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Chapter 9

Reward management

CHAPTER OVERVIEW

Chapter 9 provides a theoretical framework for examining reward management. It discusses how reward management is central to the regulation of the employment relationship. Employers use a wide variety of rewards to attract, retain, and motivates employees. The design of the reward system is contingent on organizational and external contexts. The pay model emphasizes internal equity and external competitiveness, and goes on to explore some of the paradoxes and tensions in reward management. 

Chapter objectives:  After studying this chapter, you should be able to:

1. Explain the key functions and role of reward management.

2. Describe the notion of aligning business strategy with reward practices.

3. Describe three key employee behaviours desired by organizations and the role that economic rewards play in shaping such behaviours

4. Define and evaluate different reward options, including base pay, performance pay and indirect pay

5. Describe and evaluate reward techniques, such as job analysis, job evaluation and appraisal

6. Explain how governments intervene in the pay-determination process

7. Explain the paradoxes and tensions in rewards systems in relation to managing the employment relationship

CHAPTER OUTLINE

Introduction

The reward system emphasizes a core facet of the employment relationship: it constitutes an economic exchange or relationship. Global forces impact on pay systems. Changes in reward systems mirror changes in work design and organizations, and the emphasis on individual performance. 
The nature of reward management

An organization can provide two types of rewards: extrinsic and intrinsic

Pay or reward strategy comprises an organization’s plan and actions pertaining to the mix of direct and indirect pay. 

Objectives of the reward system are to attract and retain high performing employees, maximize employee performance, and satisfy legal standards see (see Figure 9.1).
All reward systems contain two elements that contradict each other: cooperation and tensions and conflict between employer and employee.

HRM in practice 9.1

This example, ‘Salary smarts: learn what you should earn’, helps to illustrate different types of reward (for example, base pay and stock options), and individual negotiations over pay.
A model of reward management

The reward model contains five basic elements: strategic perspective, reward objectives, reward options, reward techniques, and reward competitiveness (see Figure 9.2).
1. Strategic perspective focuses on reward choices which support strategic goals

(see Table 9.1).

2. Reward objectives emphasize the link between a reward system and human             


behaviour. The psychological contract emphasizes the importance of reward management. 

3. Reward options for the organization include base pay, performance pay and indirect pay (benefits). 

4. Reward techniques examined include job analysis, job evaluation and performance appraisal.  These techniques are used to achieve, internal equity which refers to the pay relationships among jobs within a single organization. 

5. Reward competitiveness refers to comparisons between the organization’s pay and that of its strategic competitors. External competitiveness depends upon, in part, labour market and product market conditions and management’s strategy.

Reward options

Reward options for the organization include base pay, performance pay and indirect pay (benefits) (see Table 9.2).

Types of indirect pay are shown in (see Figure 9.3).

Advantages and disadvantages of flexible benefits are illustrated in Table 9.3 .

HRM in practice 9.2

This example, ‘Nortel Networks Corp. Scrapping Stock Options’ illustrates one reward option that recently become less attractive to managers and non-managers.  

Job analysis and the reward model

Definition: a systematic process of collecting and evaluating information about jobs. The process is used to achieve internal equity.

Job analysis is a systematic process for collecting information about jobs. The information is summarized into job descriptions that serve as input into the job evaluation process (see Figure 9.4).

Process of job analysis consists of two stages: data collection and application  (see Figure 9.5).

Job evaluation and the reward model

Definition: A systematic process designed to determine the relative worth of jobs within a single work organization.

Job evaluation can help to ensure that reward structures are internally equitable. It is emphasized that the process depends upon subjective judgements.

The process of job evaluation has four steps: collection of data; selection of compensable factors; evaluation of job; and the assignment of reward for the job.

Methods of job evaluation 
(a)  Ranking jobs according to relative value is the simplest and fastest method. It is also highly subjective and difficult to defend. (see Table 9.4)

(b)  Classification places jobs in a hierarchy or series of job grades.
(c)  Factor comparison evaluates jobs on the basis of two criteria: a set of compensable factors and, second, wages for a selected set of jobs. The complexity limits its application. 
(d)  Point method establishes a hierarchy of jobs on the basis of three criteria: compensable factors; factor degrees numerically scaled, and third, weights reflecting the relative importance of each factor. This method is the most frequently used. It is emphasized in the text that care should be taken to ensure that gender bias in job evaluation ratings does not exist (see Table 9.5).

HRM in practice 9.4

This example, ‘Workers sue Ford for bias’ illustrates potential bias in job evaluation.   

(e) Performance appraisal: A process of evaluating individual employees in terms of their job performance. The technique is examined in more detail in Chapter 8.

Reward competitiveness and the reward model

Definition: Refers to comparisons of the organization’s pay structure relative to the pay structure of competitive firms. In practice, it is translated into decisions about the pay levels. Refer back to Figure 9.2. 

Pay level refers to an average of the rates paid by the employer. There are three ‘pure’ alternatives in setting a pay level: to lead, to match, or to lag behind competitors’ pay level. Pay level decisions are determined by economic and organizational factors. 

Establishing pay rates (see Figure 9.8).  The results of the job evaluation process (plotted on the horizontal axis) and the pay survey (plotted on the vertical axis) are combined to determine the pay trend line . The pay trend line represents an employer’s pay level in the market and serves as a reference point around which pay structures are established.

Government and pay

Government has a direct and and indirect impact on reward management (see Figure 9.9).
1 Market forces (supply and demand for labour) as a determinant of pay is curtailed by government intervention in the form of equal pay and pay equity legislation.

2 Equal pay legislation involves paying the same wage/salary for jobs with the same tasks, irrespective of gender. For example a school principal, whether male or female, is paid the same salary.  See Table 9.6 for a summary of UK legislation relating to reward management. 
3 Pay equity legislation involves paying the same wage/salary for jobs of equal value. Skill, effort, responsibility, and working conditions are used to determine job worth, using job evaluation techniques.
Paradox, rewards and HRM

Some of the ‘alternative’ reward systems contradict the espoused goals of HRM. For example, individualized pay-for-performance undermines the goal of ‘team building’ and cooperation. 

ENGAGING IN CRITICAL THINKING

· REFLECTIVE QUESTION/ESSAY QUESTION

How does the concept of ‘equal pay’ differ from ‘pay equity’ in pay discrimination matters?
· HELP TO STUDENTS

One way to answer this question is explain that equal pay involves paying the same wage/salary for jobs with the same tasks, irrespective of gender. Pay equity, on the other hand, involves paying the same wage for jobs of equal value. Relative ‘value’ is determined by job evaluation techniques. Your answer should cite both UK and EU legislation and relevant case law (for example, Garland v. British Rail Engineering Ltd., 1983) to demonstrate your knowledge and understanding of the legal arguments appertaining to pay discrimination.

CHAPTER CASE STUDY: CITY BANK
This case will help you understand how a reward system can be used to change employee behaviour towards a organizational culture that is characterized as ‘enterprise’ and ‘performance-orientated’. It can also be used to discuss the notion of paradox in relation to pay and the HRM model.

· STUDY TIP

Individualized performance-related pay (PRP) appears to contradict with a number of espoused goals associated with the prescriptive ‘soft’ HRM model. For a further discussion of this point, see J. Storey and Keith Sisson’s chapter ‘Performance-related pay’ in Christopher Mabey et al.’s 1998a book.
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