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WHAT DO I NEED TO KNOW?
1. Identify the kinds of decisions involved in establishing a 

pay structure.
2. Explain how organizations design pay structures related 

to jobs.
3. Describe alternatives to job-based pay.
4. Discuss the connection between incentive pay and 

employee performance.
5. Describe how organizations recognize individual 

performance.
6. Identify ways to recognize group performance.
7. Explain how organizations link pay to their overall 

performance.



INTRODUCTION

v Pay is a powerful tool for meeting the organization’s 
goals.

v Pay has a large impact on employee attitudes and 
behaviors.

v It influences the kinds of people who are attracted to 
(or remain with) the organization.

v Employees attach great importance to pay decisions 
when they evaluate their relationship with their 
employer.



DECISIONS ABOUT PAY

Job 
Structure

• The relative 
pay for 
different jobs 
within the 
organization.

Pay Level

• The average 
amount the 
organization 
pays for a 
particular 
job.

Pay 
Structure

• The pay 
policy 
resulting 
from job 
structure and 
pay-level 
decisions.



JOB CLASSIFICATION
Total Hay
Job Size

Hay
Level

Workers Technical Operation Profession Sales Managerial
2626 UPWARD 27 E7
2101 TO 2626 26 E6
1866 to 2100 25 E5
1508 to 1865 24 E4
1261 to 1507 23 E3
1056 to 1260 22 S12 E2
880 to 1055 21 P11 S11 E1
735 to 879 20 P10 S10 M6
614 to 734 19 P9 S9 M5
519 to 613 18 P8 S8 M4
439 to 518 17 T10 P7 S7 M3
371 to 438 16 T9 P6 S6 M2
314 to 370 15 T8 P5 S5 M1
269 to 313 14 T7 P4 S4
228 to 268 13 W9 T6 O5 P3 S3
192 to 227 12 W8 T5 O4 P2 S2
161 to 191 11 W7 T4 O3 P1 S1
135 to 160 10 W6 T3 O2
114 to 134 9 W5 T2 O1
98 to 113 8 W4 T1
85 to 97 7 W3

 Job Family Ladder Levels



ISSUES IN DEVELOPING A PAY 
STRUCTURE



LEGAL REQUIREMENTS FOR PAY

Equal employment opportunity

Minimum wages

Pay for overtime

Prevailing wages for state contractors



ECONOMIC INFLUENCES ON PAY

PRODUCT 
MARKETS
v The organization’s 

product market
includes organizations 
that offer competing 
goods and services.

v Organizations compete 
on quality, service, and 
price.

v The cost of labor is a 
significant part of an 
organization’s costs.

LABOR MARKETS
v Organizations must 

compete to obtain 
human resources in 
labor markets.

v Competing for labor 
establishes the 
minimum an 
organization must pay 
to hire an employee for 
a particular job.



PAY LEVEL: 
DECIDING WHAT TO PAY

Pay at the rate set by the market 

Pay at a rate above the market

Pay at a rate below the market



EMPLOYEE JUDGMENTS 
ABOUT PAY FAIRNESS
vEmployees compare their pay and 

contributions against three yardsticks:
1. What they think employees in other organizations

earn for doing the same job.
2. What they think other employees holding different 

jobs within the organization earn for doing work at 
the same or different levels.

3. What they think other employees in the organization 
earn for doing the same job as theirs.



OPINIONS ABOUT FAIRNESS –
PAY EQUITY



JOB STRUCTURE: RELATIVE 
VALUE OF JOBS

JOB EVALUATION
v An administrative 

procedure for measuring 
the relative internal worth 
of the organization’s jobs.

COMPENSABLE 
FACTORS
v The characteristics of a 

job that the organization 
values and chooses to 
pay for.
²Experience
²Education
²Complexity
²Working conditions
²Responsibility



JOB EVALUATION OF THREE JOBS 
WITH THREE COMPENSABLE 
FACTORS



JOB STRUCTURE: DEFINING KEY 
JOBS

vKey Jobs – jobs that have relatively stable 
content and are common among many 
organizations.

vOrganizations can make the process of creating 
the job structure and the pay structure more 
practical by defining key jobs.

vResearch for creating the pay structure is limited 
to the key jobs that play a significant role in the 
organization.



PAY STRUCTURE: PUTTING IT 
ALL TOGETHER

Job 
Evaluation

Job 
Structure

Define 
Key Jobs

Pay 
Survey

Pay Policy 
LinePay Rates

Pay 
Grades

Pay 
Ranges

Pay 
Structure



PAY RATES

Organization obtains pay survey data for its key 
jobs.

Pay policy line is established.

Pay rates for non-key jobs are then determined.



PAY POLICY 
LINES
Pay policy line – a 

graphed line 
showing the 
mathematical 
relationship 
between job 
evaluation points 
and pay rate.



SAMPLE PAY 
GRADE 
STRUCTURE
Pay grades –
sets of jobs 
having similar 
worth or content, 
grouped 
together to 
establish rates of 
pay.



PAY RANGES

vPay ranges – a set of 
possible pay rates 
defined by a 
minimum, maximum, 
and midpoint of pay 
for employees holding 
a particular job or a 
job within a particular 
pay grade.

vRed-circle rate – pay 
at a rate that falls 
above the pay range 
for the job.

vGreen-circle rate –
pay at a rate that falls 
below the pay range 
for the job.



ALTERNATIVES TO JOB-BASED PAY

DELAYERING
v Reducing the number of 

levels in the 
organization’s job 
structure.

v More assignments are 
combined into a single 
layer.

v These broader groupings 
are called broad bands.

v More emphasis on 
acquiring experience, 
rather than promotions.

SKILL-BASED PAY 
SYSTEMS
v Pay structures that set 

pay according to the 
employees’ levels of skill 
or knowledge and what 
they are capable of doing.

v This is appropriate in 
organizations where 
changing technology 
requires employees to 
continually widen and 
deepen their knowledge.



IBM’S NEW JOB EVALUATION 
APPROACH



PAY STRUCTURE AND ACTUAL PAY

vPay structure represents the organization’s 
policy.

vHowever, what the organization actually does 
may be different.

vThe HR department should compare actual pay 
to the pay structure, making sure that policies 
and practices match.

vCompa-ratio is the common way to do this.



FINDING A COMPA-RATIO

v Compa-Ratio (CR) –
the ratio of average pay 
to the midpoint of the 
pay range.

v If the average equals 
the midpoint, CR is 1.

v If CR is greater than 1, 
the average pay is 
above the midpoint.

v IF CR is less than 1, the 
average pay is below 
the midpoint.



RECOGNIZING EMPLOYEES’ 
CONTRIBUTION WITH PAY



EFFECTIVE INCENTIVE PAY PLANS 
MEET THE FOLLOWING 
REQUIREMENTS:
1. Performance measures are linked to the organization’s 

goals.
2. Employees believe they can meet performance 

standards.
3. The organization gives employees the resources they 

need to meet their goals.
4. Employees value the rewards given.
5. Employees believe the reward system is fair.
6. The pay plan takes into account that employees may 

ignore any goals that are not rewarded.



INCENTIVE PAY PLANS

Pay for 
Organizational 

Performance

• Profit sharing
• Stock option

Pay for 
Group

Performance

Gainsharing
Bonuses
Team awards

Pay for
Individual

Performance

•Piecework rates
•Standard hour plans
•Merit pay
•Individual bonuses
•Sales commissions



PAY FOR INDIVIDUAL 
PERFORMANCE

Piecework rates

Standard hour plans

Merit pay

Individual bonuses

Sales commissions



PAY FOR INDIVIDUAL 
PERFORMANCE:
PIECEWORK RATES
Piecework Rate

• A wage based 
on the amount 
workers 
produce.

Straight 
Piecework Plan

• Incentive pay 
in which the 
employer 
pays the 
same rate per 
piece, no 
matter how 
much the 
worker 
produces.

Differential 
Piece Rates

• Incentive pay 
in which the 
piece rate is 
higher when a 
greater 
amount is 
produced.



FIGURE 12.1:
HOW INCENTIVES SOMETIMES 
“WORK”

SOURCE: DILBERT reprinted by permission of United Feature Syndicate, Inc.



PAY FOR INDIVIDUAL PERFORMANCE:
STANDARD HOUR PLANS AND MERIT PAY
STANDARD HOUR 
PLAN
v An incentive plan that pays 

workers extra for work done 
in less than a preset 
“standard time.”

v These plans are much like 
piecework plans.

v They encourage employees 
to work as fast as they can, 
but not necessarily to care 
about quality or service.

MERIT PAY
v A system of linking pay 

increases to ratings on a 
performance scale.

v They make use of a merit 
increase grid.

v The system gives the 
lowest paid best 
performers the biggest 
pay increases.



TABLE 12.1: SAMPLE MERIT 
INCREASE GRID



FIGURE 12.2: RATINGS AND RAISES 
–
UNDERREWARDING THE BEST



PAY FOR INDIVIDUAL 
PERFORMANCE:
PERFORMANCE BONUSES
vPerformance bonuses are not rolled into 

base pay.
vThe employee must re-earn them during each 

performance period.
vSometimes the bonus is a one-time reward.
vBonuses may also be linked to objective 

performance measures, rather than 
subjective ratings.



PAY FOR INDIVIDUAL PERFORMANCE:
SALES COMMISSIONS

vCommissions – incentive pay calculated as a 
percentage of sales.

vSome salespeople earn a commission in 
addition to a base salary.

vStraight commission plan – some salespeople 
earn only commissions.

vSome salespeople earn no commissions at all, 
but a straight salary.



PAY FOR GROUP 
PERFORMANCE

Gainsharing

Bonuses

Team Awards



PAY FOR GROUP PERFORMANCE:
GAINSHARING

vGainsharing – group 
incentive program that 
measures 
improvements in 
productivity and 
effectiveness and 
distributes a portion of 
each to employees.

vGainsharing 
addresses the 
challenge of identifying 
appropriate 
performance 
measures for complex 
jobs.

vGainsharing frees 
employees to 
determine how to 
improve their own and 
their group’s 
performance.



ORGANIZATION CONDITIONS NECESSARY 
FOR GAINSHARING TO SUCCEED

1. Management commitment.
2. Need for change or strong commitment to 

continuous improvement.
3. Management acceptance and encouragement of 

employee input.
4. High levels of cooperation and interaction.
5. Employment security.
6. Information sharing on productivity and costs.
7. Goal setting.



ORGANIZATION CONDITIONS NECESSARY 
FOR GAINSHARING TO SUCCEED (CONTINUED)

8. Commitment of all involved parties to the 
process of change and improvement.

9. Performance standard and calculation that 
employees understand and consider fair and 
that is closely related to managerial objectives.

10.Employees who value working in groups.



PAY FOR GROUP PERFORMANCE:
GROUP BONUSES AND TEAM AWARDS

GROUP BONUSES
v Bonuses for group 

performance tend to be 
for smaller work groups.

v These bonuses reward 
the members of a group 
for attaining a specific 
goal, usually measured in 
terms of physical output.

TEAM AWARDS
v Similar to group bonuses, 

but are more likely to use 
a broad range of 
performance measures:
²Cost savings
²Successful completion of a 

project
²Meeting deadlines



TYPES OF PAY FOR 
ORGANIZATIONAL PERFORMANCE



PAY FOR ORGANIZATIONAL PERFORMANCE:
PROFIT SHARING

v Profit sharing – incentive pay in which payments are a 
percentage of the organization’s profits and do not 
become part of the employees’ base salary.

v Profit sharing may encourage employees to think like 
owners.

v Evidence is not clear whether profit sharing helps 
organizations perform better.



CONSIDERATIONS FOR SETTING UP A
PROFIT-SHARING PLAN

1. Get supervisors on board with the plan.
2. Make sure employees understand how the plan works.

3. Identify the behaviors and results that contribute to 
greater profits.

4. Make sure managers understand that they contribute to 
the profit-sharing goals by encouraging their employees 
and keeping them focused on their goals.



CONSIDERATIONS FOR SETTING UP A
PROFIT-SHARING PLAN (CONTINUED)

5. Consider linking rewards to the department’s or 
division’s performance, if profits can be assigned to the 
group.

6. Make the rewards big enough to matter.

7. Time the profit-sharing payments for maximum effect.



PAY FOR ORGANIZATIONAL PERFORMANCE:
STOCK OWNERSHIP

STOCK OPTIONS
v Rights to buy a certain 

number of shares of stock 
at a specified price.

v Traditionally, stock options 
have been granted to 
executives.

v Some companies are trying 
to push eligibility for options 
further down the 
organization’s structure.

ESOPS
v Employee Stock 

Ownership Plan (ESOP)
– an arrangement in 
which the organization 
distributes shares of 
stock to all its employees 
by placing it in a trust.

v This is the most common 
form of employee 
ownership.



FIGURE 12.5: NUMBER OF ESOPS



PROCESSES THAT MAKE 
INCENTIVES WORK

PARTICIPATION IN 
DECISIONS
v Employee participation in 

pay-related decisions can 
be part of a general move 
toward employee 
empowerment.

v Employee participation 
can contribute to the 
success of an incentive 
plan.

COMMUNICATION
v Communication 

demonstrates to 
employees that the pay 
plan is fair.

v When employees 
understand the 
requirements of the 
incentive pay plan, the 
plan is more likely to 
influence their behavior 
as desired.

v Important when the pay 
plan is being changed.



INCENTIVE PAY FOR EXECUTIVES

SHORT-TERM 
INCENTIVES
v Bonuses based on the 

year’s profits, return on 
investment, or other 
measures related to the 
organization’s goals.

v Actual payment of the 
bonus may be delayed to 
gain tax advantages.

LONG-TERM 
INCENTIVES
v Include stock options and 

stock purchase plans.

v Rationale for these long-
term incentives is that 
executives will want to do 
what is best for the 
organization because that 
will cause the value of 
their stock to grow.



TABLE 12.3: BALANCED 
SCORECARD FOR WHIRLPOOL 
EXECUTIVES


