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Homework

1.
What is the difference between direct and indirect financial compensation?

Direct financial compensation consists of the pay an employee receives in the form of wages, salary, bonuses, and commissions. 

Indirect financial compensation, also known as benefits, consists of all financial rewards that are not included in direct financial compensation. Typical benefits include vacation, insurance, health insurance, mandatory federal requirements like Family Medical Leave Act privileges, and retirement options.

2.
Pay for each individual in the United States is set relative to three groups. Name them and explain why each is important.

Pay for a particular position is set relative to the following groups:

· Employees working on similar jobs in other companies

· Employees working on different jobs within the same organization

· Employees working on the same job within the same organization

The first group is important because it offers a broad look at the position while trying to ascertain if the compensation package is competitive with regard to market rates. The second group involves determining what the relative worth of each kind of job is to the organization. The third group is concerned with making the individual pay determination decision.

3.
What is pay satisfaction? Why is it so difficult to measure it and relate it to a compensation system? 

Pay satisfaction refers to an employee’s like or dislike of the employer’s compensation package, including pay and benefits. It seems intuitively logical that satisfaction should lead to productivity, but the research to date has not been convincing. The reasons why it is so difficult to directly relate to compensation systems is that there are many variables to consider related to motivation and compensation and it is hard to isolate which are the most relevant. 

4.
Linking pay and productivity has been around since the days of the Babylonians. How much do we really know about the relationship?

Although at least 3,500 scholarly articles have been written about pay satisfaction, research on it is not very definitive. It has failed to find convincing evidence that worker satisfaction leads to an increase in productivity. And although it seems logical that employees derive satisfaction from being paid well or getting desired benefits or services, this is a very subjective conclusion. In fact, the sheer complexity of reward systems, made up of such things as base pay, bonuses, benefits, and services, makes it even more difficult to research employees’ satisfaction. The clearest indication of satisfaction may be patterns of absenteeism and turnover.

5.
What is the difference between equal pay and comparable worth? Why are these concepts so important today?

Equal pay means paying two employees equally as long as their jobs are equal in these requirements: skills, effort, responsibility, and working conditions.

Comparable worth, on the other hand, attempts to prove that employers systematically discriminate by paying women less than their work is intrinsically worth, versus what they pay mean who work in comparable (equally valuable positions), and to remedy this situation. Advocates of comparable worth contend that individuals who perform jobs that require similar skills, effort, and responsibility under similar work conditions should be compensated equally, regardless of gender. 

Both concepts are important because of the gap between men’s and women’s wages; a gap has been closing only because men’s wages have fallen, not because women’s wages have risen.

6.
Differentiate between the high, low, and comparable pay-level strategies.

Companies determine their strategy based on external information, often surveys that aid in determining if geographic area, industry, and occupational group should make a difference on their philosophy or strategy. 

Managers using the high pay-level strategy choose to pay higher than average pay levels based on the assumption that you get what you pay for. Managers using the low pay-level strategy sets pay levels at the minimum level needed to hire employees. This strategy is usually chosen because that is what the organization can afford. Managers using the comparable pay-level strategy set the organization’s average pay at the going rate for the industry.

7.
How would you go about deciding if a pay survey you wanted to buy had the necessary characteristics to be useful to your organization?

Pay surveys are surveys of the compensation paid to employees by all employers in a geographic area and industry, or an occupational group. They are completed by large employers, professional and consulting enterprises, trade associations, universities, unions, city chambers, and the government. They can be conducted by personal interviews which are accurate but expensive or by mailed questionnaires. Their usefulness in making the pay-level decision is based on the jobs covered in the survey, the employers contacted, and the method used together the data.

8. Define the pay-structure decision. What is the job evaluation and how does it help managers build a pay structure?

The pay structure decision is concerned with determining what the organization should pay for different jobs within the same organization. 

Job evaluation is a special kind of job analysis that is intended to determine the relative worth of a job. A systematic comparison of the worth of one job to another eventually results in the creation of a wage or salary hierarchy.

9.
Name and discuss four techniques of job evaluation. Include advantages and disadvantages of each.

1. Job ranking, The evaluator rank orders whole jobs from the simplest to the most challenging. The advantage to this approach is that it is useful for smaller organizations. The disadvantage is that it is clumsy to use when rating many jobs and rating reliability is not high.

2. Classification or grading system, The evaluator groups a set of jobs together into a grade or classification. These sets are then ranked by level of difficulty or sophistication. The advantage of this methods is that it provides a specific standard for compensation and accommodates any changes in the value of individual jobs. It can be constructed easily and is easy to communicate to employees. It is also more detailed than job ranking. The disadvantage is that it assumes a rigid relationship between job factors and value, so jobs may be forced into categories that are not a true fit. Determining how many classifications are needed can also be a problem.

3. Point system, Evaluators quantify the value of the elements of a job by assigning points to the various compensable factors, such as skill required. The advantage to the system is that it can be easily interpreted and explained to employees. Unfortunately, developing the system is time consuming.

4. Factor comparison, Job evaluation is done on a factor-by-factor basis against a “benchmark” or key points. The advantage is that it provides a step-by-step formal method and translates factors into dollar values. The disadvantage is that it is very complex.

10.
Define the term broadbanding. How does it relate to traditional job evaluation outcomes like pay ranges and classes?

Broadbanding is a new system for condensing rate ranges into broader classifications. Its use allows employers to create a more flexible compensation program based on individual contributions to the bottom line. Entry level employees with minimal qualifications start at the minimum range within the band. Instead of annual raises, movement through these ranges is dependent on performance. With fewer, broader salary ranges, organizations de-emphasize traditional job evaluation and organizational hierarchy.

