of a team. 

 

Work should be identified, enabling employees to see that they are personally responsible for 

the successes and failures of their actions. 

 

Autonomy 

This goes hand in hand with responsibility. Employees should have some areas of decision-

making within the framework of their job. 

 

Autonomy means giving more scope to employees to regulate and control their work. 

 

Working environment 

A job should provide a safe and healthy working environment that is free from discrimination 

and harassment. It is also important to consider the types of work aids and equipment 

required to perform the role. 

 

Interaction with others 

Employees need to understand their reporting relationships. 

 

For example, employees must know to whom they report. It is important to identify the level 

of interaction that is required with key internal and external customers. 



 

Recognition and support 

Employees need jobs that contribute to self-respect, particularly through acceptance and 

recognition by fellow workers and supervisors. 

 

Jobs should permit relationships between individuals and encourage teamwork; otherwise, 

the employee can feel isolated, resulting in negative feelings about their work and work 

environment. 

 

Outcomes and performance measures 

Employees need to know their particular targets and how they relate to the organization’s 

overall operation. This will involve identifying the outcomes required of the position. 

 

The standard of performance also needs to be identified, along with performance measures. 

This feedback will provide employees with an equitable capacity for ongoing learning and 

advancement. 

 

Job Analysis Data Collection Process 

methods of data collection 

There are many methods of data collection that you can use in your workplace, including: 

1. Observation 

Observational methods focus on examining things and collecting data about them. This might 

include observing individual animals or people in their natural spaces and places. Avoiding 

direct interactions between researchers and the subjects they are observing can ensure that 

results are more accurate. 

     If you choose to collect data with this method, using a checklist might help to ensure your 

recorded information includes everything you intended to observe. 

 

2. Survey 

Survey methods focus on gathering written or multiple choice answers about various subjects 

from individuals. Typically, individuals interact with these questions online and there is little 

to no interaction between survey distributors and survey respondents. Companies may use 

them to gather quick internal or external feedback. 

 



3. Focus group 

Focus group methods focus on gathering information directly from users. This method 

usually focuses more on feelings, opinions or emotions rather than statistics. Companies may 

use focus groups to better understand their consumers. 

 

4. Interview 

Interview methods can be more personal and involve face-to-face discussions about a topic 

between the researcher and participant. Researchers might share the questions with 

participants before interview sessions to allow them to decide if they feel comfortable taking 

part.  

 

5. Design thinking 

Design thinking methods may focus on brainstorming with participants to generate unique 

ideas or solutions. Companies might use this if they are interested in solving challenges 

consumers face on their journey as product users. These sessions can happen face-to-face or 

virtually depending on where research 

hers and participants are located.nsent forms for video or audio recordings. 

 

6. User testing 

Companies usually use user testing during or after the development of products or services. If 

they choose to use it during development, it might be to determine where users find the 

product challenging to navigate. They might also use it after they have already released a 

product or service if they are interested in making updates. 

 

Job Descriptions: 

    Job descriptions are the cornerstone of the recruiting process. They help to attract top 

talent, set expectations for qualified candidates, inform prospects about the role and company, 

and streamline the search process. Plus, a well-written job description gives companies a 

chance to make a great first impression. So while writing accurate and compelling job 

descriptions can be frustrating, finding the time and resources to do so is well worth it. 

 



Importance of Job Descriptions 

No matter how many job descriptions you write, they never seem to get any easier, especially 

if you are writing them for roles you know little about. We’re here to help. For starters, let’s 

discuss the importance of job descriptions, and then we’ll tackle how to write them. 

Job descriptions are helpful for both prospective candidates and employers. Here’s why 

Attract Prospective Candidates 

A concise and compelling job description will play a major role in attracting qualified 

candidates. With resources like LinkedIn, Facebook, Twitter and email, the ability to post and 

share jobs is instantaneous and has exponential reachability. 

Set Expectations 

A clear job description will set everyone up for success. Prospects will understand what is 

expected of them, more-qualified candidates will apply, under-qualified applicants will move 

on and you will save loads of time sifting through applications and communicating with 

potential candidates. 

Prepare for Interviews 

A well-crafted job description can help both applicants and interviewers prep for the big day. 

Applicants will be able to prepare for likely topics of conversation and interview teams will 

be equipped to ask questions that will accurately gauge the candidate’s qualifications. 

Make a Stellar First Impression 

Job descriptions are often the first point of contact candidates will have with your company 

and can shape their first impression. Just like resumes and CVs, any jargon or grammatical 

errors will turn a candidate off and leave a lasting negative impression 

Simplify the Search 

Searching for jobs is incredibly time-consuming, especially for the 73 percent of 

candidates who are passive and currently employed. Clear and concise job descriptions help 

prospects compare salaries, benefits, perks and even company culture to determine what roles 

are worth applying to. 

https://builtin.com/job-interview/questions-to-ask-in-an-interview
https://www.talentnow.com/recruitment-statistics-2018-trends-insights-hiring-talented-candidates/
https://www.talentnow.com/recruitment-statistics-2018-trends-insights-hiring-talented-candidates/


  

Establish a Baseline 

Once a candidate is hired, the job description will stand as a baseline to measure growth, 

reference during performance reviews and consider future training opportunities. 

How to Write a Job Description 

Great job descriptions are thorough yet concise. They use specific terms and keep a 

professional tone. It’s OK to be a little quirky, but don’t overdo it. If you don’t take the job 

description seriously, top candidates will move on to other opportunities. 

IMPORTANT PARTS OF A JOB DESCRIPTION 

 Job Title 

 Company Bio/Mission 

 Role Summary 

 Role Responsibilities 

 Role Requirements (Must-Have Skills) 

 Time/Location 

 Next Steps (How to Apply) 

Here’s an outline of the main sections every job description should include. 

  

Job Title 

Make the job title clear, concise and industry-specific. 

43 percent of job seekers look for career opportunities on job boards that use search engine 

optimization (SEO) techniques. Job seekers are also likely to search based on the terms they 

know, so don’t stray from the standard industry language of common job titles. Be sure to 

include specific terms, like the programs required for the role. The title Lead Front End 

AngularJS Engineer is much more descriptive than Developer and will attract more qualified 

candidates. If your job can’t be found, it can’t be applied to. 

https://www.ebiinc.com/hiring-statistics/


  

Company Mission 

Include a company description or mission, but keep it to about two to four sentences. 

72 percent of job seekers noted they would be more likely to apply to a job posting with a 

company description. At the same time, don’t get too lost in the details. Most companies have 

a lengthy mission statement with core values and a culture code. For candidates looking at 

multiple companies and open roles, the missions start to sound the same. If candidates decide 

to pursue the position, they can read about the company’s full profile on the website.  

Consider writing a templated version that can be repurposed whenever you need to write a 

new job post. It’s also more common to include the company description or mission at the 

beginning of the post. 

 Role Summary 

Write a brief three to five sentence summary about what the candidate will do in their role, 

who they’ll work with and any general qualities your team is looking for in the individual.  

Job Responsibilities 

90 percent of top-performing job descriptions include clear responsibilities and duties, 

according to Built In research. Responsibilities and duties are essential in order for a 

candidate to understand the role. They also set expectations for the hired employee and can 

be used as a baseline for performance reviews down the line. 

Give five to 10 bullet points on what the candidate can expect to do in the role. Here are a 

few tips: 

 Write in complete sentences. 

 Be thorough. Candidates will be better prepared for the interview and role 

if they know what is expected of them. 

 Don’t be excessive. You don’t need to include every single possible thing 

a person might encounter during the work day. 

https://www.spiceworks.com/hr/talent-management/news/50-percent-candidates-feel-job-descriptions-use-annoying-buzzwords/
https://builtin.com/founders-entrepreneurship/mission-statement-examples
https://builtin.com/company-culture/company-core-values-examples


  

Must-Have Skills 

Job descriptions include an average of eight distinct qualifications per job post (including 

must-have and nice-to-have skills), according to Built In research. List five to seven bullet 

points that are absolutely necessary for a candidate to be successful in the role they are 

applying to. 

 Include quantities when applicable, like years of experience. 

 Be sure to clarify what the application requires, like a portfolio, writing 

sample, video recording, resume, CV, cover letter, etc. 

 Other important information includes education, experience, 

certifications and knowledge of specific platforms. 

Nice-to-Have Skills 

If there are any other qualities that are nice to have, include those here. Don’t feel like you 

have to include this section, but it may help candidates know what to include in the 

application or interview to stand out. This section is lower priority and should have fewer 

bullet points. 

Compensation 

61 percent consider compensation information to be the most important part of a job 

description. However, 99 percent of top-performing job descriptions don’t include 

compensation information, according to Built In research. Many companies still refuse to 

provide this information in job descriptions, but it’s time to get over this discomfort to garner 

a larger applicant pool. 

Time 

It’s best to be upfront about the time frame you need employees to work. Flexible work hours 

are more common for full-time employees, time zones may play a role, and certain industries 

and markets work around different schedules. 

  

https://business.linkedin.com/talent-solutions/blog/job-descriptions/2018/job-description-heatmap


Location 

Candidates will consider commute time or relocation efforts in their employment decision, so 

help them determine fit before they embark on the application process. Embedding a Google 

Map onto your website is really quite simple and can be done with this guide. 

Working Conditions 

Keep working conditions and workplace expectations clear. People want to know what to 

expect in their future work environment. Are there any physical requirements for the role? 

What is the expected dress code? 

Call to Action 

Make sure it is blatantly obvious where a candidate is supposed to apply. Do not make it 

complicated or frustrating to apply because that’s just going to reduce your applicant pool for 

the wrong reasons. This is one area that companies should customize to the location the job is 

being posted. Make sure they know where to click or who to email to get the process started.  

Disclaimer Statements 

Most companies include an equal opportunity employer statement and that the employee may 

be required to perform additional job functions beyond the description. Do your research 

because disclaimers can help companies prevent serious lawsuits. 

Job Specification 

A job specification defines the knowledge, skills and abilities that are required to perform a 

job in an organization. Job specification covers aspects like education, work-experience, 

managerial experience etc. which can help accomplish the goals related to the job. Job 

specification helps in the recruitment & selection process, evaluating the performance of 

employees and in their appraisal & promotion.. Collectively, job specification and job 

description help in giving a overview of the job in terms of its title, position, roles, 

responsibilities, education, experience, workplace etc 

Importance of Job Specification 

The importance and purpose of job specification is a thoroughly understand the specific 

details of a job. Jobs can be of different types and can require a different skill sets to get the 

maximum output from a particular. Job specification gives important details related to the job 

https://www.techrepublic.com/article/link-the-business-address-on-your-website-to-a-google-map/
https://www.shrm.org/resourcesandtools/hr-topics/talent-acquisition/pages/saved-sunk-job-description.aspx


like education & skills, prior work experience, managerial experience, personality traits etc. 

which would help an employee accomplish the objectives of a job. 

For a recruiter, job specification lays down the guidelines basis of which the company 

can recruit and select the best possible candidate who would be best suited for the job. Apart 

from actually finding the right candidate or employee, job specification can be used for 

screening of resumes & shortlist only those candidates who are the closest fit to the job. 

Hence, a job specification gives specific details about a job and what kind of skill sets are 

required to complete the job. 

Components of Job Specification 

There are many parameters which are considered while giving the job specification for a 

certain profile.  

1. Educational Qualification 

This parameter gives an insight on how qualified a certain individual is. It covers their basic 

school education, graduation, masters degree, other certifications etc. 

2. Experience 

Job specification clearly highlights the experience required in a particular domain for 

completing a specific job. It includes work experience which can be from a specific industry, 

position, duration or in a particular domain. Managerial experience in handling and managing 

a team can also be a job specification criteria required for a particular position 

3. Skills & Knowledge 

This is an important parameter in job specification especially with knowledge and skill based 

profiles. The higher the position in a company, the more niche the skills become and more is 

the knowledge required to perform the job. Skills like leadership, communication 

management, time management, team management etc. are mentioned. 

4. Personality traits and characteristics 

The way in which a person behaves in a particular situation, handles complex problems, 

generic behaviour etc. are all covered in the characteristics of a job description. It also covers 

the emotional intelligence of a person i.e how strong or weak a person is emotionally 

 



Job Specification Example 

Here is a sample job specification, which is prepared for a marketing manager in a telecom 

company. 

Education Must be an engineer and MBA in marketing for a reputed MBA 

institute 

Work experience Must have prior work experience in marketing & sales (preferably 

telecom or FMCG) 

Skills & 

Knowledge 

1. Must be a good communicator and must be able to lead a team. 

2. Prior experience in handling ATL-BTL activities and managing 

promotional events. 

3. Must be able to handle social media like Facebook, Twitter and 

help build online brand 

4. Experience in managing PR and media 

5. Strong analytical skills and problem solving skills 

6. Must understand business, come up with innovative products and 

launch them 

Personality 

Traits & 

Characteristics 

1. Must be presentable and a good orator 

2. Should be calm in complex situations and show leadership skills 

in managing multiple teams 

3. Should be emotionally strong and should give timely deliverables 

The above table is a sample of job specification. More specific details can also be put to give 

a better understanding about the job. 

 

Advantages of Job Specification 

There are several benefits of having a comprehensive job specification. Some advantages are 

listed below: 

1. Job specification highlights all the specific details required to perform the job at its best 

2. It gives the HR managers a threshold and a framework on the basis on which they can 

identify the best prospects 



3. Helps in screening of resumes and saves time when there are multiple applications by 

choosing those who are closest to the job specification 

4. HR managers can used job specification as a benchmark to evaluate employees and give 

them required trainings 

5. It also helps companies during performance appraisal and promotions 

 

Disadvantages of Job Specification 

There are certain limitations of job specification. Some of the disadvantages are mentioned 

below: 

1. It is a time consuming process as it has to be very thorough and complete 

2. Job description is time bound and changes with changing technology and changing 

knowledge & skill requirements 

3. It can only give a framework of emotional characteristics and personality traits but cannot 

specify the experience or forecast complex issues is any 

 

Job Evaluation 

The essence of compensation administration is job evaluation. By job evaluation, we mean 

using the information in job analysis to systematically determine the value of each job with 

all jobs within the organization. 

   Meaning of Job Evaluation 

Job evaluation is a systematic way of determining the value/worth of a job with other jobs in 

an organization. 

 

Job evaluation is a method for comparing jobs to provide a basis for grading and pay 

structure. 

 

Job evaluation has been defined as analyzing and assessing jobs to ascertain their relative 

worth reliably. 

Methods of Job Evaluation 



Job evaluation seeks to determine the relative worth of each job so that salary differentials 

can be established. In job evaluation, only jobs are rated, unlike performance appraisal, where 

only job holders are rated. 

 

 

 

Four widely used job evaluation methods are; 

 Ranking System 

 Job Classification or Grading Method 

 Points Rating System 

 Factor Comparison System 

These job evaluation methods seek to rank all the jobs in the organization and place them in a 

hierarchy that will reflect the relative worth of each. 

 

1. Ranking System Of Job Evaluation 

The ranking method is one of the simplest methods of job evaluation. 

 

Under this system, the job raters rank one job against another without assigning point values. 

 

Jobs within the organization are arranged from the most difficult to the simplest or in the 

reversed order. It does not measure the value of jobs but establishes their ranks only.  

 

When this method is employed, the job rater compares two jobs, one against another, and 

asks which of the two is more difficult. 



 

Once that question has been settled, another job is compared against the first two, and a 

similar determination is made. This process is repeated until all jobs have been assigned 

relative positions. Jobs are usually ranked in each department, and then the department 

rankings are combined to develop an organizational ranking. 

 

No attempts are made to break down the jobs by specific weighted criteria. The ranking 

method of job evaluation is generally used in small firms where all jobs are well-known. It is 

useful as a first and basic step of job evaluation. 

 

The main drawback of this system is that it can tell only that one job is more difficult than 

another without indicating how difficult it is. This method provides no yardstick for 

measuring the relative worth of one job against another. 

 

Job requirements, job specifications, and employee specifications are not considered in the 

evaluation. 

 

Another drawback is subjectivity, as there are no definite or consistent standards to justify the 

rankings. 

 

Because jobs are only ranked in terms of the order, we do not know the distance between the 

ranks. It is neither a comprehensive nor systematic technique. 

 

2. Job Classification or Grading Method Of Job Evaluation 

Job grading or classification is slightly more sophisticated than job ranking but still not very 

precise. 

 

It begins with an overall classification of all jobs based on common sense, skill, 

responsibilities, and experience. The job structure is divided into several classes. 

 

A committee will do it. 

 

For each class, a general description indicates the nature of work and responsibilities 

included. 



 

According to the class description, each job in the organization is put into a class or grade it 

matches best. Each class or grade is assigned a salary range with maximum and minimum 

limits. 

 

Thus, according to this system, the clerks may be put into one class, supervisors in a higher 

class, and higher executives in the top class. 

 

Job classification helps to determine which job falls on the top, middle and lower levels of 

the organizational hierarchy. 

 

Limitations of job classification or grading methods are relatively simple to operate and 

understand. 

 

It does not take a great deal of time and does not require technical help. 

It provides an opportunity for a systematic organizational structure. 

It is more elaborate than the ranking method. 

It takes into account all the factors that a job comprises. 

Limitations of job classification or grading method are; 

 

It sometimes seems arbitrary, though it takes the views of representatives of trade unions. 

Writing grades or class descriptions are not easy in this method. 

 

3. Points Rating System Of Job Evaluation 

The point method is more sophisticated than the ranking and classification methods. This 

method is analytical because it breaks down jobs into various compensable factors and places 

weights or points on them. 

 

A compensable factor is used to identify a job value commonly present throughout a group of 

jobs. This method is quantitative as each compensable factor is assigned a numerical value. 

 

It is based on the assumption that it is possible to assign points to the different factors and 

each degree of each factor involved in jobs and that the sum-total of the points will give an 

index of the relative value of jobs. 



 

The factors are determined from the job analysis and are usually implemented by a job 

evaluation committee or an individual analyst. 

 

Six steps of the points rating system; 

 Step 1: Determine critical factors. 

 Step 2: Determine the levels of factors. 

 Step 3: Allocate points to sub-factors. 

 Step 4: Allocate points to level. 

 Step 5: Develop the point manually. 

 Step 6: Apply the point system. 

 

 

Factor Comparison System Of Job Evaluation 

Thomas E. Hitten was the first to originate the factor comparison method of job evaluation. 

The factor comparison system determines the relative rank of the jobs and is evaluated with 

the monetary scale. 

 

It is often used in evaluating managing administrative and white-collared jobs. It is 

essentially a combination of the ranking and point systems. 

 

It is a sophisticated and quantitative ranking method. This method is analytical as jobs are 

broken into sub-factors and components. 

 

Werther, B.W and Davis, K (1998) point out that the factor comparison method involves the 

following steps: 

 

Six steps of the factor comparison system are; 

 Preparing clear-cut job descriptions and job specifications. 

 Selecting several keys- jobs in the organization as standards. 

 Identifying the critical factors of key jobs. 

 Ranking the key jobs on the criteria by a committee. 

 Valuing the factors of each key job. 

 Ranking key jobs according to wages assigned to each factor 



Job Analysis Methods 

An organization uses different methods to collect information and conduct job analysis.  

 Observation method 

 Job performance 

 Work sampling 

 Individual interview 

 Structured questionnaire 

 Critical incident method 

 Diary method 

 

Observation method 

In this method, the observer observes a worker or a group of workers doing a job. He lists all 

the duties performed by the worker and the qualities required to perform those duties. 

 

It is a direct method. Direct exposure to jobs can provide a richer and deeper understanding 

of job requirements than workers’ descriptions of what they do. 

 

Observations alone may reveal little useful information if the work in question is primarily 

mental. 

 

Job performance 

With this approach, an analyst does the job understudy to get firsthand exposure to what it 

demands. 

 

With this method, there is exposure to actual job tasks and the jobs’ physical, environmental, 

and social demands. It is suitable for jobs that can be learned relatively quickly.  

 

Its main limitation is that the employee becomes conscious when the employee’s work is 

observed. This method is inappropriate for jobs that require extensive training or are 

hazardous. 

 

Work sampling 



Under this method, a manager can determine the content and pace of a typical workday 

through a statistical sampling of certain actions rather than through continuous observation 

and timing of all actions. 

 

Individual interview 

A manager or job analyst visits each job site and talks with employees performing each job. A 

standardized interview form is used most often to record the information. 

 

Frequently, both the employee and the employee’s supervisor must be interviewed to 

understand the job completely. In some cases, a group of experts conducts the interview. 

 

They ask questions about the job, skill levels, and difficulty levels. 

 

They ask questions and collect information, and based on this information, job analysis is 

prepared. 

 

This method can provide information about standard and non-standard activities and physical 

and mental work. 

 

In short, the worker can provide the analyst with information that might not be available from 

any other source. Its main limitation is that workers may be suspicious of interviewers and 

their motives.; interviewers may ask ambiguous questions. 

 

Thus, the distortion of information is a real possibility. 

 

Structured questionnaire 

A survey instrument is developed and given to employees and managers to complete. 

 

The main advantage of this method is that information on many jobs can be collected 

inexpensively in a relatively short time. This method is usually cheaper and quicker to 

administer than other methods. 

 

Questionnaires can be completed off the job, thus avoiding lost productive time. Its main 

limitation is that it is time consuming and expensive to develop. 



 

The rapport between analyst and respondent is impossible unless the analyst is present to 

explain and clarify misunderstandings. 

 

Such an impersonal approach may have adverse effects on respondent cooperation and 

motivation. 

 

Critical incident method 

In this method, the employee is asked to write one or more critical incidents that has taken 

place on the job. 

 

The incident will explain the problem, how it is handled, the qualities required, difficulty 

levels, etc. The critical incident method gives an idea about the job and its importance. 

 

A critical means important, and an incident means anything that takes place on the job. This 

method focuses directly on what people do in their jobs, and thus, it provides insight into job 

dynamics. 

 

But this method takes much time to gather, abstract, and categorize the incidents. 

 

It may be difficult to develop a profile of average job behavior as this method describes 

particularly effective or ineffective behavior. 

 

Diary method 

Under this method, companies can ask employees to maintain log records or daily diaries, 

and job analysis can be done based on information collected from the record. 

 

A log record is a book in which employee records /writes all the activities performed by him 

on the job. 

 

The records are extensive and exhausted and provide a fair idea about the duties and 

responsibilities in any job. 

 



In this method, the worker does the work himself, and the idea of the skill required, the 

difficulty level of the job, and the efforts required can be known easily. 

 

Job Analysis Tools 

Job Analysis supports all other management activities, including recruitment and selection, 

training and development need analysis, performance analysis, and appraisal, job evaluation, 

job rotation, job enrichment and enlargement, the right job-individual, creation, and 

regulation of entry and exit of talent in an organization. Some of the Job Analysis tools are 

here: 

 O*Net Model 

 FJA Model 

 PAQ Model 

 F-JAS Model 

 Competency Model 

 Job Scan 

O*Net Model 

The beauty of this model is that it helps managers or job analysts in listing job-related data 

for a huge number of jobs simultaneously. 

 

It helps collect and record basic and initial data, including educational, physical, and mental 

and emotional requirements to some extent. 

 

It also links the compensation and benefits, perks, and advantages to a prospective candidate 

for a specific job. 

 

FJA Model 

FJA stands for Functional Job Analysis and helps collect and record job-related data to a 

deeper extent. It is used to develop task-related statements. 

 

The technique developed by Sidney Fine and his colleagues helps determine the complexity 

of duties and responsibilities involved in a specific job. 

 



This work-oriented technique works based on the relatedness of job data, where the 

complexity of work is determined on a scale of various scores given to a particular job. 

 

The lower scores represent greater difficulty. 

 

PAQ Model 

PAQ represents the Position Analysis Questionnaire. This well-known and commonly used 

technique analyzes a job by getting the questionnaires filled by job incumbents and their 

superiors. 

 

Designed by a trained and experienced job analyst, the process involves interviewing the 

subject matter experts and employees and evaluating the questionnaires on those bases.  

 

F-JAS Model 

Representing Fleishman Job Analysis System is a basic and generic approach to discovering 

common elements in different jobs, including; 

 

 verbal abilities, 

 reasoning abilities, 

 idea generation, 

 quantitative abilities, 

 attentiveness, 

 spatial abilities, 

 visual and other sensory abilities, 

 manipulative abilities, 

 reaction time, 

 speed analysis, 

 flexibility, 

 emotional characteristics, 

 physical strength, 

 perceptual abilities, 

 communication skills, 

 memory, 



 endurance, 

 balance, 

 coordination, and 

 movement control abilities. 

Competency Model 

This model discusses employees’ competencies in knowledge, skills, abilities, behaviors, 

expertise, and performance. 

 

It also helps understand what a prospective candidate requires at the time of entry into an 

organization at a particular designation in a given work environment and schedule. 

 

The model also includes basic elements such as qualifications, experience, education, 

training, certifications, licenses, legal requirements, and a candidate’s willingness. 

 

Job Scan 

This technique defines personality dynamics and suggests an ideal job model. 

 

However, it does not discuss the individual competencies, such as intellect, experience, or 

physical and emotional characteristics of an individual required to perform a specific job.  

 

Different tools can be used in different situations. The selection of an ideal job analysis tool 

depends upon job analysis needs and objectives and the amount of time and resources. 

 

 
 

 

 
 

 

 
 

 

 
 



UNIT-III 
External  Competitiveness and  Benefits Management 

 
Introduction: 

  Defining External Competitiveness: 

                 External competitiveness is the pay offered by a company relative to the pay 

offered by its direct competitors in the market. Also called variance to market, this allows 

organizations to explore the variance in a market for salaries and how that might affect the 

talent available. 

 External pay competitiveness can affect organizations in a variety of ways, including: 

 Lower turnover rates: If a company offers competitive compensation and salaries 

for its employees, it might reduce the overall turnover rate. External competitiveness 

allows the company to compare its offerings across the market's different competitors 

to determine the best offerings for new employees to keep them employed for longer. 

 Greater productivity: A company that studies external competitiveness and offers 

fair compensation for employees might also experience greater productivity because 

of employee motivation being higher. Employees often perform more efficiently and 

with more pride in their work when they feel their job offers fair compensation for 

their efforts. 

 More qualified candidates: Studying external competitiveness can help an 

organization identify which parts of competitors' compensation packages are most 

appealing to qualified candidates, allowing the organization to replicate or improve on 

them. This may result in more qualified candidates seeking employment there, 

creating a wider talent pool from which to hire new employees. 

 Happier customers: Examining external competitiveness can also help companies 

learn about the way their treatment of employees affects customer interest in their 

brand. With better wages and working conditions for employees, companies can earn 

more respect from customers and might attract new leads to the business, increasing 

revenue and exposure. 

 Internal equity vs. external competitiveness 

Internal equity is the level of pay or compensation that employees within an 

organization receive for their work. Internal equity can differ from external in many 

ways, including: 



 Focus: The biggest difference between external and internal equity pay is the focus. 

While internal equity pay focuses more on internal structures and employee 

performance to determine adequate pay and benefits, external equity or 

competitiveness focuses more on competitors' offerings and other factors in the 

broader job market. 

 Influences: Internal and external equity pay each have different factors that affect 

them. Where external factors in the job market such as talent availability, market 

health and competitor offerings affect the company's direct competitiveness, internal 

factors like company structure and employee expectations affect internal equity. 

 Uniformity: Internal equity pay can help organizations create a more uniform, 

equitable pay structure by focusing on internal structures and what's fair for everyone. 

External equity creates unique opportunities for highly talented or driven candidates, 

often offering higher pay to attract those candidates away from the competition. 

Pay Policy Alternatives: 

 

 Pay with Competition (Match) 

 

1.Attempts to ensure an organisation's 

         a.Wage costs are approximately equal to those of its product competitors 

         b.Ability to attract potential employees will be approximately equal to its labour 

market competitors 

  2.May not have a competitive advantage 

 Lead Policy 

 
1.Distinguishes a company from the competition by compensating employees more 

highly than most competitors 

2.Maximises the ability to attract and retain quality employees and minimises 

employee dissatisfaction with pay 

3.If used only to hire new employees, may lead to dissatisfaction of current 

employees 

 Lag Policy 

1.Distinguishes a company from the competition by compensating employees less 

than most competitors 

2.May hinder a firm's ability to attract potential employees 



3.If pay level is lagged in return for promise of higher future returns (eg. stock 

ownership in a high-tech startup firm) 

a.May increase employee commitment 

b.Foster teamwork 

c.May possibly increase productivity 

 

 Varying Policies 

1.Employers have more than one pay policy 

2.Policy may vary for different occupational families (eg. Engineers - above market; 

Office staff - below market) 

3.Policy may vary for different forms of pay (eg. Base, benefits, options, bonus) 

Employer of Choice 

Companies compete based on their overall reputation as a place to work, beyond pay  

level and mix 

Wage Surveys 

Employees are the greatest asset of any organization. Organizations spend between 50 and 80 

percent of gross revenues on employee salaries and benefits combined. How your 

organization compensates for its most important asset has a huge impact on overall company 

performance. The use of a high-quality, independent salary survey is a key component in your 

compensation strategy and helps you stay on target to attract and retain the best talent in your 

industry. 

 

Salary surveys help attract new talent and retain employees. When properly designed and 

used, they can provide benchmarks against which salaries and benefits can be compared. 

 

salary survey 

A salary survey is a methodology that collects information about employee compensation, 

including wages and benefits. These are carried out to determine salary levels for specific job 

categories and are usually carried out by region, sector, or job classification with comparison 

fines. 

https://www.thehumancapitalhub.com/articles/compensation-and-benefits
https://www.bizjournals.com/triangle/news/2019/08/29/attracting-and-retaining-top-talent-5-ways-to-make.html


There are many reasons you should prioritize a salary survey; whether as a prospective 

employee or member of the recruitment team in an organization. Let’s discuss some of the 

importance of conducting a salary survey in your industry.  

 It ensures fair remuneration for your staff 

Feedback gathered from a salary survey gives you a clear idea of what is obtainable in your 

industry. This means that you will be able to present competitive rewards for your staff 

including salary, bonuses, benefits, and paid leave.  

One of the major reasons employees jump ship frequently is the search for better working 

conditions; especially salary and other benefits. If you want to establish some sort of stability 

in your workforce, then conducting a salary survey is perhaps an important step to take.  

 It informs better decision-making 

As a business owner, your decisions should primarily be data-driven and this is what a salary 

survey helps you achieve. By conducting a salary or compensation survey, you will have 

valid data for decision-making in the workplace; especially regarding employee welfare.  

 It keeps you abreast of industry trends 

With a salary survey, you will have a fair knowledge of the developments in your industry. It 

will help you gather important information about the right compensation package for talents 

at different levels in your industry.  

 It boosts employee morale 

When you reward employees adequately, you are more likely to receive unparalleled loyalty 

and commitment to your organization. Research by Robert Half suggests that 38% of 

employees leave their jobs as a result of inadequate salary and benefits.  

The right compensation package can boost employees’ morale and spur members of your 

workforce to put in their best at any time.  

 It gives you a competitive position in your industry 

https://www.prnewswire.com/news-releases/why-good-employees-quit-327434002.html
https://www.prnewswire.com/news-releases/why-good-employees-quit-327434002.html


Many things combine to create ideal organizations. When talents choose one organization 

over the other or describe it as “the ideal place to work”, it often means that such an 

organization has an attractive employee reward package.  

A salary survey avails you with relevant information that can make your company one of the 

ideal places to work in its industry. By offering mouth-watering remuneration to your staff at 

different levels, you position your organization to attract the right talents.  

 Legal Compliance 

Salary surveys also help to ensure that your organization is on the right side of the labor and 

industry laws in your country. It helps you to avoid price-fixing which may put you at the risk 

of violating the labor laws. 

Different sources of Salary Surveys 

 

Choosing appropriate salary surveys is first a matter of knowing where to look for them and 

secondly evaluating those surveys found to match up with the needs of the organization. 

  

There are many different sources of salary surveys. Salary surveys are usually produced by 

governments, trade and professional associations, consultants, voluntary associations of 

employers, and individual employers. 

  

Designing, collecting, analyzing, and distributing surveys is very time-consuming and 

expensive. The consequence is that company-sponsored surveys are usually done only once. 

The sponsoring organization learns what it needs to know and has no need to repeat the 

process the next year. 

  

Below are some of the salary survey sources you can manage to get information from; 

  

1. Consultants Surveys 

This is the major source of salary data for larger organizations. There are several major 

national and international Compensation Consultants who can provide sophisticated wage 

data tailored to your organization's needs. The quality and cost of data from these sources are 

high. 



  

2. Government Surveys 

Most governments provide average compensation reports for free. The information is usually 

published as average labor and compensation surveys by sector. 

  

Government efforts have contributed greatly to salary survey techniques. Research has shown 

that most employers, even while using government occupational-wage statistics, do not find 

them sufficiently timely and specific to fill their needs. As expected, all government surveys 

are by nature, political. 

  

3. Internet Surveys 

The internet has changed how work is done in many ways. Surveys are not exertion. Instead 

of moving around with a questionnaire, the Internet brings computer technology and survey 

software into the office. Survey questionnaires are posted on the Internet for use in the 

collection of data. Some surveys still collect this data in the form of fixed-length files where 

data is reviewed both statistically and visually. Some of the newer surveys check input data. 

If it falls within a preset standard error (range), the data is automatically integrated into the 

survey. The result is that Internet-based surveys can be interactive, real-time, and reflect data 

gathered up to the minute. 

Some internet surveys are operated by organizations devoted to providing compensation 

information, while others operate them as an adjunct to their main purpose, or even as an 

advertising tactic. Some internet sites are seeking employers or employees as their target 

market. Most Internet sites provide data on a job-by-job basis and limit the data to the 

average wage for a job. An internet salary survey can also be known as an online salary 

survey. 

  

4. Employee and Employer Representatives Survey 

Many employees and employers representative organizations conduct salary surveys for their 

members. The wages are usually set to balance the interest of both parties taking into 

consideration the changes in the living costs of the employees. The data is usually shared for 

free or at a small fee. 

  

Advantages of a salary survey 

https://www.payscale.com/


 Comparative analysis with all the companies in the study and their specific sectors. 

 Detailed knowledge of compensation in the market and its main components. 

 Projection of salary increases based on current market practices. 

 Exact homologation of each position compared to its equivalent in the market. 

 Availability of updated and reliable information on wage behavior in the market. 

 Strategic guidance to the Human Resources areas regarding the direction of the global 

compensation of your organization. 

Disadvantages 

  

 Badge. One problem that all wage studies share is currency. Gathering information  

 and conducting detailed analyzes takes time, especially if the survey contains 

substantial data. In an economy with ups and downs, the information may be 

irrelevant or outdated by the time the salary survey is released. 

 The investigation process is complicated. To design a salary survey it is necessary 

to have professionals, since the approach and execution of the investigation is 

usually more complex than a census. You can read more about the subject in our 

article on the differences between surveys and censuses. 

 Confidence margin of the data. There may be a statistical error due to not having 

surveyed the entire population. 

Examples of questions for a salary survey 

 What is your annual salary not including bonuses? 

 How often do you increase your salary? 

 What level of education does the position you work in require? 

 What is your level of education? 

 Do you have the option to advance to other positions? 

  

 Do you know the salary policies that the company manages? 

 Do you know the discount percentages that the company makes for health and 

pension services? 

 Do you receive bonus? 

 Do you have life insurance? 



 Is there any kind of incentive? 

Interpreting Survey Results 

Pay attention to top survey questions  

When you set a goal for your survey, you probably have jotted down the top questions which 

directly serve the purpose of the survey topic and its results. While starting to analyze survey 

results, the first data to look at is that of these top questions. You get direct results through 

such questions.  

For example, the goal of your survey was to collect contact information of potential 

customers. This survey will have its top questions like contact number, email address, home 

address, etc. By directly looking at responses to these questions, you will get what you were 

looking for in the survey results.   

 Sample size   

Sample size is another factor that affects the accuracy and effectiveness of your survey 

results. Sample size is nothing but the number of people that take your survey and complete it 

so that their responses add to final results.    

Determining the right sample size for your survey is a task. Although various 

online survey software does the work for you by predicting and understanding the 

complexity of the process. The survey results and their reliability are highly 

dependent on the sample size that took the survey.   

 Filtering results   

When the survey results are ready and your analysis plan is ready, it is time to analyze and 

compare the subgroups. In filtering survey results, the same group analysis and comparison 

will be helpful.   

For example, you conduct a seminar on digital marketing. Everyone from the college, like 

students, teachers and administrators, attends the seminar. For a feedback survey that was 

conducted for the seminar performance, these subgroups and their responses and put against 

each other to see which group had to say what.  

https://www.voxco.com/survey-software/


 Visual representations   

You might have seen various statistical data being represented visually for a better 

understanding. Well, survey results need just that. With a lot of close-ended quantitative 

questions, data is mostly numeric in nature, and this makes it easier to represent on a graph or 

charts.  

Another way of putting and representing your survey results can be using cross-tabulation or 

crosstab reports. It organizes your data into a table like the one above, which is far easier to 

look at and understand right away. You can compare the groups based on what their response 

is and how they differ. This helps you understand each group deeply and determine how 

survey results differ for each one of them.  

 Benchmarking and comparative data analysis  

Let’s say you conducted a seminar feedback survey and the results came out saying 60% of 

the attendees enjoyed the experience. Although it does sound like a nice percentage, how do 

you say that your seminars are doing overall well with every take?   

This is where benchmarking and comparing comes in. It is nothing but marking your progress 

as you move forward with every survey, recording the responses and what respondents had to 

say and comparing the new one with the previous one. How will it help though? Well, when 

you have a frame of reference to compare your result with, you can make an instant decision 

whether you did good or bad this time. As in the seminar feedback survey case, 60% is 

compared to the last seminar which had 75% satisfied respondents. This result indicates that 

the current performance is rather not very good.  

 Concluding the survey  

Survey result analysis is nothing but converting raw data into meaningful information. What 

your respondents have to say will only reach you in a proper way if survey results are 

analyzed in the right way. After decoding the top questions, dig deep into the other questions 

to know what are the reasons behind specific responses and what can be done to make them 

better.   



Concluding the survey is probably the last step of survey result interpretation where you now 

have all the insights and information you need and you just have to make a decision in the 

right direction regarding the respondents’ opinions and views.  

Tips for survey result interpretation 

Here are some extra tips and prerequisites that you might need to have a look at before you sit 

down to analyze your survey results.  

 Asking the right questions – for the quality data to be collected, asking quality 

questions is but obvious. Effective interpretation starts with the survey quality 

itself. Short, simple and direct questions play an important role in giving as 

much accurate data as possible.   

 Grouping for open-ended questions – if your survey has more open-ended 

questions, prefer to group the answers based on their intentions and further dig 

more into their situational meanings.  

 Key phrases – for open-ended answers where there are lots of words and 

sentences, pick out the commonly used words or phrases and put them together 

to get the sense of the survey result. Word cloud is also one of the best options 

when it comes to visualizing words that were used by the respondents.  

 Don’t lose sight of your goals – it is best advised to interpret survey results 

through the lens of your goals. Keep in mind what you want to learn from 

survey data and keep digging in until the purpose is satisfied. 

Pay Policy Line: 

A pay policy is a set of principles and directives that regulate employee remuneration. It 

ensures that your salary budget is distributed more equally, taking employee performance and 

the objectives achieved into account. 

  

The main reason many organisations decide to design an internal pay policy is to guarantee a 

system of fair pay for everyone, and that's also in alignment with company strategy and 

objectives. 

  

So, the main objectives of human resources pay policies is to: 

https://www.kenjo.io/hr-remuneration-guide


  

 Attract and retain talent. 

 Satisfy the financial needs of the workforce. 

 Guarantee fair and equal pay. 

  

  

Characteristics of a pay policy 

  

And what characteristics should a pay policy model have if it’s going to work? Here’s a list 

of six requirements it should fulfil: 

  

 Participative: any pay policy should be mutually agreed and accepted by 

employees or their representatives in the company. 

 Coherent: it should ensure that employees in the same category are paid the 

same. Remuneration must be internally coherent to guarantee a good working 

environment. 

 Individualised: your pay policy should take each employee’s individual results 

and accomplishments into account, while also maintaining coherence within the 

company. It's essential to find the balance between fixed and variable pay. 

 Competitive: pay must be in line with the market if the company wants to attract 

and retain talent. This also helps to reduce absenteeism, staff turnover and 

stimulated employee commitment. 

 Understandable: it should be easy to understand for all workers. 

 Permanent: the salary policy should last a long time, and you should avoid 

having to change it constantly. 

Element of a pay policy 

  

A company pay policy should consider the entire range of payments employees may 

receive for their work. Some of these are monetary, while others fall into the non-monetary 

category. 

  

Let's look at them in detail: 

  



Fixed base salary 

  

Fixed salary is the main element of a pay policy because all employees will receive at least 

some amount of fixed salary. The amount they receive will depend on their job role, experience, 

responsibility and market salaries. 

  

Variable pay 

  

Variable pay takes the form of additional payments that always depend on the results an 

employee achieves. Some of the main objectives of offering such extra results-based payments 

are: 

  

   Acknowledge an employee’s contribution to the company’s success. 

   Reflect individual efforts and results. 

  

When developing a policy, it's vital to specify the requirements employees must fulfil to 

obtain these extra payments and the corresponding amount in each case. 

  

Benefits and perks 

  

Pay policies can also include benefits and perks such as pension plans, private health and 

training. Perks are products or services that cannot be exchanged for cash and offered by 

the company to improve employees' quality of life. 

  

They are offered as benefits in kind and complement an employee’s salary. Flexible benefits, 

on the other hand, are a scheme where employees can choose the benefits that most interest 

them. These usually have an equivalent monetary value and are often “deducted” from an 

employee’s salary in the form of a “salary sacrifice.” 

  

Some of these benefits are tax-free, although this depends on whether the company provides 

them for everyone, where the services are provided and if they are part of a salary sacrifice 

scheme, or not. Employers will still have to pay National Insurance (social security) payments 

on benefits in kind, while employees do not. 

  



Termination payments 

  

When a company decides to end an employee's contract early, they have an obligation to settle 

the final payment. The law will determine the date and amount of payment in each case. 

However, the company can decide to compensate the employee about the official figure if it 

wishes. And this must be reflected in your pay policy. 

  

  

Elements to consider when creating a pay policy 

  

All HR pay policies are based on a series of parameters and fulfil a series of requirements to 

meet its objective: to set up a fair system of pay within the company. 

  

If you want to design an effective pay policy, here are some of the most important aspects you 

need to take into account: 

  

Company location 

  

The company's geographical location is a crucial factor in any pay policy. When a business is 

located in a big city, the cost of living and transport is usually higher. So, with this in mind, it's 

understandable that salaries would also need to be higher. 

  

Collective agreement 

  

Always check the collective agreement relating to your company’s sector, as it will 

often regulate salary ranges for the different roles and categories. Companies must respect  

the content of this document, as they would otherwise be breaching their legal obligations. 

  

The company’s financial situation 

  

Designing your company’s pay policy in line with its financial situation is considered best 

practice. So, it’s vital to take your company salary budget into account. Make sure your policy 



is viable to avoid future budgetary problems. It's always better to set realistic figures and stick 

to them, rather than having to backtrack later on. 

  

Groups and categories within the company 

  

When planning a policy, the HR Department must be clear on the professional groups and 

categories within the company, as well as defining their tasks, responsibilities and skills. 

The main reason for this is to ensure a fair and coherent sounded distribution. 

  

Individual employee circumstances 

  

As we mentioned earlier, your pay policy needs to be flexible and take each employee's 

situation into account, to ensure they receive the appropriate salary. Some examples include 

their age, contingency, time served in the company, and specific needs. 

Employee effort 

  

Your policy must, of course, set out how your employees' efforts and results will be rewarded. 

Setting objectives that are based on effort, commitment and productivity is essential. These are 

key aspects of the company's success. Ultimately, your policy should reward those that are 

motivated and do a good job. 

  

Salary range 

  

Once you've defined the previous parameters, you'll then need to create salary ranges to set 

employee remuneration. These establish a minimum and maximum salary for each of the 

different levels in the company’s organigram. 

  

Employment policies 

  

Your pay policy should take into account any increases that affect base salaries. These include 

CPI fluctuations, salary reviews, and any other employment-related measures that may be 

imposed. All this helps create a solid remuneration system in the company. 

  

 

https://blog.kenjo.io/how-to-set-salaries-for-your-employees


 

 

Pay Grades-Pay Ranges 

 

 

 

 

A pay grade is a method of compensating employees for their work based on their 

qualifications, years of experience and other predetermined factors. This type of payment 

system is preset with a specific structure. Within the system, there are multiple steps and 

levels, each of which has transparent requirements. For example, a new employee may begin 

on level one, step one. For each year they work at the company, they may gain one step, with 

a higher salary. 

 

Pay Grade Structures 

Organisations may use a pay grade structure to order their different steps and levels. Here are  

the two most common design structures for pay grade systems: 

Vertical pay grade 

Vertical pay grade is a compensation structure in which salary and step increases relate to a 

person's job title, years of experience and responsibilities. This pay grade model sometimes 

reflects the requirements a person needs for their position, such as degrees or certifications 

 

Horizontal pay grade 

Horizontal pay grade also bases salary on experience and length of service. Increases in step 

or level may also relate to degrees or certifications a person earns. A distinguishing feature of 

horizontal pay grade is the potential for pay increases relating to the quality of someone's 

work. When this is the case, the increase in salary that a person earns is also preset and 

follows the outlined path or guide 

 

pay ranges 

Pay ranges (aka salary bands) set the salary boundaries for a role or group of roles — with a 

low, midpoint, and high amount. The midpoint is the anchor to your compensation 

https://blog.opencomp.com/resources/compensation-philosophy-faq-your-essential-compensation-management-questions-answered


philosophy, the formal document that explains how you’ll pay and reward your employees. 

For instance, if you intend to pay at the 75th percentile, the midpoint will reflect this. 

A role can have several levels of progression (such as engineer, senior engineer, and lead 

engineer) with a pay range for each level.  

  

Pay ranges are based on market data, a company’s market positioning, and its compensation 

philosophy. 

Why Pay Ranges Matter 

Companies who focus on a specific pay target, or percentile of the market,  may think of pay 

ranges as old-fashioned. The opposite is true. With pay ranges, employers can confidently: 

o Standardize compensation to create pay equity. Instead of basing pay on 

variables like the candidate’s previous salary or what the candidate requests, 

pay ranges create a framework for pay. 

o Create equity among roles that are valued similarly in an organization but are 

treated differently in the market. 

o Become transparent about compensation without divulging individual 

salaries or personal information. 

o Clearly communicate career progression to job candidates and current 

employees. 

o Simplify administration, eliminate guesswork, and make quick pay-related 

decisions. 

o Makes sense of market data so you’re not acting on anomalies or raw market 

data jumps that don’t make sense when you look at a group or family of jobs. 

 

Risks And Consequences Of A Comp Program Without Pay Ranges 

A compensation program without pay ranges – or with poorly constructed pay ranges – puts 

an organization at risk for more than administrative headaches.  

https://blog.opencomp.com/resources/compensation-philosophy-faq-your-essential-compensation-management-questions-answered
https://blog.opencomp.com/resources/the-high-growth-guide-to-compensation-benchmarking


Risks: 

 Inconsistent offers and pay  

 Compensation that isn’t competitive 

 Over-dilution and excessive cash burn 

 No framework for quick, fair, and scalable hiring and promotion decisions 

Consequences: 

 Declined offers 

 Employee churn  

 Dissatisfied board 

 Poor reputation  

 Negative media coverage 

 

 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Benefits: 

Benefits Administration 

Employee benefits administration is the process of determining and managing the benefits 

offered to a company’s employees. HR departments or benefits administrators within an HR 

department are typically responsible for carrying out the process. 

Benefits administration typically consists of the following steps: 

 Evaluating the value of current benefits programs 

 Communicating with benefits suppliers 

 Selecting competitive benefits 

 Educating employees on what benefits are offered 

 Helping employees enroll in benefits programs 

 Reviewing and updating employee and benefits information 

Effective benefits administration can create a competitive advantage in attracting, hiring, and 

retaining top talent and cutting operational costs. When an organization analyzes the needs of 

its employees and chooses benefits to meet them, employees feel heard and appreciated, 

which can increase employee engagement. 

Evaluating current benefits programs and industry trends as a part of the benefits 

administration process can also help companies save money by cutting underutilized 

programs and negotiating the best plans and rates possible. 

https://www.bamboohr.com/resources/hr-glossary/employee-engagement-in-hr


Employee Benefits 

Employee benefits are given to employees in addition to their regular wages or salary. 

Employees may have to work a certain number of hours to qualify. 

For many employees, benefits matter as much or more than their base pay. Our research 

found that 37% of employees value paid time off more than pay raises. 

Common employee benefits include the following: 

 Health, dental, and vision insurance 

 Disability and long-term care insurance 

 Retirement accounts and 401k contributions 

 Paid time off 

 Parental leave 

 Mental healthcare 

 Paid volunteer hours 

 Commuter benefits 

 Tuition reimbursement 

 Childcare stipends 

Benefits Determination Process: 

 

 

. Decide which benefits to offer 

Today’s employees are putting more value on benefits rather than salary because of the 

advantages and flexibility those benefits provide to them and their families. Popular benefit 

packages include a mix of traditional and voluntary benefits that provide numerous avenues 

of coverage to help employees offset health costs. Employee benefits include: 

 Healthcare, dental and vision insurance. According to SHRM, 95 percent of 

employers surveyed chose healthcare benefits as the most important to the majority of 

their employees. A strong healthcare, dental and vision package can be used by 

employers to attain and retain talent for them. 

 Retirement savings including a benefit pension plan, 401(k) plan, Roth 401(k) plan, 

403(b) plan, 457 plan, SIMPLE plan and SEP plan. An employer-sponsored 

https://www.bamboohr.com/resources/hr-glossary/employee-benefits
https://www.bamboohr.com/blog/creative-benefit-ideas
https://www.bamboohr.com/resources/hr-glossary/401-k
https://www.bamboohr.com/resources/hr-glossary/paid-time-off-pto
https://www.bamboohr.com/resources/hr-glossary/parental-leave
https://www.bamboohr.com/resources/hr-glossary/tuition-reimbursement
https://arcoro.com/blog/benefits-packages-that-motivate-employees-and-attract-top-talent/
https://arcoro.com/blog/benefits-packages-that-motivate-employees-and-attract-top-talent/
https://arcoro.com/blog/promote-employee-benefits-to-inspire-attract-and-retain-high-quality-performers/


retirement plan allows employees to deduct savings directly from paychecks, offer 

various tax breaks and offer matching contributions by employers to build up savings 

quickly. 

 Alternative benefits including critical illness insurance, hospital indemnity insurance, 

student loan assistance, financial wellness planning and pet insurance. Voluntary 

benefits supplement the coverage of traditional benefits for employees who may be in 

danger of being financially devastated in the result of unexpected circumstances 

hitting them. Some of these plans offer cash assistance to help pay for bills not 

associated with the medical bill. 

 Office perks are things employers can offer, that cost little to nothing, that help attain 

and retain top talent. These perks include bonuses, flexible work hours, wellness 

programs and gym memberships. 

2. Manage benefit costs 

Benefits should motivate employees while staying cost-effective for both employers and 

brokers. According to the Bureau of Labor Statistics, the average cost of employee benefits is 

$11.82 an hour, while wages and salaries cost employers $25.91. 

Look for an employer-based plan that balances cost and coverage. Typically an employer 

covers 70% of the medical, dental and vision costs of a plan. Choosing a bundled payment 

could save on costs. According to SHRM, bundled payments are a form of contracting that 

combines pre- and post-procedural care into one negotiated price that can deliver savings and 

simplify billing for organizations and employees. 

Offer a variety of benefit options, including voluntary benefits. Voluntary benefits are 

considerably less expensive and help meet the needs of your employees. By offering a variety 

of options, employees can personalize their coverage. 

Adopt cost management techniques. There are a variety of techniques that can control health 

care costs. According to SHRM, the most popular are nurse advice lines that are available 24 

hours, telemedicine that allows employees to be treated online and case management services 

that identify barriers to getting the best care. 

https://www.bls.gov/news.release/pdf/ecec.pdf
https://www.shrm.org/resourcesandtools/hr-topics/benefits/pages/top-ways-employers-hold-down-healthcare-spending.aspx
https://www.shrm.org/resourcesandtools/hr-topics/benefits/pages/top-ways-employers-hold-down-healthcare-spending.aspx


3. Administer benefits efficiently 

Managing benefits administration requires keeping a lot of balls in the air. For example, 

communication must remain open, compliance needs to be met during open enrollment and 

selections need to be sent to the appropriate carriers. If all of these tasks are performed 

through manual workflows, you could be setting yourself up for serious issues. 

Benefits Management software simplifies the management of all benefits-related data for HR 

administrators and end-users. It helps keep lines of community open, offers complete 

transparency about the benefits your company offers—including what’s available and which 

your employees have chosen, while easily integrating with insurance carriers, payroll 

providers and ERP systems. 

Tasks will be automated, reducing the need for paper, and saving hours of time, not to 

mention cutting costs. 

4. Maintain compliance 

Benefits administration requires knowing all of the compliance rules and regulations set by 

the federal government, including ACA, HIPPA, COBRA and FMLA. These regulations 

cover medical authorization, labor laws and financial stipulations. 

All businesses with 50 or more full-time employees (FTEs) are required to offer some kind 

of group health insurance plan to their workers, or they will be hit with a tax penalty. The 

coverage must extend to at least 95% of your employees and their dependents. 

Employers also need to maintain compliance with the Affordable Care Act (ACA). ACA 

compliance includes determining which employees are eligible for coverage, sending them 

1095-C documents and filing 1094-C paperwork directly with the IRS. 

The Health Insurance Portability and Accountability Act (HIPAA) protects workers by 

providing additional opportunities to enroll in group health plan coverage when they lose 

other health coverage, get married or add a new dependent. HIPAA also prohibits any 

discrimination from changing enrollment or premiums due to health factors. 

Employers with more than 20 employees must offer COBRA. COBRA protects employees, 

former employees, spouses, former spouses and dependent children from losing their health 

coverage due to a death, termination or reduction in hours (gross misconduct excluded), 

https://arcoro.com/solutions/benefits/
https://arcoro.com/blog/health-insurance/
https://www.nolo.com/legal-encyclopedia/what-employers-healthcare-insurance-requirements-under-obamacare-2015.html
https://www.dol.gov/sites/dolgov/files/EBSA/about-ebsa/our-activities/resource-center/fact-sheets/hipaa.pdf
https://blog.birddoghr.com/cobra-administration-guide-what-employers-need-to-know?__hstc=115801433.6d6cf51ebd7a5c8fe67fe8d24f3df377.1709110983524.1709116158021.1709185928437.3&__hssc=115801433.1.1709185928437&__hsfp=3825342951


becoming eligible for Medicare, divorce or legal separation and a child’s loss of dependent 

status. 

The Family and Medical Leave Act (FMLA) entitles eligible employees of covered 

employers to take unpaid, job-protected leave for specified family and medical reasons. It 

applies to private-sector employers with 50 or more employees, public agencies and public or 

private elementary and secondary schools. 

5. Align benefits to your employees’ needs 

Your benefits program shouldn’t exist in a vacuum. Employee benefits should adapt over 

time. For example, as the demographics of your employees change, so should your benefits. 

Younger employees want student loan repayment and paid leave for new parents. Older 

employees want a good retirement plan. The key is to research what your employees want, 

through surveys, to offer a benefits package that resonates with the majority of your 

employees’ needs and where they are in their lives. 

Look at your current benefits and evaluate how much they are used, the services offered, 

coverage, effectiveness, cost, plan experience and competitive trends in benefits programs to 

determine if they need to change. 

Send employees benefits surveys and review the results. By analyzing the data, you’ll be able 

to better forecast trends and plan for future benefit packages. You’ll also be able to put 

together a plan you can send to management. 

Improving Employee Benefits Management 

The right HR software can make all the difference when managing employee benefits. 

 Reduce payroll errors. Manual payroll processes leave you open to mistakes, leading 

to fines and penalties caused by noncompliance. An automated system ensures 

accuracy because data is shared automatically, reducing any need to have a human 

input the information. Plus benefits administration software saves time and gives HR 

administrators and employees the ability to look at benefits selected, pay stubs and 

other HR information. 

 Keep detailed records. Benefit management software allows you to keep detailed 

records and make sure all workflows are completed on time. HR automated tools help 

https://www.dol.gov/agencies/whd/fact-sheets/28-fmla
https://arcoro.com/blog/benefits-administration-software-features/


support greater organizational communication, transparency and increase company-

wide productivity. 

 Automatically ensure compliance. Regulations continually change and benefits 

management software automatically updates so you never have to worry about if you 

have the latest version of paperwork. The right software will guarantee that if any 

compliance issues arise, a fix will be employed and pay for any feeds that may rise. 

 Advanced options to simplify the process. Benefits administration software should 

be able to calculate the age-banded benefits for each employee eligible to enroll in the 

ACA. It should also easily customize benefits for each employee and quickly deduct 

employee selections from payroll. For administrators, HR software can easily transfer 

employee selections to the appropriate carriers and gather information for reporting.  

 Choose software that scales with you. Just as your employee demographics may 

change, so might the size of your company. Your HR software should be able to scale 

with you, integrating with your current technology and any external products you may 

need in the future. 

Legally Required Benefits: 

  The federal government has implemented some federally mandated benefits programs that 

can benefit both the employee and the employer.  

 

Social Security Taxes 

One of the benefits required by law includes social security taxes. As noted by SBA.gov, 

every employer is required to pay social security and medicare taxes based on the rate their 

employees pay as legally mandated benefits. In order to be in compliance with the law, there 

are a plethora of sites which employers can reference, including SocialSecurity.gov to find 

out more about social security and medicare benefits 

Workers Compensation 

Businesses are required to carry workers compensation insurance. They have several options. 

Some of them include offering coverage on a self-insured basis, through a commercial 

carrier, or through the state’s official Workers’ Compensation Insurance program.  

http://www.sba.gov/content/required-employee-benefits


Disability Insurance 

State requirements vary when it comes to disability insurance. While disability insurance is 

not one of the  mandatory benefits, there are certain states and territories that have made it 

mandatory for businesses to provide employees with partial wage replacement insurance 

coverage for sicknesses and/or injuries that are not related to work. This is the case in the 

following states: 

Hawaii 

New Jersey 

New York 

Puerto Rico 

Rhode Island 

The requirement to carry unemployment insurance also varies by state. 

Leave Benefits 

Legally required benefits 

 In most cases, the leave benefits offered by employers are not federal requirements. 

Generally, these benefits are offered to a business’s employees as an aspect of the employer’s 

overall benefits and compensation package. Some of the leave benefits an employer may 

offer include jury duty, holiday/vacation, sick leave, funeral/bereavement leave, and personal 

leave. While these benefits are optional, every employer is required to offer leave under the 

Family and Medical Leave Act (FMLA). 

Family and Medical Leave 

An employer who employs 50 or more full time or part time employees are required to offer 

family and medical leave. The Family and Medical Leave Act (FMLA) ensures that 

employees can obtain up to 12 weeks of unpaid, job-protected leave during a twelve month 

period as long as the reason pertains to one of the following: 

•Birth and care for the employee’s child 

•Foster care or adoption placement for a child 

•Care for an immediate family member (parent, child, spouse) with a serious health issue 

•Care for an employee’s own serious health issue 

Additionally, FMLA has made it mandatory for employers to ensure that their employees 

maintain group health benefits during their leave. The rules and regulations outlined by 

FMLA are applicable to both private employers who have 50 or more employees and all 

public employers. 



Health Insurance 

Health insurance is not one of the employee benefits required by law. Some employers 

provide healthcare coverage and others do not. According to Legally Mandated Employee 

Benefits, employers do not have to offer health insurance coverage to their employees, 

although many do. Typically, what type of health insurance an employee gains results from 

negotiating with the employer. If you are in need of healthcare coverage and your employer 

does not provide health insurance, be sure to check out independent options. After the 

implementation of the Affordable Care Act in 2010, there are more affordable health 

insurance options available. 

Other Employee Benefits 

Although they are not always thought of as legally required benefits for employees, minimum 

wage and overtime pay are also required by law. 

 

Types Of Retirement Plans In India 

Retirement plans are benefit schemes that compensate the contributor with a steady regular 

income after their retirement. There are different types of retirement plans available in the 

market today. Their features differ on the basis of the subscriber’s payout needs (annuity or 

lump sum), insurance requirements (insurance-based or non-insurance based), the timing of 

payout (deferred benefit or immediate annuity), expected returns and risk appetite (ULIPs or 

government-sponsored). 

 

The three broad categories of retirement plans in India are- 

1. EMPLOYMENT-BASED PENSION PLANS 

Work-based pension plans are part of an employee welfare mechanism set in place by 

an employer to provide social security to employees in the form of pension during 

retirement. They are also categorised as non-insurance-based pension plans as they 

cannot be individually availed through an insurance company but have to be 

subscribed to, in the capacity of an employee. 

 

The pension amount in work-based plans is usually contributed by both, the employer 

http://jobsearch.about.com/od/employeebenefits/g/mandatedbenefits.htm
http://jobsearch.about.com/od/employeebenefits/g/mandatedbenefits.htm
https://www.adityabirlacapital.com/abc-of-money/7-types-of-retirement-plans


and the employee. It is, therefore, considered as a component of the employee’s gross 

salary. Employment-based pension plans come in three variations- 

i. Defined Contribution Plans: The total benefit received is a direct function of 

the total monthly contributionsand return on investments. 

ii. Defined Benefit Plans: The total benefit received is calculated based on the 

number of years of service and the amount of salary. 

iii. Hybrid Plans: Combine the features of Defined Contribution Plans and 

Defined Benefit Plans 

2. INSURANCE-BASED PENSION PLANS 

Insurance based-pension plans need to be availed through an insurance company and 

do not flow from an employer-employee relationship. Therefore, insurance-based 

pension plans are also known as personal pension plans. Such plans may also include 

a life insurance cover along with retirement benefits by providing death compensation 

to the subscriber. 

 

There are three types of insurance-based pension plans, namely- 

i. Deferred Annuity Plans: Offer fixed payout after the subscriber attains a 

certain specified age. Such plans may further invest the subscriber’s funds in 

traditional, low-risk debt instruments (Traditional Retirement Plans) or capital 

market securities like stocks and bonds (Unit-Linked Insurance Plans). 

ii. Immediate Annuity Plans: Immediate annuity plans are retirement plans that 

have no waiting period for the annuity to start getting credited in the 

pensioner’s account. Most immediate annuity retirement schemes offer a start 

date for when the pension payout commences. 

iii. Pension Plans With Cover and Pension Plans Without Cover: With cover 

pension plans are a confluence of life insurance plans and retirement benefit 

schemes. Such plans offer death compensation to the policy-holder. Without 

cover pension plans simply offer annuity and not life cover. 

3. GOVERNMENT-SPONSORED SCHEMES 

Government-sponsored schemes are post-retirement investment funds initiated by the 

Central Government. They offer social security in the form of a pension. There are 

https://www.adityabirlacapital.com/abc-of-money/5-tips-for-choosing-a-personal-pension


various government retirement schemes set up in India like the National Pension 

Scheme, Employee’s Provident Fund, Public Provident Fund, etc. 

Thus, it is clear that there are an ample number of investment options available for 

individuals to earn a regular income throughout their post-retirement life. Investors must first 

devise a retirement strategy, identify their goals like life cover or annuity, understand their 

risk profile before choosing a suitable retirement scheme. 

Medical Benefits: 

In a post-pandemic world, companies no longer view employee benefits as a strategy to 

attract and retain talent but also as a way to ensure that their employees are taking care of 

their health. 

India has witnessed major improvement when it comes to a variety of benefits offered to 

employees. Employers are now going beyond traditional perks such as health insurance to 

also safeguard the financial, emotional, mental and physical health of their employees and 

their dependents. 

An article by WTW revealed that 85% of employers plan to use their employee wellbeing 

programme as a differentiator in the next three years. Employers across India are looking to 

include a variety of medical benefits that can help team members focus on their health 

without worrying about the financial implications. 

Here’s an overview of all you need to know about medical benefits for employees in India: 

Group Health Insurance 

Group health insurance is a type of medical insurance policy for employees or members of a 

company or organisation. A group health insurance ensures that your team has adequate 

financial protection against hefty medical bills so that they can focus on improving their 

health. 

Group health insurance can also be extended to people directly or indirectly related to the 

members insured. For instance, group health insurance for your employees can be extended 

to their spouses, children, and even parents. 

https://www.wtwco.com/en-IN/Insights/2021/05/employee-wellbeing-takes-center-stage-in-india


.Covid Insurance 

Covid-specific insurance provides financial protection to your employees against a variety of 

medical expenses incurred due to the virus. Your team can save money on doctor-prescribed 

diagnostic tests and expenses incurred due to hospitalisation or at-home treatment. 

You can access group covid coverage at affordable premium rates starting from ₹554 per 

person (inclusive of GST), depending on your policy and insurer type. Click here to kick-start 

your team’s pandemic coverage. 

Super Top-Ups 

Super top-up helps your employees cover their hospital bills when their basic health 

insurance plan is exhausted. It offers a higher sum insured at an affordable premium, giving 

your team’s health insurance a boost without breaking their bank. Another major advantage 

of this medical benefit is that employees can enjoy their super top-up coverage even after 

they change employers. 

Teleconsultations 

Teleconsultation is an instant way for doctors and patients to connect over a video call, voice 

call or text message. This means that your employees can easily get in touch with top doctors 

for any medical advice from the safety of their homes. So, while health insurance covers your 

team’s medical bills, teleconsultations help them proactively track their healthcare through 

regular telephonic check-ups. 

Dental & Vision Checkups 

Most health insurance plans don’t t cover OPD expenses. With dental and vision checkups, 

and treatments being one of the most common medical expenses for employees, providing 

access to free check-ups and discounted treatments can help your team save up on this 

recurring expense. 

Health Assessments and Annual Health Check-Ups Risk  

About 60-70% of lifestyle diseases are preventable through timely assessment and 

intervention. With regular health risk assessments and annual health check-ups, your team 

https://www.novabenefits.com/covid-insurance


can keep a track of their physical well-being and take necessary corrective measures to 

prevent the onset of any medical ailments. 

Mental Wellness Support 

Employee medical benefits should no longer be limited to physical wellness with about 40% 

of employees suffering from mental health concerns. Provide your team with the necessary 

support to deal with mental illnesses with benefits such as free unlimited therapy, emotional 

support groups, mental wellness workshops and emotional risk assessments. 

Healthcare Credit - Line 

Approximately 60% of healthcare expenses are incurred by employees from their own pocket 

with only 40% being catered through insurance. This is why providing a healthcare credit line 

can help your team manage their health expenses in a better way. This includes pre-approved 

medical credit that can be used by employees to pay their medical expenses across a time 

span of 24 months. 

Covid Wellness Plan 

Help your team fight the pandemic with more than just extensive covid insurance through 

additional covid wellness benefits. This includes providing quarantine support, conducting 

vaccination drives and ensuring access to a 24/7 emergency helpline for all employees. 

If you are looking for the best covid wellness plan for your team, look no further. You can 

access all covid benefits one can think of by clicking here. 

Disease Management Programs 

Disease management programs refer to a variety of plans that help your team fight diseases 

such as diabetes, kidney infections and heart problems through specially curated medical 

packages which include consultations with top doctors, physical and mental therapy sessions 

and access to discounted medicines. 

https://www.novabenefits.com/covid-insurance


To summarise… 

Medical employee benefits in India are no longer limited to health insurance. Employers are 

now proactively searching for ways to ensure the best possible medical care for their team. 

If you’re someone who is looking to build a happier and healthier workspace for your team, 

Nova's tech-first and all-in-one platform aims at providing the right support to your 

employees by making all wellness benefits easily accessible. 

 

 

 

 

 

 

 

 

 

UNIT-IV 

Performance Based Compensation System 

 
Introduction: 

            Performance-based compensation is when an employee's pay, bonuses, and/or 

financial incentives are directly tied to both their individual work performance and/or the 

business’s overall performance. 

The main aim behind this approach is to motivate employees to excel in their roles and 

positively impact a business’s success by linking their financial rewards to their results.  

Types of performance pay 

There are various types of performance pay structures, each designed to align employee 

incentives with organizational goals. Here are some common types of performance pay: 

Merit pay 



This is a salary increase based on an individual's performance evaluation. It's designed to 

reward high performers and encourage contued excellence. 

Piece Rate Pay 

Employees are paid a set amount for each unit of work they complete. This can be motivating 

for employees who want to control their earnings, but it can also lead to rushed work or 

cutting corners. 

Commission-Based Pay 

Employees receive a portion of the sales they generate. This can be highly motivating for 

salespeople, but it can also be unstable and lead to unethical sales practices if not managed 

carefully. 

Profit Sharing 

Employees receive a share of the company's profits, typically based on a pre-determined 

formula. This can help align employee interests with the company's success and boost 

morale. 

Gainsharing 

Similar to profit sharing, but bonuses are based on improvements in specific performance 

metrics, such as productivity or quality. This can be a more targeted way to incentivize 

desired behaviors. 

Stock Options and Equity-Based Compensation 

Employees are given the right to purchase company stock at a discounted price or receive 

shares directly. This can tie employees' interests directly to the company's performance and 

promote long-term commitment. 



Competency-Based Pay 

Employees are rewarded for acquiring and demonstrating specific skills and knowledge. This 

can encourage continuous learning and development, and ensure employees have the skills 

needed to succeed. 

Spot Bonuses 

One-time payments are awarded to recognize and reward exceptional performance or 

achievements. This can be a powerful tool for boosting morale and motivation. 

How to Calculate Performance-Based Pay 

Before calculating performance-based compensation, you need to decide which pay method 

you want to use (e.g., commissions, bonuses, merit increases, etc.). For example, if you 

choose commissions, the formula to calculate performance-based pay is: 

Commission pay = Commission rate x Sales generated 

For merit increases, the calculation would be: 

Merit pay increase = base salary x (merit increase percentage ÷ 100) 

For example, Zack sold a total of $3000 worth of products with a 4% commission; he would 

receive $120. As per the merit pay increase, if Zack's salary is $50000 and the merit increase 

percentage is 4%, he would receive a $2000 merit pay increase based on his salary and 

performance appraisal. 



pay for performance 

Pay for performance is a payment structure that builds on an employee’s base pay when they 

meet or exceed measurable performance metrics. Pay for performance is often seen as a fairer 

and more adaptive way to reward employees who put in great effort and get better results 

compared to the traditional salary system. 

Pay for performance works best in roles where performance is measurable numerically, like 

the number of boxes moved or assets created. To implement this system, employers require a 

clear, fair, and pre-determined method to measure performance and distribute rewards.   

 Pay for performance models  

1. Merit-based pay and merit increase 

Merit-based pay works on a salaried or hourly pay structure in which high performance can 

consistently earn merit increases. At the next salary review, the employee will be given a 

raise to their base pay for each performance period in which they meet or exceed the set 

goals. 

2. Performance-based pay 

In performance-based pay, the employee receives a bonus on top of their base pay for 

meeting and exceeding set performance goals. These may be set at milestone performance or 

incremental with units of work. 

Unlike merit-based pay, which increases the base salary, performance-based pay provides 

bonus pay for each pay period of high performance. 

3. Variable pay 

Variable pay also provides bonuses on top of base pay but in a less predictable manner. 

Variable pay may be paid in discretionary (spontaneous) bonuses for in-the-moment 

performance or non-discretionary bonuses based on set long-term or short-term goals and 

milestones. 

Compared to performance-based pay, however, variable pay is more likely to reward an 

entire team for team performance than individual performance. 

https://www.aihr.com/hr-glossary/merit-pay/
https://www.aihr.com/hr-glossary/merit-increase/
https://www.aihr.com/hr-glossary/variable-pay


4. Incentive-based pay 

Incentive-based pay is when an employee receives rewards for hitting specific performance 

goals, but the incentive is not always money. 

A salesperson’s commission is an example, but incentive-based pay can also include paid 

time off, vacation trips, gift certificates, stocks, and gifted items in addition to the employee’s 

base pay. 

 

 

 

 

Advantages and disadvantages of pay for performance 

Pay for performance is a popular choice where employee performance is easily measured in 

numerical units. It can be seen as a benefit, allowing employees to set their own rate of 

pay by the effort they choose to put in, but it can also lead to competition or burnout if not 

implemented strategically. 

Advantages 

 Motivates employees to reach for performance goals 

 Rewards hard workers for their hard work 

 Gives employees a chance to earn more than their base pay 

https://www.aihr.com/hr-glossary/incentive-pay/
https://www.aihr.com/hr-glossary/paid-time-off/
https://www.aihr.com/hr-glossary/paid-time-off/
https://www.aihr.com/hr-glossary/rate-of-pay/
https://www.aihr.com/hr-glossary/rate-of-pay/
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 Offers employees more control over their compensation 

 Helps managers set measurable and achievable goals 

Disadvantages 

 Can cause competition between team members 

 More likely to result in stress and burnout 

 Can over-value quantity above quality 

 Can be difficult to change or revoke 

 Risk of bias or favoritism in incentive distribution 

 

Implementing pay for performance 

1. Set measurable and equally achievable goals: Help managers set consistent, 

measurable performance goals that anyone can achieve with focus and hard work. 

2. Set appropriate compensation levels: Set equal compensation and bonus pay levels 

that are appropriate for the work provided. 

3. Balance the cost and value between incentives and increased 

performance: Ensure that the cost of paying incentives is balanced with the value 

gained from increased performance when milestones are met. 

4. Ensure transparency: Provide transparency between performance and rewards. 

5. Prevent bias and discrimination in incentive implementation: Ensure managers 

distribute performance pay evenly without bias, discrimination, or favoritism.  

6. Maintain compliant compensation plans: Check compliance with state, county, and 

city regulations and laws. 

 

  Rewarding Desired Behaviors 

               

https://www.aihr.com/blog/hr-compliance/


           Rewarding employee performance is an essential aspect of creating a motivated and 

high-performing workforce. By acknowledging and incentivizing exceptional performance, 

organizations can boost employee morale, increase engagement, and drive productivity.  

 

 

Benefits of Rewarding Employees for Good Performance 

Recognizing and rewarding employees for their outstanding performance can have a 

multitude of positive effects on both the individual and the organization as a whole. In 

fact, 80% of employees would work harder if they felt better appreciated 

1. Increased Motivation and Engagement 

Rewarding employees for good performance serves as a powerful motivator. When 

employees know that their hard work and contributions will be recognized and rewarded, 

they are more likely to stay engaged and committed to achieving excellence. One study even 

found that individuals who felt their employers’ rewards met their needs were 7x more 

likely to say they were engaged at work than employees who were dissatisfied with their 

organizations’ rewards. This heightened motivation leads to improved job satisfaction and a 

greater sense of purpose in their work. 

2. Enhanced Productivity 

Rewards and recognition can significantly impact productivity levels within an organization. 

In fact, 82% of employees consider recognition an important part of their happiness at work. 

It boosts employee morale and fosters a sense of pride and satisfaction in their work. When 

employees are acknowledged for their accomplishments, they are inspired to continue 

performing at their best. This, in turn, leads to higher levels of productivity, as individuals 

strive to achieve recognition and reap the associated rewards. 

3.Improved Employee Morale 

Recognizing and rewarding performance creates a positive and supportive work environment. 

It boosts employee morale and fosters a sense of pride and satisfaction in their work. When 

employees feel valued and appreciated, they are more likely to have a positive attitude, 

collaborate effectively with colleagues, and contribute to a harmonious workplace culture. 

https://www.zippia.com/advice/employee-recognition-statistics/
https://www.netsuite.com/portal/resource/articles/human-resources/employee-recognition-statistics.shtml
https://www.netsuite.com/portal/resource/articles/human-resources/employee-recognition-statistics.shtml
https://www.surveymonkey.com/curiosity/employee-recognition-and-retention/


4. Talent Retention and Attraction 

A well-designed rewards program can be instrumental in attracting top talent and retaining 

valuable employees. Over 91% of HR professionals believe that recognition and rewards 

make employees more likely to stay. When individuals see that their efforts are 

acknowledged and that there are opportunities for growth and rewards, they are more inclined 

to stay with the organization. This reduces turnover rates, saves recruitment costs, and 

ensures continuity in a high-performing workforce. 

5. Encourages Continuous Improvement 

Rewards programs that focus on performance excellence encourage employees to strive for 

continuous improvement. By setting clear performance goals and offering rewards tied to 

specific achievements, organizations promote a culture of ongoing learning and development. 

Employees are motivated to enhance their skills and knowledge to attain recognition and reap 

the associated benefits. 

6. Team Collaboration and Camaraderie 

Rewarding individual performance can also foster teamwork and collaboration. When 

employees see their colleagues being recognized and rewarded, it creates a sense of healthy 

competition and camaraderie. This can lead to increased collaboration, knowledge sharing, 

and a supportive team environment, ultimately contributing to the overall success of the 

organization. 

Does Compensation Motivate Performance? 

  

Making sure that employees are properly motivated is one of the most common problems that 

a lot of companies face. Without a dedicated and motivated workforce, you will have 

problems reaching your goals. In effect, this will have a toll on your bottom line and that is 

the last thing that you would want as a business owner. 

This is why it is very important you understand how your employees are motivated. You need 

to understand that you will not be able to motivate every employee you have in the same way. 

One common method of motivating employees is to compensate them properly or more than 

adequately. Proper compensation should be done in the first place regardless of any other fact 

https://www.shrm.org/hr-today/trends-and-forecasting/special-reports-and-expert-views/documents/retaining-talent.pdf
https://recognizeapp.com/cms/articles/benefits-of-employee-motivation
https://recognizeapp.com/cms/articles/employee-involvement-measures-motivate-employees


but if you go a bit deeper you will understand compensation is a really important and 

complex topic.  

How Compensation Motivates Employee Behavior 

First of all, you need to understand that top talent is in high demand right now. Therefore, the 

competition to get these people is really intense at the moment. Another challenge is, 

provided you do get to hire a model employee, retaining these top talents. 

Proper compensation packages can go a long way when it comes to motivating employees. 

You need to understand what the demands of your specific employees are. After you 

understand the demand they have, you will be in a much better position to judge whether they 

deserved that amount of compensation or not. If they do deserve it, give it to them. If you 

think, after thorough consideration, that they don’t deserve the compensation they expect, 

you need to properly communicate the reasons to them. 

Before we move on, it has to be mentioned that compensation is not the only thing that 

motivates employees. A lot of other factors will come into play. These include things like 

your work environment, the culture in action at your company, how much flexibility you 

provide, etc. So, while proper compensation is going to motivate employees, it is not the only 

factor that will determine their motivation levels. 

Effects of Compensation on Employees 

Improper compensation or low compensation packages have a really negative impact on 

those same employees. With all things being said and done, proper compensation packages 

will have very positive effects on your employees’ motivation levels. Job Satisfaction 

When employees know and feel that they are being valued properly by their employers, they 

will have a true sense of satisfaction from their jobs. People appreciate it when their efforts 

are recognized and appreciated. A proper compensation package is one of the best ways to 

accomplish this. 

Retention  

https://recognizeapp.com/cms/articles/importance-of-employee-retention


As we have talked about earlier, top talent is in high demand. There will be other employers 

and other companies who may try to pry away your top talent with better compensation 

packages. So, in order to improve worker retention and to make sure you do not lose your 

best employees to your competitors, make sure that all your employees are under the 

compensation packages they deserve. 

Prospective Recruitment  

Word of mouth is very powerful. When your existing employees will be properly satisfied 

with their individual compensation packages, they will be more than willing to express that 

gratitude publicly. They will tell their friends and family about how well your company is run 

and how well your employees are treated and compensated. 

This will, in turn, entice other top talents to at least get curious about your company. This is 

one of the best ways to hire top talent. 

Work Productivity 

Finally, and most importantly, when your employees will feel like they are properly 

compensated, their overall performance and productivity will go up. This is the main point 

and the one that you need to pay the most attention to. 

When productivity is up, you will notice several positives for your company. You will have a 

much more engaged workforce and this will ultimately, positively affect your bottom line. 

Is Money Enough to Motivate Employees? 

 Motivating employees is a complicated matter. Of course, money will be able to motivate 

your employees but bear in mind that this is not the only variable that will account for their 

motivation levels. 

There are certainly other factors that will also determine how motivated your employees are. 

This includes things like the culture of the company, the interpersonal relationships built with 

other colleagues, how much flexibility is on offer, etc. These factors are also important when 

it comes to motivating employees. 



    Motivation is a complicated thing to understand properly. Not everyone functions in the 

same way and therefore, how each individual is motivated will depend completely on them. 

However, money is probably the most important thing when it comes to the motivation and 

productivity levels of your employees. Other factors matter but nowhere near as much 

 

Designing PFP Plans 

 

Companies are now turning towards pay-for-performance schemes in a bid to reward 

better-performing employees. But Now HR practitioners build the foundation for such a 

compensation plan. The Process of a Designing PFP Plans are as Follows: 

Step 1: State your objectives 

first step to developing a pay-for-performance scheme is to understand where the 

organisational direction is going and how a pay-for-performance 

scheme will enhance these business objectives. What are your critical success areas for the 

company? What is the preferred outcome from implementing the pay-for-performance 

scheme? What is the success or failure of the pay-for-performance scheme based on? 

Step 2: Conduct your research 

The next stage is to conduct a feasibility assessment to understand whether your company is 

equipped to roll out a pay-for-performance plan. Is the pay-for- performance scheme a 

common standard in the industry? Aside from learning what the industry benchmarks are, 

when collecting data, one should take into account both the benefits and problems that arise 

from this scheme. Collecting data should be done internally as well. Understand how 

receptive (or not) employees are towards the idea of a variable pay programme. What 

concerns do they have? And how will a variable pay programme affect their overall employee 

engagement in the company? For employees who have worked in other competing industries, 

how does a variable pay programme distinguish your company from the rest of the industry? 

Step 3: Build your foundation 

So what are some of the more common organisation pay-for-performance plans that 

organisations use? 



Incentives: 

One of the most common pay-for-performance scheme is awarding compensation incentives 

when an employee has achieved certain management-set goals, such as a specified sales 

target. This incentive can be based on team/department target or an individual target. 

Profit-sharing: 

Employees who typically participate in profitsharing schemes often receive a stated 

percentage of the company’s profits, if they meet a set revenue profit. 

Gain-sharing: 

This incentive is used when companies share any productivity or profitability improvements 

with the relevant employees. 

Goal-sharing: 

Similar to gain-sharing, goal-sharing places an emphasis on employees to reach certain 

management-set goals. 

Whichever incentive scheme you choose, a good pay-for-performance needs to be supported 

by a reliable, clear and transparent performance data 

collection which employees feel they are fairly measured and evaluated against. 

Step 4: Working out the finer details 

Once you have finalised which incentive scheme your company will adopt, it is time to work 

out the smaller details. Some of the questions which need to be addressed are: 

– Who would be eligible for the pay-forperformance programme? 

– What will employees be measured against? Will this be the same across the entire 

company? If not, how will the standards and payments differ between the various company 

levels? 



– How many award levels should you implement? Will there be stretch targets? While it is 

good to have various targets to motivate employees to reach their higher goals, making the 

system too complicated may demotivate employees. 

– How will the company issue payout? Will this be in company shares or in cash? When, and 

how often, would the payouts take place? How can be the payout frequency be weaved into 

the company’s retention scheme? 

Typically, companies measure employees’ performance based on three main factors. Due to 

the different nature of each job, companies may opt to measure different groups of employees 

based on key performance indicators (KPIs). 

Employees are typically evaluated based on one or a combination of the below: 

Revenue generation: 

This is when employees’ KPIs are dependent on sales, income generated or profitability 

margins. These goals are typically aligned with the business 

objectives. Typically, employees’ KPIs would include a financial revenue goal, in which not 

achieving this goal would mean that no bonus payouts would be given. 

Productivity: 

While various companies measure productivity differently, productivity is usually seen as the 

relationship of a company’s input to its product output. Variable pay formulas typically 

depend on labour, materials, inventory and contracted services, which are factors employees 

can control in their 

day-to-day job scope. 

Quality: 

While productivity and working more efficiently are good gains to have, if the quality of the 

product diminishes, it would be detrimental to the company as well. This is why companies 

also have a quality KPI that aims to complement their productivity KPI. 



Step 5: Test your model 

Once a pay-for-performance system has been designed, HR practitioners should test the 

feasibility of the model by testing it against its previous 

business results – both in good financial times and bad. In those scenarios, how would 

payouts have worked? Would the model help the business achieve its goals? 

Besides a financial viewpoint, companies should garner a range of views from employees 

across the spectrum to see how the model would affect their departments and compensation 

plans. 

Step 6: Communicate and implement 

Companies should spare no effort in communicating to their employees at every step of the 

implementation stage. Whether it is through emails, company videos or in large town hall 

meetings, business leaders need to address all the concerns which employees have to gain 

their buy-in. 

Not only should business leaders communicate the new pay-for-performance scheme and its 

objectives, they should address how this scheme would affect employees’ in the short and 

long run. How will this affect existing recognition and incentive awards? 

Conclusion 

Ultimately, this scheme should not be seen as a way for companies to drive down the wages 

of employees. 

Instead, employees should feel as though they would be able to earn more if they perform 

well at work, and that the company is doing well at recognises higher-achieving employees 

from the average ones. 

Merit Pay/Variable Pay 



Merit pay is the type of compensation a company uses to reward higher-performing 

employees with ongoing additional pay. Merit pay is sometimes called incentive pay or pay-

for-performance, and it involves giving employees base pay increases or bonuses based on 

their performance. Merit pay may take the place of simple pay raises, compensation increases 

based on employee seniority or general cost-of-living adjustments. 

The history of merit pay 

The concept of merit pay has its roots in behavioral psychology, the study of how thoughts 

and actions relate. In the early 1900s, scientists realized that even though people are rational 

and make their own decisions, incentives and deterrents can influence their actions.The first 

time this theory was applied to employee compensation was in Newton, Massachusetts in 

1908. Through the following decades, employers used various ways to determine pay 

increases—usually some combination of seniority, merit and predicted increase in living 

costs. By the 1990s, merit pay had become a common way for employers to manage 

employee raises 

 

How does merit pay work? 

A company using merit pay establishes a set of criteria to measure employee performance. 

The company also creates a schedule for reviewing employee performance against those 

benchmarks, usually with check-ins scheduled at monthly or quarterly intervals leading up to 

the review date. Employers also determine the dates when merit pay increases go into effect 

for each fiscal year. For merit pay to be a successful compensation approach, a company must 

be able to produce accurate, detailed data to measure employee performance. 

 

How much do companies give as merit increases? 

Most companies establish a percent scale for merit pay. They usually offer employees a small 

percentage of their existing salary or pay rate. It's common for a department or business unit 

to allocate its overall percent increase according to employee performance during their merit 

evaluations. For example, the average 3% increase may be given to individual employees in 

increments of .5%, with top performers getting over 3% increases and others receiving less 

than 3% 

 

Some potential advantages of merit pay 

Companies may choose merit pay as their compensation model based on its potential 

benefits. These advantages include: 



 

Attracting top talent: Offering merit-based pay can help a company attract confident talent. 

Top employees who know their worth and believe in their skills are generally eager to have 

their pay tied to their performance. 

Clarifying expectations: When compensation is related to their performance, employees 

have clear guidance regarding what their employer considers exceptional work. In that way, 

merit pay can help differentiate critical tasks and low priority undertakings.  

 

Identifying employee rankings: Employers can use merit evaluations to create a ranked list 

of employees by strength. Top performers receive the highest merit pay and underperforming 

employees receive less or no merit pay. 

 

Making company objectives clear: When companies tie compensation increases to 

accomplishing goals, they make their business objectives real to their employees. Presenting 

an actionable to-do list that leads to more pay takes vision and mission statements from 

concepts to reality. 

 

Increasing productivity and efficiency: When employees know there are financial rewards 

for quality work, they are more likely to self-motivate. Merit pay can help combat workplace 

complacency. 

 

Generating team-friendly competition: In a positive corporate culture, merit pay can 

inspire employees to compete to produce the best results. When pay increases are directly 

related to accomplishing company goals, both top performers and the business itself are 

winners. 

 

Some potential disadvantages of merit pay 

 

While merit pay can have many benefits, there are also a few potential drawbacks, such as: 

Subjectivity of application: Even when merit pay is based on objective goals, managers may 

still award it subjectively. 

 

Perceived favoritism: Employees who are not satisfied with their merit pay may feel like 

there is manager favoritism toward other employees, regardless of their performance reviews.  



 

Use of resources better spent elsewhere: Merit pay systems require a business to develop 

competencies, determine measurements and create performance baselines in addition to 

scheduling and holding actual evaluations, so they require a lot of resources. Not all 

businesses can implement merit pay because they need to use those resources for the profit-

driving aspects of the business. 

 

Managerial burden: Thoughtful completion of the merit pay process takes a lot of work 

from managers. Since no two managers are the same, some may be more up to the challenge 

than others. Managers who have better communication skills, for example, may find it easier 

to express what employees need to do to qualify for merit increases. 

 

Morale implications: Merit pay can have negative implications on company morale. Some 

employees may be discouraged by what they see as unequal rewards for the same work, while 

others may feel like they are being compensated similarly to other employees whose work 

they view as subpar. 

 

Unfounded expectations: Merit pay can lead employees to expect the same increase year 

after year, regardless of budgetary restraints and changes in employee behavior. 

 

Negative competition: In less positive company cultures, the promise of merit pay may 

encourage employees to act selfishly instead of in the company's best interest. 

 

Variable Pay: 

Variable pay is often based on two main factors: your own performance and your company’s 

performance. So, most schemes evolved by companies have a target-setting and actual payout 

based on that combination. Variable pay is one of the five main components of total rewards 

in any organization and is usually a percentage of fixed pay. 

Employers typically pay employees variable pay for success related to the personal, team, or 

company performance. Variable compensation can be communicated in advance as an 

incentive, or presented as a reinforcement or bonus after the fact. Many employers 

https://www.indeed.com/career-advice/resumes-cover-letters/communication-skills


compensate employees with variable pay in the form of cash, stock, or paid time off from 

work. 

 

How has Variable Pay evolved in India? 

 

The concept of variable pay started gaining importance in the Indian market in the last 

decade. Typically a western concept, it came into Asia and other emerging markets, migrating 

with the MNCs. But Indian companies are now progressing on a par with the West since the 

best part about variable pay is that it’s performance-linked. Even the PSUs are now moving 

towards it the percentage of variable pay given there is typically not that high 

 

Types of Variable Pay Plans: 

 

  There are 3 most common forms of variable pay plans that are in use today are mentioned 

below: 

1. Bonuses 

A bonus is a one-time payment to the employee that is not built into his or her pay rate. The 

basis of the bonus may be any performance desired by the organization, and the payment 

schedule can be designed like that of the standard hour or measured day work. Some 

organizations have adapted their merit pay plan to a bonus plan. The base pay of all 

employees stays the same or increases by a cost-of-living factor. Then the results of the merit 

pay plan are converted into bonuses that are distributed in various ways, from a lump sum to 

add to each paycheck. The point, however, is that the bonus is just for the current period and 

not built into the base pay.  

Besides performance bonuses, there are other types of bonuses that are used by the 

organizations: Hiring Bonus, Referral Bonus, Spot Bonus, Retention Bonus, Discretionary 

Bonus, Spot Bonuses, and more. 

https://www.paisabazaar.com/salary/discretionary-bonus/
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2. Gain Sharing 

This approach rewards outcomes that are direct measures of the success of the organization as 

opposed to the success of an individual employee. A gain-sharing plan is a popular type of 

organization-wide variable pay plan. The purpose of gainsharing is to tie the employee to the 

performance measures. Although clear performance-reward connections can be made in these 

circumstances, it is difficult to make a performance-effort connection. 

3. Profit Sharing 

A further option for tying employees to the economic success of the organization is by 

granting them a share of the profits of the organization. This type of incentive is useful only 

in a profit-based organization. Profit-sharing may be the oldest form of an organization-wide 

variable pay plan. They were installed to deal with employee’s grievances over low salaries 

and to combat the feelings that organizations made huge profits but paid workers very little of 

the gains. Later the idea of aligning worker and management goals appeared.  

 

 Adavantages and Disadvantages of Variable Pay: 

 

 

 



 

 

 

Individual vs Group Incentives 

 

Individual Incentives: 

Individual incentive plans are based on meeting work-related performance standards, such as 

quality, productivity, customer satisfaction, safety, or attendance. They are most appropriate 

when: 

 Performance can be measured objectively 

 Employees have control over the outcomes 

 Plan does not create unhealthy competition 

Individual incentive plans require monitoring, and it is important to remember that the 

incentive scheme is not a substitute for good management 

Advantages Disadvantages 

One of the primary advantages of 

variable pay is employee retention.  

Most of the companies fail to establish an 

equalizer in their variable pay. It results in a 

seemingly high pay package, which turns out 

very less paid in reality. 

Variable Pay helps the organization to 

balance out and equalize the salaries of 

their employees. 

If the criteria for variable pay are not defined 

accurately, it can result in the improper 

implementation of the pay structure. 

Performance-based variable pay helps to 

reward hard-working employees, thereby 

motivating them. 

An increase in variable pay adds to the cost of 

the organization. 

Variable pay allows organizations to tie 

compensation to revenue and financial 

performance.  

Variable Pay isn’t factored into an employee’s 

annual compensation, although the amount 

may be based on the employee’s salary. 

https://www.paisabazaar.com/salary/


Spot bonuses can also be used for individuals to show appreciation or give recognition for a 

job well done. This can be a reward for developing new skills, contributing new ideas, 

obtaining licenses, or finishing projects early. Typically, a spot bonus is given as a one-time 

discretionary payment. These are most prevalent among non-executives. 

Group Incentives: 

Team or group incentive plans are a reward for collective performance. These are most 

effective when all group members have some impact on goals. The rewards can be equal or 

different for each member, but this requires an understanding of team dynamics. Be sure to 

avoid contrasting motivational forces 

Pros of Individual Incentive Plans 

Individual incentives are dependent on the individual’s performance. This sort of incentive is 

frequently utilized to keep top performers on board. This incentive scheme ensures that 

employee remuneration is appropriate for their achievements. 

Individual incentive plans are acceptable in a society that promotes individuality, which is 

common in Western nations. Employees and employers do not have a dispute since their 

demands are met because employees are rewarded for their efficiency, and companies are 

pleased with enhancing productivity. Because the workers are driven to work more, less 

monitoring is necessary. This frees up time for supervision for the supervisor. They can use 

this time for more critical tasks. 

We can enlist a few of the many benefits that individual incentive plans can provide: 

1. Inspires Employees 

Employees are motivated to accomplish their best through individual incentives, encouraging 

them to learn from high performers. Top performers are rewarded and recognized for their 

achievements. This may encourage them to keep improving. Underachievers may feel 

compelled to work more in order to receive incentives. Observing the winners’ actions can 

educate them on how to achieve similar results. Employees are individually driven to achieve 

better levels of organizational performance. 

2. Increased Productivity 

Employees are encouraged to go above and beyond the set goal. It contributes to an 

improvement in productivity. It motivates and rewards top achievers for their achievements. 



Work engagement and overall organizational performance will improve as a result of 

individual incentive plans. 

3. Higher Job Satisfaction & Low Staff Turnover 

Individual incentives, which are appropriate for an individualistic culture, assist employees in 

achieving a better degree of job satisfaction. They ensure that pay is distributed fairly. 

Individuals’ overall organizational abilities will improve due to their job happiness. It aids in 

the retention of high-performing individuals inside the company. As a result, staff turnover is 

minimal as it aids in retaining top performers. 

4. Cost Minimization 

Individual incentive plans aid in improving the performance of the workforce, resulting in 

fewer downtimes and greater output. Increased productivity aids in the reduction of the cost 

of production. Hence, it is safe to say that individual incentives save money for the company. 

Increased output lowers per-unit costs, resulting in a direct benefit to the business. 

5. Healthy Competition 

Individual incentive plans encourage positive workplace competitiveness among individuals. 

They cultivate a culture that prioritizes sales. An incentive plan gives something for which 

your workforce may compete if your company likes a healthy and positive competitive spirit. 

6. Clarity 

Individual incentive plans are simple to formulate and execute. It’s simple to track the 

performance of the employees and decide the consequences. They clearly distinguish 

between those who contribute and those who do not. They aid in the correlation of 

remuneration to individual performance. Needless to say, individual incentives are simple to 

manage and implement. 

Cons of Individual Incentive Plans 

Even good individual incentive plans may go awry in actuality while delivering so many 

fantastic benefits. One of the drawbacks of individual incentive plans is that uncompensated 

factors may go unrecognized. Incentive performance can be influenced by factors outside the 

employee’s control. Furthermore, unions often oppose these systems, preferring remuneration 

based on seniority or job classification. There’s more to it than that. Some of these flaws are 

also present in the individual incentive plans: 

https://incentivatesolutions.com/4-most-common-sales-commission-mistakes-that-your-organization-is-making-3/


1. Higher Attrition 

Although individual incentive plans have been shown to boost performance, there have been 

some doubts raised. Low-performing employees are discouraged via individual incentive 

plans. As a result, they may opt to leave the company, resulting in significant staff turnover. 

2. Lack of Teamwork 

Individual incentive plans motivate employees to achieve higher levels of performance. As a 

result, there is a lack of collaboration at the workstation. Setting performance goals takes 

work, and unreasonable expectations hinder drive further. Employees and management may 

lose trust as a result of individual incentives. An attitude of trust and collaboration is required 

for these initiatives to be successful. 

3. Sacrificed Quality 

Employees may be encouraged to enhance productivity and concentrate solely on volume. It 

has the potential to lower the product’s quality. Hence, individual incentive plans such as 

piece rates may induce employees to maximize the quantity of output while compromising 

quality if quality control measures are insufficient. 

4. Conflicts 

There’s a possibility that individuals’ personal ambitions and corporate goals would clash, 

resulting in mistrust between management and employees. These initiatives, in particular, 

may mean that the staff are competing with one another, which might have negative 

consequences. For example, commission-based department store salesmen may compete for 

consumers, pushing them away. Customers, admittedly, do not even mind who they engage 

with as long as the experience is positive. 

 

Group Incentive Plans 

In contrast to individual incentive schemes, group incentive plans include incentivizing the 

entire group of workers. Each member of the group gets awarded based on the performance 

of their group under this arrangement. This technique is extremely beneficial in situations 

when individual worker output cannot be quantified, but group worker output can be 

commonly measured. The emphasis in group incentive plans is mostly on teamwork toward a 

common goal. 

 

The group incentive plans include a focus on the group meeting a specified level of output 

and thereby qualifying for the incentive payment. A team approach is required, with all 



members contributing to achieving and maintaining the output. Such collaborative efforts can 

be rewarded with group incentive plans based on the piecework or variations thereof, as well 

as the conventional hour plan. 

Suitability 

Group incentive plans are best suited for and appropriate in the following scenarios: When 

individual performance cannot be properly quantified. 

1. A group of employees all have the same sort of talent or ability. 

2. The accomplishment of the goal is tied to the group’s collaborative efforts. 

3. The goal is to incentivize indirect employees rather than direct workers. 

4. A group is made up of a small number of people. 

Types of Group Incentive Plans 

1. Profit-Sharing 

One of the types of group incentive plan is– Profit sharing. It is a collaborative incentive 

program in which you pay a share of your company’s overall earnings to your employees. 

Profit-sharing fosters a sense of responsibility amongst employees and supports higher levels 

of team performance. Employees understand that the stronger their performance, the healthier 

the corporation’s economic picture, and the greater their own prospective monetary 

incentives. 

 

2. Priest Man’s Plan 

Another type of group incentive plan includes Priest Man’s plan. This plan establishes a 

standard performance for the whole organization. If performance surpasses the benchmark, 

an incentive is given in proportion to the increase. In the event that output does not meet the 

criteria, workers are only paid the minimum pay. Workers are sufficiently motivated to 

improve their performance. Individual workers are not compensated under this system. 

Workers exhibit a sense of teamwork since productivity will rise as a result of the combined 

efforts of the organization’s numerous limbs. Inefficient workers contribute to the efforts of 

efficient workers since higher output helps everyone in the firm. 

3. Scalon Plan 

. Except for senior management, all employees are eligible for the incentive. The appropriate 

sum or bonus is not paid on a monthly basis. A reserve fund of one-half of the first fifteen per 

cent is established to compensate for any changes in labour costs. If this reserve is still 

https://incentivatesolutions.com/top-8-non-monetary-incentives-to-motivate-your-sales-reps/
https://incentivatesolutions.com/top-8-non-monetary-incentives-to-motivate-your-sales-reps/
https://incentivatesolutions.com/10-productivity-hacks-for-salespeople/


unclaimed at the end of the year, it is dispersed among workers in the final month of the year, 

and a new reserve is formed. 

4. Employee Stock Ownership Plans (ESOPs) 

Employee stock ownership plans (ESOPs) provide workers with business shares, either as an 

outright grant or at a beneficial price that may be less than market value. These plans are 

more popular in large insurance providers, banking institutions, gas and electric providers, 

and businesses with more than $500 million in revenue. The primary goal of ESOPs is to 

encourage mutuality of interests and to make employees feel that they are part of a company 

and understand the management’s point of view. As co-partners, they will act responsibly and 

strive to make the company more lucrative and successful. Other potential merits include the 

encouragement of thrift and confidence, the establishment of an additional incentive to work 

effectively and collaboratively, and providing a new source of investment money. 

 

Examples of Group Incentive Plans 

1. Spot Bonuses 

A spot bonus is a significant incentive given to employees on the spot in exchange for 

performing a specified assignment. These are usually monetary awards, which can start as 

little as $50 and go up from there. This bonus encourages a group of employees to take the 

initiative and go above and beyond. If you spot a group that is performing extremely well in 

their area, you can award the prize to that group on the spot. Offering spot incentives has the 

advantage of providing a quick response to excellent employee conduct. Even if an employee 

receives an annual performance bonus, receiving a modest amount of cash immediately away 

gives praise and encouragement. 

2. Project Bonuses 

Employers can commemorate and acknowledge project completion by scheduling project 

incentives. Project incentives often stipulate a certain deadline that the team must reach in 

order to receive a monetary award. When adopting a project-based compensation incentive, 

make it clear what criteria employees must achieve in order to get the bonus, such as 

financial constraints and milestones. Because everyone on the project team has a role in 

whether or not everyone earns a project bonus, project incentives promote collaboration and 

friendship. Each member would be driven to work as a team and assist one another in 

accomplishing the objectives. 



3. Non-Monetary Incentives 

Aside from the standard paid time off, try giving your staff additional vacation days in 

exchange for performance gains. This assists them in achieving a better work-life balance. 

Some employees choose to dress casually, such as in jeans and a T-shirt. Consider having a 

casual dress day once a week for the top-performing team. Company picnics allow employees 

to get away from the office. They’re also a terrific technique to boost teamwork. An 

excursion to an amusement park or similar recreational facility, for example, is an alternative 

to the typical picnic in the park. 

Compensation for Special Groups: 

. Compensation for special groups is excessive because over the years, many thriving firms 

have been and they are competition in paying their supervisors and executives. The 

competition is because there has been a tradition that many firms believe the success of the 

firm is greatly dependent on the special groups. In other words, supervisors and executives 

are integral in the company’s success. The excessive compensation of the special groups has 

of the recent past created a shift between executives and employees. The compensation 

disparities have been unwarranted and massive because of the following:  

a.     For routine tasks and objectives, the compensation is effective but when it comes to 

standard tasks and creativity, this compensation is not effective 

. b       .Extrinsic motivation should be crowd out by intrinsic motivation. The need to self- 

achievement and meeting of set goals should motivate the executives and not being motivated 

by compensation as this can fall without massive fruits. 

 c.        Contingent pay leads to achievement and grade fixation as people will try to cook 

grades and ensure they meet the positions. 

 d.          The success and overall achievement of the business is weakened by performance 

fixation as people will only be trying to meet the target rather than acquiring the right skills 

and knowledge to make required progre 

 

Who Are Special Groups? 

 A. Special treatment, either in the form of add-on packages not received by other employees 

or in the form of compensation components entirely unique in the organization, tends to focus 

on a few specific groups.  

B. Special groups share two general characteristics. 

 1. They tend to be strategically important to a company.  



a. The work these employees perform is central to the strategic success of a company.  

 b. If they do not succeed at their jobs, success for the whole organization is in jeopardy.  

2. Their positions tend to have built-in conflict that arises because different factions place 

incompatible demands on members of the group.  

C. When both of the above characteristics are present, distinctive compensation practices are 

adopted to meet the needs of special groups.  

 

II. Compensation Strategy for Special Groups 

 A. Supervisors.  

1. The conflict for supervisors is based on trying to meet the production demands of upper 

management and the needs of employees for rewards.  

2. The major challenge in compensating supervisors centers on equity; thus, some incentive 

must be provided to entice non-exempt employees to desire to advance to supervisor. 

 3. Employers have developed several strategies to address the equity issues and to attract 

employees into supervisory jobs.  

a. The most popular method is to key the base salary of supervisors to some amount 

exceeding the top-paid subordinate in the unit; 5 – 30% represents the typical size of the 

differential.  

b. Another method to maintain equitable differentials is to pay supervisors for scheduled 

overtime.  

4. The biggest trend in supervisory compensation is the increased use of variable pay. Slightly 

more than half of all companies now have a variable pay component for supervisors, up from 

16% in prior years. 

 B. Corporate Directors.  

1. A typical board comprises 10 outside (a company) and 3 inside directors, each having a 

term averaging 3 years. 

 2. Historically, directors were frequently given the role of “rubber stamping” decisions made 

by top management. 

 3. Modern corporate boards have changed considerably. 

 a. Approximately 2/3rds of boards now include more outside directors than inside directors. 

b. This move to more outside directors involves higher compensation; total compensation for 

directors of large companies equal $250,000 

 



UNIT-V 

Legal & Administrative Issues in Compensation 

 

Legal Issues: 

           Legal Issues in Compensation- The laws of compensation and work hours are very 

complex. An employer with best intentions could also commit mistakes while going through 

the various terms and conditions. Federal and state laws take the issue of an employer to trust 

on the requirements in such a favorable manner for most of the employees. It is really tough 

to judge which employees are perfectly immune and not exempt from the lowest amount of 

wage. 

Compensation and Income Tax Act, 1961 

Income under heads of salary is defined as remuneration received by an individual for 

services rendered by him to undertake a contract whether it is expressed or implied. 

According to the Income Tax Act 1961, these are the following conditions where all such 

remunerations are chargeable to income tax: 

When remuneration is due from the former employer or present employer in the previous 

year. 

When remuneration is paid or allowed in the previous year, by or on behalf of a former 

employer or present employer, though not due or before it becomes due. 

When arrears of salary is paid in the previous year by or on behalf of a former employer or 

present employer, if not charged to tax in the period to which it relates. 

Under Section 197 of the Income Tax Act, 1961 the income which come under the heads of 

salary are as follows: 

Salary (including advance salary) 

Wages 

Fees 

Commissions 

Pensions 

Annuity 

Perks 

Gratuity 

Annual bonus 

Income from Provident Fund 



Leave Encashment 

Allowance 

Awards 

 

Pay Discrimination 

 

Pay discrimination involves paying employees differently for similar work based solely on 

factors like sex, race, or other prohibited grounds. Laws such as the Equal Pay Act of 1963 

and Title VII of the Civil Rights Act of 1964 prohibit sex-based pay discrimination. Under 

these laws, employees of the opposite sex must be paid equally for substantially equal work, 

regardless of the number of employees an employer has.  

Employers can pay employees differently based on seniority or a merit system, but wages 

should be based on objective criteria like performance, skill requirements, and responsibility 

levels. 

If an employee suspects pay discrimination, there are steps they can take to address the issue: 

 Document the Discriminatory Practices: Keep records of salary information, pay 

stubs, and any wage-related details that indicate discriminatory practices. 

 Seek Information and Support: Contact the U.S. Equal Employment Opportunity 

Commission (EEOC) hotline for guidance on legal rights and consider consulting 

with an attorney experienced in workplace discrimination. 

 Utilize Internal Resources: Check if the company has an equal employment officer 

or human resources representative who can assist in understanding internal grievance 

procedures or filing complaints. 

 Act Promptly: Time limits may apply to filing claims, so acting quickly is essential. 

Different laws may have varying deadlines for filing complaints. 

 Build a Support Network: Facing discrimination at work can be challenging, so seek 

support from friends, family, or other networks. 

 Prepare for the Process: Fighting discrimination may be a lengthy process, so 

maintaining records of job performance and seeking emotional support is crucial 

Types of Pay Discrimination 

Some common types of pay discrimination include: 

 Direct discrimination: Paying an employee less than another employee doing the 

same or similar work solely because of a protected characteristic like gender, race, 



age, disability, etc. For example, paying a woman less than a man for the same 

nursing job because of her gender. 

 Indirect discrimination: Having a neutral pay policy or practice that has an adverse 

impact on employees in a protected group, even if the policy appears neutral on its 

face. For example, providing extra pay to employees who are the head of household, 

which may disproportionately benefit men. 

 Unequal pay for equal work: Paying employees differently for performing 

substantially equal work that requires equal skill, effort, and responsibility, and is 

performed under similar working conditions. This is prohibited by the Equal Pay Act, 

even if the jobs have different titles. 

 Discrimination in benefits: Providing different benefits to employees based on a 

protected characteristic like sex. For example, offering life insurance benefits only to 

male employees. 

 Failure to promote or provide advancement opportunities: Denying promotions or 

advancement opportunities to employees in protected groups, resulting in lower pay. 

 Retaliation: Taking adverse pay actions against an employee for complaining about 

discrimination or participating in an investigation. 

 

How to Prevent Wage Discrimination and Ensure Equal Pay 

 

All employers should be keenly aware of their obligation to make certain that their employees 

are paid fair and equal wages to avoid lawsuits brought under the Equal Pay Act (EPA) and 

other laws. This How To looks to assist employers who wish to avoid costly wage 

discrimination lawsuits and ensure equal pay for equal work. 

 

Step 1: Understand the Laws 

 

The Equal Pay Act (EPA) requires that men and women receive equal pay for equal work. 

Generally, jobs do not have to be identical for equal pay to be required, but substantially 

equal in terms of skill, effort and job responsibility, and performed under similar working 

conditions. The term pay refers not just to salary but also overtime, bonuses, vacation and 

holiday pay, stock options, life insurance, and all other benefits and compensation of any kind 

paid to employees.  

 



Step 2: Institute a Policy Prohibiting Wage Discrimination 

In order to ensure equal pay in the workplace, employers should implement and enforce a 

policy prohibiting compensation discrimination or wage discrimination based on an 

employee's membership in a protected class. This can often be part of a Discrimination Policy 

or EEO Policy that prohibits discrimination in compensation and a practice of ensuring equal 

pay. Employers need to make sure that all employees are paid fair and equal wages based on 

their position and skill. 

 

Step 3: Make Decisions Based on Skill and Performance 

Employers, supervisors and HR managers need to make sure that all employment decisions 

regarding  promotions,  raises,  bonuses,  etc.,  are  based  on  legitimate  and  non 

discriminatory factors such as skill, merit and performance rather than an employee's 

membership in a protected class. Employers should avoid wage differentials based on sex, 

race, national origin or any other protected class unless they can be justified by legitimate and 

nondiscriminatory reasons. 

Step 4: Train Supervisors and Managers to Avoid Wage Discrimination 

Employers need to make sure that all supervisors and managers receive proper training on 

how to avoid wage discrimination and make employment decisions based on legitimate and 

nondiscriminatory reasons. 

Step 5: Document Guidelines and Requirements for Salaries and Bonuses 

Employers should make sure that any salary guidelines or requirements for any bonus 

(whether it is based on merit, productivity, sales or commissions) are well documented and 

based on fair, objective, predictable and measurable criteria. This should be adequately 

conveyed to employees so that they know what the employer's expectations are and are not 

left wondering how an employer arrived at a particular decision. 

Step 6: Be Aware of State and Local Laws Prohibiting Wage Discrimination 

Employers need to be aware that a number of states have laws prohibiting wage 

discrimination. Although the federal EPA only specifically prohibits wage discrimination on 

the basis of sex, some state laws may go beyond this. Employers should familiarize 

themselves with the laws of the state and cities in which they operate. 

Step 7: Document and Be Ready to Defend All Employment Decisions 

 



Employers need to make sure to carefully document all decisions regarding pay, performance 

and promotion. Doing so will provide an adequate record and serve as a defense in case of a 

claim of wage discrimination. 

Step 8: Audit Pay Practices 

Employers should frequently review their pay practices to make sure that they are not 

engaging in discrimination. Employers should make sure that any differentials that do exist 

are based on legitimate and nondiscriminatory factors and supported by written 

documentation, and if they are not, they should correct them. By doing so, employers may 

dramatically reduce the chance that they will be faced with a claim for wage discrimination.  

Step 9: Aim to Hire an Integrated and Diverse Workforce 

Employers should try to make sure that they hire and recruit qualified candidates regardless 

of gender  or  membership  in  a  protected  class.  Employers  and  hiring  managers  should  

make decisions based on education, skill and merit. Employers should avoid making 

stereotypical assumptions about what a job applicant can and cannot do based on his or her 

membership in a protected class. 

Step 10: Provide Timely and Effective Performance Evaluations 

Employers should aim to provide employees with yearly or biannual performance 

evaluations. In doing so, employers should clearly set out the employer's expectations and 

show the employee how the employee is meeting them or not meeting them. 

Step 11: Do Not Prohibit Employees from Discussing Wages 

Employers should not prohibit employees from discussing information regarding wages, 

salary or benefits with other employees. The National Labor Relations Act specifically 

affords employees the right to engage in mutual concerted protected activity and work 

collectively to improve their wages, hours and working conditions. In addition, Colorado, 

California, Colorado, Illinois and Michigan have laws that prohibit employers from requiring 

that employees refrain from discussing their wages and/or waive their right to discuss such 

information. 

 

Comparable Worth 

Comparable worth, also known as "equal pay for work of equal value" or "equal pay for work 

of comparable worth," is a concept that aims to address pay disparities by ensuring that 

employees who perform work deemed to have the same value receive similar monetary 

compensation.  



This strategy focuses on comparing the value that different roles bring to a company, 

regardless of job titles, and seeks to level out salaries based on the value of skills and 

responsibilities across professions, irrespective of gender. Comparable worth is distinct from 

the Equal Pay Act of 1963, which mandates equal pay for men and women holding equal 

jobs, whereas comparable worth looks at the value that different jobs bring to a company 

rather than job titles.  

The implementation of comparable worth has been a subject of debate, with proponents 

advocating for its role in addressing pay inequities, especially in professions predominantly 

held by women, while critics express concerns about its potential impact on the free market 

and companies' ability to set salaries based on supply and demand. 

 

Examples of Comparable Worth 

 

Some examples of comparable worth in practice include: 

 Raising Wages in Female-Dominated Occupations: Comparable worth initiatives 

aim to raise the wages of women in occupations traditionally dominated by females to 

align with the value of the work performed, regardless of gender. This can involve 

reevaluating job roles and compensating employees based on the value of their 

contributions rather than historical gender biases. 

 Equalizing Pay for Jobs of Equal Value: Comparable worth principles advocate for 

equal pay for jobs of comparable worth, irrespective of gender or other demographic 

factors. For instance, if two positions are deemed to have equal importance to a 

company based on factors like skill level, responsibility, and effort, they should 

receive the same wage under a comparable worth system. 

 Job Evaluation and Compensation Alignment: Comparable worth involves 

conducting job evaluations by vocational experts to assess the value of different roles 

within an organization based on various criteria like skill, education, effort, decision-

making requirements, and working conditions. This evaluation process helps 

determine employee compensation to ensure fair and equitable pay based on job 

worth. 

 Addressing Occupational Segregation: Comparable worth initiatives address wage 

disparities resulting from occupational segregation, where women are more likely to 

be employed in lower-paying occupations compared to men. By focusing on the value 



of work rather than gender stereotypes, comparable worth seeks to rectify these 

disparities and promote pay equity. 

 Public Sector Implementation: Comparable worth policies have been primarily 

implemented in the public sector to address wage gaps between male- and female-

dominated occupations. These policies aim to align wages with the prevailing-wage 

principle, ensuring that public employees receive fair compensation comparable to 

private sector wages for similar work. 

 

Difference b/w Comparable Worth and Pay Equity 

 Focus of Comparison: 

Comparable Worth: Comparable worth, also known as "pay equity," focuses on comparing 

the value that different roles bring to a company, regardless of job titles or gender. It aims to 

set employee salaries based on the value of comparable skills and responsibilities across 

professions, ensuring that jobs of similar value are compensated equally. 

Pay Equity: Pay equity, on the other hand, typically refers to ensuring equal pay for equal 

work, as mandated by laws like the Equal Pay Act of 1963. It requires that men and women 

be paid equally for the same job, regardless of sex. Pay equity addresses the issue of paying 

individuals equally for performing the same job, while comparable worth looks at the value 

that different jobs bring to a company. 

 Legal Framework: 

Comparable Worth: Comparable worth is an economic concept that does not have a direct 

legal basis but is often associated with principles codified in laws like the Equal Pay Act of 

1963 and Title VII of the Civil Rights Act of 1964. It seeks to address wage disparities by 

evaluating the value of different jobs based on factors like skill, education, and effort. 

Pay Equity: Pay equity is a legal concept that is enshrined in laws like the Equal Pay Act of 

1963 and Title VII of the Civil Rights Act of 1964. It mandates equal pay for equal work, 

prohibiting pay discrimination based on sex, race, color, national origin, and religion. Pay 

equity laws focus on ensuring that individuals are paid equally for performing the same job. 

 Approach to Wage Setting: 

Comparable Worth: Comparable worth seeks to establish fair compensation by comparing 

the value of different jobs within an organization, even if they are unrelated or have different 

job titles. It aims to address wage disparities by evaluating the worth of positions based on 

various criteria like skill, effort, and responsibility. 



Pay Equity: Pay equity primarily focuses on ensuring that individuals are paid equally for 

performing the same job, regardless of their gender or other protected characteristics. It aims 

to eliminate wage discrimination by requiring equal pay for equal work, without considering 

the value of different jobs within an organization. 

Budgets and Administration 

Budgets and administration are crucial aspects of public administration and financial 

management. Here are some key points about budgets and administration: 

Types of Budgets in Public Administration 

 Revenue Budget: Details the revenue received by the government through taxes and 

other sources, and the expenditure met through it. 

 Balanced Budget: Has no deficit or surplus, with revenues equal to expenditures. 

 Performance Budget: Focuses on the end result or performance of developmental 

programs to ensure cost-effectiveness and efficiency. 

 Zero-Based Budget: Starts from a zero base, with the needs and costs of every 

function of the organization considered for the next year's budget. 

Role of Budgets in Public Administration 

 Political Tool: In a parliamentary system, budgets become a tool of political 

compromise, where coalition parties keep each other in check. 

 Developmental Challenges: With increasing developmental challenges and 

awareness regarding the usage of taxpayer money, new budgeting methods like 

performance-based budgeting have emerged as transparent and accountable 

approaches. 

 Offices of Budgets and Administration 

 University of Houston: The Office of Budgets and Administration for the 

College of Liberal Arts and Social Sciences aims to provide faculty and staff 

with quality support. 

 Butler University: The Office of Budgets and Grants Administration provides 

pre- and post-award financial services. 

 Morehead State University: The Office of Budgets and Financial Planning is 

responsible for developing and implementing the University's unrestricted 

operating budget and financial planning. 

 Budgeting in Research Administration 

 Arizona State University: The ERA budgets guide provides best practices for 

data entry in budgets to ensure accurate information. 



 Cost Sharing Budgets: Cost sharing items are budgeted separately, and 

departments contributing to cost sharing have a workflow created for 

approval/rejection. 

Role of Budgets and Administration in Public Administration 

The role of the Office of Budgets and Administration in public administration is to provide 

financial support and services to ensure effective management of funds within an 

organization or institution. 

 This office is responsible for overseeing budget development, financial planning, and 

administration to ensure that resources are allocated efficiently and in line with organizational 

goals and priorities. Specifically, the Office of Budgets and Administration may be involved 

in the following key functions: 

 Budget Development: Developing and managing budgets to allocate resources 

effectively and ensure financial sustainability within the organization. 

 Financial Planning: Engaging in strategic financial planning to support the 

organization's mission and objectives, including forecasting financial needs and 

identifying funding sources. 

 Financial Oversight: Monitoring and evaluating financial activities, ensuring 

compliance with financial regulations and policies, and identifying areas for 

improvement in financial management practices. 

 Resource Allocation: Allocating funds to different departments or programs based on 

organizational priorities and needs, ensuring that resources are used efficiently and 

effectively. 

 Reporting and Analysis: Providing financial reports, analysis, and recommendations 

to support decision-making processes and improve financial performance. 

 Grant Administration: Managing pre- and post-award financial services related to 

grants, including budget development, financial reporting, and compliance with grant 

requirements. 

Global Compensation 

Global compensation refers to the total compensation package offered to employees working 

abroad, encompassing both direct and indirect forms of compensation. Direct compensation 

includes the base salary and any bonuses, while indirect compensation comprises additional 

benefits provided by the employer, such as pension plans, group insurance, personal days, 

vacation time, share purchase plans, and other perks. 



 This comprehensive approach to compensation takes into account the monetary value of 

benefits beyond the base salary, aiming to attract and retain talent by offering a competitive 

and appealing rewards package. 

 Global compensation strategies are essential for multinational organizations to ensure fair 

and equitable remuneration for their international workforce, considering factors like local 

cost of living, benefits offerings, and compliance with international labor laws 

 

Benefits of Global Compensation for Employees and Organization 

A well-designed global compensation strategy offers several benefits for both employees and 

organizations: 

Benefits for Employees 

 Competitive Pay: A global compensation strategy ensures employees receive salaries 

that are competitive within their local markets, enabling organizations to attract top 

talent. 

 Equitable Rewards: By considering factors like job role, experience, and location, a 

global compensation strategy promotes pay equity and ensures employees in similar 

positions receive fair compensation. 

 Attractive Benefits: In addition to competitive salaries, a global compensation 

strategy provides employees with attractive, locally-tailored benefits packages that 

improve their quality of life and make them feel valued. 

 Transparency: A clear and transparent global compensation strategy helps 

employees understand how they are being rewarded and what they need to do to 

advance their careers and increase their compensation. 

Benefits for Organizations 

 Compliance: A global compensation strategy helps organizations navigate the 

complex web of local employment laws and regulations related to minimum wage, 

income taxes, statutory benefits, and equal pay legislation, ensuring compliance 

across multiple jurisdictions. 

 Talent Attraction and Retention: By offering competitive compensation and 

attractive benefits, organizations can stand out in the global talent market and secure 

top talent, while also retaining their existing workforce. 

 Cost-Effectiveness: A well-structured global compensation strategy allows 

organizations to manage their compensation costs effectively, ensuring they are not 

overpaying for talent while still remaining competitive. 



 Organizational Culture: A fair and transparent global compensation strategy can 

contribute to a positive organizational culture, where employees feel valued and 

motivated to contribute to the company's success. 

 Scalability: As organizations expand globally, a robust compensation strategy enables 

them to manage their workforce compensation effectively, ensuring consistency and 

fairness as they grow. 

               By prioritizing global compensation and developing a comprehensive strategy, 

organizations can create a win-win situation for both employees and the company, fostering a 

positive work environment, promoting talent retention, and supporting long-term growth and 

success. 

 

Potential Drawbacks of Global Compensation Strategy 

  The potential drawbacks of a global compensation strategy include: 

 Complexity and Administration Burden: 

Managing compensation across multiple countries with varying regulations, 

currencies, and cost-of-living standards can be administratively complex and 

resource-intensive, requiring significant time and effort to ensure compliance and 

fairness. 

 Currency Fluctuations: 

Global compensation strategies may be impacted by currency fluctuations, affecting 

the purchasing power of employees in different locations and potentially leading to 

disparities in real income levels. 

 Legal and Compliance Challenges: 

Adhering to diverse labor laws, tax regulations, and reporting requirements in 

multiple countries can pose legal and compliance challenges for organizations, 

increasing the risk of noncompliance and potential penalties. 

 Cost Considerations: 

Implementing a global compensation strategy that offers competitive salaries and 

benefits worldwide can be costly for organizations, especially when considering 

factors like exchange rates, local market conditions, and benefits packages tailored to 

each location. 

 Equity Concerns: 



Ensuring equity and fairness in compensation across different regions and roles can be 

challenging, as factors like local market conditions, cultural norms, and employee 

expectations may vary, leading to potential perceptions of unfairness or inequality. 

 Retention and Motivation: 

Inconsistencies in compensation levels or benefits across different regions may impact 

employee retention and motivation, as disparities in pay or rewards could lead to 

dissatisfaction and disengagement among the workforce. 

            Addressing these potential drawbacks requires careful planning, regular 

review of compensation structures, and a deep understanding of local regulations and 

market conditions to ensure that the global compensation strategy remains effective, 

compliant, and competitive in the long term. 

Social Contract 

The concept of a social contract in global compensation refers to the agreement between 

employers and employees regarding the terms and conditions of employment, including 

compensation, benefits, and working conditions, across different countries and cultures. This 

social contract is essential for multinational organizations to ensure fair and competitive 

compensation for their globally distributed workforce, while also considering local labor 

laws, cultural norms, and business objectives. 

Key Elements of a Global Compensation Social Contract 

A comprehensive global compensation social contract should include elements such as: 

 Base Salary: Determining the base rate of pay for employees, considering factors like 

local purchasing power, inflation rates, and special tax policies. 

Allowances and Premiums: Providing additional monetary benefits, such as cost-of-

living adjustments, housing allowances, and hardship pay, to ensure employees 

maintain a similar standard of living across different locations. 

 Benefits and Perks: Offering a range of benefits, including health insurance, 

retirement plans, and stock options, to attract and retain top talent globally. 

 Compliance with Local Labor Laws: Ensuring that compensation practices comply 

with minimum wage and compensation laws across all geographies, as well as local 

regulations regarding employee benefits and working conditions. 

 Fairness and Equality: Striving for fairness and equality in compensation practices, 

considering factors like job role, experience, and location, to promote a positive work 

environment and employee satisfaction. 

Challenges and Considerations: 



Developing and implementing a global compensation social contract can be complex due to 

factors like: 

 Currency Fluctuations: Managing the impact of currency fluctuations on employee 

compensation and benefits. 

 Local Labor Laws and Regulations: Ensuring compliance with diverse labor laws 

and regulations across different countries. 

 Cultural and Regional Differences: Adapting compensation practices to local 

cultural norms and regional differences in cost of living, benefits expectations, and 

working conditions. 

 Global Economic Trends: Responding to global economic trends, such as changes in 

minimum wage laws, collective bargaining agreements, and social protection policies. 

 Best Practices and Strategies :To develop an effective global compensation social 

contract, organizations can consider the following strategies: 

 Location-Independent Pay: Paying employees the same salary regardless of their 

location, with adjustments for local cost of living and other factors. 

 Localized Pay: Paying employees based on local market rates and conditions, with 

consideration for global equity and fairness. 

 Total Rewards Approach: Focusing on the overall compensation package, including 

base salary, benefits, and perks, to attract and retain top talent globally. 

 Regular Review and Adjustment: Regularly reviewing and adjusting compensation 

practices to ensure they remain competitive, fair, and compliant with changing local 

and global conditions. 

By adopting a comprehensive and flexible global compensation social contract, organizations 

can promote a positive work environment, attract and retain top talent, and ensure compliance 

with local labor laws and regulations. 

Culture Pay 

Culture pay refers to the impact of cultural factors on international compensation systems and 

practices. Here are the key points about culture pay in global compensation: 

 Cultural Influence on Compensation: 

Cultural issues, including local culture and corporate culture, play a significant role in 

shaping international compensation systems. 

Compensation strategies that align with local cultural values are more likely to 

succeed, while those that conflict with cultural norms may fail. 

 Motivation and Rewards: 



Cultural attitudes towards motivation and rewards greatly influence the effectiveness 

of using compensation as a motivator. 

In group-oriented societies, motivations that focus on group aspirations and potentials 

are more effective than individual recognition. 

Incentive programs need to align with cultural norms to be successful. 

 Challenges in Cultural Transition: 

Moving to a new culture presents challenges such as coping with loss of familiarity, 

building new support systems, and adapting to different ways of feeling competent 

and worthy. 

Support and guidance can ease the transition by reducing instability and addressing 

doubts about living in a new culture. 

 Approaches to Global Compensation: 

The home-country-based approach aims to equalize the employee's standard of living 

enjoyed in their home country. 

The host-country-based approach bases the expatriate employee's compensation on 

local national rates. 

The balance sheet approach calculates compensation using the home-country-based 

approach with all allowances, deductions, and reimbursements. 

 Developing a Global Compensation Strategy: 

Global compensation strategies provide the general framework that determines how 

an organization's international employees get compensated for their work. 

Factors to consider include compliance with local laws, competitiveness in attracting 

talent, cost-effectiveness, and ensuring fairness and equality. 

 

Impact of Culture pay on Global Compensation strategies 

 

Cultural differences can significantly impact global compensation strategies in several ways:  

 Alignment with Cultural Values: 

Cultural differences influence how compensation is perceived and valued in different 

regions. Global compensation strategies need to align with local cultural values to be 

effective and well-received by employees. 

 Motivation and Rewards: 

Cultural attitudes towards motivation and rewards vary across different cultures. In 

group-oriented societies, motivations that focus on group aspirations and potentials 



may be more effective than individual recognition. Compensation strategies need to 

consider these cultural nuances to effectively motivate employees. 

 Fairness and Equality: 

Cultural differences can impact perceptions of fairness and equality in compensation. 

What is considered fair and equal may vary across cultures, affecting how 

compensation packages are structured and perceived by employees. 

 Communication and Transparency: 

Cultural differences in communication styles and expectations can influence how 

compensation information is shared with employees. Transparent communication 

about compensation practices is essential, but cultural norms may shape how this 

information is received and interpreted. 

 Local Market Conditions: 

Cultural differences can impact local market conditions, cost of living, and 

expectations around compensation. Global compensation strategies must consider 

these factors to ensure that employees are fairly compensated based on regional norms 

and standards. 

 Employee Engagement and Retention: 

Cultural differences in attitudes towards work, rewards, and recognition can affect 

employee engagement and retention. Compensation strategies that resonate with local 

cultural values are more likely to foster employee loyalty and satisfaction. 

            

Strategic Choices in Global Compensation 

 

 

When developing a global compensation strategy, organizations face several strategic 

choices that can significantly impact their ability to attract, retain, and motivate a 

globally distributed workforce. Here are some key strategic considerations: 

 Location-Independent Pay vs. Localized Pay 

Organizations can choose between two main approaches for international 

compensation: 

 Location-Independent Pay: Paying employees the same base salary 

regardless of their location, with adjustments for local cost of living and other 

factors. 



 Localized Pay: Basing employee compensation on local market rates and 

conditions, while considering global equity and fairness. 

The choice between these approaches depends on factors like the company's 

values, objectives, and perceptions of fairness. 

 Alignment with Cultural Values 

Cultural differences can significantly influence how compensation is perceived and 

valued in different regions. Global compensation strategies need to align with local 

cultural values to be effective and well-received by employees. 

 Fairness and Equality 

Ensuring fairness and equality in compensation is crucial when working with a global 

workforce. However, opinions on what counts as fair and equal may vary across 

cultures. Organizations must define their own standards of fairness based on factors 

like job role, experience, and location. 

 Compliance with Local Laws 

Global compensation strategies must comply with minimum wage and compensation 

laws across all geographies where the organization operates. Failure to comply can 

result in legal issues and penalties. 

 Cost-Effectiveness 

Developing and implementing a global compensation strategy can be costly, 

especially when considering factors like currency fluctuations and the need to pay 

employees in multiple currencies. Organizations must balance competitiveness with 

cost-effectiveness. 

 Transparency and Communication 

Transparent communication about compensation practices is essential, but cultural 

differences in communication styles and expectations can influence how this 

information is received and interpreted by employees. Organizations should strive for 

clear and culturally-appropriate communication about compensation.By carefully 

considering these strategic choices, organizations can develop global compensation 

strategies that effectively attract, retain, and motivate a diverse global workforce 

while ensuring fairness, compliance, and cost-effectiveness. 

 

Comparing Systems 

When comparing systems in global compensation, organizations must consider various 

factors to ensure fairness, compliance, and effectiveness across different regions. Here are 



some key points from the provided sources that can aid in comparing systems in global 

compensation: 

Approaches to Global Compensation: 

Organizations can choose between different approaches such as location-independent pay and 

localized pay when designing international compensation systems. 

Location-independent pay involves paying employees the same base salary regardless of their 

location, with adjustments for local cost of living, while localized pay bases compensation on 

local market rates and conditions. 

Base Pay Considerations: 

Base pay is a fundamental element of global compensation and can be calculated based on 

the employee's home country, host country, headquarters location, or using the balance sheet 

approach. 

Different approaches like the home-country-based approach, host-country-based approach, 

headquarters-based approach, and balance sheet approach offer varying methods for 

determining base pay in global compensation systems. 

Variable and Incentive Compensation: 

Variable pay, linked to performance and tenure, covers bonuses, stock options, and restricted 

share grants, providing additional incentives for employees. 

Premiums and Allowances: 

Premiums and allowances, added to the base salary, help employees maintain their standard 

of living and cover costs associated with international moves. These can include hardship or 

hazard pay, cost of living adjustments, educational assistance, housing assistance, and home 

leave. 

Benefits and Perks: 

International benefits and compensation beyond base salary include paid time off, health 

insurance, retirement plans, and spouse or partner assistance, which vary based on local laws 

and regulations. 

Compliance and Fairness: 

Ensuring compliance with local labor laws, maintaining fairness and equality, and 

considering factors like skills, experience, industry, and job level are crucial when comparing 

systems in global compensation 

Expatriate Pay 

Expatriate pay refers to the salary and benefits provided by an employer to an employee 

living in a foreign country. It includes compensation designed to offset the cost of living in 



the host country and may encompass additional benefits like housing, transportation, and 

health insurance. Expatriate pay is crucial for ensuring that employees working abroad are 

fairly compensated and supported during their international assignments. 

 

components of expatriate pay packages 

 

The typical components of expatriate pay packages include: 

 Base Salary: 

The base salary is a fundamental component of expatriate compensation, serving as 

the main benchmark for other elements in the package, such as bonuses and benefits. 

 Hardship Premium: 

For expatriates facing "hardships" due to their transfer to a foreign location, a 

hardship premium may be provided to compensate for challenges like adverse living 

conditions, climate, or infrastructure issues. 

 Allowances: 

Various types of allowances are common in expatriate compensation packages, 

including: 

 Cost of Living Allowance: Compensates for differences in expenditure between the 

home country and the host country, considering factors like inflation and price levels. 

 Housing Allowance: Ensures expatriates can maintain their home-country living 

standard in the host country, either through direct payments or housing facilities 

provided by the organization. 

 Home Leave Allowance: Facilitates visits back to the home country once or twice a 

year, enabling expatriates to renew personal and business ties. 

 Relocation Allowance: Supports the relocation of expatriates to the assignment 

location, covering moving, shipping, storage costs, and subsidies for purchasing 

appliances and vehicles. 

 Tax Equalization and Tax Assistance: 

To address the complexities of dual tax obligations, companies may offer tax 

equalization to cover additional tax liabilities incurred during the international 

assignment. Tax assistance and access to tax advisors can also be provided. 

 Health Insurance: 



Comprehensive health coverage, including medical, dental, and emergency medical 

evacuation insurance, is crucial for expatriate employees and their families' well-

being in a foreign country. 

 Education Support: 

Education allowances or subsidies for international schools may be offered to ease the 

financial burden of providing quality education for expatriates' dependents in the host 

country. 

 Cultural Training and Support: 

Providing cultural training and language assistance helps expatriates adapt to the new 

environment, promoting a smoother transition and better integration into the host 

country's work and social culture 

 

Expatriate Pay v/s Domestic Pay 

Expatriate pay differs from domestic pay in several key ways: 

 Cost-of-Living Adjustments: 

Expatriate pay often includes cost-of-living allowances to help offset the differences 

in living expenses between the home country and the host country where the 

expatriate is working. 

Domestic pay does not typically include such allowances, as employees are living and 

working in their home country. 

 Housing and Relocation Assistance: 

Expatriate compensation packages frequently provide housing allowances and cover 

relocation expenses, such as moving costs and temporary housing, to support the 

expatriate's move to a foreign country. 

Domestic employees do not receive these types of benefits, as they are already living 

in their home country. 

 Tax Equalization: 

To ensure that expatriates are not disadvantaged by the tax implications of working 

abroad, many companies offer tax equalization, where the expatriate pays the same 

amount of tax they would have paid in their home country. 

Domestic employees are subject to the standard tax laws and regulations of their 

home country. 

 Education Assistance: 



Expatriate packages may include education allowances or subsidies for international 

schools to help cover the costs of providing quality education for expatriates' 

dependents in the host country. 

Domestic employees do not receive such benefits, as their children typically attend 

local schools in the home country. 

 Hardship Premiums: 

In some cases, expatriates working in challenging environments or locations with 

poor living conditions may receive hardship premiums as part of their compensation 

package. 

Domestic employees do not receive hardship premiums, as they are not working in 

foreign countries. 

 Repatriation Assistance: 

When expatriates complete their assignments and return to their home country, some 

companies provide repatriation assistance to help with the transition, such as job 

search support or a repatriation bonus. 

Domestic employees do not require repatriation assistance, as they are already living 

and working in their home country. 
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