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CHAPTERFIVE

TRAININGANDDEVELOPMENT

Introduction

Having qualified and welltrained personnel,to perform variousjobs,isaverybasic

necessityforanyorganization.

 Traininganddevelopmentofemployeesbecomesnecessarybecauseofchanging

technology,up gradation ofskillsand knowledge ofthe workers,the need to

increasetheproductivityoftheworkers,etc.,soastoretainthecompetitiveedge.

Training and developmentseem to indicatethesamemeaning,buta detailed

examinationwouldrevealsomedifferences.

5.1. MeaningofTrainingandDevelopment

Trainingisaprocessoflearningasequenceofprogrammedbehavior,whichhelpsthe

traineesinimprovingtheirjobperformanceandbetterapplytheirknowledge.Whereas

developmentcoversnotonlyperformanceimprovementactivitiesbutalsothosewhich

enhancepersonality,gainbetterattitudes,valuesandbehavior.Thescopeofdevelopment

iswiderthantraining.Tounderstandthedifferencebetweentraininganddevelopment

moreclearlyweneedtolookattheirimpactonthelearningdimensions.

Table1Distinctionbetweentraininganddevelopment

Learning

dimensions

Training Development

1 Whoisthetarget? It is given to technical/ non

managerialpeople

Itisgivenformanagers.

2 What knowledge People a quire technical & Executivesaquireconceptual
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totransfer? operationalknowledgeandskill andtheoreticalknowledge

3 Why? Forjobimprovement.

Itisjobcentered-forspecificjob.

Forgeneraldevelopment.

Itiscareerorientedorgrowth

oriented -forallactivityof

job.

4 When or time

duration?

ItisShortterm process. Itislongterm process.

Trainingisashortterm processinvolvingasystematicandorganizedprocedurebywhich

nonmanagerialpersonnelacquiretechnicalknowledgeandskillforadefinitepurpose.

Trainingisplannedefforttofacilitatelearningofjobrelatedbehaviors.

Developmentisalongterm educationalprocessconsistingofasystematicandorganized

procedurebywhichmanagerialpersonnelacquireconceptualandtheoreticalknowledge

forgeneralpurpose.

Bylookingattheabovetablewecanunderstandthattrainingisgenerallymeantfor

workerstoincreasejobperformanceskillsandthedurationoftheprogram isforalesser

time.Whereas developmentprograms are used forincreasing the knowledge and

enhancingthepersonalityandbehaviorofthemanagersandtheyareforalongerduration.

Training

Trainingisplannedprogramsdesignedtoimproveperformanceattheindividual,group

and/ororganizationallevel.Itreferstoimprovingcompetenciesneededtodayorverysoon.

Usually,themainobjectiveoftrainingistoimproveperformanceinaspecificjobby

increasingemployees’skillsandknowledge.Trainingisdefinedasanyattempttoimprove

employeeperformanceonacurrentlyheldjoboronerelatedtoit.Thisusuallymeans

changesinspecificknowledge,skills,attitudes,orbehaviors.Trainingisalearningprocess

thatinvolves the acquisition ofknowledge,skills,and abilities (KSA)necessary to

successfullyperform ajob.

5.2. Needsandpurpose(Objective)oftraining

Inthemoderncorporateenvironment,thenecessityoftrainingofemployeesmayarisefor

differentreasons.

 Economic,social,technological,andgovernmentchangescanmaketheskillslearned

todayobsoleteinthefuture.

 Plannedorganizationalchanges(suchastheintroductionofnewequipment)canmake

itnecessaryforemployeestoupdatetheirskillsoracquirenewones.

 Performanceproblemswithinanorganizationsuchaslowproductivityorlargescrap
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problemscanbereducedbytraining.

 Regulatory,contractual,professional,orcertificationissuescanrequireanemployerto

providetrainingforitsemployees.

 toreducesupervisiontime,minimizespoilageandwastageofmaterial

 Toassistworkerstoperform attheoptimum levelincurrentjobs.

 Todevelopemployeesforfuturejobsexpansionsordiversifications.

 Tohelptheworkerinadoptingsafeworkprocedures.

 Tohelptheworkersintheirpersonalgrowth,withintheorganizationaswellasoutside.

 Toincreasethejobsatisfactionsincetrainingcanimprovetheemployee’sself-esteem.

 To prepare employees forpromotion to positions which require added skilland

knowledge.Trainedworkerswillbegivenpriorityinpromotionsandtransfers.

 Tolowerthecostofwastesandequipmentmaintenance.

 Tobridgethegapb/ntheexistingperformanceandpotentialperformance.

 Toimprovehealthandsafety.

5.3. StepsInvolvedinCreationofaTrainingProgram

Trainingprogramsareexpensiveandtimeconsuminghence;theyshouldbecreatedina

veryobjectiveandcarefulway.Generally,inmostorganizationsthefollowingstepsare

undertakentocreateagoodtrainingprogram.

Step1. Needassessment:

Determiningtheneedfortrainingisthefirststepinthetrainingprocess.Analyzethe

organizationneedandidentifytraininggoalswhichwhenreached,willequiplearner'swith

knowledgeandskillstomeettheorganization’sneeds.Usuallythisphasealsoincludes

identifyingwhentrainingshouldoccurandwhoshouldattendaslearners.

Alltrainingprogramsarecreatedtomeetthevariousneedsoftheorganization.

Toproperlyidentifytheneedsoftheorganizationitisveryimportanttofirstconducta

thoroughorganizationalanalysis,operationsanalysis,andanalysisofthemanpowerit

possesses.Organizationalanalysisbasicallyinvolvesanalysisoftheorganizationalgoals

andtheresourcesallocatedtoachievethesegoals.Operationsanalysisfocusesontheway

inwhichajobortaskistobedoneinaneffectiveway.Manpoweranalysistriestofindout

thequalities,knowledge,attitudes,etc.,ofthepresentworkersoftheorganization.

Step2. Translatingthetrainingneedintotheprogram/Gettingreadyforthejob

Itoutlinestrainingpackage,instructionalmethodologies,trainingschedule.Inthisstagethe

humanresourcemanagersorthetrainerdecidewhoistobetrained,thedurationofthe

training program,whatkind oftraining materialto be collected,and otherkinds of

preparationfortheprogram.

Step3. Selectingthetraineesandtrainers
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Selectingtherightindividualsfortrainingisessentialprocessoftraining.Itisessentialto

givethetrainingtotherightpeoplebyconsideringfactorssuchasrelevanceofthetraining

totheimprovementofperformance,interestandmotivationlevelofthetrainee,etc.Itis

alsoimportanttoselecttrainerswhoarecapableandqualifiedtotrain.Inthisstepthe

learneris told aboutthe importance ofthe training program,its contents,and its

contributiontoimprovedperformanceoftheindividualaswellastheorganization.A

learnerisgenerallynervousbeforeanytrainingprogram anditisthedutyofthetrainerto

psychologicallyputhim/herateaseandgenerateinterestintheprogram.

Step4. SelectingTrainingMethodologies

Thereareseveraltrainingmethodsbutitisvitaltoselectappropriatetrainingmethodsfor

theprogram.Theappropriatenessofthetrainingtechniquedependsoncosteffectiveness,

trainingcontent,availableoftrainingfacility,trainees,capabilities,etc.

Step5. Conductingthetraining/PresentationofOperationsandKnowledge

Itisthemostimportantstepinthetrainingprogram.Itinvolvestheactualtransmissionof

knowledgeoroperationsthroughlectures,illustration,discussions,demonstrations,etc.

Usage ofaudio visualteaching aidsenrichesthe teaching-learning processofthese

programs.Thisstepcanincludeadministrativeactivities,suchascopyingscheduling

facilitiestakingattendancedata,buildinglearns.

Step6. PerformanceTryOut.

Inthisstepthetraineesaretestedandtheeffectivenessofthetraininganddevelopment

program isfoundout.Performancetryoutisgenerallycarriedoutby,askingthetrainees

undertake written ororaltests to ascertain theirsubjectortechnicalknowledge,by

observingtheperformanceofthetraineesonthejobitself,bytakingtheevaluationofthe

traineesabouttheprogram,byconductingstructuredinterviewsandbymakingthetrainees

fillupquestionnaires,bytakingthefeedbackofthetopmanagersabouttheprogram and

bycomparingtheactualperformanceofthetraineesbeforeandafterthetrainingand

developmentprogram.

Step7. EvaluationofTraining/Feedback

Afterimplementing the training and developmentpackage,evaluating training and

developmentprogram before,duringandafterimplementationisessential.Feedbackon

thetraininganddevelopmentprogram shouldbeobtainedinordertoassessthevalueof

thetraining.Inthislaststage,thetraineesareleftontheirownandcheckedfrequentlyto

seehowfartheyfollowthenewtechniqueslearntinthetraininganddevelopmentprogram

anditsimpactontheirproductivity.

5.4.TrainingApproaches/Methods

Severalmethodscanbeusedtosatisfyanorganization'strainingneedsand
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accomplishitsobjectives.Broadlyallapproachesormethodsoftrainingare

classifiedas

 Onthejobtraining

 Offthejobtrainingand

 Vestibuletraining

A.On–the–jobtraining

On–the–jobtrainingistrainingapproachbywhichtraineeslearnworkingmethodsand

skillsbyactuallydoingorperformingtheirjobs.Itismuchmorepracticalforjobsthatare

eitherdifficulttolearnquicklybywatching.Inthistypeoftraining,anemployeeisputon

theworkfloordirectlyandisassignedtoasuperiorortoanexperiencedworkerwho

teaches/guideshim inhow todotheworkpractically.Thesemethodsareapartofthe

everydayjobactivityoftheorganization.Thisisthemostcommonmethodoftraining

becauseitispracticaloriented,lessexpensiveandthefocusisonthejob.

Thevarioustechniquesusedunderthismethodare;

i.Coachingorunderstudyprogram.Employeesaretrainedonthejobbyanexperienced

workerorthetrainee’ssupervisor,wherethesupervisororanexperiencedworker

givespersonalandindepthguidancetoanemployeeorsubordinate.

ii.Jobrotation:isusedtocrosstrainemployeesinvarietyofjobsbymovingthem from

jobstootherjobs.Inthismethodtheemployeesareassignedtodifferentjobsafter

certainperiodoftimesoastogetworkingknowledgeinallareaoftheorganization.

Jobrotationprogramsareusedtoexposeemployeestoandtrainthem inavarietyof

jobsanddecision-makingsituations.Usually,jobrotationprogramsrotateemployees

throughjobsatasimilarlevelofdifficulty.Theextentoftrainingandlong-runbenefits

maybelimited,however,becauseemployeesaren'tinasinglejoblongenoughto

learnverymuchandmaynotbemotivatedtoworkhardbecausetheyknowtheywill

moveoninthenearfuture:

iii.Specialassignmentsorcommittees,inthismethodthelowerlevelemployeesare

assignedtotemporarycommitteesoraregiventemporaryassignmentssothatthey

getachanceofknowingaboutotheractivitiesintheorganizationandalsogivethem

problem solvingabilities.

Advantagesofon-thejob-training

 relativelyinexpensive

 traineeslearnwhileproducing

 noneedoffacilitieslikeclassrooms

 Transferoftraining ishigh.Thatis,because traineeslearn job skillsin the
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environmentinwhichtheywillactuallywork,theyreadilyapplytheseskillsonthe

job

Disadvantagesofon-thejob-training

 Notsuitableforlargenumberoftrainees.trainingisappropriateonlywhenasmall

numberofindividualsneedtobetrainedandwhentheconsequenceoferrorislow.

Also,thequalityofthetraininghingesontheskillofthemanagerorleademployee

conductingit.

 Traineesmaybedisinterestedbecausetheyaretrainedinthesameenvironment.

B.Off–thejobtraining

Thistypeoftrainingisgiventothetraineesawayfrom theworkfloorandisnotthe

everydayactivityofanorganization.Isatrainingapproachinwhichemployeesaremoved

from theactualjobandtrainingelsewhere.Thetraineesareimpartedtheoreticalknowledge

inaclassroom oratrainingcenterandthemostpopularkindofoff-the-jobtraining

methodsarelectures,conferences,groupdiscussions,casestudies,roleplay,programmed

instructions,etc.

Advantageofoff–the–jobtraining

 Cantrainlargenumberofemployees

 Individuals may be motivated because they take the training in a different

environment.

Disadvantagesofoff–the–jobtraining

 Itisrelativelyexpressive

 Transfer of knowledge is relatively difficult in this case.It is necessary

characteristicssituationswhereitistoocostlyordifficulttotrainemployeeonthe

job

C.Vestibuletraining

Thisisacombinationofon-the-jobandoff-the-jobtrainingmethods.Itisatrainingactivity

thatexplicitlyplacesthetraineeinanartificialenvironmentthatcloselyrelatedtoactual

workingcondition.Inthismethodidenticalmachinesandequipment,whichareusedonthe

workfloor,areinstalledinatrainingcenterandalsoaneffortismadetoduplicatework

atmospherefoundontheactualworkfloor.Thismethodtriestogivethetraineesachance

ofgettingtrainedinasituationwhichisasclosetotheoriginalworksituationaspossible.

5.5. CareerDevelopment

Development is the managerialfunction of preserving and enhancing employees’

competence in theirjobs by improving theirknowledge,skills,abilities and other
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characteristics. Itreferstoactivitiesintendedtoimprovecompetenciesoveralonger

periodoftime.Themajorobjectiveofdevelopmentistopreparetheworkforceforroles

theymayhaveinthefuture.

Itreferstolearningopportunitiesdesignedtohelpemployeesgrow.Suchopportunitiesdo

nothavetobelimitedtoimprovingemployee’sperformanceontheircurrentjobs.The

focusof‘development’isonthelongterm tohelpemployeesprepareforfuturework

demands,while‘training’oftenfocusesontheimmediateperiodtohelpfixanycurrent

deficitsinemployee’sskills.Themosteffectivecompanieslookattrainingandcareer

developmentasan integralpartofa “human resourcedevelopment”(HRD)program

carefullyalignedwithcorporatebusinessstrategies.

5.6.ObjectivesofDevelopment

Someofthecommonobjectivesofdevelopmentprogram are,

 Toprovidethemanagersandotherhigherofficialswithleadershipskills

 Toenhancetheperformanceoftheexecutives

 Tohelpthemanagementinensuringbettercontrolintheorganization.

 Totrainmanagersforhigherassignments

 Topreparemanagerstoadapttochanges.Changecouldbebecauseoftechnology,

environment,etc.

 Todevelopaunityofpurposeandimprovemoraleofthemanagers

 Tomakemanagerssociallymoreconsciousandethicalintheirpractices

5.8.MethodsofManagementDevelopment

Manydifferenttechniquescanbeusedfordevelopmentactivities

a. Position /job rotation:involvesrotating keypersonnelindifferentpositionsor

departments.Thiswillhelpmanagersgainexperienceinvarietyofpositionsinthe

organization.

b. Coaching:-ismainlyusedtodevelopmanagersbyplacingthetraineeunderaclose

guidanceandsupervisiontoperform increasingrangeofmanagementtasksand

sharethetrainer’sexperience.

c. Roleplaying:isadevelopmentmethodthatcreatesofrealisticsituationandthen

thetraineesassumingtherolesofspecificpersoninthatsituation.Thepurposeof

thismethodistosolvetheproblem athandandtherebydeveloptrainees’skillsin

areaslikeleadershipanddelegating.

d. Case studymethod:isa method thatrequirestraineesto analyze and solve

simulatedoractualbusinessproblems.Thisprovidestraineesarealisticexperience

ofdealingwithcomplexproblems.Whiletheirprogressandapproachisbeing

guidedbythetrainer.
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e. Seminar:asituationwhereagroupofpeoplearegatheredforthepurposeof

studdingasubjectundertheleadershipofanexpert.

Inselectingtraininganddevelopmenttechniques,tradeoffsexist,i.e.nosingletechniqueis

alwaysbest.Thebestmethoddependsoncosteffectiveness,desiredprogram content,

learningprinciples,appropriatenessofthefacilities,andtraineesandtrainerpreferenceand

capabilities.

ChapterSix

PerformanceAppraisal

6.1. Meaningofperformanceappraisals

Performanceappraisalisthelogicalevaluationoftheemployees'performancesoasto
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understandtheirabilitiesforfurthergrowthanddevelopments.Itisdoneinasystematic

waysoastomaintainrecordswithanaim ofdeterminingcompensationpackages,salaries

raises,wagestructuresetc.

Aperformanceappraisalisasystematicandperiodicprocessthatassessesanindividual

employee’sjobperformanceandproductivityinrelationtocertainpre-establishedcriteria

andorganizationalobjectives. 

Performance appraisal is variously called employee rating, employee evaluation,

performancereview,performanceevaluation,orresultsappraisal.

WhoConductsAppraisals?

Performanceappraisalscanbeconductedbyanyonefamiliarwiththeperformanceof

individualemployees.Possibleratingsituationsincludethefollowing:

1.SupervisoryRatingofSubordinates:Themostwidelyusedmeansofratingemployeesis

basedontheassumptionthattheimmediatesupervisoristhepersonmostqualifiedto

evaluateanemployee’sperformancerealisticallyandfairly.Tohelpthemselvesprovide

accurateevaluations,somesupervisorskeepperformancelogsnotingtheiremployees’

accomplishmentssothattheycanreferencethesenoteswhenratingperformance.

2.EmployeeRatingofManagers:Anumberoforganizationstodayaskemployeestorate

theperformanceof theirimmediatemanagers.Aprimeexampleofthistypeofratingtakes

place incollegesanduniversities,wherestudentsevaluatetheteachingeffectivenessof

professorsintheclassroom.

3.Team/PeerRating:Havingemployeesandteam membersrateeachotherisanother

typeofappraisalwithpotentialbothto helpandto hurt.Peerandteam ratingsare

especiallyusefulwhensupervisorsdonothavetheopportunitytoobserveeachemployee’s

performancebutotherworkgroupmembersdo.

4.Self-Rating:Self-appraisalworksincertainsituations.Asaself-developmenttool,it

requiresemployeesto thinkabouttheirstrengthsandweaknessesandsetgoalsfor

improvement.Employees working in isolation orpossessing unique skills may be

particularly suited to self-ratings because they are the only ones qualified to rate

themselves.Overall,theuseofself-appraisalsinorganizationshasincreased.

5.OutsiderRating:Peopleoutsidetheimmediateworkgroupmaybecalledintoconduct

performance reviews.This field review approach can include someone from the HR

departmentas a reviewer,orcompletely independentreviewers from outside the

organization.
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Examplesincludeareview team evaluatingacollegepresidentorapanelofdivision

managers evaluating a supervisor’s potentialforadvancementin the organization.A

disadvantageofthisapproachisthatoutsidersmaynotknow theimportantdemands

within the work group ororganization.In addition,the customers orclients ofan

organizationaregoodsourcesforoutsideappraisals.

6.Multisource/Comprehensive or360-Degree Feedback/Rating:Multisource feedback

recognizesthatformanyjobs,employeeperformanceismultidimensionalandcrosses

departmental,organizational,andevenglobalboundaries.Therefore,informationneedsto

becollectedfrom manydifferentsourcestoadequatelyandfairlyevaluateanincumbent’s

performanceinoneofthesejobs.Themajorpurposeof360-degreefeedbackisnotto

increaseuniformitybysoliciting like-minded views.Instead,itisdesigned to capture

evaluations ofthe employee’s differentroles to provide richerfeedback during an

evaluation.

TypesofPerformanceInformation

Managerscanusethreedifferenttypesofinformationaboutemployeeperformance,as

Figure6.2shows.

i.Trait-basedinformation:identifiesacharactertraitoftheemployee—suchasattitude,

initiative,orcreativity—andmayormaynotbejobrelated.Becausetraitstendtobe

ambiguous,andfavoritism ofraterscanaffecthow traitsareviewed,courtdecisions

generallyhaveheldthattrait-basedperformanceappraisalsaretoovaguetousewhen

making performance-based HR decisions such as promotions orterminations.Also,

fixatingtoomuchoncharacteristicssuchas“potential”canleadmanagerstoignorethe

importantbehaviorsandoutcomesthathelporganizationsreachtheirobjectives.

ii.Behavior-basedinformation:focusesonspecificbehaviorsthatleadtojobsuccess.

Behavioralinformation clearlyspecifies the behaviors managementwants to see.A

potentialproblem ariseswhenanyofseveralbehaviorscanleadtosuccessfulperformance,

andemployeesrelyonthesedifferentbehaviorstocompletework.

iii. Results-based/Individual task outcome/ information: consider employee

accomplishments.Forjobsinwhichmeasurementiseasyandobvious,aresults-based

approachworkswell.However,inthisapproach,thatwhichismeasuredtendstobe

emphasized,whichmayleaveoutequallyimportantbutdifficult-to-measurepartsofwork.

Further,ethicalorevenlegalissuesmayarisewhenonlyresultsareemphasized,andhow

theresultswereachievedisnotconsidered,socareshouldbetakentobalancethe

differenttypesofinformation.
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Figure6.2TypesofPerformanceInformation

Performancemeasurescanbeviewedasobjectiveorsubjective.Theobjectivemeasures

can be observed—forexample,the numberofcars sold orthe numberofinvoices

processedcanbecounted.Subjectivemeasuresrequirejudgmentonthepartofthe

evaluatorandaremoredifficulttodetermine.Oneexampleofasubjectivemeasureisa

supervisor’s ratings of an employee’s “attitude,” which cannot be seen directly.

Consequently,bothobjectiveandsubjectivemeasuresshouldbeusedcarefully.

6.2.Purposeofperformanceappraisal

Performanceappraisalhastwogeneralusesinorganizations,andtheserolesoftenare

potentialconflicts.

Oneroleistomeasureperformanceforthepurposeofrewardingorotherwisemaking

administrativedecisionsaboutemployees.Promotionsorlayoffsmighthingeonthese

ratings,oftenmakingthem difficultformanagerstodo.Anotherroleisdevelopmentof

individualpotential.Inthatrole,themanagerisfeaturedmoreasacounselorthanasa

judge,andtheatmosphereisoftendifferent.Emphasisisonidentifyingpotentialand

planningemployees’growthopportunitiesanddirection.

A.Administrativepurpose

Aperformanceappraisalsystem isoftenthelinkbetweentherewardsemployeeshopeto

receiveandtheirproductivity.Thelinkagecanbethoughtofasfollows:Compensation

basedonperformanceappraisalisattheheartoftheideathatraisesshouldbegivenfor

performance accomplishments ratherthan forseniority.Underperformance-oriented
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systems,employees receive raises based on how welltheyperform theirjobs.The

manager’srolehistoricallyhasbeenasanevaluatorofasubordinate’sperformance,which

then leads to managers making compensation recommendations ordecisions for

employees.Ifanypartoftheprocessfails,themostproductiveemployeesdonotreceive

thelargerrewards,resultinginperceivedinequityincompensation.

Performanceappraisalsareessentialwhenorganizationsterminate,promote,orpay

peopledifferently,becausetheyareacrucialdefenseifemployeessueoversuchdecisions.

Thus,necessitylikelyaccountsforthewidespreadadministrativeuseofperformance

appraisals.Butcertainproblems,includingleniency,arecommonwhenratingsaretobe

usedforadministrativepurposes.

B.Developmentpurpose

Performance appraisalcan be a primary source ofinformation and feedback for

employees,which is keyto theirfuture development.When supervisors identifythe

weaknesses,potentials,andtrainingneedsofemployeesthroughperformanceappraisal

feedback,theycaninform employeesabouttheirprogress,discusswhatskillstheyneedto

develop,andworkoutdevelopmentplans.

Figure6.3UsesforPerformanceAppraisals

6.3.PerformanceAppraisalProcess
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Developingandconductingperformanceappraisalsshouldnotbedoneinisolation.The

performanceappraisaliscloselyrelatedtoanumberofhumanresourcemanagement

activitiesthatshouldbeconsidered,theyareillustratedinthefollowingsection.

1.JobAnalysis

Theperformanceappraisalshouldbebasedonathoroughjobanalysis.Theresultsofa

jobanalysiscanbeusedtoproduceajobdescription,whichdescribestheworktobe

performed,andjobspecifications,whichoutlinetherequirementsnecessarytoaccomplish

thejob.

2.PerformanceStandards

Performancestandardsshouldbederivedfrom thejobanalysisinformation.Basedonthis

information,levelofperformance deemed to be acceptable versusunacceptable are

developed.

Inessence,astandardagainstwhichtocompareemployeeperformanceisdetermined.

Performancestandardsfocusonhowwellthejobhasbeendone.Eachstandardshouldbe

clearlystatedandcommunicatedsothattheraterandthesubjectknowwhatisexpected

andwhetherthestandardhasbeenmet.

3.ThePerformanceAppraisalSystem

Ingeneral,employeesshouldbeevaluatedonanumberofspecificdimensionsofjob

performanceratherthanonasingleglobaloroverallmeasure.Theactualperformance

assessmentisthedeterminationoftheemployee’sstrengthsandweaknesses. One

purposeofaperformanceappraisalistoimproveemployeeperformance,weaknesses

mustbeassessed. However,itisalsoimportanttoreinforceexistingbehaviorthatis

deemedtobestrong.

4.PerformanceReview

Theperformancereviewistheactualdiscussionthattranspiresbetweentheraterandthe

rateregardingtheratee’sperformance. Performancereviewsshouldbeconsideredan

exchange ofinformation-notsimplya one-waycommunication from the raterto the

subjects.

5.FuturePlanofAction

Thesupervisorandemployeeshouldfocusonthefuture. Jobperformanceobjectives

shouldbediscussedinordertoestablishafutureplanofaction.Thesupervisorreviewsthe

jobperformanceanddevelopmentplans,andthensetobjectivesforthenextratingperiod.

Thiswillprovidetheemployeewithdirectionandguidanceastowhatisexpected.The
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employeeneedstounderstandareaswhereimprovementisneededandhowtostrengthen

jobperformance.

6.4.ProblemsassociatedwithPerformanceAppraisals

Therearemanypossiblesourcesoferrorintheperformanceappraisalprocess.Oneofthe

majorsourcesistheraters.Althoughcompletelyeliminatingerrorsisimpossible,making

ratersawareofthem throughtrainingishelpful.

1.VaryingStandards:Whenappraisingemployees,amanagershouldavoidapplying

differentstandardsandexpectationstoemployeesperformingthesameorsimilar

jobs.Suchproblemsoftenresultfrom theuseofambiguouscriteriaandsubjective

weightingsbysupervisors.

2.RecencyandPrimacyEffects:Therecencyeffectoccurswhenaratergivesgreater

weighttorecenteventswhenappraisinganindividual’sperformance.Theopposite

oftherecencyeffectistheprimacyeffect,whichoccurswhenaratergivesgreater

weighttoinformationreceivedfirstwhenappraisinganindividual’sperformance.

3.CentralTendency,Leniency,and Strictness Errors:Appraisers who rate all

employeeswithinanarrow rangeinthemiddleofthescale(i.e.,rateeveryoneas

“average”)commita centraltendencyerror,giving even outstanding and poor

performers an “average”rating.Rating patterns also may exhibitleniency or

strictness.Theleniencyerroroccurswhenratingsofallemployeesfallatthehigh

endofthescale.Thestrictnesserroroccurswhenamanagerusesonlythelower

partofthe scale to rate employees.To avoid conflict,managers often rate

employeeshigherthantheyshould.This“ratingsboost”isespeciallylikelywhenno

managerorHRrepresentativereviewsthecompletedappraisals.

4.RaterBias:Whenarater’svaluesorprejudicesdistorttherating,thisisreferredtoas

raterbias.Suchbiasmaybeunconsciousorquiteintentional.Useofage,religion,

seniority,sex,appearance,orother“classifications”alsomayskewappraisalratings

iftheappraisalprocessisnotproperlydesigned.Areview ofappraisalratingsby

higher-levelmanagersmayhelpcorrectthisproblem.

5.HaloandHornsEffects:Thehaloeffectoccurswhenaraterscoresanemployee

highonalljobcriteriabecauseofperformanceinonearea.Theoppositeisthehorns

effect,whichoccurswhenalowratingononecharacteristicleadstoanoveralllow
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rating.

6.ContrastError:Ratingshouldbedoneusingestablishedstandards.Oneproblem is

thecontrasterror,whichisthetendencytoratepeoplerelativetooneanotherrather

thanagainstperformancestandards.Althoughitmaybeappropriatetocompare

peopleattimes,theperformanceratingusuallyshouldreflectcomparisonagainst

performancestandards,notagainstotherpeople.

7.Similar-to-Me/Different-from-Me Errors:Sometimes,raters are influenced by

whetherpeopleshowcharacteristicsthatarethesameasordifferentfrom theirown.

8.SamplingError:Iftheraterhasseenonlyasmallsampleoftheperson’swork,an

appraisalmaybesubjecttosamplingerror.Forexample,assumethat95% ofthe

reportspreparedbyanemployeehavebeensatisfactory,butamanagerhasseen

onlythe5% thathaderrors.Ifthesupervisorratestheperson’sperformanceas

“poor,”thenasamplingerrorhasoccurred.Ideally,theworkbeingratedshouldbea

broadandrepresentativesampleofalltheworkdonebytheemployee.

6.5. OvercomingProblemsofPerformanceAppraisal

Justbecauseorganizationscanencounterproblemswithperformanceappraisalshould

notleadmanagerstogiveuptheprocess.Somemeasurescanbetakentoovercomemost

oftheproblems(particularlythosecausedduetohumanerrors)identifiedabove.

1.Useofmultiplecriteria:Themorecomplexajob,themorecriteriathatwillneedtobe

identifiedandevaluated.Onlythecriticalactivities,noteverything,thatleadtohighorlow

performancearetheonesthatneedtobeevaluated.Emphasizingbehaviorsratherthan

traits.Manytraitsoftenconsideredtoberelatedtogoodperformancemay,infact,have

littleornoperformancerelationship.Forexample,individualswhoratehighonsuchtraits

asloyalty,initiative,courage,reliability,etc.,maybepoorperformers.Conversely,itis

possibletofindexcellentperformerswhodonotscorewellonsuchtraits.

2.Documentingperformancebehaviorsindiary:Bykeepingadiaryofspecificcritical

incidentsforeachemployee,evaluationstendtobemoreaccurate.Diaries,forinstance,

tendtoreduceleniencyandhaloerrorsbecausetheyencouragetheevaluatortofocuson

performance-relatedbehaviorsratherthantraits.

3.Useofmultipleevaluators:Asthenumberofevaluatorsincreases,theprobabilityof
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attaining more accurate information increases.Thus,ifan employee has had nine

supervisors,ninehavingratedhim/herexcellentandonepoor,onecandiscountthevalue

oftheonepoorevaluation.Therefore,bymovingemployeesaboutwithintheorganization

soastogainanumberofevaluationsorbyusingmultipleassessors(asprovidedin360-

degreeappraisals),theprobabilityofachievingmorevalidandreliableevaluationscanbe

increased.

4.Evaluateselectively:appraisersshouldevaluateonlythoseareasinwhichtheyhave

someexpertise.Ifratersmakeevaluationsononlythosedimensionsonwhichtheyarein

goodpositiontorate,inter-rateragreementcanbeincreasedandevaluationcanbemadea

morevalidprocess.Thisapproachalsorecognizesthatdifferentorganizationallevelshave

differentorientationstowardrateesandobservethem indifferentsettings.Ingeneral,

therefore,itisrecommendedthatappraisersshouldbeascloseaspossible,intermsof

organizationallevel,totheindividualbeingevaluated.Conversely,themorelevelsthat

separatetheraterandratee,theleastopportunitytheraterhastoobservetheratee’s

behaviorandnotsurprisingly,thegreaterthepossibilityforinaccuracies.

5.Trainraters:Ratertrainingisanareawhichhasrecentlyshownsomepromisein

improvingtheeffectivenessofperformanceratings.

6.6.PerformanceAppraisalsMethods

Performancecanbeappraisedbyanumberofmethods.

A.CategoryRatingMethods

Thesimplestmethodsforappraisingperformancearecategoryratingmethods,which

requireamanagertomarkanemployee’slevelofperformanceonaspecificform divided

into categories ofperformance.The graphic rating scale and checklistare common

categoryratingmethods.

I.GraphicRatingScale

The graphic rating scale allows the raterto markan employee’s performance on a
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continuum.Because ofits simplicity,this method is the one mostfrequentlyused.

Managersuse a graphicrating scale form to rate employees.The raterchecksthe

appropriateratingonthescaleforeachdutylisted.Moredetailcanbeaddedinthespace

forcommentsfollowingeachfactorrated.Thereareactuallytwotypesofgraphicrating

scalesinusetoday.Theyaresometimesbothusedinratingthesameperson.Thefirstand

mostcommontypelistsjobcriteria(quantityofwork,qualityofwork,etc.).Thesecondis

morebehavioral,withspecificbehaviorslistedandtheeffectivenessofeachrated.There

aresomeobviousdrawbackstothegraphicratingscaleaswell.Often,separatetraitsor

factorsaregroupedtogether,andtheraterisgivenonlyoneboxto check.Another

drawbackisthatthedescriptivewordssometimesusedinsuchscalesmayhavedifferent

meaningstodifferentraters.Termssuchasinitiativeandcooperationaresubjecttomany

interpretations,especiallyifusedinconjunctionwithwordssuchasoutstanding,average,

andpoor.Graphicratingscalesinmanyformsareusedwidelybecausetheyareeasyto

develop;buttheyencourageerrorsonthepartoftheraters,whomaydependtooheavilyon

theform itselftodefineperformance.Bothgraphicratingscalesandthechecklist(which

follows)tendtofocusmuchemphasisontheratinginstrumentitselfanditslimitations.In

sofarastheyfitthepersonandjobbeingrated,thescalesworkwell.However,ifthe

instrumentisapoorfit,managerswhomustusethem frequentlycomplainabout“the

ratingform.”

Forexample:

Utilizingthefollowingdefinitions,ratetheperformanceonasI,M,orE.

I-Performanceisbelowjobrequirementsandimprovementisneeded.

M -Performancemeetsjobrequirementsandismeetingstandards.

E -Performance exceeds job requirements a majorityofthe time and is exceeding

standards.

SpecificJobResponsibilities:Listtheprincipalactivitiesfrom thejobsummary,ratethe

performanceoneachjobdutybyplacingan“X”ontheratingscaleattheappropriate

location,andmakeappropriatecommentstoexplaintherating.

JobDuty#1:Inventoryreceivingandchecking

I M E

Comments:______________________________________________________________________________

___________________________________________________________________________

JobDuty#2:Accuracyofrecordskept

I M E
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Comments:______________________________________________________________________________

___________________________________________________________________________

II.Checklist

Thechecklistiscomposedofalistofstatementsorwords.Raterscheckstatementsmost

representativeofthecharacteristicsandperformanceofemployees.Thefollowingare

typicalcheckliststatements:

________canbeexpectedtofinishworkontime

________seldom agreestoworkovertime

________iscooperativeandhelpful

________acceptscriticism

________strivesforself-improvement

Thechecklistcanbemodifiedsothatvaryingweightsareassignedtothestatementsor

words.Theresultscanthenbequantified.Usually,theweightsarenotknownbytherating

supervisorbecausetheyaretabulatedbysomeoneelse,suchasamemberoftheHRunit.

Thereareseveraldifficultieswiththechecklist:(1)aswiththegraphicratingscale,the

wordsorstatementsmayhavedifferentmeaningstodifferentraters;(2)raterscannot

readilydiscerntheratingresultsifaweightedchecklistisused;and(3)ratersdonotassign

theweightstothefactors.Thesedifficultieslimittheuseoftheinformationwhenarater

discussesthechecklistwiththeemployee,creatingabarriertoeffectivedevelopmental

counseling.

B.BehavioralRatingScales

Inanattempttoovercomesomeoftheconcernswithgraphicratingscales,employersmay

usebehavioralratingscalesdesignedtoassessindividualactionsinsteadofpersonal

attributesandcharacteristics.Differentapproachesareused,butalldescribespecific

examplesofemployeejobbehaviors.Inabehaviorally–anchoredratingscale(BARS),these

examplesare“anchored”ormeasuredagainstascaleofperformancelevels.

WhencreatingaBARSsystem,identifyingimportantjobdimensions,whicharethemost

importantperformancefactorsinajobdescription,isdonefirst.

Shortstatementsdescribebothdesirableandundesirablebehaviors(anchors).Theseare

then“translated,”orassigned,tooneofthejobdimensions.Anchorstatementsareusually

developedbyagroupofpeoplefamiliarwiththejob.Assignmenttoadimensionusually

requirestheagreementof60%to70%ofthegroup.Thegroupthenassignseachanchora

numberthatrepresentshow goodorbadthebehavioris,andtheanchorsarefittedtoa

scale.

Severalproblems are associated with the behavioralapproaches.First,creating and
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maintainingbehaviorally–anchoredratingscalesrequiresextensivetimeandeffort.In

addition,variousappraisalformsareneededtoaccommodatedifferenttypesofjobsinan

organization.Forinstance,becausenurses,dietitians,andadmissionsclerksinahospital

allhavedistinctjobdescriptions,aseparateBARSform needstobedevelopedforeach.

Forexample:

Job:IndustrialPsychologist

PerformanceDimension:Testing

Outstanding

Performance

5 Thisindustrialpsychologistisrecognized asan expertand can be

expectedtohelpothersandtoprovidecounseltoothersworkingonthe

team.

Commendab

le

Performance

4 Thisindustrialpsychologistcanbeexpectedtoknowalmosteverything

abouttestingandcanprovideassistanceinsolvingdifficultproblems.

Acceptable

Performance

3 Thisindustrialpsychologistcanbeexpectedtoworkdiligentlyonnormal

caseloadandtocompletethem ontime.

Needs

Improvemen

t

2 Thisindustrialpsychologistcanbeexpectedtoworklateontestingto

keepupwiththecaseload.

Unacceptabl

e

Performance

1 Thisindustrialpsychologistisconfusedandcanbeexpectedtohinder

thecompletionofthecaseloadbecauseoflackofknowledge.

C.ComparativeMethods

Comparativemethodsrequirethatmanagersdirectlycomparetheperformancelevelsof

their employees againstone another,and these comparisons can provide useful

informationforperformancemanagement.Comparativetechniquesincluderankingand

forceddistribution.

I. Ranking The ranking method lists the individuals being rated from

highest to lowestbasedontheirperformancelevelsandrelativecontributions.

One disadvantage of this process is thatthe sizes of the performance

differences betweenemployeesareoftennotfullyinvestigatedorclearlyindicated.

Rankingalsomeanssome­onemustbelast,whichignoresthepossibilitythatthelast-

rankedindividualinonegroupmightbeequaltothetop-rankedemployeeinadifferent

group.Further,therankingtaskbecomesunwieldyifthegrouptoberankedislarge.

II.ForcedDistributionForceddistributionisatechniquefordistributingratingsthatare
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generatedwithanyoftheotherappraisalmethodsandcomparingtheratingsofpeopleina

workgroup.Withtheforceddistributionmethod,theratingsofemployees’performanceare

distributedalongabell-shapedcurve. Forexample,ifafive-pointscaleisused,the

managermightdecidetodistributeemployeesasfollows:5percentinthe“unacceptable”

category,25percentinthe“needsimprovement”category,40percentinthe“acceptable”

category,25percentinthe“commendable”category,and5percentinthe“outstanding”

category.

D.NarrativeMethods

ManagersandHRspecialistsoftenarerequiredtoprovidewrittenappraisalinformation.

However,someappraisalmethodsareentirelywritten,ratherthanrelyingonpredetermined

ratingscalesorrankingstructures.Documentationanddescriptivetextarethebasic

componentsofthecriticalincidentmethodandtheessaymethod.

I.CriticalIncidentInthecriticalincidentmethod,themanagerkeepsawrittenrecordof

bothhighlyfavorableandunfavorableactionsperformedbyanemployeeduringtheentire

ratingperiod.Whena“criticalincident”involvinganemployeeoccurs,themanagerwritesit

down.Thecriticalincidentmethodcanbeusedwithothermethodstodocumentthe

reasonswhyanemployeewasgivenacertainrating.

II.EssayTheessaymethodrequiresamanagertowriteashortessaydescribingeach

employee’sperformanceduringtheratingperiod.Some“free-form”essaysarewithout

guidelines;othersaremorestructured,usingpreparedquestionsthatmustbeanswered.

Theraterusuallycategorizescommentsunderafewgeneralheadings.Theessaymethod

allowstheratermoreflexibilitythanothermethodsdo.Asaresult,appraisersoften

combinetheessaywithothermethods.

Theeffectivenessoftheessayapproachoftendependsonasupervisor’swritingskills.

Somesupervisorsdonotexpressthemselveswellinwritingandasaresultproducepoor

descriptionsofemployeeperformance,whereasothershaveexcellentwritingskillsandcan

createhighlypositiveimpressions.Ifwellcomposed,essayscanprovidehighlydetailed

andusefulinformationaboutanemployees’jobperformance.

E.ManagementbyObjectives

Managementbyobjectives(MBO)specifiestheperformancegoalsthatanindividualand

manageridentifytogether.Eachmanagersetsobjectivesderivedfrom theoverallgoalsand

objectivesoftheorganization;however,MBO shouldnotbeadisguisedmeansfora
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superiortodictatetheobjectivesofindividualmanagersoremployees.Othernamesfor

MBOincludeappraisalbyresults,targetcoaching,workplanningandreview,performance

objectivesetting,andmutualgoalsetting.

MBO Process:Implementingaguidedself-appraisalsystem usingMBO isafour-stage

process.Thestagesareasfollows:

1.Job review and agreement:The employee and the superiorreview the job

descriptionandthekeyactivitiesthatconstitutetheemployee’sjob.Theideaisto

agreeontheexactmakeupofthejob.

2.Development of performance standards: Together,the employee and the

employee’ssuperiordevelopspecificstandardsofperformanceanddeterminea

satisfactorylevelofperformancethatisspecificandmeasurable.

3.Settingofobjectives:Together,theemployeeandthesuperiorestablishobjectives

thatarerealisticallyattainable.

4.Continuing performance discussions:The employee and the superioruse the

objectivesasbasesforcontinuingdiscussionsabouttheemployee’sperformance.

Although a formalreview session may be scheduled,the employee and the

supervisordonotnecessarilywaituntiltheappointedtimetodiscussperformance.

Objectivescanbemutuallymodifiedaswarranted.

TheMBOprocessseemstobemostusefulwithmanagerialpersonnelandemployeeswho

haveafairlywiderangeofflexibilityandcontrolovertheirjobs.Whenimposedonarigid

andautocraticmanagementsystem,MBOoftenhasfailed.Emphasizingpenaltiesfornot

meetingobjectivesdefeatsthedevelopmentandparticipativenatureofMBO.

F.CombinationsofMethods

No single appraisalmethod is best for allsituations.Therefore,a performance

measurementsystem thatusesacombinationofmethodsmaybesensibleincertain

circumstances.Usingcombinationsmayoffsetsomeoftheadvantagesanddisadvantages

ofindividualmethods.



Page22of22

ChapterSeven:

Compensation

7.1. Introduction

Compensationsystemsinorganizationsmustbelinkedtoorganizationalobjectivesand

strategies,astheopeningdiscussionofBayerCorporationindicates.Butcompensation

alsorequiresbalancingtheinterestsandcostsoftheemployerwiththeexpectationsof

employees.Acompensationprogram inanorganizationshouldhavefourobjectives:

 Legalcompliancewithallappropriatelawsandregulations

 Costeffectivenessfortheorganization

 Internal,external,andindividualequityforemployees

 Performanceenhancementfortheorganization

Foremployers,compensationcostsmustbeatalevelthatbothensuresorganizational

competitivenessandprovidessufficientrewardstoemployeesfortheirknowledge,skills,

abilities,andperformanceaccomplishments.Balancingthesefacetssothattheemployer
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canattract,retain,andrewardtheperformanceofemployeesrequiresconsideringseveral

typesofcompensation.

7.2.NatureandTypesofCompensation

7.2.1Natureofcompensation

Compensationreferstosomething(suchasmoney)givenorreceivedaspaymentor

reparation(asforaserviceorlossorinjury).Compensationofemployees(CE) isa

statisticalterm usedin nationalaccounts, balanceofpayments statisticsandsometimesin

corporateaccountsaswell.Itrefersbasicallytothetotalgross(pre-tax)wagespaidby

employerstoemployeesforworkdoneinanaccountingperiod,suchasaquarterorayear.

However,inreality,theaggregateincludes more thanjustgrosswages,atleastinnational

accountsandbalanceofpaymentsstatistics.Thereasonisthatintheseaccounts,CEis

definedas"thetotalremuneration,incashorinkind,payablebyanenterprisetoan

employeeinreturnforworkdonebythelatterduringtheaccountingperiod".Itrepresents

effectivelyatotallabourcosttoanemployer,paidfrom thegrossrevenuesorthecapitalof

anenterprise.

Compensationofemployeesisaccountedforonanaccrualbasis;i.e.,itismeasuredbythe

valueoftheremunerationincashorinkindwhichanemployee becomesentitledto

receive from anemployerinrespectofworkdone,duringtherelevantaccountingperiod-

whetherpaidinadvance,simultaneously,orinarrearsoftheworkitself.Thiscontrastswith

otherinputstoproduction,whicharetobevaluedatthepointwhentheyareactuallyused.

Compensationisanimportantfactoraffectinghowandwhypeoplechoosetoworkatone

organizationoverothers.Employersmustbereasonablycompetitivewithseveraltypesof

compensation in orderto hire,keep,and reward performance ofindividuals in the

organization.

7.2.2.TypesofCompensation

Rewardscanbebothintrinsicandextrinsic.Intrinsicrewardsoftenincludepraisefor

completingaprojectormeetingsomeperformanceobjectives.Otherpsychologicaland

socialeffectsofcompensationreflecttheintrinsictypeofrewards.Extrinsicrewardsare

tangible,having the form of both monetary and nonmonetary rewards.Tangible

componentsofacompensationprogram areoftwogeneraltypes.Withthedirecttypeof

compensation,monetaryrewardsareprovidedbytheemployer.Basepayandvariablepay

arethemostcommonformsofdirectcompensation.Indirectcompensationcommonly
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consistsofemployeebenefits.

i.BASEPAYThebasiccompensationthatanemployeereceives,usuallyasawageor

salary,iscalledbasepay.Manyorganizationsusetwobasepaycategories,hourlyand

salaried,whichareidentifiedaccordingtothewaypayisdistributedandthenatureofthe

jobs.Hourlypayisthemostcommonmeansofpaymentbasedontime;employeeswho

arepaidhourlyaresaidtoreceivewages,whicharepaymentsdirectlycalculatedonthe

amountoftimeworked.Incontrast,peoplewhoarepaidsalariesreceivepaymentsthatare

consistentfrom periodtoperioddespitethenumberofhoursworked.Beingsalaried

typically has carried higher status for employees than being paid wages.Some

organizationshaveswitched to anall-salaried approachwiththeirmanufacturing and

clericalemployees in orderto create a greatersense ofloyalty and organizational

commitment.Buttheystillmustpayovertimetocertainemployeesinjobscoveredby

federalandstatepaylaws.

ii.VARIABLEPAY:Anothertypeofdirectpayisvariablepay,whichiscompensationlinked

directlytoperformanceaccomplishments.Themostcommontypesofvariablepayfor

mostemployees are bonuses and incentive program payments.Forexecutives,itis

commontohavelonger-term rewardssuchasstockoptions.

Benefits:Manyorganizationsprovidenumerousextrinsicrewardsinanindirectmanner.

Withindirectcompensation,employeesreceivethetangiblevalueoftherewardswithout

receivingtheactualcash.Abenefitisanindirectreward,suchashealthinsurance,vacation

pay,orretirementpensions,giventoanemployeeorgroupofemployeesasapartof

organizationalmembership.

7.3.ImportanceofEquityandCompensationActivities

ItisimportantforHRprofessionalsandmanagerstodevelop,administer,andmaintain

compensationprogramsthatareperceivedequitablybyemployees.Theconsequenceof

anequitablecompensationprogram isthatindividualsaremorelikelytobeattractedtoand

takejobsinorganizationswhereemployeesdonotvoicewidespreadconcernsaboutequity.

Greater loyalty,less turnover,and higher commitment to achieve organizational

performanceobjectivesaremorelikelyifemployeesbelievetheyarecompensatedfairly
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andwillshareinthegrowthoftheorganization.Also,theorganizationmusthavepolicies,

procedures,andadministrativesupportsystemsthatareviewedasjob-relatedandarenot

manipulatedbyfavoritism orpersonalitypreferencesofmanagersandsupervisors.

Finally,externalequityiscrucialiftheorganizationisgoingtocompeteeffectivelyinthe

labormarket.Increasinglyinmanylabormarkets,someemployersarefindingitdifficultto

attractandretainaworkforcewiththenecessarycapabilitiestocompeteinaglobal

marketplace.Regularlytrackingexternalpaydataandupdatingpaystructuresareintegral

toensuringexternalequityinanyorganization.

7.4.FactorsAffectingCompensation

Whendevelopinganddesigningacompensationsystem,organizationsmusttakeinto

consideration the internal environment in which they do business and external

environmentalfactorsimpactanorganization.

7.4.1. InternalEnvironmentalVariables

Notonlyareexternalenvironmentalvariablesimportanttoorganizationswhendeveloping

compensationsystems,soareinternalenvironmentalvariables.Fourofthemostsalient

internalvariables-corporate strategy,managementphilosophy,the type ofjob,and

productivity-aredescribedbelow.

A.CorporateStrategy

Theoverallcorporatestrategyprovidesthedirectionfortheorganization. Becauseits

focusisprimarilylongterm,thepaysystem shouldbedesignedtosupportthisfocus.One

waytoaccompalishthisgoalistotiethecompensationsystem tothedevelopmental

phase.Differentcombinationsofpayaredesignedtofitwiththestrategicconditonsfaced

bythefirm.

Forexample,amatureorganizationwouldhaveseveralproductlinesandstrongearnings.

Thefocusofitshumanresourcedepartmentwouldbeoncostcutting,consistencyof

program application,andefficiency.Themosteffectivepaymixwouldofferacompetitive

basepay,incentives,andbenefits.Itispossiblethatasingleorganizationcouldhavemore

than one compensation strategy and system. Within an organization,the various

subdivisionsorunitsmaybeindifferentstagesintheirlifecycle.Thiswouldrequire

separatecompensationplansfordifferentdivisions.

B.ManagementPhilosophy

Onecomponentofmanagementphilosophyisthevalueitplacesonitshumanresources.

Thisvalueisreflectedintherelationshipbetweenmanagementandlineemployees.Take,
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forexample,thisstatementofcompanymissionforTataIronandSteelCompany(TISCO),

amanufacturerofironandsteel.Centraltothecompany’smissionisthatitattemptsto

sharevalues,ideals,goals,andrespectforeachperson.Toimplementthismission,in

1980s,TISCO installed aplanthatpayseveryemployeeaquarterlybonusbased on

attainmentofproductiongoals,employeecost-savingsuggestions,customersatisfaction,

andthecompany’sreturnonassets.Aswecansee,anorganization’scultureisreflectedin

itspaysystem.

C.TheTypeofJob

Jobdiffersinmanyways.Thesedifferencesincludethevarietyoftasksperformed,the

amountofphysicalormentaleffort,thepleasantnessofworkingconditions,thedegreeof

autonomy(controloverhow,when,andwhattodo),theresponsibilityforlabor,materials,

andequipment,andtheamountofinteractionwithothers.

D.Productivity

Productivityissimplytherationofoutputs(productorserviceprovidedbythecompany)to

inputs(forexample,costintermsoflabor,capital,energy,materials,andmachinery). Any

increaseinlaborcostsdecreasesproductivityunlessoutputincreasesorothercosts

decrease.

7.4.2.ExternalEnvironmentalVariables

Whilemanyexternalenvironmentalfactorsimpactanorganization,onlyafewhaveadirect

effectonanorganization’srewardsystem.Theyareexplainedbelow:-

A.NatureofCompetition

Thelevelofcompetitionafirm facesintheproductmarketisanimportantconsideration

when designing a compensation system. When an organization has manyproduct

competitors,costcontrolassumesgreatersignificance. Pricepressuresgenerallyare

downward,andsalaryincreasescannotbepassedontocustomerswithoutriskinglossof

marketshare.Inthissituation,noneconomicrewards(suchaspromotions,jobenrichment,

and training and developmentprograms)mayassumegreaterimportanceinthepay

scheme. Few competitors,ontheotherhand,increasesflexibilityinthedesignofthe

compensationsystem becausewageincreasesareabsorbedintothecostoftheproductor

service.

B.NatureoftheLaborMarket

Theimpactofthenatureofthelabormarketondesigningrewardsystem focusesontwo

issues:laborsupplyanddemand,andwhatcompetitorsarepayingtotheiremployees.

Whenthesupplyoflaborisgreaterthanthedemand,thecompetitionamongjobapplicants

foralimitednumberofpositionspermitscompaniestopaylowersalaries.

Whendemandforlaborisgreaterthanthesupply,competitionamongjobapplicantsfora
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limitednumberofpositionspermitscompetitionforthescarceresourceoflaborincreases,

biddingupthecostoflabor.

Thisisnottheonlywaythatwagespaidbycompetitorsinthelabormarketcaninfluencea

company’swages. Someindustriesorindividualorganizationspayhighersalariesthan

otherasapolicy. Certainly,high-techandresearchanddevelopmentindustriesmust

attracthighlyqualifiedemployees.Onewaytodothisistopaymorethanotheremployers

inthearea.

C.GovernmentRegulations

Federallegislationaffectsalmosteveryaspectofthecompensationplan.Itplacesalower

limitonwagesthatcanbepaid;itaffectsraiseandincentivedecisions;itproscribeswage

discrimination;anditrequirescertainbenefitsbepaidforallemployees.

7.5. EmployeeBenefitsandServices

Employeebenefitsconsistofarrangementsmadebyemployersfortheiremployeesthat

enhancethelatter’swell-being.Theyareprovidedinadditiontopayandform important

partsofthetotalrewardpackage.Aspartoftotalremuneration,theymaybedeferredor

contingentlikesapensionscheme,insurancecoverorsickpay,ortheymaybeimmediate

like a company carora loan.Employee benefits also include holidays and leave

arrangements,whicharenotstrictlyremuneration.Benefitsaresometimesreferredto

dismissivelyas‘perks’(perquisites)or‘fringebenefits’,butwhentheycaterforpersonal

securityorpersonalneedscouldhardlybedescribedas‘fringe’.Employeebenefitsarea

costlypartoftheremunerationpackage.Theycanamounttoone-thirdormoreofbasicpay

costsandthereforehavetobeplannedandmanagedwithcare.

A.RationaleforEmployeeBenefits

Employeebenefitsprovideforthepersonalneedsofemployeesandtheyareameansof

increasingtheircommitmenttotheorganizationanddemonstratingthattheiremployers

carefortheirwell-being.Notallemployerscare,but,liketheonesthatdo,theystillprovide

benefitstoensurethatthetotalremunerationpackageiscompetitive.Andsomebenefits

likematernityleavehavetobeprovidedbylaw.

B.EmployeeBenefitStrategiesandPolicies

Employeebenefitstrategieswillbeconcernedingeneraltermswiththedirectionthe

organizationwantstogowithregardtotherangeandscaleofbenefitsitwantstoprovide

andthecostsitispreparedtoincur.Thestrategyformsthefoundationfortheformulation

ofemployeebenefitpolicies.

Employeebenefitpoliciesareconcernedwith:

 thetypesofbenefitstobeprovided,takingintoaccounttheirvaluetoemployees,
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theircost,andtheneedtomakethebenefitpackagecompetitive;

 thesizeofthebenefits;

 theneedtoharmonizebenefits

 thetotalcostsofbenefitsprovisioninrelationtothecost

C.TypesofBenefit

The main benefits dealwith personalsecurity,financialassistance,personalneeds,

companycarsandvoluntarybenefitsasdescribedbelow.

I.Personalsecurity

Personalsecuritybenefitsinclude:

 Healthcare– theprovisionthroughmedicalinsuranceofprivatehealthcareto

coverthecostofprivatehospitaltreatment(permanenthealthinsurance),making

periodichealthscreeningavailableand,sometimes,dentalinsurance.

 Insurancecoverfordeathinservice(ifnotalreadyprovidedinapensionscheme),

personalaccidentandbusinesstravel.

 Sickpay,providingfullpayforagivenperiodofsicknessandaproportionofpay

(typicallyhalf-pay)forafurtherperiod.Sickpayentitlementisusuallyservicerelated.

Sickpaycanbecostlyunlessattendancemanagementandcontrolpracticesare

introduced.

 Redundancypay– additions can be made to the statutoryredundancypay,

includingextranoticecompensation,extraservice-relatedpayments(egonemonth

peryearofservice)and ex gratia payments to directors and executives in

compensationforlossofoffice(sometimescalledgoldenhandshakes).

 Careercounseling(outplacementadvice)canbeprovidedbyspecialistconsultants

toemployeeswhohavebeenmaderedundant.

II.Financialassistance

Financialassistancecantakethefollowingforms:

 Companyloans–interest-freemodestloans,orlow interestonmoresubstantial

loans,which are usually earmarked for specific purposes such as home

improvements.

 Mortgageassistance–subsidizedinterestpaymentsonmortgagesuptoagiven

pricethreshold.Thisbenefitismostlikelytobeprovidedbyfinancialservices

companies.

 Relocationpackages–forstaffsthatarebeingrelocatedbytheorganizationor

recruitedfrom elsewhere,thecostsofremovalandlegal/estateagent’sfeesmaybe
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refunded.

 Feestoprofessionalbodies

III.Personalneeds

Employeebenefitssatisfyingpersonalneedsinclude:

 maternityandpaternityleaveandpayabovethestatutoryminimum;

 leaveforpersonalreasons;

 childcarethroughworkplacenurseriesorvouchers;

 pre-retirementcounseling;

 personalcounselingthroughemployeeassistanceprogrammes;

 sportsandsocialfacilities;

 companydiscounts–employeescanbuytheproductsorservicesofferedbythe

companyatareducedprice;

 retailvoucherstobuygoodsatchainstores.

IV.Holidays

BeforetheEuropeanWorkingTimeDirectivein1998,therewasnostatutoryobligationto

offeranypaidholidayexceptforthestandardbankholidays.Employersarenowobligedto

offeraminimum aminimum amountofpaymentinholidays.

V.Companycars

Althoughthetaxliabilityforindividualswithcompany‘status’carshasincreasedsteadily

overthelastdecade,theystillremainoneofthemostvaluedperks,perhapsbecause

peopledonothavetomakeacapitaloutlay,donotlosemoneythroughdepreciationand

aresparedtheworryandexpenseofmaintenance.


