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1

Trends and tensions:
an overview

Susan Corby, Steve Palmer, and Esmond Lindop

Trends

From salary administration to reward strategy

In 1978, recruitment consultants MSL advertised on behalf of a client for a ‘Manager,
Salary Administration’. The role was identified as incorporating ‘a wide range of per-
sonnel activities’ including salary and wage administration, job evaluation, liaison
with line managers and trade unions, and remuneration policy formation. The suc-
cessful candidate needed ‘a salary administration background’ (Institute of Personnel
Management, 1978). The emphasis on administration is revealing. Indeed, the key
texts for budding pay specialists at the time took Salary Administration as their titles
(see, for instance, Armstrong and Murlis 1980; Rock, 1984). Not only that, but jobs
purely in the pay field were in any event few and far between. A search through adver-
tisements in the monthly Digest of the then Institute of Personnel Management (IPM)
reveals considerable emphasis on general personnel, industrial relations or training
and development jobs, with only a smattering of posts in salary administration and a
few advertisers looking for specialists to run a job-evaluation scheme.

Compare this with a recent advertisement placed by Macmillan Davies Hodes
in People Management in June 2007. Here the client considered the post of
‘Compensation and Benefits Manager’ as ‘essential’ for the development and trans-
formation of its reward strategy. The incumbent would take ‘full responsibility” for
designing and implementing the strategy, including its interpretation and develop-
ment, and would need ‘a broad background in reward at strategic and operational
level’ (People Management, 2007, p. 61).
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Clearly, the role of pay specialist represented by these advertisements has been
transformed over the intervening years, in terms of both content and its associ-
ated expertise. Pay has moved from a largely administrative role to a much-more
strategic one, with an emphasis on acquiring and developing talent and delivering
broader business objectives. Moreover, the significance attached to reward man-
agement within organisations has greatly increased. It has simultaneously become
both more the province of the strategic expert and a key responsibility of the line
manager (a theme to which we return below). Writing in 1989, McBeath and Rands
state that ‘in little more than two decades, salary administration has developed from
a relatively primitive activity carried out by specialists in progressive organisations
to a universal process’ (McBeath and Rands, 1989, p. vi).

The language of the advertisements also points to an intriguing change in the job
titles given to pay specialists. These have gone through something of a cycle from
salary administrator to remuneration specialist, compensation specialist, and reward
specialist. Whilst the latter titles can be used interchangeably (the advertisement above,
for example, uses both ‘reward” and ‘compensation’), they are not purely semantic.

The Compact Oxford English Dictionary (COED, 2007) refers to pay as ‘money
paid for work’, a rather passive response based solely on meeting the bill for a cer-
tain activity. Compensation on the other hand, carries the connotation of recom-
pense for an employee’s lost opportunity of doing something else, whether work
for another employer, development, or recreation. The COED notes its use to mean
salary or wages, but considers this chiefly a North American definition. Finally,
reward comes down to something given ‘in recognition of service, effort or achieve-
ment’. It looks beyond employees’ output to include their input. Reward would also
include benefits alongside pay to reflect the entire package available to employees.
(There is no clear trend in the use of titles in the pay field, although reward has prob-
ably become more popular, and pay and compensation less so, at least on this side
of the Atlantic ocean. Perhaps revealing is the decision of the Chartered Institute of
Personnel and Development (CIPD) to change the name of its forum for pay special-
ists from its original Compensation Forum to its current Reward Forum.)

This changing emphasis has also gone hand-in-hand with an upward shift in
the relative pay of salary specialists themselves. In 1977, the median basic salary of
managers in salary administration was £7,811 per annum (Computer Economics,
1977). The most recent survey, covering 2006-2007, puts the median basic pay for
compensation and benefit managers at £47,700, and the average bonus at £6,210
(Croner Reward, 2007). This represents a rate of earnings increase of 570 per cent over
30 years. Compare this to the rate of increase in the economy as a whole where the
median earnings of men and women have risen between 420 per cent and 440 per
cent respectively over the same period (Department of Employment, 1977; Office
for National Statistics, 2006). Reporting on its 2006-2007 personnel salary survey,
Croner Reward notes that it ‘shows again Compensation and Benefits Specialists are
the highest paid specialism, receiving as much as 21 per cent more than the average
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salary for a senior manager’ - figures, incidentally, that are even higher for those
with an international dimension to their jobs (Croner Reward, 2007, p. xv).

A recent analysis from Incomes Data Services (IDS) supports the contention.
‘Businesses and organisations...are finding it difficult to recruit compensation and
benefits specialists at all levels’, IDS wrote in 2005. {M]oreover, high demand is
likely to continue into the near future...with the prospect that the job market will
become even tighter’ (Incomes Data Services 2005a, p. 17). Why has there been such
a change in the profile of the pay specialism resulting in a strong sellers’ market
today for people with these skills?

Incomes Data Services offers at least part of the answer, noting that reward strate-
gies are becoming more sophisticated as they seek specifically to influence employee
attitudes, behaviours, and performance. Another factor is the internationalisation of
business, which brings with it a demand for knowledge and skills extending across
national boundaries. Complications around taxation of pay and benefits, and the
need to be comfortable with large pay databases, are also skills in demand as pay
becomes both more individualised and market driven.

The changing context of reward

If the role of the salary administrator was more circumscribed in the past, we must
take account of the context of the times. Pay specialists in the 1970s operated in a
framework far removed from that of today: for example, for seven years of the decade
there had been incomes policies of varying intensity which severely restricted the
scope for innovation in pay policy (Chater et al., 1981). Alongside that, management
freedoms of manoeuvre were also limited by employee relations structures. Well over
50 per cent of the workforce had their pay and conditions determined by collective
bargaining, trade union density was high (as was trade union militancy) and under-
pinned in many sectors by agreements making membership a condition of employ-
ment; inflation ran at figures unrecognisable today, peaking at over 25 per cent
in 1975. A third of the workforce worked in manufacturing, and for some income
from piece-work systems accounted for 40 per cent or more of earnings (Cannell
and Wood, 1992). White-collar workers in the public sector and many in the private
sector were covered by incremental payment systems with automatic pay progres-
sion based on service (Office of Manpower Economics, 1973). Benefit provision was
rudimentary, with most benefits limited to white collar and/or senior staff (Reid and
Robertson, 1965). In addition, there was comparatively little pay and benefits data
available about practice in other organisations (Incomes Data Services, 1966).

The move away from ‘administration’ to ‘strategy’ undoubtedly picked up follow-
ing the election of a Conservative government in 1979 wedded to a monetarist eco-
nomic policy to drive down inflation, alongside a neoclassical economic philosophy
based on freeing up markets — product as well as labour - to greater competition. The
government’s approach included the weakening of trade union power, the reduction
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of inflation and the abolition of minimum wage provisions. Trade union power was
weakened by a raft of legislation, for instance ending the closed shop, restricting indus-
trial action, and abolishing trade union rights to claim recognition from employers.

The union base was further eroded by privatisations, which moved highly unionised
public sector organisations into the private sector, and contracting out of some public
service activities, which saw typically lower paid ancillary posts moved from the public
sector to private sector suppliers. Post-1980 inflation was indeed driven down (although
not initially to the levels of more recent years) accompanied by recession that saw unem-
ployment rise to three million, with the brunt borne particularly by the up-to-then highly
unionised manufacturing sector (Kessler and Bayliss, 1998). As to minimum wage setting,
this essentially ended when Wages Councils were abolished in 1993 (see Chapter 7).

At the same time, the composition of the workforce changed. Manufacturing
employment, where unionisation had traditionally been high, almost halved from
1979 to 1996, whilst service sector jobs, where unions found it often difficult to
organise and where unionisation had anyway traditionally been weak, grew in
number (Kessler and Bayliss, 1998, p. 45). At the risk of caricature, if the typical
trade unionist of the 1970s was a man working full time in manufacturing, today
the typical trade union member is a woman, quite possibly a part-timer, employed
in the public services (see Grainger and Crowther, 2007).

In the face of these combined pressures, trade union membership fell significantly.
According to the annual reports of the Certification Officer, it fell from 13.2 million
in 1979, some 53 per cent of the workforce, to ten million in 1989, to 7.6 million
today, about a quarter of the workforce. The reduction in the influence of trade
unions within most organisations where they are still recognised has been almost
as precipitate (Brown et al., 1998). As we will see in Chapter 3, this rapid decline in
traditional collective bargaining arrangements and in the role of trade unions as a
channel of communication over pay has led to the development of other processes
aimed at more direct engagement with employees.

Union decline has freed up the scope for management discretion over a range of
personnel practices including reward practice. We are of the view that changes of this
kind have been a necessary condition for development of the new practices of recent
years, but the reduction in trade union influence has not been the driver of change.
A series of other factors have played that role, most notably the growing competitive
pressures on the private sector caused both by reform of domestic markets and inter-
national competition, topics too large to explore in detail here. What no observer can
doubt is that the pressure on business generally to perform has focused minds on the
acquisition and retention of talent at the most senior levels, and on how key employ-
ees might best be rewarded to align their interests with those of their employers (see
Roberts (2001) for further discussion).

Therefore, since the early 1980s both the pressures and the opportunities have
been there for organisations to use pay as a tool to deliver their objectives. The ques-
tions now centre on the shape that the wished-for-pay strategies should take.
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The ‘new pay’ paradigm

The answer to these questions seemed to lie in the ‘new pay’ paradigm emerging
from the United States of America (USA) (see, for instance, Lawler (1990) and Schuster
and Zingheim (1992)). This paradigm was transported to the United Kingdom by
multinational companies and cross-border management consultancies.

The key to new pay, its proponents argued, lay in moving away from the certainties
of the past — such as job evaluation, rigid grading structures, service-based progres-
sion, annual cost of living adjustments, and paternalistic benefit packages - to pay
systems focussed on the individual’s market worth, performance, and flexibility. It is
hard to imagine now what a revolution in thinking this turned out to be. It involved
a fresh mindset, moving from pay for inputs - turn up and you’ll get paid, turn up
for several years you’ll get paid more - to pay for outputs — turn up and perform to a
satisfactory standard and you’ll get paid, turn up and perform to a highly satisfactory
standard and you’ll get paid more. It has subsequently developed beyond rewarding
what people do in their jobs to rewarding how people do their jobs, with jobs now
being described in terms of the expected competencies and behaviours required to
carry them out successfully.

One objective of the new pay agenda is therefore the individualisation of reward
packages, an objective that fits with a wider social decline in collectivism. Partly this
centres on recognizing individual contribution and skills, but other influences, par-
ticularly in the area of benefits, are more to do with giving individuals choice and at
the same time enabling organisations to target and/or reduce their expenditure on
benefits (see Chapters 10 and 11).

While the drive for a ‘new pay’ agenda certainly caught the zeitgeist, it has not
been free from criticism. For instance, performance related pay awards have been
criticised as nothing more than ‘inflation in drag’ (Incomes Data Services, 2005b)
and conclusive evidence that incentive pay correlates with performance remains
remarkably hard to find.

Moreover, new pay has not been universally applied across organisations.
According to the Workplace Employment Relations Survey 2004, only two-fifths of
workplaces had performance-related pay schemes for some employees (Kersley et al.,
2006). Furthermore, research carried out by the Office of Manpower Economics
and the Chartered Institute of Personnel and Development (CIPD, 2006) showed
marked differences between the public and private sectors in respect of pay pro-
gression systems, with the former still very much reliant on service as the determi-
nant. Indeed, the difference in pay practice between the public and private sectors
will frequently emerge in the ensuing chapters, but there are also differences in pay
approaches within sectors by size of organisation and by occupation (CIPD, 2007).

As to other aspects of new pay, there is some evidence of ‘rowing back’. For exam-
ple, broad banded pay structures appear more and more to represent broad graded
structures or even de facto traditional salary structures, while reports of the death of
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job evaluation seem premature. It is alive and kicking in the public sector, driven in
large part by concern about equal pay for work of equal value. There has been some
pick up in use in the private sector too, though it tends to be less rigidly applied and
is often used primarily to aid market comparisons (CIPD, 2007).

The role of line managers

In practice, things are a little more structured and centralised than might have been
thought given the hype around ‘new pay’. One example of this is the interrelation-
ship between the pay specialist and other managers. The McBeath’s and Rands’s
quotation referred to above continues ‘salary administration has developed [into]
a universal process, participated in and operated as much by line managers as by
remuneration specialists and other personnel staff’ (emphasis added; McBeath and
Rands 1989, p. vi). A decade later Brown and Armstrong asserted:

Reward is no longer an isolated function; it is part of the strategic business process. This
contrasts with the traditional ‘salary administration” approach in which pay specialists
lived an isolated life as technical designers, running bureaucratic systems and deal-
ing on a day-to-day or annual pay review basis with the immediate job grading or pay
level issues.... The tendency now is to devolve pay decisions to line managers as part of
a broader policy of empowerment and decentralisation of decision-making and responsi-
bility within an organisation. (Brown and Armstrong, 2001, pp. 9, 15)

How much do these views shape up with reality? One could conclude that if pay spe-
cialists had truly empowered other managers to take pay decisions, and had equipped
them with the skills to do so, they would not perhaps be able to command such a pay
premium in the market. Survey evidence suggests that the specialists themselves do
not consider that pay literacy has moved much beyond the reward department. Thus
in its 2006 survey, the CIPD found that respondent HR managers cited line man-
agers ‘as a major inhibitor to the successful implementation of a reward strategy’.
The only significant responsibility line managers had was over training, develop-
ment, and flexible working. Not only were line managers not trusted to make pay
decisions, they were also not trusted to communicate the rationale behind reward
strategies (CIPD, 2006).

The CIPD concluded at the time that organisations considered line managers to
be the biggest barriers to turning the rhetoric of reward strategies into reality, as line
managers were not deemed by HR managers to have either the appropriate skills
or abilities. This in turn means pay decision-making and communication are not
delegated, training not given, and a vicious circle is created.

This perception was researched in greater detail by Purcell and Hutchinson, who
collected the views of line managers themselves. In the context of financial rewards,
they noted the importance of line managers in setting and explaining standards
of performance and behaviours required, the aims of reward schemes, carrying

8 Rethinking Reward



PROOF

out assessments, and communicating and defending judgements. However, line
managers told them that they

found it difficult to differentiate between employees,

® lacked ownership of outcomes,

e found it time-consuming and bureaucratic (especially when most schemes use
forced distributions and the vast majority of staff get average performance),
and

® Jacked training/skills in appraisals which led to a lack of scheme transparency

and employee concerns around bias in the results.

The authors concluded:

[I]n spite of the evidence of line managers’ increasing involvement in people manage-
ment, the role of the HR function in the design of reward policies and practices that
are delivered by line managers, monitoring and managing the effectiveness of practice
delivery and providing support has been largely ignored. This is surprising, given that it
is reported that HR professionals have concerns about line manager competence in many
aspects of people management, including reward. (Purcell and Hutchinson, 2007, p. 11)

The CIPD has summed up the situation succinctly:, ‘one issue that has been a
constant refrain for the past number of years is concerns over front-line managers’
pay professionals do not believe that they have the skills, attitudes, and knowledge
to manage performance-based rewards. However, what front-line managers them-
selves have problems with ‘is that the performance management and reward process
is often developed in splendid isolation by the HR department ... [and] the process
of rewarding performance is something that is “done to” rather than “done with”
line managers’ (CIPD, 2007, pp. 35-36). If that is the view of line managers, what
must it be like for the staff who report to them and are the ultimate recipients of
organisational pay strategies?

Clearly, in many areas there remain limits to the individualisation of reward, with
central control still very much alive. Ultimately, line manager’s discretion over pay is cir-
cumscribed. There is much less to individualisation and targeting than meets the eye.

Tensions

The tensions between line managers on the one hand and reward specialists on
the other, discussed above, are just one example of the conflicting pressures and
personal tensions around the management of pay today. Other pressures and ten-
sions at a personal level are between employees (and their representatives) and the
employer. In addition, there are tensions at a theoretical level.

These tensions stem from the fact that reward policies and practices have a number
of sometimes-conflicting functions. At its simplest, for employers, pay is a cost of
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Economics
Person A Labour market
- < . Best
Best fit * PAY » practice
Equity v Job

Social psychology

Figure 1.1 Tensions in pay

production, a signal to recruit and retain staff, and a tool for motivating staff. For
employees, it is their main, and often only, source of livelihood and a reflection of
their social identity. Thus, the level and form of pay and benefits are the outcome of
implicit or explicit distributional conflict between employers and workers reflecting
the balance of power and custom and practice and this conflict is institutionalised
where there is employer/union bargaining (Grimshaw and Rubery, 2007). These
tensions are encapsulated in Figure 1.1, whose resolution may vary by organisation,
may change over time and location, and may not be the same for all employees.

Economics/social psychology

The overarching tension is between economic theories and social psychological
theories and we will see these tensions surfacing in many of the following chap-
ters. Classical economic thinking emphasises the forces of supply and demand with
labour as a factor in production. It thus takes as its starting point the competitive
labour market, together with the assumption that both employer and workers are
rational economic maximisers, the assumption that workers have full information,
and the assumption that workers have unimpeded mobility (hefty assumptions). For
a given type of labour, the firm will hire increasing numbers of workers up to the
point where their wage is equal to the value of their marginal product.

Building on the foundations laid by Adam Smith’s seminal study the Wealth of
Nations in 1776 (Seligman, 1910), other economists have elaborated and critiqued
the application of classical economics to pay determination. For instance, workers
are not like peas in a pod. Organisations pay some workers more than others because
their experience, education, and training add to their value (human capital theory).

10 Rethinking Reward
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One of the key conundrums of employment relations is how to get employees
to work productively, rather than merely to attend work. Economists argue that
financial incentives can fulfil that role and, as we noted above, so do proponents
of new pay. Accordingly, they say, some organisations pay some or all workers at a
level above the market rate because they want to obtain superior performance and
diligence (efficiency wage theory). Alternatively or additionally, organisations will
offer selected key managers big bonuses if they achieve certain targets, believing
that employees who have the opportunity to gain large bonuses will go the extra
mile. The analogy is with large cash prizes in golf tournaments which, it is said, act
as a spur to achievement (tournament theory).

Economic theorists recognise that the interests of shareholders and managers, or
managers and employees, often differ. How can they be aligned? For economists,
the answer, unsurprisingly, is financial rewards. Shareholders can shape managers’
financial rewards and managers can shape employees’ financial rewards to ensure
that their interests coincide (principal/agent theory).

Against this background, employers are wage fixers, not wage takers. For a
fuller discussion of these and other economic theories see Bryson and Forth, 2006;
Claydon, 2001; Milkovich and Newman, 1996.

Social psychology takes the very different starting point of the long-term
nature of the employment relationship. It argues that economists’ theories do
not match the real world, a view adopted in Chapter 7 on the UK’s National
Minimum Wage. Group norms develop among workers and these, rather than
financial rewards, have a major influence on the extent that workers are
productive (Claydon, 2001). Furthermore, social psychology emphasises social
and institutional factors such as custom and practice both in the organisation
and the sector, employers’ strategies, pay determination methods and the values
of the organisation, for instance on pay secrecy/openness and on risk taking/
avoidance, and an appreciation of these factors is essential when considering
the effort-reward bargain. This approach, which is at one with much industrial
relations writing, incorporates the classic, seminal studies on group limitations
of output such as those by Lupton, Roethlisberger and Dickson, and Roy; see
selected readings in Lupton, 1972.

Social psychology also emphasises the range of the individual worker’s needs:
these are not just money. Indeed money is not a motivator, though its insufficiency
can lead to dissatisfaction, according to Herzberg’s well-known (but arguably less
than robust) work on the motivator-hygiene theory. There are higher needs such
as esteem and self-actualisation, as Maslow’s equally well-known (and equally less
than robust) hierarchy of needs posits. In today’s parlance not only is the legal
contract, which specifies terms and conditions of employment, important but the
psychological contract is important too (Rousseau, 1995). The latter refers to the
implicit, unwritten understandings that employees and employers have of what each
can expect to give or receive. See Bryson and Forth (2006) and Gerhart and Rynes

Trends and tensions: an overview 11



PROOF

(2003) for a fuller discussion of these theories and the evidence supporting them.
“Total rewards’, which we discuss in our last chapter, aims to meld economics and
social psychology.

Labour market/equity

We now turn to the other tensions shown in Figure 1.1, starting with the tension
between the labour market and equity. To what extent are pay and benefits a response
to supply and demand in the labour market and to what extent are they a response
to considerations of equity? For instance, should finance lecturers at a university
receive higher pay in response to external labour market factors than HR lecturers,
even though both groups of lecturers perform the same educational tasks? Should
a firefighter receive more or less pay than an ambulance paramedic; after all they
both work in the emergency services? Even within the same occupation, should pay
vary if the worker is in London or in Cornwall? Chapter 5, on local pay, suggests that
whereas some occupations have a national or international labour market, others
have a local one, but defining the labour market can be problematic.

On the one hand, pay systems that give primacy to labour market considerations
essentially disregard the fact that individuals are influenced by relative, not absolute
rewards and compare their pay with that of ‘referent others’ These are typically
their fellow employees (internal equity) but may extend to those in other organisa-
tions (external equity). If employees are of the view that others are paid more for
the same effort and that their pay is not fair, they will react negatively (for example,
shirk) to correct their effort to their reward.

Equity and fairness, however, are not simple constructs: for instance, who are ref-
erent others and how is fairness perceived? Furthermore, equity and fairness embrace
not only distributional justice, that is pay outcomes, but also procedural justice, the
way the pay system operates, and interactional justice, how employees are dealt with
by those responsible for administering pay such as their line managers, whose defi-
ciencies in respect of reward have been noted above (see also Kessler, 2005). A full
discussion of the role of equity and social comparisons is given in Adams (1963).

On the other hand, pay systems that give primacy to equity considerations
essentially disregard the fact that the labour market for the same or similar jobs
may vary significantly in different parts of the country (see Chapter 5 for a fuller
discussion). Equally, there may be major market variations between different jobs
at the same level, for instance between the pay for a marketing manager and a
production manager.

Equal pay and value legislation, whereby men and women are paid the same where
the demands of the job are the same in terms of such factors as effort, skill and deci-
sion, seeks to achieve gender pay equity (for instance, between a female cleaner and a
male porter) and basically ignores labour market considerations. For further discussion
of these issues, see Chapter 8.
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Person/job

A further tension, which again stems from the overarching tension between eco-
nomics and social psychology, concerns whether to reward the person or the job.

Trade unions have traditionally sought to establish standard rates of pay that
reduce management’s scope to award differential payments to workers based on
their evaluation of a person’s contribution where such workers are in the same or
similar jobs (Heery, 2000) (Unions’ responses to person-based pay are discussed in
Chapter 6). Typically, a process of rewarding the job, not the person, is founded on a
job-evaluation scheme to ensure a systematic approach, so that pay is felt fair.

Payment for the person rather than the job can be achieved either by recognition
of length of service, on the assumption that the longer the person does the job, the
more skills and knowledge is acquired, and/or in some form of performance pay.
The latter can be either a mechanistic link between pay and output and/or after eval-
uation of behavioural characteristics (i.e., measurement of the individual’s inputs).
(Progression systems are discussed in Chapter 4).

Lawler (1990), a new pay proponent, argues that rewarding the job, not the per-
son, sends a message to individuals about what is not included in their responsibili-
ties, discouraging employees from being flexible and doing anything additional to
their job description. Furthermore, he argues, job-based payment systems provide
individuals who have been promoted with higher pay, before they have demon-
strated that they can do their new jobs, while job evaluation reinforces hierarchy
and bureaucracy. Yet those in favour of performance-related pay take little or no
account of the problems of implementation: whether or not to use forced distri-
butions, how to ensure that bias is eliminated, and how individual performance-
related pay is consonant with team-working (see, for instance, Cannell and Wood,
1992; Makinson, 2000; Marsden and French, 1998).

Best fit/best practice

A further tension is the best fit/best practice debate. The basic premise of best fit
is that pay structures should be tailored to support the way that the organisation is
structured and how work gets done and to fit the organisation’s business strategy. If
the reward system is so matched, then pay can become a strategic lever to improve
business performance. As Gomez-Mejia and Balkin (1992, p. 4) put it:

The emerging paradigm of the field is based on a strategic orientation where issues of inter-
nal equity and external equity are viewed as secondary to the firm’s need to use pay as an
essential integrating and signalling mechanism to achieve overarching business objectives.

New pay theorists essentially argue for this best fit approach. Thus Lawler (1990),
for instance, argues that the pay structure should fit the organisational structure in
terms of how centralised or decentralised it is, how cohesive or disparate the various
departments/functions/levels are, and what the organisation’s business goals are.

Trends and tensions: an overview 13
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Milkovich and Newman (1996) give as examples Wal-Mart’s low-cost business
objective, which is best fitted to a pay structure that generates low labour costs,
and Hewlett-Packard’s product innovation business objective, which requires a pay
structure that rewards risk, initiative, and cross-functional flexibility. This issue of
best fit, that is pay fitting the organisation’s business strategy, also known as strate-
gic pay, is discussed in much more detail in the next chapter.

The basic premise of best practice is that certain personnel and pay practices
should be followed, irrespective of the organisation’s structure and business objec-
tives as those practices are correlated with business success. What is best practice,
however, also known as high performance paradigms (HPPs), is open to question,
although typically it entails bundles of HR policies and practices relating to selec-
tion and training, performance appraisal, single status policies, and contingent pay
systems, such as individual performance-related pay, group bonuses, and profit
sharing. Success can be defined in various ways, for instance economic performance
such as sales per employee and worker commitment and satisfaction as measured
by labour turnover.

A number of studies cast doubt on both the link between best practice and busi-
ness performance and the link between best fit and business performance. Thus,
Godard (2004, p. 355), reviewing the evidence on the best practice approach, sug-
gests that ‘we should treat broad-brush claims about the performance effects of
HPPs, and about research findings claiming to observe them, with a healthy degree
of scepticism’, as support is at best limited. Similarly, Gerhart and Rynes (2003,
pp- 260-261) point out that ‘without measuring intervening variables, it is difficult
to identify characteristics of either the pay design or context that contribute to [per-
formance] variance’.

To sum up, as (Bryson and Forth (2006), p. 41) say:

In truth, a reliance on any one theoretical position is likely to overstate the coherence and
functionality of wages, and those working in the field of industrial relations have long
recognised that no single theory of pay setting has an over-riding claim to virtue.

The forthcoming chapters

We will return to these tensions in the final chapter, but now we explain the book’s
overall approach and outline its contents.

The book’s approach

When perusing this book, readers should bear in mind a number of factors. First,
while we recognise that Reward can be both financial and non-financial, this book
focuses on financial rewards only (apart from the last chapter). Second, it reflects
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the fact that Reward is both a theoretical field of study with an empirical underpin-
ning and a management issue with a practical and operational impact. Accordingly,
there are contributions not only from academic researchers but also from expert
practitioners including management consultants, as the notes on contributors make
clear. This, of course, means that some chapters are more theoretical than others.

Third, Reward draws on various academic disciplines: particularly industrial
relations, law, and economics and these are reflected in the book. For instance, a
legal perspective is to the fore in two chapters (one on the National Minimum Wage,
the other on pay equity); an economics perspective is employed in Chapter 5 (local
pay) while Chapter 3 (employee voice) employs an industrial relations perspective.
Fourth, this book is not country specific. Although the majority of the chapters
are UK-centred, three chapters (Chapter 2 on pay strategy, Chapter 6 on variable
pay and collective bargaining and Chapter 12 on employee share ownership) have a
cross-national focus. The choice of a cross-national focus in these chapters and not
others, however, is unashamedly opportunistic - the reflection of current research.

This book, therefore, makes no claim to homogeneity or analytical or conceptual
integration; its strength lies in diversity and eclecticism: of the background of con-
tributors, of the field of study, and of country focus. Nonetheless, all the contributors
adopt a critical perspective, going behind any rhetoric and challenging conventional
thinking on Reward (with the final chapter pulling together cross-cutting themes in
the individual chapters). Moreover, all the contributors have written in an accessible
style, aiming to identify and then answer, with full supporting material, specific
questions, while avoiding prescriptions.

Readers should also note that this book does not claim to be yet another text-
book on Reward. Instead, it aims to identify the most significant areas of change in
practice and this has governed the choice of chapters. For example, while a textbook
typically has a chapter on employee benefits, of which only a small part is devoted to
flexible benefits, this book has a whole chapter on flexible benefits, as that is the area
of change. Similarly, the book has a chapter on pensions, because pensions provision
is an area currently of major concern, while other benefits providing security when
an employee does not work, such as sick pay, where change is currently minimal,
are ignored.

Moreover, a textbook typically will have one or more chapters on performance
pay (also known as contingent or variable pay) rehearsing theory and practice, but
this book looks at new angles on this issue: how collective bargaining and variable
pay interrelate (Chapter 6) and at performance pay in the context of progression
systems (Chapter 4).

Another factor that has governed the choice of chapters is the decision to incor-
porate new research: several chapters contain research findings that are yet to be
published elsewhere. On the one hand, whether or not there is new research on a
topic is largely fortuitous. On the other hand, there is some theoretical validity as
the incorporation of new research ensures that the book is at the cutting edge.
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The book’s outline

The book is divided into four parts:

e Introduction
® Pay issues

® Benefit issues
e Conclusions

The first part, the Introduction, contains this chapter and covers two other over-
arching issues: pay strategies and employee voice. In Chapter 2, Jonathan Trevor
considers the pay strategies of multinational corporations and asks whether strate-
gic pay is just rhetoric or whether a strategy can be rationally determined. Drawing
on his research, he concludes that the aim of a pay strategy should not be to maxim-
ise value, given the constraints on the ability of companies to do so, but to minimise
the inherent risks associated with pay, whether used strategically or not.

Chapter 3, by Esmond Lindop, looks at how employee voice on pay is articulated.
Accordingly, Lindop considers not just collective bargaining, which has declined
markedly from 1980 to 1996, but also newer forms of institutional and non-insti-
tutional employee voice such as consultation with non-union employee representa-
tives, visits by pay review bodies to their ‘constituencies’, pressure groups, employee
attitude surveys, and focus groups. He argues that these new mechanisms for
employee input into pay decisions have been underestimated and are not necessarily
inferior to collective bargaining.

Chapters 4 to 9 look at pay issues. In Chapter 4, Steve Palmer looks at grading
structures and pay progression. Service-based increments and relatively narrow
graded structures for many UK non-manual workers and spot rates or piece-work
rates for UK manual workers have been replaced by broad banded and more amor-
phous pay structures, particularly in the private sector. At the same time, there has
been a sharp increase in the use of performance-linked progression, though in the
public sector this has often been tempered by some service related element. Indeed
Palmer finds that there is a growing divergence between the public and private sec-
tors in terms of pay, but both sectors face challenges including the management of
employee expectations and the problems of implementing variable pay.

Chapter 5, by Bob Elliot considers local/regional pay, exploring both the argu-
ments for it and its limits. Given the variations in the levels of unemployment and
the cost of living between regions and between localities within regions, classical
economic theory predicts that pay rates will vary between locally based establish-
ments in national organisations. Yet although market forces may result in geograph-
ically based pay variations in the private sector, this is not the case in the public
sector, where pay is less responsive to underlying labour market conditions. Against
that background, Elliott reports evidence to support a move to greater localisation
for some public sector workers, but also shows that it is not appropriate for all.
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Chapter 6, by Paul Marginson, looks at performance pay and its impact on col-
lective bargaining with its traditional emphasis on the rate for the job. Drawing on
the author’s research in retail banking and machinery and equipment in the United
Kingdom, Marginson examines performance pay, both consolidated and uncon-
solidated, in its many forms, for example individual, team and organisation-wide,
and challenges the received wisdom that performance pay necessarily undermines
collective bargaining, arguing that under some circumstances collective bargaining
has been reframed. He then looks at research in the same sub-sectors in Austria and
Norway where collective bargaining arrangements differ from those in the United
Kingdom. He argues that differences in the institutional arrangements have an
effect on the relationship between collective bargaining and performance pay.

In Chapter 7, James Arrowsmith evaluates the impact of the UK’s National Minimum
Wage (NMW). Introduced in 1999, the NMW represented a defeat for the domi-
nant paradigm of free market pay policies and classical economic theory. This
predicted that the NMW would lead to increased wage costs, which in turn would
lead to employers reducing the number of jobs. Arrowsmith, however, drawing on
his and other published research, finds that the NMW’s effect has essentially been
benign. While significantly increasing the pay of the lowest paid (disproportionately
women), the NMW has resulted in few job losses or changes in employment prac-
tices. Moreover, the NMW now seems firmly established and accepted by erstwhile
political and business opponents.

Chapter 8, by Susan Corby, focuses on gender equality and pay and on age equal-
ity and pay. After discussing reasons for gender pay inequality and competing defi-
nitions of equality, it outlines the gender pay equity laws and their weaknesses. Then
drawing on the author’s research, it examines the practical problems faced by work-
ing women in claiming equal pay with men. It next turns to the legislation on age
equality and pay, noting the numerous exemptions and loopholes. Corby argues that
change is needed, not just a strengthening of the current laws, but a more root and
branch approach to include new enforcement measures.

Chapter 9, by Jon Dymond and Helen Murlis, examines executive pay, consid-
ering why executive reward is such an emotive subject and the factors that have
contributed to its growth. Next, the components of executive reward are analysed,
including annual bonuses, long-term incentive plans and top-hat pensions. Finally,
the authors ask whether executive reward will change.

Chapters 10 to 12 look at benefit issues. Chapter 10 by Sue Field, Christian Olsen,
and Richard Williams examines the pensions revolution in the United Kingdom.
Against a background of demographic change, successive waves of legislation and
financial pressures, many employers have closed private sector final salary defined
benefit schemes to new entrants, replacing them with either defined contribution or
career average defined benefits. The public sector too is now starting to see major
changes in provision. Field and her colleagues discuss what has happened and why.
They then consider the balance between individual responsibility and collective
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provision and the type of employment related pension arrangements there are likely
to be in the United Kingdom in ten to twenty years time.

In Chapter 11, Angela Wright examines flexible benefit schemes (also called cafe-
teria benefits), where individual employees are given a choice on the make-up of
their benefit package. Such schemes, which have been made feasible by computer
software programmes, have become popular in the United States largely because
of the tax regime. Wright considers whether such flexibility is the future shape of
UK benefits (and reward) and employers’ objectives in introducing them. Are their
objectives, such as greater cost-control or greater perceived value by employees, real-
ised? Wright draws on her research into UK organisations which have introduced
flexible benefits to answer these and other questions. She argues that the prospects
for further growth of flexible benefits schemes does not seem likely in view of the
potentially high transaction costs needed to make a scheme succeed both in terms
of communication as well as other administrative requirements.

In Chapter 12, Andrew Pendleton considers employee share ownership plans
in a number of European countries. In the context of a growing interest in such
plans essentially from the 1990s,, the chapter examines the policy objectives of
the European Commission, and governments of European Union member states,
as well as employer and union perspectives. Furthermore, drawing on the author’s
research, the chapter examines the incidence of share plans by European member
states and discusses whether employee share ownership goes hand-in-hand with
employee participation and whether union presence influences employee orienta-
tions to share ownership plans.

The fourth part is the conclusion: Chapter 13, the final chapter, draws together the
themes in the individual chapters and considers the role of a total rewards approach
in unifying all the elements of the employment experience.
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