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Objectives 

After studying this unit, you will  

 to understand the concept of Compensation, 

 to understand the objectives of Compensation System, 

 to learn about the Compensation Components, 

 

Introduction  

Compensation is a vital aspect of the employer-employee relationship, serving multiple purposes, 
including attracting and retaining talent, motivating and rewarding employees, ensuring equity 
and fairness, meeting legal requirements, and supporting employee well-being. Organizations 
should establish fair and competitive compensation practices to create a positive work 
environment, foster employee engagement and loyalty, and achieve overall business success. 

 

1.1 Meaning  

Compensation refers to the total package of pay and benefits that an employer provides to an 
employee in exchange for their work or services. It includes various forms of monetary and non-
monetary rewards that an employee receives from their employer as part of their employment 
agreement. 

Monetary compensation typically includes base salary or wages, bonuses, commissions, and other 
financial incentives. Non-monetary compensation may include benefits such as health insurance, 
retirement plans, paid time off, stock options, and other perks or fringe benefits. 

Compensation serves as a way for employers to attract, retain, and motivate employees, as well as 
recognize and reward their contributions to the organization. It is typically based on factors such as 
the employee's job responsibilities, performance, experience, market demand for their skills, and 
the overall compensation philosophy and strategy of the employer. 

Dr. Shivani Dhand, Lovely Professional University 
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It's important for employers to ensure that their compensation practices are fair, competitive, and 
comply with applicable laws and regulations to promote employee satisfaction, engagement, and 
retention. Employees, on the other hand, should understand and negotiate their compensation to 
ensure they are fairly compensated for their work and contributions to the organization. 

 

1.2 Importance of Compensation 

Compensation refers to the total package of wages, salaries, benefits, and other forms of payment 
that an employer provides to employees in exchange for their work. Compensation is an essential 
aspect of the employer-employee relationship, and its importance cannot be overstated. Here are 
some key reasons why compensation is important: 

Attracting and retaining talent: Offering competitive compensation is crucial for attracting and 

retaining top talent. In today's competitive job market, employees often compare compensation 
packages when considering job offers or evaluating whether to stay with their current employer. 
Organizations that offer fair and competitive compensation are more likely to attract and retain 
highly skilled and experienced employees. 

Motivating and rewarding employees: Compensation plays a critical role in motivating 

employees to perform at their best and achieve organizational goals. Employees who feel fairly 
compensated for their work are more likely to be motivated, engaged, and committed to their job. 
Compensation can also be used as a tool for recognizing and rewarding outstanding performance, 
which helps in boosting employee morale and productivity. 

Ensuring equity and fairness: Compensation helps ensure that employees are treated fairly and 

equitably in the workplace. Fair compensation practices promote a sense of fairness and justice 
among employees, reducing the risk of discrimination or pay disparities based on factors such as 
gender, race, or age. Organizations that have transparent and equitable compensation policies are 
more likely to create a positive work environment and foster trust and loyalty among employees. 

Meeting legal and regulatory requirements: Organizations must comply with various laws and 

regulations related to compensation, such as minimum wage laws, overtime pay, and equal pay 
laws. Failure to comply with these requirements can result in legal penalties, fines, and damage to 
the organization's reputation. Properly managing compensation ensures that organizations are in 
compliance with legal and regulatory requirements, mitigating the risk of legal disputes and 
financial liabilities. 

Supporting employee well-being: Compensation is a critical factor in supporting employees' 

financial well-being. Fair and competitive compensation can help employees meet their basic needs, 
support their families, save for the future, and achieve a decent standard of living. Adequate 
compensation can reduce financial stress among employees, leading to improved job satisfaction, 
productivity, and overall well-being. 

 

1.3 Components of Compensation 

Here are the common components of compensation: 

Base Salary: This is the fixed amount of money paid to an employee for their regular job 
responsibilities, typically expressed as an annual or monthly amount. 

Variable Pay: This includes various forms of pay that are variable and may fluctuate based on 
individual or organizational performance, such as bonuses, incentives, commissions, and profit-
sharing. 

Benefits: These are non-monetary forms of compensation provided to employees, such as health 
insurance, retirement plans, paid time off (PTO), disability insurance, and other perks like 
employee assistance programs (EAPs), wellness programs, and tuition reimbursement. 

Equity-based Compensation: This includes forms of compensation tied to ownership in the 
company, such as stock options, restricted stock units (RSUs), and stock grants. 

Statutory Benefits: These are benefits mandated by law, such as social security contributions, 
workers' compensation, unemployment insurance, and other legally required benefits based on 
local labor laws. 

Perquisites (Perks): These are additional benefits or privileges provided to executives or high-level 
employees, such as company cars, housing allowances, club memberships, and other special perks. 
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Recognition and Rewards: These are non-monetary forms of compensation used to recognize and 
reward employees for their performance or achievements, such as employee recognition programs, 
plaques, certificates, and other forms of appreciation. 

Pay for Time Not Worked: This includes compensation for time when employees are not working, 
such as paid holidays, paid sick leave, and other forms of leave such as parental leave or 
sabbaticals. 

Please note that the specific components of compensation may vary depending on the organization, 
industry, location, and other factors. 

 

1.4 Forms of Pay 

There are various forms of pay that organizations may use to compensate their employees. Some 
common forms of pay include: 

Wages: Wages are typically paid to employees who are compensated on an hourly basis. Wages are 
usually based on an agreed-upon hourly rate and are typically paid for the number of hours 
worked. 

Salaries: Salaries are typically paid to employees who are compensated on a fixed basis, such as 
monthly or annually. Salaries are predetermined amounts that are paid regardless of the number of 
hours worked and are usually negotiated based on the employee's role, responsibilities, experience, 
and market rates. 

Commissions: Commissions are a form of pay that is based on an employee's sales or performance. 
Employees may receive a percentage of the sales they generate or a predetermined amount for 
achieving specific sales targets or performance goals. 

Bonuses: Bonuses are additional payments that are typically awarded to employees for exceptional 
performance, meeting or exceeding targets, or achieving specific milestones or objectives. Bonuses 
can be in the form of cash, stock options, or other forms of incentives. 

Profit-sharing: Profit-sharing is a form of pay where employees receive a share of the company's 
profits based on a predetermined formula. Profit-sharing plans may be based on company-wide 
profits, departmental profits, or individual performance. 

Stock options or equity: Stock options or equity are a form of compensation that gives employees 
the right to buy company stock at a predetermined price or receive shares of the company's stock. 
Stock options or equity are often used as a long-term incentive to align employees' interests with 
the company's performance and shareholder value. 

Benefits: Benefits are non-cash forms of compensation that may include health insurance, 
retirement plans, paid time off, tuition reimbursement, and other perks offered by employers to 
their employees. Benefits are designed to provide additional value to employees and contribute to 
their overall well-being. 

Non-monetary incentives: Non-monetary incentives are forms of compensation that do not involve 
direct cash payments. Examples of non-monetary incentives include recognition programs, 
employee discounts, flexible work arrangements, and opportunities for career development and 
advancement. 

It's important to note that the forms of pay offered by organizations may vary depending on factors 
such as industry, location, size of the organization, and the level of the employee. It's crucial for 
employers to establish fair and competitive compensation practices that align with their business 
goals, comply with legal requirements, and attract, retain, and motivate their employees. 

 

Case Study: In 2007, the Indian subsidiary of a multinational refinery became a 
Government of India company. 

The government company had announced an ambitious expansion programme which 
meant doubling the work force in less than four years. In 2007 at the time of wage 
revision, the union and management agreed to a two-tier pay structure. 

Those already employed will be eligible for a higher grade and those who are (to be) 
recruited afresh will get a lower grade though jobs are similar in skill, responsibility and 
effort. Both the union and the management justified that this is an innovative practice 
widely followed in deregulated companies abroad, particularly the airlines in North 
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America. 

1. Is it fair agreement? 

2. Would it contravene with the concept of equal pay for equal work? 

 

Lab Exercise: You own a non-union company with 100 non-exempt employees. All of 
these employees pack books into boxes for shipment to customers throughout the 
Southeast Asia and Europe. Because of the wide differences in performance, you have 
decided to try performance appraisal that has never been done before. Until now, you 
have given every worker the same size increase. Now you want to measure performance 
and reward the best performers with bigger increases. Based on this: 

i) Propose and develop performance appraisal format that you think would be most 
appropriate. Why do you choose this format? Justify your answer. 

ii) Do you anticipate any complaints, or other comments, from employees after you have 
implemented your new system? Build argument to support your answer. 

 

1.5 Benefits of Compensation 

Benefits for Employers: 

Attract and Retain Talent: Competitive compensation packages, including base salary, variable 

pay, benefits, and other perks, can help employers attract and retain top talent in the competitive 
job market, ensuring that the organization has the right employees with the necessary skills and 
expertise to drive business success. 

Motivate and Engage Employees: Compensation that is aligned with performance and rewards 

can motivate employees to perform at their best and contribute to the success of the organization. It 
can also help improve employee engagement and job satisfaction, leading to increased productivity 
and performance levels. 

Enhance Employee Loyalty and Commitment: Fair and competitive compensation can help 

foster a sense of loyalty and commitment among employees, leading to increased job satisfaction, 
higher retention rates, and reduced turnover costs. 

Align Employee Efforts with Organizational Goals: Compensation can be used strategically 

to align employee efforts with the goals and objectives of the organization. By linking pay to 
performance and aligning incentives with desired outcomes, employers can motivate employees to 
focus on key priorities and contribute to the overall success of the organization. 

Enhance Organizational Reputation: Offering competitive compensation and benefits can 

enhance an organization's reputation as an employer of choice, helping to attract top talent, retain 
employees, and build a positive brand image in the job market. 

 

Benefits for Employees: 

Financial Security: Compensation, including base pay, bonuses, incentives, and benefits, 

provides employees with financial security, helping them meet their basic needs, support their 
families, and plan for their future, including retirement and other long-term financial goals. 

Recognition and Reward: Compensation can recognize and reward employees for their 

performance, contributions, and achievements, providing a sense of accomplishment, motivation, 
and job satisfaction. 

Improved Quality of Life: Benefits such as health insurance, retirement plans, paid time off 

(PTO), and other perks can improve employees' quality of life by providing access to healthcare, 
financial security during retirement, work-life balance, and other lifestyle benefits. 

Job Satisfaction and Engagement: Fair and competitive compensation can lead to increased job 

satisfaction, higher engagement levels, and a sense of commitment to the organization, leading to 
improved overall job performance and career growth opportunities. 

Retention and Career Advancement: Organizations that offer competitive compensation and 

benefits are more likely to retain employees and provide opportunities for career advancement, 
helping employees grow professionally and achieve their career goals. 

Lovely Professional University4
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1.6 Wage Variation  

There are several types of wage variation that can occur in organizations, including: 

Merit-based Wage Variation: This type of wage variation is based on individual employee 

performance and merit. Employees who perform well, meet or exceed performance targets, or 
demonstrate exceptional skills and contributions may receive higher wages, bonuses, or other 
forms of variable pay as a reward for their performance. 

Seniority-based Wage Variation: This type of wage variation is based on an employee's length 

of service or seniority with the organization. Employees who have been with the organization for a 
longer period of time may receive higher wages or other benefits as a recognition of their loyalty 
and commitment to the organization. 

Skill-based Wage Variation: This type of wage variation is based on an employee's skills, 

qualifications, certifications, or expertise. Employees who possess specialized skills, knowledge, or 
certifications that are valuable to the organization may receive higher wages or other forms of 
compensation as a result of their unique skills or qualifications. 

Job-based Wage Variation: This type of wage variation is based on the nature and complexity of 

the job itself. Jobs that require higher levels of responsibility, expertise, or demand specialized 
knowledge may be compensated at a higher rate compared to jobs that are less complex or require 
fewer skills. 

Market-based Wage Variation: This type of wage variation is based on the external labor 

market conditions and industry norms. Organizations may adjust their wages and compensation 
practices based on prevailing market rates to ensure they remain competitive in attracting and 
retaining talent in the industry or local labor market. 

Collective Bargaining-based Wage Variation: This type of wage variation is based on 

negotiations between employers and labor unions or employee representatives. In unionized 
environments, wages and other compensation-related matters may be determined through 
collective bargaining agreements, which can result in wage variations based on the negotiated 
terms. 

Legal and Regulatory-based Wage Variation: This type of wage variation is based on legal 

and regulatory requirements, such as minimum wage laws, prevailing wage rates for certain 
occupations, and other mandated compensation practices enforced by local, state, or federal laws. 

It's important to note that the types of wage variation and the extent to which they are applied may 
vary depending on the organization's policies, industry practices, and local labor laws. Employers 
should ensure that their wage practices comply with applicable laws and regulations, and are fair, 
transparent, and consistent to maintain positive employee relations and avoid potential legal issues. 

 

Summary 

It's important to note that compensation is just one factor in overall employee satisfaction and 
retention. Other factors such as work-life balance, opportunities for growth and development, work 
environment, and organizational culture also play important roles in employee satisfaction and 
engagement. 

 

Keywords 

Wage, Compensation, pay, Wage Variation, 

 

Self Assessment 

1. What is base pay? 

A. The total compensation paid to an employee 

B. The fixed portion of an employee's pay, excluding bonuses and incentives 

C. The additional pay given to an employee for overtime work 

D. The pay given to an employee for achieving performance targets 
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2. Which of the following is NOT a component of total rewards? 

A. Base pay 

B. Incentives 

C. Benefits 

D. Performance evaluations 

 

3. What is variable pay? 

A. The portion of an employee's pay that varies based on individual or organizational 

performance 

B. The pay given to employees based on their years of experience 

C. The pay given to employees for working on holidays or weekends 

D. The fixed portion of an employee's pay, excluding bonuses and incentives 

 

4. What is a merit-based pay increase? 

A. A pay increase given to employees based on their seniority 

B. A pay increase given to employees based on their performance 

C. A pay increase given to employees based on the cost of living index 

D. A pay increase given to employees based on their job responsibilities 

 

5. Which of the following is an example of a long-term incentive? 

A. Annual bonus 

B. Stock options 

C. Health insurance 

D. Overtime pay 

 

6. What is the minimum wage? 

A. The lowest wage that an employer is legally required to pay to their employees 

B. The average wage paid in a specific industry 

C. The maximum wage that an employer can pay to their employees 

D. The wage negotiated between the employer and employee 

 

7. Which of the following is NOT a method of calculating wages? 

A. Time-based wages 

B. Piece-rate wages 

C. Commission-based wages 

D. Experience-based wages 

 

8. Which of the following is an external equity-based approach to setting compensation? 

A. Paying employees based on their job responsibilities 

B. Paying employees based on their seniority 

C. Paying employees based on their performance 

D. Paying employees based on market surveys 

 

9. What is overtime pay? 

A. Additional pay given to employees for working during holidays 

B. Additional pay given to employees for working on weekends 
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C. Additional pay given to employees for working beyond their regular working hours 

D. Additional pay given to employees for achieving performance targets 

 

10. Which of the following is an example of a mandatory wage deduction? 

A. Voluntary retirement contributions 

B. Union dues 

C. Employee loan repayments 

D. Employee bonuses 

 

11. Which of the following is NOT a form of indirect compensation? 

A. Health insurance 

B. Overtime pay 

C. Retirement benefits 

D. Paid time off (PTO) 

 

12. What is the primary objective of compensation management? 

A. To reduce labor costs 

B. To comply with legal requirements 

C. To motivate employees 

D. To control employee behavior 

 

13. Which of the following is NOT a factor influencing the determination of compensation? 

A. Job responsibilities 

B. Employee's age 

C. Market demand 

D. Employee's performance 

 

14. Which of the following compensation systems focuses on paying employees based on their 

skills, knowledge, and competencies? 

A. Job-based pay 

B. Seniority-based pay 

C. Performance-based pay 

D. Competency-based pay 

 

15. Which of the following is an example of a non-monetary compensation? 

A. Base salary 

B. Performance bonus 

C. Employee stock options 

D. Recognition and praise 

 

Answers for Self Assessment 

 1. B 2. D 3. A 4. B 5. B 

6. A 7. C 8. D 9. C 10. A 

11. B 12. C 13. B 14. D 15. D 
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Review Questions 

1. What are factors affecting pay structure? 

2. Let us suppose you are the HR manager of newly formed firm. You need to decide the 

compensation of the all employees. List out the factors of your consideration to make a good 

compensation policy. 

3. What sources do most employers use to benchmark compensation? 

4. One of my employees thinks their pay is unfair, what should you suggest to that person. 

5. What do you think that all employees of the company should have same salary grade? 

 

 
Further Readings 

 https://www.researchgate.net/profile/Michael-Gibbs 

3/publication/4863651_Hierarchies_and_Compensation/links/570fa93608aec95f061587

1e/Hierarchies-and-Compensation.pdf 

 https://www.yourerc.com/blog/post/7-common-compensation-questions 
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Objectives 

After studying this unit you will  

 To understand the concept of Job Evaluation. 

 To understand the basic process of Job Evaluation. 

 

Introduction  

Job evaluation is typically conducted by a trained and knowledgeable team within the 
organization, such as a compensation or HR department. The results of job evaluations are often 
used to establish pay scales, determine salary ranges, and make compensation decisions within the 
organization. It is important for organizations to ensure that job evaluations are conducted 
objectively, consistently, and in compliance with relevant laws and regulations to promote fairness 
and equity in compensation practices.Process of HR analytics  

Job evaluation is the process of determining the relative value or worth of a job within an 
organization. It is often used as a systematic approach to establish and maintain equitable pay 
structures within an organization. Job evaluation helps organizations ensure that jobs are 
compensated fairly and consistently, based on their relative complexity, responsibilities, and 
contribution to the organization. 

As per ILO 

……. Job evaluation as “an attempt to determine and compare demands which the normal 
performance of a particular job makes on normal workers without taking into account the 
individual abilities or performance of the workers concerned.” 

According to Wendell French 

Job evaluation is a process of determining the worth of the various jobs within the organization, so 
that differential wages may to jobs of different worth. 

 

2.1 Methods of Job Evaluation 

There are various methods and approaches to conducting job evaluations, and organizations may 
choose the one that best fits their needs. Some common methods include: 

Dr. Shivani Dhand, Lovely Professional University 
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Ranking: Jobs are ranked based on their value or importance to the organization, typically from 

highest to lowest. This method is simple but may lack precision and can be subjective. 

Classification: Jobs are grouped into predetermined categories or grades based on predefined 

criteria such as skill level, responsibility, and decision-making authority. This method is commonly 
used in organizations with clearly defined job families or career tracks. 

Point factor: Jobs are evaluated based on a set of predetermined factors such as skill, effort, 

responsibility, and working conditions. Each factor is assigned a weight or points, and jobs are 
assigned scores based on these factors. This method allows for a more quantitative and analytical 
approach but requires careful definition of factors and their weights. 

Market pricing: Jobs are evaluated based on their relative market value, typically by comparing 

external market data such as industry benchmarks and salary surveys. This method focuses on 
external market competitiveness and may require regular updates to market data. 

 

2.2 Objectives of Job Evaluation  

Establishing Internal Equity: Job evaluation helps ensure that jobs within an organization are 

compensated fairly and equitably based on their relative value or worth. It helps establish a 
systematic and consistent approach to determine the relative value of different jobs, taking into 
consideration factors such as job complexity, responsibilities, and contribution to the organization. 

Ensuring External Competitiveness: Job evaluation helps organizations assess how their jobs 

compare to the external market in terms of compensation. By considering market data and industry 
benchmarks, job evaluation helps organizations ensure that their compensation practices are 
competitive and aligned with the external market, which can help attract and retain talent. 

Supporting Compensation Decision-Making: Job evaluation provides a basis for making 

informed compensation decisions. It helps organizations establish pay structures, determine salary 
ranges, and set compensation levels for different jobs. This can help ensure consistency and 
transparency in compensation decisions, and support effective compensation management. 

Managing Compensation Costs: Job evaluation helps organizations manage compensation costs 

by providing a systematic approach to evaluate job values and determine appropriate 
compensation levels. It can help organizations allocate compensation resources effectively, ensure 
that compensation is aligned with job value, and prevent overpayment or underpayment of 
employees. 

Ensuring Legal Compliance: Job evaluation can help organizations ensure compliance with 

relevant laws and regulations related to compensation, such as equal pay laws, anti-discrimination 
laws, and other legal requirements. It can provide a structured and objective approach to 
determining job values and compensation, which can help organizations demonstrate fairness and 
compliance in their compensation practices. 

Supporting Performance Management: Job evaluation can be used as a reference point for 

performance management. It helps organizations establish clear expectations for different jobs, 
define job responsibilities and requirements, and set performance goals and targets. By aligning 
compensation with job values, job evaluation can also support performance-based pay practices 
and reinforce performance management efforts. 

Enhancing Employee Engagement and Motivation: Fair and equitable compensation practices, 
supported by job evaluation, can contribute to employee engagement and motivation. When 
employees perceive that their jobs are compensated fairly, it can help boost their morale, job 
satisfaction, and commitment to the organization, which can positively impact overall employee 
performance and productivity. 

Overall, the objectives of job evaluation are to establish internal equity, ensure external 
competitiveness, support compensation decision-making, manage compensation costs, ensure legal 
compliance, support performance management, and enhance employee engagement and 
motivation. 
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2.3 Basic Procedure of Job Evaluation 

The basic procedure of job evaluation is to compare the content of jobs in relation to one another, in 
terms of their skills or responsibility or some other requirement. 

1. Analyze and Prepare Job Description 

This requires the preparation of a job description and also an analysis of job requirements for 
successful performance. 

2. Select and Prepare a Job Evaluation Plan 

This means that a job must be broken down into its component parts i.e., it should involve the 
selection of factors, elements needed for the performance of all jobs for which money is paid, 
determining their value and preparing written instructions for evaluation. 

3. Classify Jobs 

This requires grouping for arranging jobs in a correct sequence in terms of value to the firm and 
relating them to the money terms in order to ascertain their relative value. 

4. Install the Programme: 

This involves explaining it to employees and putting it into operation.  

5.Maintain the Programme: 

Jobs cannot continue without updating new jobs and job changes in obedience to changing 
conditions and situations. 

Job evaluation is the systematic process of determining the relative value of different jobs in an 
organization. The goal of job evaluation is to compare jobs with each other in order to create a pay 
structure that is fair, equitable, and consistent for everyone. This ensures that everyone is paid their 
worth and that different jobs have different entry and performance requirements. 

Job evaluations are developed by HR, often together with workers unions and other social partners 
and commercial consultancy companies. 

 

Case Study 

Salary inequities at Acme Manufacturing 

Joe Black was trying to figure out what to do about a problem salary situation he had in 
his plant. Black recently took over aspresident of Acme Manufacturing. The founder 
and former president, Bill George, had been president for 35 years. Thecompany was 
family owned and located in a small eastern Arkansas town. It had approximately 250 
employees and was thelargest employer in the community. Black was the member of 
the family that owned Acme, but he had never worked for thecompany prior to 
becoming the president. He had an MBA and a law degree, plus five years of 
management experience with alarge manufacturing organization, where he was senior 
vice president for human resources before making his move to Acme.A short time after 
joining Acme, Black started to notice that there was considerable inequity in the pay 
structure for salariedemployees. A discussion with the human resources director led 
him to believe that salaried employees pay was very much amatter of individual 
bargaining with the past president. Hourly paid factory employees were not part of this 
problem becausethey were unionized and their wages were set by collective bargaining. 
An examination of the salaried payroll showed thatthere were 25 employees, ranging in 
pay from that of the president to that of the receptionist. A closer examination 
showedthat 14 of the salaried employees were female. Three of these were front-line 
factory supervisors and one was the humanresources director. The other 10 were non 
management.This examination also showed that the human resources director 
appeared to be underpaid, and that the three femalesupervisors were paid somewhat 
less than any of the male supervisors. However, there were no similar supervisory jobs 
inwhich there were both male and female job incumbents. When asked, the Hr director 
said she thought the female supervisorsmay have been paid at a lower rate mainly 
because they were women, and perhaps George, the former president, did notthink that 
women needed as much money because they had working husbands. However, she 
added she personally thoughtthat they were paid less because they supervised less-
skilled employees than did the male supervisors. Black was not sure thatthis was 
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true.The company from which Black had moved had a good job evaluation system. 
Although he was thoroughly familiar with andcapable in this compensation tool, Black 
did not have time to make a job evaluation study at Acme. Therefore, he decided tohire 
a compensation consultant from a nearby university to help him. Together, they 
decided that all 25 salaried jobs should bein the same job evaluation cluster, that a 
modified ranking method of job evaluation should be used, and that the jobdescriptions 
recently completed by the HR director were current, accurate, and usable in the 
study.The job evaluation showed that the HR director and the three female supervisors 
were being underpaid relative to comparablemale salaried employees.Black was not 
sure what to do. He knew that if the underpaid female supervisors took the case to the 
local EEOC office, thecompany could be found guilty of sex discrimination and then 
have to pay considerable back wages. He was afraid that if hegave these women an 
immediate salary increase large enough to bring them up to where they should be, the 
male supervisorswould be upset and the female supervisors might comprehend the 
total situation and want back pay. The HR director toldBlack that the female 
supervisors had never complained about pay differences.The HR director agreed to 
take a sizable salary increase with no back pay, so this part of the problem was solved. 
Blackbelieved he had for choices relative to the female supervisors:1. To do nothing.2. 
To gradually increase the female supervisors salaries.3. To increase their salaries 
immediately.4. To call the three supervisors into his office, discuss the situation with 
them, and jointly decide what to do. 

Questions 

1. What would you do if you were Black? 

2. How do you think the company got into a situation like this in the first place? 

3. Why would you suggest Black pursue the alternative you suggested? 

There are mainly two bases of pay designing as per internal structure: 

1. Job Based Pay 

2. Person Based Pay 

1. Person-based structures: Skill Plans 

Skill-based structures link pay to the depth or breadth of skills, abilities and knowledge a person 
acquires that are relevant to the work. 

Structures based on skill pay individuals for all the skills for which they have been certified 
regardless whether the work they are doing requires all or just a few of those particular skills. 

2. Job Based 

Types of Skill Plans 

Skill plans can focus on DEPTH (specialists in corporate law, finance, or welding and hydraulic 
maintenance) 

Skills can focus on BREADTH (generalists with knowledge in all phases of operations including 
marketing, manufacturing, finance, and human resources) 

Specialist: Depth 

The pay structures for your elementary or high school teachers are likely based on their knowledge 
as measured by education level. 

A bachelor’s degree in the education is the mini um required for hiring.  

To advance a step to higher pay requires additional education. 

Each year of seniority is also associated with a pay increase. 

 

Generalist/ Multi skill Based: Breadth 

Employees in a multi skill system earn pay increases by acquiring new knowledge, but the 
knowledge is specific to a range of related jobs. 

Lovely Professional University12



Unit 02: Job Evaluation  

 

Notes 

Pay increases come with certification of new skills, rather than with job assignments. 

Employees can then be assigned to any of the jobs for which they are certified. 

Purpose of skill-based structure 

a. Supports the strategy and objectives: 

The skills on which to base a structure need to be directly related to the organization’s objectives 
and strategy. 

b. Supports work flow: 

Skill based plan facilitates in matching people to a change work-flow. 

c. Is Fair to Employees: 

Employees like the potential of higher pay that comes with learning. And by encouraging 
employees to take charge of their own development, skill-based employees may give them more 
control over their work lives. 

d. Motivates Behaviour toward Organizational Objectives: 

Person based plants have the potential to clarify new standards and behavioural expectations. The 
fluid work assignments that skill based plans permit encourage employees to take responsibility for 
the complete work process and its results, with less direction from supervisors  

Lab Exercise: 

Yes or No 

Do competencies focus on the minimum requirement that the organization needs to stay in business 
,or do they focus on outstanding performance? 

Core Competencies: 

Linked to mission statements that express an organization’s philosophy, values, business strategies, 
and plans. 

Competency Sets: 

Begins to translate each competency into action. 

Competency Indicators: 

Observable behaviours that indicate the level of competency within each set. 

 

Summary 

Job evaluation methods and practices may vary depending on the organization and context. It's 
important to use appropriate and valid job evaluation methods that suit the needs and 
requirements of your organization. the objectives of job evaluation are to establish internal equity, 
ensure external competitiveness, support compensation decision-making, manage compensation 
costs, ensure legal compliance, support performance management, and enhance employee 
engagement and motivation. Bases of pay may vary depending on the organization and industry, 
and may include other forms of compensation such as benefits, allowances, and perquisites. It's 
important to understand the specific pay practices and policies of your organization when dealing 
with compensation-related matters. 

 

Keywords 

Job evaluation, Base pay, Compensation 

 

Self Assessment 

1. What is the primary purpose of job evaluation? 
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A. To establish internal equity 

B. To assess employee performance 

C. To determine employee benefits 

D. To comply with legal regulations 

 

2. Which of the following methods of job evaluation is based on comparing jobs to determine 

their relative worth? 

A. Ranking 

B. Classification 

C. Point factor 

D. Market pricing 

 

3. Which job evaluation method involves grouping jobs into predetermined categories or 

grades based on predefined criteria? 

A. Ranking 

B. Classification 

C. Point factor 

D. Market pricing 

 

4. Which job evaluation method assigns scores to jobs based on predetermined factors such 

as skill, effort, responsibility, and working conditions? 

A. Ranking 

B. Classification 

C. Point factor 

D. Market pricing 

 

5. Which job evaluation method uses external market data to assess the relative value of 

jobs? 

A. Ranking 

B. Classification 

C. Point factor 

D. Market pricing 

 

6. What is one of the potential benefits of job evaluation? 

A. Assessing employee performance 

B. Determining employee benefits 

C. Complying with legal regulations 

D. Establishing internal equity 

 

7. Which of the following is NOT an objective of job evaluation? 

A. Establishing internal equity 

B. Managing compensation costs 

C. Determining employee benefits 

D. Ensuring legal compliance 

 

8. How can job evaluation support performance management? 

A. By assessing employee performance 
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B. By determining employee benefits 

C. By establishing clear expectations for jobs 

D. By ensuring legal compliance 

 

9. Which factor is NOT typically considered in a point factor job evaluation method? 

A. Skill 

B. Effort 

C. Employee age 

D. Responsibility 

 

10. Which job evaluation method is known for its simplicity but may lack precision and be 

subjective? 

A. Ranking 

B. Classification 

C. Point factor 

D. Market pricing 

 

11. Which of the following is NOT a common base of pay? 

A. Hourly rate 

B. Salary 

C. Bonus 

D. Performance-based pay 

 

12. Which base of pay is most commonly associated with hourly and non-exempt employees? 

A. Salary 

B. Performance-based pay 

C. Overtime pay 

D. Commission 

 

13. Which base of pay is typically associated with exempt employees who are paid a fixed 

amount regardless of the hours worked? 

A. Hourly rate 

B. Salary 

C. Bonus 

D. Incentive pay 

 

14. Which base of pay is tied to an employee's performance and can vary based on their 

individual performance or the performance of the organization? 

A. Hourly rate 

B. Salary 

C. Commission 

D. Equity-based pay 

 

15. Which base of pay is typically used to reward employees for meeting or exceeding 

performance targets or goals? 

A. Hourly rate 

B. Salary 
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C. Bonus 

D. Profit-sharing 

 

Answers for Self Assessment 

 1. A 2. A 3. B 4. C 5. D 

6. D 7. C 8. C 9. C 10. A 

11. C 12. C 13. B 14. C 15. C 

Review Questions 

1. What sources do most employers use to benchmark compensation? 

2. Discuss the bases of pay for internal pay structure. 

3. Ellaborate with the help of an example the importance of Job evaluation in th eorganisation. 

4. What is base pay?What are the steps of job evaluation in an organisation? 

5. Are competencies a skill that can be learned and developed or are they a trait that is more 
difficult to learn and includes attitudes and motives? Justify your views with relevant 
examples. 

 

Further Readings 

 A job Evaluation Handbook, Michael Armstrong, Angela Baron 

 Armstrong's Job Evaluation Handbook, Michael Armstrong 

Web Links 

 https://www.researchgate.net/publication/333716712_JOB_EVALUATION_WORKBO

OK_A_Practical_Guide_to_Job_Evaluaion 

 https://eddy.com/hr-encyclopedia/job-evaluation/ 

 https://www.iedunote.com/job-evaluation 
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Objectives 

After studying, you will be able to: 

 to understand the labor market in Compensation designing 

 learn about meaning of Wage and Compensation Differentials 

 explore the reasons behind Wage and Compensation differentials 

 get awareness about factors influencing Wage and Compensation differentials 

 learn about different types of Wage and Compensation Differentials. 

 

Introduction 

Does an organization need to do comparison with other employers that hire the same kinds of 
employees? 

Compensation design refers to the process of creating and implementing strategies and systems to 
determine how employees are paid for their work. It involves analyzing and determining 
appropriate salary and benefits packages based on factors such as job responsibilities, industry 
benchmarks, organizational budgets, and legal requirements. 

Understanding the labor market is crucial in compensation design as it helps organizations make 
informed decisions about how much to pay their employees in order to attract and retain top talent, 
remain competitive in the industry, and ensure fair and equitable compensation practices. Here are 
some key aspects to consider when understanding the labor market in compensation design: 

 

Industry and geographic location: Compensation levels can vary greatly across different 
industries and geographic locations. For example, high-demand industries such as technology or 
healthcare tend to offer higher salaries compared to other industries. Similarly, compensation levels 
can vary based on the cost of living in different geographic locations. Organizations need to 
consider industry and geographic factors to determine competitive compensation levels for their 
employees. 

Supply and demand of talent: The availability of talent and the demand for specific skills in the 

labor market can impact compensation levels. In industries or job roles where there is a shortage of 
skilled workers, organizations may need to offer higher compensation to attract and retain talent. 

Dr. Shivani Dhand, Lovely Professional University 
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On the other hand, in industries or job roles where there is an oversupply of workers, 
compensation levels may be lower. 

Compensation surveys and benchmarks: Organizations often rely on compensation surveys 

and benchmarks to gather data on prevailing compensation practices in their industry or 
geographic location. These surveys provide information on market trends, average compensation 
levels, and benefits offered by competitors or other organizations in the same labor market. This 
data helps organizations determine how their compensation packages compare to market standards 
and make adjustments accordingly. 

Legal and regulatory considerations: Legal and regulatory requirements, such as minimum 
wage laws, equal pay laws, and other labor laws, can impact compensation design. Organizations 
need to ensure that their compensation practices comply with relevant laws and regulations to 
avoid legal risks and maintain fair and equitable compensation practices. 

Internal factors: Internal factors such as organizational budgets, performance levels, and 
compensation philosophy also play a role in compensation design. Organizations need to consider 
their financial resources, performance management systems, and overall compensation philosophy 
when designing their compensation programs. 

Employee engagement and retention: Compensation is a critical factor in employee 

engagement and retention. Organizations need to ensure that their compensation programs align 
with their overall employee engagement and retention strategies. Competitive compensation 
packages that align with employees' expectations and needs can help organizations attract and 
retain top talent, reduce turnover, and boost employee morale and productivity. 

Wages refer to the compensation or payment that is given to an employee in exchange for their 
work or services rendered to an employer. Wages can be paid in various forms, such as hourly 
rates, salaries, commissions, bonuses, or other forms of compensation, and are typically agreed 
upon between the employer and the employee or governed by applicable laws and regulations. 

Wages can vary depending on a variety of factors, including the type of work being performed, the 
skill level and experience of the employee, the geographical location, the industry, and the overall 
labor market conditions. Employers are generally required to pay wages that are at least equal to 
the minimum wage established by applicable laws and regulations, and in some cases, collective 
bargaining agreements or employment contracts may also specify the wages to be paid to 
employees. 

Wages are an important aspect of employment and play a crucial role in determining an employee's 
standard of living, financial stability, and job satisfaction. Issues related to wages, such as fair pay, 
equal pay for equal work, and minimum wage laws, are often the subject of public policy debates, 
labor negotiations, and legal disputes. It's important for both employers and employees to 
understand their rights and obligations related to wages in accordance with applicable laws and 
regulations. 

 

3.1 Intra-industry and inter-industry differences in wages and 
compensation 

Intra-industry and inter-industry differences in wages and compensation refer to variations in pay 
levels and benefits within and across industries. These differences can arise due to a variety of 
factors, including job roles, skill levels, geographic location, market demand, industry profitability, 
and labor market conditions. 

Intra-industry differences in wages and compensation occur within the same industry and are often 
influenced by factors such as job complexity, skill requirements, and experience levels. For 
example, within the healthcare industry, physicians and surgeons typically command higher wages 
compared to administrative staff or support personnel due to the specialized skills and expertise 
required for their roles. 

Inter-industry differences in wages and compensation, on the other hand, refer to variations in pay 
levels across different industries. Some industries, such as finance, technology, and professional 
services, are known for offering higher wages and compensation packages compared to industries 
such as retail, hospitality, or agriculture, which may offer lower wages due to differences in market 
demand, profitability, and skill requirements. 
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Factors affecting Wages/Compensation 

Several factors can contribute to these intra-industry and inter-industry differences in wages and 
compensation. These may include  

1. supply and demand dynamics in the labor market,  

2. the level of education and experience needed for certain roles, 

3. the bargaining power of labor unions,  

4. prevailing industry norms and standards, and 

5. government regulations related to minimum wage laws and labor market policies. 

 

It's important to note that wage and compensation differentials can impact issues such as income 
inequality, workforce mobility, and labor market dynamics. Employers, policymakers, and labor 
advocates often engage in discussions and negotiations related to fair pay, equal pay, and other 
labor market policies to address these differences and promote equitable compensation practices 
within and across industries. 

Case Study 

Company Zenith LTD is a manufacturing company that produces electronic devices. Due to 
increased demand for their products, the company has been expanding rapidly and needs to hire a 
significant number of skilled workers to meet production targets. However, the company is facing 
challenges in attracting and retaining qualified employees in a highly competitive labor market. 

 

Challenge: 

Company ZENITH is located in an area where the labor market is highly competitive, with other 
manufacturing companies and tech companies competing for the same pool of skilled workers. The 
company is struggling to find qualified employees who possess the necessary technical skills and 
experience to meet their production requirements. Additionally, turnover rates have been high, 
with employees leaving for better opportunities elsewhere, leading to increased recruitment and 
training costs. 

 

Objectives: 

Attract and retain qualified employees: Company ZENITH aims to design strategies that will 
enable them to attract and retain qualified employees in a highly competitive labor market. This 
includes offering competitive compensation packages, providing opportunities for skill 
development and career growth, and creating a positive work environment. 

Reduce turnover rates: Company ZENITH aims to implement measures that will reduce 
turnover rates and retain employees for longer periods of time. This includes identifying and 
addressing any issues that may be contributing to turnover, such as lack of growth opportunities, 
inadequate compensation, or poor work-life balance. 

Optimize recruitment and training costs: Company ZENITH aims to optimize recruitment 
and training costs by finding efficient and effective ways to identify, hire, and onboard qualified 
employees. This includes developing a streamlined recruitment process, investing in training 
programs, and retaining employees to minimize turnover. 

Stay competitive in the labor market: Company ZENITH aims to stay competitive in the labor 
market by keeping track of market trends and adjusting their compensation and benefits packages, 
as well as other employee programs, to attract and retain top talent. 

Solution: 

After conducting a thorough analysis of the labor market and identifying the challenges and 
objectives, Company ZENITH develops a comprehensive labor market strategy to address the 
issues and achieve their objectives. 

Competitive Compensation Packages: Company ZENITH revises its compensation packages to 
align with market rates and industry benchmarks. This includes offering competitive base salaries, 
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performance-based bonuses, and other benefits such as health insurance, retirement plans, and 
flexible work arrangements to attract and retain qualified employees. 

Skill Development and Career Growth Opportunities: Company ZENITH invests in training and 
development programs to enhance the skills and capabilities of its employees. This includes 
providing opportunities for professional growth, technical certifications, and skill-building 
workshops to help employees build their careers within the company. 

Employee Engagement and Recognition Programs: Company ZENITH implements employee 
engagement and recognition programs to create a positive work environment and foster a sense of 
belonging among employees. This includes regular communication channels, such as town hall 
meetings and newsletters, as well as recognition programs that reward employees for their 
outstanding performance and contributions. 

Streamlined Recruitment Process: Company ZENITH develops a streamlined recruitment process 
that includes targeted sourcing, efficient screening, and effective interviewing techniques to 
identify and hire qualified candidates quickly. This includes leveraging technology, such as 
applicant tracking systems and online job boards, to streamline the recruitment process and reduce 
time-to-hire. 

Stay Updated with Labor Market Trends: Company ZENITH stays updated with labor market 
trends by regularly conducting market research, benchmarking, and analyzing compensation and 
benefits data. This allows them to make informed decisions about their compensation packages, 
benefits, and other employee programs, to stay competitive in the labor market. 

 

Results: 

As a result of their labor market strategy, Company Zenith LTD achieves their objectives: 

Attraction and Retention of Qualified Employees: Zenith  is successful in attracting and retaining 
qualified employees, as their competitive compensation packages, skill development opportunities, 
and positive work environment make them an attractive employer in the labor market. 

 

3.2 Meaning of Wage Differentials 

Wage differentials refer to the variation in wages or salaries among different groups of workers or 
within the same group of workers. These differences can arise due to various factors such as 
education, experience, occupation, location, and employer characteristics, among others. Wage 
differentials can be observed at different levels, including within a particular industry, occupation, 
or geographic region, as well as between different demographic groups, such as gender, race, and 
age. 

There are several reasons why wage differentials exist. One major factor is the demand and supply 
dynamics in the labor market. High-demand and low-supply skills or jobs tend to command higher 
wages, while low-demand and high-supply skills or jobs may result in lower wages. Other factors 
include labor market discrimination, bargaining power of workers and employers, labor market 
regulations, and economic conditions. 

Wage differentials can have important economic and social implications. They can affect income 
inequality, labor market efficiency, and social mobility. Wage differentials may also impact 
workforce composition and job choices, as workers may be incentivized to pursue higher-paying 
jobs or occupations. Addressing wage differentials is a complex issue that requires consideration of 
various factors, including labor market policies, equal pay laws, education and training 
opportunities, and social norms. 

 

Example 

Let's consider two workers, John and Jane, who work in the same industry, have the same level of 
education, and similar years of experience. However, John works in a high-demand and low-
supply occupation, such as software development, while Jane works in a low-demand and high-
supply occupation, such as customer service. 

Due to the high demand for software developers and limited supply of qualified workers, John's 
skills are in high demand, and he may be able to negotiate a higher salary compared to Jane, who 
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works in a field with a larger pool of available workers. As a result, John may earn a higher wage 
than Jane, even though they have similar education and experience. 

This wage differential can be attributed to the demand and supply dynamics in the labor market, 
where the scarcity of certain skills or occupations can lead to higher wages, while an abundance of 
workers in other fields may result in lower wages. Other factors, such as the bargaining power of 
workers and employers, labor market regulations, and prevailing social norms, can also contribute 
to wage differentials. 

 

 

There are several reasons for wage differentials, including: 

Demand and Supply of Labor: Wages are influenced by the demand and supply of labor in the job 
market. Jobs that require specialized skills, are in high demand, or have limited supply of qualified 
workers tend to command higher wages, while jobs with low demand or high supply of workers 
may result in lower wages. 

Education, Skills, and Experience: Workers with higher levels of education, specialized skills, or 
more experience may command higher wages compared to those with lower levels of education or 
fewer skills. This is because higher education and skills are often associated with higher 
productivity, which can translate into higher wages. 

Occupation and Industry: Different occupations and industries have different wage structures. 
Some industries or occupations may be more lucrative or require specialized expertise, leading to 
higher wages, while others may have lower wages due to factors such as lower demand, lower 
productivity, or intense competition. 

Geographic Location: Wages can vary significantly based on geographic location. Wages tend to be 
higher in regions with a high cost of living, strong labor markets, or in areas where demand for 
specific skills is high, while wages may be lower in regions with a lower cost of living or weaker 
labor markets. 

Employer Characteristics: Factors such as the size of the company, industry type, and profitability 
of the employer can also influence wage differentials. Larger companies or more profitable 
industries may offer higher wages due to their ability to pay, while smaller companies or less 
profitable industries may offer lower wages. 

Labor Market Regulations and Collective Bargaining: Labor market regulations, such as 
minimum wage laws or collective bargaining agreements, can impact wage differentials by setting 
wage floors or influencing bargaining power between employers and workers. These regulations 
can either narrow or widen wage gaps, depending on their design and implementation. 

Labor Market Discrimination: Discrimination based on factors such as gender, race, age, or other 
protected characteristics can lead to wage differentials. This can result from bias, unequal 
treatment, or systemic discrimination, and is often considered unfair and unjust. 

Income Inequality: Wage differentials can contribute to income inequality, as workers in different 
occupations, industries, or with different levels of education or skills may earn significantly 
different wages. This can result in unequal distribution of income, with some workers earning 
much higher wages than others, leading to disparities in wealth and living standards. 

Labor Market Efficiency: Wage differentials can impact the efficiency of the labor market. In some 
cases, wage differentials can provide incentives for workers to acquire education, skills, and 
experience in higher-paying occupations or industries, which can promote productivity and 
economic growth. However, wage differentials can also lead to mismatches between workers' skills 
and job requirements, resulting in inefficiencies in the allocation of labor resources. 

Workforce Composition and Job Choices: Wage differentials can influence workers' job choices 
and career decisions. Higher wages in certain occupations or industries may attract more workers, 
leading to increased competition and potential oversupply of labor, while lower wages in other 
fields may discourage workers from pursuing those careers. This can impact the composition of the 
workforce, with some industries or occupations having shortages or surpluses of labor. 

Social Mobility: Wage differentials can affect social mobility, as workers in lower-paying 
occupations or industries may face barriers to upward mobility and income advancement. This can 
perpetuate income inequality across generations, as workers from lower-wage jobs may have 
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limited opportunities to improve their economic status, while workers in higher-paying jobs may 
have better prospects for upward mobility. 

Equality and Equity: Wage differentials can raise concerns of equality and equity in the labor 
market. If wage differentials are driven by factors such as discrimination, unfair labor practices, or 
unequal opportunities, they can result in social and economic injustices. Addressing wage 
differentials may involve policies and interventions aimed at promoting equal pay for equal work, 
addressing discrimination, and ensuring fairness and equity in the labor market. 

Social and Economic Well-being: Wage differentials can impact workers' overall well-being, 
including their standard of living, access to education, healthcare, and retirement benefits. Lower 
wages may lead to financial strain, reduced quality of life, and limited opportunities for saving and 
investment. On the other hand, higher wages may provide workers with better economic security, 
increased access to resources, and improved social and economic well-being. 

Understanding the implications of wage differentials is essential for policymakers, employers, 
workers, and other stakeholders to ensure fair and equitable labor market outcomes, promote social 
and economic mobility, and address issues related to income inequality and social justice. 

 

3.3 Types of Wage Differentials  

Occupational differentials: Every job has its own skill requirement. It required different kinds 

of qualifications, education ,gender and responsibilities to perform the job. You cannot measure one 
job in one balance .For example the kind of skills which is required for an engineer is different from 
a doctor you cannot say both requires same skills and educations .This is called occupational 
Differentials 

Inter firm differentials: The wage difference between the different departments of an 
organisations is called as inter firm differentials. Let us suppose there are 7 departments 
in firm and every department has its own functions which is different from each other, 
this leads to pay difference between the different departments. 

Inter area or regional differentials: These differences come in existence when the similar 
occupation worker charged differentially at the same location and at the same time but in the 
different industries. 

Inter industries compensation deviation generally occurs because of the degree of unionization, 
their negotiation power, financial capacity of organization to pay.  

Some other components also effects such as advancement in technology, managerial efficiency, 
financial strength and age of the organization effects inter industry differentials. 

Inter-Industry differentials: When the employees are in same industry in same area but with 

different pay scale based upon their skill set. The industry which is paying higher having more 
skilled workers in comparison to those having semi-skilled or less skilled labor   

  

Personal Wage Differences: 

These differences arise because of the differences in the personal characteristics (age or sex) of 
workers working in the same unit and occupation. Though provision of ‘equal pay for equal work’ 
is certainly there, but it is still not the reality. Instances are there when woman worker is paid less 
than her male counterpart for doing the same job. Of course, there are other reasons also which 
cause wage differentials between male and female workers. 

After all, what is the rationale behind wage differentials? There are two views about it. One, in view 
of the principles of socialistic pattern of society in which the object of the representative. 
Government is to minimize inequalities, in incomes and distribution of wealth. 

 

Summary 

In summary, design involves considering factors such as industry and geographic location, supply 
and demand of talent, compensation surveys and benchmarks, legal and regulatory considerations, 
internal factors, and employee engagement and retention strategies. By taking these factors into 
account, organizations can design compensation programs that are fair, competitive, and aligned 
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with their overall business goals and strategies.It's important to note that wage differentials are 
often influenced by a combination of factors, and identifying the specific reasons for wage 
differentials can be complex and multifaceted. Understanding the reasons for wage differentials is 
crucial in addressing issues related to income inequality, labor market efficiency, and social equity. 

 

Case Study  

Introduction: 

Wage difference, also known as the gender pay gap or wage gap, refers to the disparity in earnings 
between different groups of workers, such as men and women, or individuals from different 
ethnicities or races. The issue of wage difference has been a longstanding social and economic 
concern, as it can contribute to inequality and perpetuate systemic biases in the labor market. 

 

In this case study, we will explore the topic of wage difference using a hypothetical scenario of a 
large multinational corporation called XYZ Inc. We will examine the factors that may contribute to 
wage difference within the company, including gender, race, and job level, and analyze the 
potential implications of these disparities on the workforce and the company's overall performance. 

 

Company Background: 

XYZ Inc. is a global corporation operating in the technology industry, with offices in multiple 
countries around the world. The company has a diverse workforce, comprising employees from 
different backgrounds, including gender, race, ethnicity, and job roles. The company's mission is to 
promote diversity, equity, and inclusion in the workplace and create a culture of fairness and 
equality. 

 

Data Collection: 

In order to conduct a comprehensive analysis of wage difference, XYZ Inc. collected data on 
employee salaries and demographic information, including gender, race, and job level, from its 
human resources department. The data was anonymized and aggregated to ensure confidentiality 
and compliance with data privacy regulations. 

 

Analysis and Findings: 

Upon analyzing the data, XYZ Inc. discovered several key findings related to wage difference 
within the company: 

Gender Wage Gap: The analysis revealed that there was a gender wage gap at XYZ Inc., with 
female employees earning, on average, 12% less than their male counterparts. This disparity was 
consistent across different job levels, from entry-level positions to executive roles. The company 
identified that the gender wage gap was partly attributable to differences in job roles and 
experience levels, with women being underrepresented in higher-paying roles and occupying a 
larger proportion of lower-paying positions. 

Race-based Wage Difference: XYZ Inc. also identified race-based wage differences within the 
company. The data revealed that employees from minority racial or ethnic groups, including Black, 
Hispanic, and Asian employees, earned, on average, 8% less than their White counterparts. This 
wage difference was observed across various job levels, indicating systemic biases that may be 
influencing compensation decisions. 

Job Level Disparity: Another significant factor contributing to wage difference at XYZ Inc. was job 
level disparity. The analysis found that employees in higher job levels, such as senior management 
and executive roles, received significantly higher salaries compared to those in lower job levels, 
such as entry-level and middle management positions. This disparity in job levels 
disproportionately impacted women and employees from minority racial or ethnic groups, who 
were underrepresented in higher-paying roles. 
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Implications and Recommendations: 

The findings of the analysis have several implications for XYZ Inc. and its workforce: 

Inequality and Unfairness: The wage differences based on gender and race indicate potential 
inequalities and unfairness in compensation practices at XYZ Inc., which could adversely impact 
employee morale, job satisfaction, and retention. It could also result in legal and reputational risks 
for the company. 

Diversity and Inclusion: The findings highlight the importance of promoting diversity and 
inclusion within the company. By addressing the systemic biases that contribute to wage difference, 
XYZ Inc. can create a more inclusive and equitable workplace where all employees have equal 
opportunities for advancement and fair compensation. 

Pay Equity Strategies: XYZ Inc. should implement pay equity strategies that ensure equal pay for 
equal work, regardless of gender or race. This could involve conducting regular pay audits, 
reviewing and revising compensation policies, and providing training to managers on unconscious 
bias and fair pay practices. 

Career Development Opportunities: The company should also focus on 

 

Keywords 

Wage ,differentials, compensation. 

 

Self Assessment 

1. Which of the following best represents the concept of "human capital" in the labor market? 

A. The physical assets owned by a company 

B. The financial resources available to an individual 

C. The skills, knowledge, and abilities of an individual worker 

D. The natural resources available in a region 

 

2. Which of the following is an example of a labor market imperfection? 

A. Labor unions 

B. Minimum wage laws 

C. Occupational licensing 

D. All of the above 

E. None of the above 

 

3. Which of the following represents the concept of "labor force participation rate" in the labor 

market? 

A. The percentage of the working-age population that is employed 

B. The percentage of the working-age population that is not in the labor force 

C. The percentage of the labor force that is unemployed 

D. The percentage of the total population that is employed 

 

4. Which of the following is NOT a factor that can affect labor demand in a labor market? 

A. Changes in business cycles 

B. Technological advancements 

C. Changes in labor market regulations 

D. Changes in worker preferences 
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5. Which of the following represents the concept of "unemployment rate" in the labor market? 

A. The percentage of the working-age population that is employed 

B. The percentage of the working-age population that is not in the labor force 

C. The percentage of the labor force that is unemployed 

D. The percentage of the total population that is employed 

 

6. Which of the following factors can impact the supply of labor in a labor market? 

A. Education and skills of workers 

B. Labor market regulations 

C. Demographic changes 

D. All of the above 

 

7. Which of the following is NOT considered a type of labor market? 

A. Primary labor market 

B. Secondary labor market 

C. Monopoly labor market 

D. Tertiary labor market 

 

8. Which of the following represents the concept of "frictional unemployment" in the labor 

market? 

A. Unemployment resulting from changes in technology 

B. Unemployment resulting from cyclical fluctuations in the economy 

C. Unemployment resulting from workers being temporarily between jobs 

D. Unemployment resulting from structural changes in the economy 

 

9. Which of the following factors can affect the demand for labor in a labor market? 

A. Wage rates 

B. Technological changes 

C. Business cycles 

D. All of the above 

 

10. Which of the following factors can contribute to wage differentials between two employees 

working in the same occupation? 

A. Educational level 

B. Experience 

C. Gender 

D. All of the above 

 

11. If one employee got 30k salary in Quality assurance department of a pharmaceutical 

company and his friend got 20k in packaging  department of same company .This  scenario 

is the case of which category of wage differentials 

A. Occupational differentials 

B. Regional Differentials 
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C. Inter firm differentials 

D. Inter industry differentials 

 

12. Mr Bob is very happy and satisfied with his salary at his workplace ,one day he was talking 

to one of his friend ,he got astonished to know that his salary is quite less as he is working in 

Banking sector which is a different wage deferentials. 

Mr Bob is facing which issue of pay differential? 

A. Occupational differentials 

B. Regional Differentials 

C. Inter firm differentials 

D. Inter industry differentials 

 

13. Consider the following two statements on individual labor supply decisions: 

 (1) Generally substitution effects dominate for low-wage earners while income effect dominates 

for high wage earners.  

(2) If leisure is an inferior good a wage decrease will decrease hours of work. What can you say 

about these two statements? 

A. Both statements are correct  

B. Both statements are incorrect 

C. Statement (1) is correct, statement (2) is incorrect 

D. Statement (2) is correct, statement (1) is incorrect 

 

14. Consider the following two statements 

(1) Discrimination based on factors such as gender, race, age, or other protected characteristics 

can lead to wage differentials.  

(2) This can result from bias, unequal treatment, or systemic discrimination, and is often 

considered unfair and unjust 

The above two statements are explaining  

A. Labor Market Discrimination 

B. Labor Market Efficiency 

C. Societal issue 

D. Gender discrimination  

 

15. Intra-industry and inter-industry differences in wages and compensation refer to  

A. variations in pay levels and  

B. benefits within and across industries 

C. Variation in the bonuses  

D. Both A&B are correct 

 

Answers for Self Assessment 

1. C 2. D 3. A 4. D 5. C 

6. D 7. C 8. C 9. D 10. D 

11. D 12. D 13. A 14. A 15. D 
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Review Questions 

Q1. Do you think that employees of same industry should pay equal? 

Q2. If an employee is working in an organisations and got half salary of his colleague .Is it justice 

or injustice with the employee? Being newly joined HR what necessary action you will take 

to rectify it ? 

Q3. What are the factors affecting the wage differentials in the economy? 

Q4. Does an organization need to do comparison with other employers that hire the same kinds 

of employees? 

Q5. Why all employees in the organisations don’t have same salary? Justify your answer with 

relevant justification,  

 

 
Further Readings 

 https://kellogg.nd.edu/sites/default/files/old_files/documents/153_0.pdf 

 https://www.yourerc.com/blog/post/7-common-compensation-questions 

 https://www.mightyrecruiter.com/recruiter-guide/hiring-glossary-a-to-z/wage-

differential/ 
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Objectives 

After studying this unit, you will be able to 

• learn about Designing a compensation system, 

• explore the fixed and variable components, 

• learn about  structuring of compensation system. 

 

Introduction 

Designing a compensation system requires careful consideration of several factors to ensure that 
the system is fair, effective, and aligned with the organization's goals and values. Here are some 
steps to follow: 

Define the organization's compensation philosophy: Before designing a compensation system, it's 
essential to establish the organization's compensation philosophy, which outlines the principles and 
values that guide the organization's compensation practices. 

Conduct a job analysis: A job analysis is an evaluation of the tasks, responsibilities, and skills 
required for each job in the organization. This analysis helps determine the relative value of each 
job and provides a basis for establishing a fair and competitive compensation structure. 

Develop a compensation strategy: A compensation strategy should outline how the organization 
will use compensation to achieve its goals, such as attracting and retaining top talent, motivating 
employees, and aligning pay with performance. 

Determine the compensation components: The compensation components should include a base 
salary, bonuses, incentives, benefits, and equity compensation, if applicable. Each component 
should be linked to specific performance metrics to ensure that it is tied to the organization's goals 
and values. 

Set compensation levels: Compensation levels should be set based on market research, internal 
equity, and the organization's budget. It's essential to ensure that compensation levels are fair and 
competitive to attract and retain top talent. 

Dr. Shivani Dhand, Lovely Professional University 
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Implement the compensation system: Once the compensation system is designed, it should be 
communicated to employees, and any necessary changes to policies and procedures should be 
made. Ongoing monitoring and evaluation of the system are essential to ensure that it remains 
effective and aligned with the organization's goals and values. 

Overall, designing a compensation system requires a thorough understanding of the organization's 
goals, values, and employees' needs. It's essential to establish a fair and competitive compensation 
structure that aligns with the organization's objectives while motivating and retaining top talent. 

 

4.1 Designing a Compensation System 

Following are the steps of compensation system: 

I. Conducting Wage survey 

II. Determine the worth of  each job  through job evaluation 

III. Group similar jobs into same pay grades 

 

1. The salary /Wage survey  

It is difficult to set pay rates if one don’t know what others paying, so salary survey of what others 
are paying will play a big role in pricing jobs. Virtually every employer conducts at least an 
informal telephone, newspaper, or internet salary survey. 

 

2. Job Analysis 

Job analysis is a process that involves gathering and analyzing information about a job or role in an 
organization. The goal of job analysis is to understand the tasks, duties, responsibilities, and 
requirements of a job, as well as the knowledge, skills, and abilities needed to perform the job 
successfully. 

There are different methods of conducting job analysis, including observation, interviews with job 
incumbents and supervisors, and review of job-related documents and records. The information 
gathered through job analysis can be used to create job descriptions, identify training needs, 
evaluate performance, and design compensation and benefits programs. 

 

Some of the key components of job analysis include: 

Job description: A summary of the key duties and responsibilities of the job, as well as the 
qualifications and experience required. 

Job specifications: The knowledge, skills, and abilities required to perform the job successfully. 

Job requirements: The physical and mental demands of the job, such as working conditions, safety 
requirements, and travel expectations. 

After analyzing the above mentioned components the salary of the employees has been decided. 

 

3. Groups Similar Jobs Into Pay Grades 

Once the committee has used job evaluation to determine the relative worth of each job, it can turn 
to the task of assigning pay rates to each job; however, it will usually want to first group jobs into 
pay grades. It could, of course, just assign pay rates to each individual job. But for a larger 
employer, such a plan would be difficult to administer, since there might be different pay rates for 
hundreds or even thousands of jobs. And even in smaller orgnisation, there’s a tendency to try to 
simplify wage and salary structures as much as possible. Therefore, the committee will probably 
group similar jobs into grades of pay purposes. 

 

4. Developing Wage Structure 
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Developing a wage structure involves designing a framework for determining compensation for 
employees within an organization. The following are some steps to help create a wage structure: 

Job Analysis: Conduct a job analysis to understand the tasks, responsibilities, and skills required 
for each position in the organization. This will help determine the relative value of each job. 

Job Evaluation: Evaluate the jobs based on their value to the organization, using methods such as 
point factor analysis, ranking, or classification. This will help determine the relative worth of each 
job in terms of compensation. 

Market Research: Conduct market research to understand the salary ranges for similar positions in 
other organizations in the same industry and geographical area. This will help establish a 
benchmark for compensation. 

Determine Pay Grades: Divide the jobs into pay grades based on their relative worth, and establish 
a salary range for each grade. 

Develop a Salary Structure: Develop a salary structure that includes the minimum, midpoint, and 
maximum salary for each pay grade. This structure should be flexible enough to accommodate 
adjustments for factors such as experience, performance, and seniority. 

Implementation: Once the wage structure has been developed, it should be communicated to 
employees and integrated into the organization's compensation policies and practices. Regular 
reviews should be conducted to ensure that the structure remains relevant and competitive. 

Developing a wage structure requires careful planning and analysis to ensure that it is fair, 
competitive, and sustainable for the organization. It is important to keep in mind that 
compensation is just one aspect of an overall employee value proposition, and that other factors 
such as benefits, work-life balance, and opportunities for growth and development also play a 
critical role in attracting and retaining talent. 

 

5. Wage Administration Rules 

Rules are required to determine the degree to which advance will be based on length of service 
rather than merit, the frequency with which pay based on length of service rather than merit, the 
frequency with which pay increments will be awarded, the rules that will govern promotions from 
one pay grade to another, and the way control over wage/salary  costs can be maintained. Once the 
rules are framed these should be communicated to the employees. 

 

6. Employee Appraisal 

Employee appraisal, also known as performance appraisal or performance review, is a process in 
which an organization evaluates and assesses an employee's job performance over a specified 
period of time. Some differentials in pay are maintained on the basis of employee’s performance. 
This is necessary to provide incentive for hard work and superior performance is evaluated against 
predetermined standards of performance. The primary purpose of employee appraisal is to provide 
feedback to employees on their strengths and areas for improvement, and to identify opportunities 
for development and growth. 

 

7. Benchmarking 

Benchmarking helps make your salaries more competitive. For example, paying higher salaries 
than the market can result in hiring the best candidates and retaining your best employees. 

This approach revolves around market salary research, usually according to geography and 
industry. Websites like Glassdoor, PayScale (employee-reported data) and Salary.com (HR-
reported data) are good places to look for this information. These websites provide insight on the 
minimum, midpoint and maximum salary for each role that you can use to create your own ranges. 
Before you collect the data, compare the job description provided by the website to the one from 
your job analysis to ensure they refer to the same role. 
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Fig 1: Characteristics of  Compensation system 

 

Fixed Pay 

Fixed pay , also known as base pay, is non- , -discretionary in nature and does not vary according to 
performance or results achieved by the sales employee. Fixed pay compensation is usually 
determined by the sales organization’s overall pay philosophy and compensation structure. 
Variable pay, also known as pay at risk, changes directly with the level of performance or results 
achieved by the sales force. Variable pay provides incentives for sales force to focus on the quality 
of the sale-deals that generate profit and cash flow. 

 

4.2 Components of Fixed Pay 

• Basic Wages/Salaries 

• Dearness Allowance 

• House Rent Allowance 

• Conveyance Allowance 

• Leave Travel Allowance 

• Medical Reimbursement 

• Special Allowance 

• Meal allowance 

• Training allowance 

 

1. Basic Wages/Salaries 

Basic wage, also known as base pay, refers to the minimum amount of compensation that an 
employee receives for their work, exclusive of any additional benefits, bonuses, or overtime pay. 
Basic wage is usually determined by factors such as the employee's job title, level of experience, and 
industry standards. 

Lovely Professional University 31



Unit 04: Designing Compensation System  

Notes 

Basic wage is an important component of an employee's overall compensation package and is 
typically included in their employment contract. It provides a reliable source of income for the 
employee and helps ensure that they are compensated fairly for the work they perform. Basic wage 
may be adjusted periodically to reflect changes in the employee's role, responsibilities, or 
performance, or to keep pace with inflation and changes in the cost of living. 

While basic wage is an important factor in attracting and retaining talent, it is not the only factor 
that employees consider when evaluating their compensation package. Other benefits, such as 
health insurance, retirement plans, and paid time off, also play an important role in employee 
satisfaction and retention. 

 

Dearness Allowance 

Dearness Allowance, also known as cost of living allowance, is a type of allowance that is provided 
to employees to help offset the impact of inflation and rising prices of essential commodities. It is a 
percentage of the employee's basic salary and is typically paid on a monthly basis. 

Dearness Allowance is commonly used in countries such as India, Pakistan, Bangladesh, and 
Nepal, where inflation can have a significant impact on the cost of living. The government typically 
sets the rate of Dearness Allowance based on the average increase in the cost of living, and it may 
be adjusted periodically to reflect changes in the inflation rate. 

Dearness Allowance is usually taxable, and the rate of taxation may vary depending on the country 
and the individual's tax bracket. It is important to note that Dearness Allowance is separate from 
other types of allowances, such as travel allowance or housing allowance, which may also be 
provided to employees in addition to their basic salary. 

Dearness Allowance can be an important component of an employee's overall compensation 
package, as it helps ensure that their purchasing power is maintained in the face of inflation and 
rising prices. It can also help employers attract and retain talent by providing competitive 
compensation packages that take into account the impact of inflation on the cost of living. 

 

House Rent Allowance (HRA) is a type of allowance that is paid by employers to 
employees to help cover the cost of renting a house or apartment. HRA is typically a 
percentage of the employee's basic salary and is paid on a monthly basis. 

HRA is commonly provided in countries such as India, where many employees live in rented 
accommodations. The amount of HRA paid may vary depending on factors such as the employee's 
salary level, the cost of living in the area, and the employee's family size. HRA may also be subject 
to certain tax exemptions or deductions, depending on the country and the individual's tax bracket. 

Employers may require employees to provide proof of rent paid, such as a rent receipt or lease 
agreement, in order to claim HRA. Some employers may also set a cap on the maximum amount of 
HRA that can be claimed, or require that employees live in certain areas or types of housing in 
order to qualify for HRA. 

HRA can be an important component of an employee's overall compensation package, as it helps 
ensure that employees are able to afford suitable housing near their place of work. It can also help 
employers attract and retain talent by providing competitive compensation packages that take into 
account the cost of living in the area. 

 

Conveyance Allowance 

Conveyance Allowance is a type of allowance that is paid by employers to employees to cover the 
cost of transportation expenses related to commuting to and from work. It is typically a fixed 
amount paid on a monthly basis, and is intended to help offset the cost of fuel, public 
transportation, or other transportation expenses. 

Conveyance Allowance is often provided in countries where employees must travel long distances 
to get to work, or where public transportation is limited or expensive. The amount of Conveyance 
Allowance paid may vary depending on factors such as the employee's salary level, the distance 
they must travel to get to work, and the cost of transportation in the area. 
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Conveyance Allowance may be subject to certain tax exemptions or deductions, depending on the 
country and the individual's tax bracket. Employers may require employees to provide proof of 
transportation expenses, such as fuel receipts or public transportation tickets, in order to claim 
Conveyance Allowance. 

Conveyance Allowance can be an important component of an employee's overall compensation 
package, as it helps ensure that employees are able to afford the cost of commuting to work. It can 
also help employers attract and retain talent by providing competitive compensation packages that 
take into account the cost of transportation in the area. 

 

Leave Travel Allowance 

These allowances are provided to retain the best talent in the organization. The employees are 
given allowances to visit any place they wish with their families. The allowances are scaled as per 
the position of employee in the organization. 

 

Medical Reimbursement 

Organizations also look after the health conditions of their employees. The employees are provided 
with medi-claims for them and their family members. These medi-claims include health-insurances 
and treatment bills reimbursements. 

 

Special Allowance 

Special allowance such as overtime, mobile allowances, meals, commissions, travel expenses, 
reduced interest loans; insurance, club memberships, etc are provided to employees to provide 
them social security and motivate them which improve the organizational productivity. 

 

Meal Allowance 

• As you might imagine, meal allowances are payments for your employee’s food and 
beverages. Some common examples are: 

• Lunch, snack, and coffee breaks 

• Meals with clients 

• Meals during business trips, all-day conferences, or overtime work 

• Office celebrations 

• Groceries 

 

Training Allowance 

A training allowance is money you pay towards your employees’ learning and development, which 
may or may not be directly related to their job.  

 

4.3 Variable Pay 

Variable Pay 

Variable compensation is a one-time earning that must be re-established and re-earned each 
performance period. Variable pay can be short-term or long-term. Short-term incentive pay is 
intended to focus and reward performance of employees over a period of one year or less while, 
long-term incentive pay is intended to focus and reward performance of employees over a period 
longer than one year. 

Variable pay is a type of compensation that is based on an employee's performance or achievement 
of certain goals or objectives. Unlike fixed pay, which is a set amount that an employee receives 
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regardless of their performance, variable pay is variable and can increase or decrease depending on 
the employee's performance. 

Variable pay can take many forms, such as bonuses, commissions, profit sharing, and stock options. 
The amount of variable pay paid to an employee may be based on their individual performance, 
team performance, or company-wide performance. 

 

Variable pay is often used as a way to incentivize employees to perform at their best, and can be an 
effective way to align the interests of employees with those of the company. It can also help 
employers control costs by tying compensation to specific performance metrics, and can help 
ensure that employees are rewarded for their contributions to the company's success. 

Variable pay can be an important component of an employee's overall compensation package, and 
can be a key factor in attracting and retaining top talent. However, it is important to design variable 
pay programs carefully, to ensure that they are aligned with the company's goals and that they 
motivate employees to work towards those goals in a sustainable way. 

 

4.4 Components of Variable Pay 

The components of variable pay can vary depending on the company, industry, and specific job 
role. However, here are some common components of variable pay: 

Performance-based bonuses: This is a one-time payment made to an employee based on their 

individual or team performance over a certain period of time. Performance-based bonuses can be 
tied to specific metrics or goals, such as sales targets or customer satisfaction scores. 

Commission: This is a percentage of sales revenue that an employee earns based on their sales 

performance. Commission is commonly used in industries such as real estate, finance, and retail. 

Profit-sharing: This is a variable payment made to employees based on the company's profits. 

Profit-sharing can be distributed to all employees, or to specific groups of employees such as senior 
executives or sales teams. 

Stock options: This is a form of equity compensation that gives employees the right to purchase 

company stock at a predetermined price. Stock options are often used as a way to align employees' 
interests with those of the company, as employees will benefit financially if the company's stock 
price increases. 

Incentive pay: This is a variable payment made to employees for achieving specific goals or 

milestones. Incentive pay can be tied to a wide range of metrics, such as meeting project deadlines 
or achieving quality standards. 

Performance-based raises: This is a variable increase in an employee's base salary based on their 
individual or team performance. Performance-based raises are often tied to specific metrics or 
goals, and can be given on a one-time or recurring basis. 
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4.5 Components of Employee Remuneration 

 

Financial remuneration refers to the monetary compensation provided to employees in exchange 
for their work or services. It includes all forms of compensation, such as base salary, bonuses, 
incentives, and benefits. Financial remuneration is an important aspect of employee compensation 
and can have a significant impact on employee satisfaction, motivation, and retention. 

 

Some common forms of financial remuneration include: 

Base salary: This is the fixed amount of compensation that an employee receives for their work. 
Base salary is typically determined by factors such as the employee's experience, skills, and 
education. 

Bonuses: Bonuses are one-time payments that are given to employees for achieving specific goals 
or targets. Bonuses can be based on individual performance, team performance, or company-wide 
performance. 

Incentives: Incentives are similar to bonuses, but they are typically ongoing rewards for meeting 
certain performance metrics. Incentives can include things like commission, profit-sharing, or stock 
options. 

Benefits: Benefits are non-wage compensations that are provided to employees, such as health 
insurance, retirement plans, and paid time off. 

financial remuneration is a critical component of employee compensation and can have a 
significant impact on employee motivation and retention. Employers must carefully consider the 
various forms of financial remuneration available and develop compensation packages that are fair, 
competitive, and aligned with the organization's goals and values. 

Non-financial compensation, also known as non-monetary benefits, refers to the various rewards 
and benefits that are provided to employees in addition to their salary or wages. These benefits 
may not directly provide cash to the employee but can increase their overall job satisfaction and 
contribute to their well-being. 

 

Some common examples of non-financial compensation include: 

Flexible work arrangements: This can include options such as working from home, flexible 

hours, or job sharing. 

Professional development: Employers may offer opportunities for employees to attend training 

or workshops, pursue further education, or receive mentorship or coaching. 
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Recognition and awards: Employers can recognize employees for their achievements through 

awards, certificates, or other forms of recognition. 

Work-life balance: Employers may offer benefits such as paid time off, parental leave, or 

sabbaticals to help employees balance their work and personal lives. 

Health and wellness benefits: Employers may offer health insurance, wellness programs, or 

access to fitness facilities to help employees maintain their physical and mental health. 

Non-financial compensation can be just as important as financial compensation in attracting, 
retaining, and motivating employees. Employers should consider offering a range of non-financial 
benefits that meet the needs and preferences of their employees. By doing so, they can create a 
positive and supportive work environment that fosters employee engagement and satisfaction. 

 

Summary 

Developing a wage structure requires careful planning and analysis to ensure that it is fair, 
competitive, and sustainable for the organization. It is important to keep in mind that 
compensation is just one aspect of an overall employee value proposition, and that other factors 
such as benefits, work-life balance, and opportunities for growth and development also play a 
critical role in attracting and retaining talent. Overall, the goal of variable pay is to motivate and 
reward employees for their contributions to the company's success, and to align their interests with 
those of the company. The specific components of variable pay will depend on the company's goals, 
industry, and culture. 

 

Keywords 

Pay, compensation, wage  

 

Self Assessment 

1. What is variable pay? 

A. A set amount of compensation that an employee receives regardless of their performance 

B. A type of compensation that is based on an employee's performance or achievement of 

certain goals or objectives 

C. A type of pay that is only given to executive-level employees 

D. None of the above 

 

2. Which of the following is an example of variable pay? 

A. Base salary 

B. Employee benefits 

C. Performance-based bonuses 

D. None of the above 

 

3. Which of the following is a common component of variable pay? 

A. Base salary 

B. Overtime pay 

C. Commission 

D. None of the above 

 

4. What is the goal of variable pay? 

A. To provide a set amount of compensation to all employees 
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B. To align employees' interests with those of the company 

C. To reduce the overall cost of compensation for the company 

D. None of the above 

 

5. Which of the following is an example of profit-sharing? 

A. A commission-based pay structure 

B. A one-time bonus for meeting a specific goal 

C. A variable payment made to employees based on the company's profits 

D. None of the above 

 

6. What is fixed pay? 

A. A type of compensation that is based on an employee's performance or achievement of 

certain goals or objectives 

B. A set amount of compensation that an employee receives regardless of their performance 

C. A type of pay that is only given to executive-level employees 

D. None of the above 

 

7. Which of the following is an example of fixed pay? 

A. Commission 

B. Performance-based bonuses 

C. Base salary 

D. None of the above 

 

8. Which of the following is true of fixed pay? 

A. It can vary depending on the employee's performance 

B. It is not affected by external factors such as the company's profits 

C. It is typically the only form of compensation that employees receive 

D. None of the above 

 

9. Which of the following is a disadvantage of fixed pay? 

A. It can be difficult to budget for 

B. It can be demotivating for high-performing employees 

C. It is not a predictable source of income for employees 

D. None of the above 

 

10. Which of the following is true of fixed pay structures? 

A. They are more common in industries where performance is difficult to measure 

B. They can be combined with variable pay structures to provide a balance of stability and 

motivation 

C. They are only suitable for entry-level positions 

D. None of the above 

 

11. What is a bonus? 

A. A type of fixed pay that is given to all employees 

B. A type of variable pay that is tied to an employee's performance or achievement of certain 

goals or objectives 
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C. A type of pay that is only given to executive-level employees 

D. None of the above 

 

12. Which of the following is true of bonuses? 

A. They are typically a set amount of money that is given to all employees 

B. They can be tied to individual or team performance, as well as company-wide goals 

C. They are only given to employees in certain industries, such as finance or sales 

D. None of the above 

 

13. Which of the following is an example of a bonus? 

A. A set amount of money that is given to all employees at the end of the year 

B. A one-time payment that is tied to an employee's achievement of specific goals or targets 

C. A percentage of sales revenue that an employee earns based on their performance 

D. None of the above 

 

14. Which of the following is a disadvantage of bonuses? 

A. They can be difficult to budget for 

B. They can be demotivating for low-performing employees 

C. They are not an effective way to reward high-performing employees 

D. None of the above 

 

15. Which of the following is true of bonuses? 

A. They are typically only given to executive-level employees 

B. They can be used to motivate and retain high-performing employees 

C. They are not affected by external factors such as the company's profits 

D. None of the above 

 

Answers for Self Assessment 

1. B 2. C 3. C 4. B 5. C 

6. B 7. C 8. B 9. B 10. B 

11. B 12. B 13. B 14. B 15. B 

 

Review Questions 

Q1. Being an HR manager of a manufacturing explain what the factors you will consider while 

deciding the wage rate of the workers 

Q2. Discuss in details the variable components of the pay 

Q3. In an organisations for ideal pay structure which components should give more weightage 

in comparison to others and why ? 

Q4. Write a note on financial components of remuneration  

Q5. Write a note on Non financial components of remuneration. 
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Further Readings 

HACKS FOR Fast Salary NITIN KANANI(You?)|2020 

Compensation Management In A Knowledge Based World Author: Richard I. 
Henderson 

 

 

 

Web Links 

https://labour.gov.in/wagess 

https://www.ilo.org/global/topics/wages/minimum-
wages/definition/WCMS_439069/lang--en/index.htm 
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Objectives 

After studying this unit, you will be able to 

• to understand the concept of Efficiency and Competitiveness in relation to : Performance 
and compensation. 

• learn about meaning of Performance and compensation, 

• explore the correlation between performance appraisal and compensation, 

• get awareness about performance based compensation and its perspective of equity. 

 

Introduction 

Compensation and performance are closely linked in the context of employee management. 
Compensation, in the form of salary, bonuses, and benefits, serves as a reward for employees' 
performance and serves to motivate and incentivize them to perform at their best. In turn, 
employee performance impacts the level of compensation they receive. 

Effective compensation systems should align with an organization's overall performance 
management strategy. This includes setting clear performance expectations and goals, providing 
ongoing feedback and coaching to employees, and conducting performance evaluations regularly. 
Based on these evaluations, compensation decisions can be made, such as salary increases, bonuses, 
or other forms of recognition or rewards. 
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5.1 Competitive Advantage in HR 

Competitive advantage in HR refers to an organization's ability to attract, develop, and retain top 
talent in a way that gives them an advantage over their competitors. HR can play a critical role in 
achieving competitive advantage by developing and implementing strategies that enable an 
organization to attract and retain the best employees. 

 

Some key strategies that organizations can use to achieve competitive advantage in HR 
include: 

Employer branding: This involves creating a positive and compelling image of the organization as 

an employer of choice. This can be achieved through activities such as social media marketing, 
employee referral programs, and showcasing the organization's culture and values. 

Talent acquisition: Attracting top talent requires a proactive approach to recruitment, including 

targeted outreach to potential candidates, leveraging social media and other digital platforms, and 
providing a positive candidate experience. 

Employee development: Investing in employee development through training, mentoring, and 

coaching programs can help to attract and retain top talent, while also building a strong internal 
talent pipeline. 

Compensation and benefits: Offering competitive compensation and benefits packages that are 

aligned with industry standards can help to attract and retain high-performing employees. 

Workplace culture: Creating a positive and supportive workplace culture that values diversity, 

inclusion, and collaboration can help to attract and retain top talent, while also enhancing employee 
engagement and productivity. 

Performance management: Organizations should implement effective performance management 
practices that align employee goals with the organization's overall strategic objectives, while also 
providing regular feedback and coaching to employees to support their ongoing development. 

Competitive compensation: Organizations should ensure that their compensation and benefits 

packages are competitive with industry standards and reflect the value that employees bring to the 
organization. 

Work-life balance: Organizations should offer flexible work arrangements and other work-life 

balance initiatives that support employees in achieving a healthy balance between their work and 
personal lives. 

By implementing these strategies, organizations can create a work environment that attracts and 
retains top talent, while also supporting ongoing growth and development. This, in turn, can help 
to maintain their competitive advantage in the marketplace. 

 

5.2 Employees Expectations From an Organization 

Employees have certain expectations from organizations that go beyond just compensation and 
benefits. These expectations can include the following: 

Meaningful work: Employees expect to be engaged in meaningful work that aligns with their 

skills, interests, and values. They want to feel that their work is making a positive contribution to 
the organization and society as a whole. 

Clear expectations and goals: Employees expect clear communication about their roles, 

responsibilities, and performance expectations. They also want to receive regular feedback on their 
performance and opportunities for growth and development. 

Respectful treatment: Employees expect to be treated with respect and dignity, regardless of 

their background, ethnicity, gender, or any other personal characteristic. They also expect to work 
in an environment that is free from discrimination, harassment, and bullying. 

Work-life balance: Employees expect to have a reasonable work-life balance that allows them to 

fulfill their work responsibilities while also attending to their personal and family obligations. 
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Fair compensation and benefits: Employees expect to be compensated fairly for their work, 

based on industry standards and their level of skill and experience. They also expect to receive 
benefits such as health insurance, retirement plans, and paid time off. 

Supportive work environment: Employees expect to work in a supportive environment that 

fosters collaboration, teamwork, and creativity. They also expect to have access to resources and 
tools that enable them to perform their work effectively. 

Overall, employees expect organizations to provide a positive work environment that enables them 
to fulfill their potential and achieve their career goals, while also meeting their personal and family 
needs. By meeting these expectations, organizations can attract and retain top talent and build a 
culture of excellence and success. 

 

5.3 Why Employee Perform? 

Intrinsic motivation: Employees may be intrinsically motivated to perform well in their jobs 
because they find their work personally fulfilling, challenging, and rewarding. 

Job satisfaction: Employees who are satisfied with their jobs are more likely to be motivated to 
perform at a high level. Job satisfaction can be influenced by factors such as the nature of the work, 
the work environment, relationships with colleagues, and opportunities for growth and 
development. 

Extrinsic rewards: Employees may be motivated to perform well by extrinsic rewards such as 
compensation, bonuses, and other incentives. These rewards can provide a tangible benefit for 
employees and serve as a motivator to perform well. 

Personal and career goals: Employees may be motivated to perform well in order to achieve 
personal or career goals, such as advancement within the organization or gaining new skills and 
experience. 

Organizational culture: Employees may be influenced by the organizational culture, which can 
have a significant impact on their motivation to perform. A positive and supportive culture can 
encourage employees to perform at a high level, while a negative or toxic culture can have the 
opposite effect. 

 

5.4 Compensation System Can Influence Employee Performance in 
Several Ways  

Motivation: When employees receive fair and competitive compensation for their work, they are 
more likely to be motivated and engaged, leading to higher levels of performance. 

Retention: Offering competitive compensation can help to retain high-performing employees, 
reducing turnover and ensuring that the organization has a skilled and experienced workforce. 

Recruitment: A competitive compensation package can also attract top talent to the organization, 
enhancing its ability to recruit and hire skilled employees. 

 

5.5 Human Resource Management (HRM) in the 21st Century 

Human resource management (HRM) in the 21st century has undergone significant changes due to 
advances in technology, globalization, and changing workforce demographics. Here are some key 
aspects of HRM in the 21st century: 

Strategic HRM: HRM is now viewed as a strategic partner that contributes to the achievement of 

organizational goals. HRM plays a critical role in identifying and developing talent, creating a 
positive work environment, and ensuring compliance with legal and ethical standards. 

Technology: Technology has transformed the way HRM operates. HRM now relies on automated 

systems for recruitment, onboarding, training, performance management, and other HR processes. 
Technology has also enabled HRM to collect and analyze data to make informed decisions. 
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Diversity and Inclusion: With an increasingly diverse workforce, HRM has focused on creating a 

workplace culture that is inclusive and respectful of different perspectives and backgrounds. HRM 
is responsible for ensuring that policies, procedures, and practices promote diversity and inclusion. 

Employee Development: HRM is responsible for identifying and developing talent within the 

organization. This involves providing opportunities for employees to learn and grow, as well as 
creating a culture of continuous learning. 

Remote Work: With the pandemic, remote work has become more prevalent. HRM has had to 

adapt to managing remote workers, including developing policies and procedures for remote work, 
and ensuring that remote workers remain engaged and productive. 

Employee Engagement: HRM is responsible for creating a positive work environment that fosters 

employee engagement and motivation. This involves ensuring that employees have a clear 
understanding of their roles and responsibilities, providing feedback and recognition, and fostering 
a culture of collaboration and teamwork. 

 

5.6 Efficiency and Competitiveness in Performance 

Efficiency and competitiveness are two critical aspects of performance that organizations strive to 
achieve in order to succeed in today's global marketplace. 

Efficiency refers to the ability of an organization to achieve its objectives with minimal waste of 
resources, such as time, money, and effort. An efficient organization maximizes its productivity and 
minimizes its costs. To achieve efficiency, organizations can use various tools and techniques, such 
as process improvement, automation, and lean management principles. 

Competitiveness, on the other hand, refers to an organization's ability to offer products or services 
that are better than those of its competitors in terms of quality, price, or other factors that customers 
value. Competitive organizations continuously monitor their performance against industry 
benchmarks, analyze customer needs and preferences, and innovate to stay ahead of the 
competition. 

Efficiency and competitiveness are closely linked. An organization that is efficient can produce 
goods or services at a lower cost, which can give it a competitive advantage in the market. 
Similarly, an organization that is competitive must also be efficient to maintain its position and 
profitability. 

 

To improve efficiency and competitiveness in performance, organizations can take the 
following steps: 

Set clear objectives and performance metrics: Organizations should set clear objectives and 

measure their performance against these objectives to identify areas for improvement. 

Invest in technology and innovation: Organizations can invest in technology and innovation to 

streamline their processes, reduce costs, and offer better products or services. 

Develop a skilled workforce: Organizations should develop and train their workforce to ensure 

they have the necessary skills to perform their job efficiently and effectively. 

Foster a culture of continuous improvement: Organizations should foster a culture of 

continuous improvement, where employees are encouraged to identify and implement process 
improvements and innovation. 

Monitor and analyze performance data: Organizations should regularly monitor and analyze 

their performance data to identify trends, patterns, and areas for improvement. 

By focusing on efficiency and competitiveness in performance, organizations can improve their 
bottom line, increase customer satisfaction, and remain competitive in the global marketplace. 

Pay equity refers to the principle of equal pay for work of equal value, regardless of gender, race, or 
other protected characteristics. The idea is that individuals should receive equal pay for work that 
is of comparable value, taking into account the nature, requirements, and conditions of the work. 
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5.7 Pay Equity 

Pay equity is important for several reasons. Firstly, it is a matter of fairness and social justice. 
Women and other minority groups have historically been paid less than men for performing the 
same or similar work, and pay equity is an important step towards correcting this injustice. 
Secondly, pay equity is critical for attracting and retaining talent. Paying employees fairly and 
equitably helps to create a positive work environment and fosters employee engagement and 
loyalty. Finally, pay equity is good for business. Paying employees fairly and equitably helps to 
increase productivity, reduce turnover, and improve organizational performance. 

There are several steps that organizations can take to promote pay equity. These include: 

Conducting a pay equity analysis: Organizations should conduct a pay equity analysis to identify 
any disparities in pay between different groups of employees, such as men and women, or 
employees of different races. 

Reviewing and revising compensation policies: Organizations should review their 

compensation policies and practices to ensure they are fair and equitable. This may involve making 
adjustments to compensation structures, such as increasing salaries or adjusting pay scales. 

Promoting transparency: Organizations should be transparent about their compensation policies 

and practices. This can include sharing information about pay ranges and salary data, as well as 
being open and honest with employees about how compensation decisions are made. 

Educating employees: Organizations should educate employees about pay equity and the 

importance of fair and equitable compensation practices. This can include training programs and 
communication campaigns to raise awareness and promote understanding of the issue. 

Monitoring and evaluating progress: Organizations should monitor and evaluate their progress 

towards achieving pay equity, and make adjustments as needed to ensure continued progress. 

By promoting pay equity, organizations can create a more fair and equitable workplace that fosters 
employee engagement and contributes to organizational success. 

 

5.8 The Application of Human Capital Efficiency  towards the Increase 
of  Competitiveness 

Human capital management, especially on its part related to efficiency of human capital. It connects 
this topic with the specific conditions of enterprises operating in distribution logistics.  

To fulfill the aim, methods of induction, deduction, summarizing and application of research 
evidence were used.  

The point is to explain how human capital and efficient utilization and investment in this intangible 
asset can contribute to enhanced performance and competitiveness of logistics enterprises. 

 

Summary 

Overall, achieving competitive advantage in HR requires a comprehensive and strategic approach 
that addresses all aspects of the employee experience, from recruitment to retention. By investing in 
HR strategies that support employee development, foster a positive workplace culture, and offer 
competitive compensation and benefits, organizations can attract and retain top talent, giving them 
a competitive advantage in their industry. compensation and performance are interdependent 
elements of effective employee management. By aligning compensation systems with performance 
management strategies and providing fair and competitive compensation, employers can motivate 
and retain high-performing employees, leading to increased productivity and overall 
organizational success. employee performance is influenced by a combination of intrinsic and 
extrinsic factors, as well as personal and organizational factors. By understanding what motivates 
employees to perform, organizations can create a work environment that fosters high levels of 
motivation, engagement, and performance. In summary, HRM in the 21st century is focused on 
strategic partnerships, leveraging technology, promoting diversity and inclusion, developing talent, 
managing remote work, and fostering employee engagement. These changes reflect the evolving 
needs of the workforce and the changing nature of work in the 21st century 
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Case Study: Performance and Compensation 

Background: 

ABC Company is a mid-sized manufacturing company with around 300 employees. The company 
produces a range of industrial equipment and has been in business for over 30 years. The company 
has a well-established HR department and has been following a traditional performance appraisal 
system for many years. 

 

Problem: 

The company has noticed a decline in employee motivation and engagement in recent years. The 
HR department conducted a survey and found that many employees were dissatisfied with the 
performance appraisal system. Employees felt that the system was outdated and did not reflect 
their actual performance. Additionally, many employees felt that the compensation and benefits 
offered by the company were not competitive with other employers in the industry. 

Solution: 

The HR department conducted a review of the performance appraisal system and recommended 
several changes. The new performance appraisal system was designed to be more objective and to 
better reflect employee performance. It included a 360-degree feedback system and a more 
comprehensive performance evaluation process. 

To address the issue of compensation and benefits, the HR department conducted a survey of other 
companies in the industry and made a comparison of the company's compensation and benefits 
package. The survey showed that the company was not offering competitive compensation and 
benefits to its employees. 

The HR department recommended a revision of the company's compensation and benefits package. 
The revised package included an increase in salaries, bonuses, and other benefits such as health 
insurance and retirement benefits. The company also introduced a new employee welfare program 
that included employee wellness programs, flexible work arrangements, and career development 
opportunities. 

 

Results: 

The new performance appraisal system and revised compensation and benefits package had a 
positive impact on employee motivation and engagement. Employee morale improved 
significantly, and the company experienced a decrease in turnover rates. The company also saw an 
increase in productivity and profitability as a result of the changes. 

 

Conclusion: 

The case study highlights the importance of a well-designed performance appraisal system and 
competitive compensation and benefits package in ensuring employee motivation and engagement. 
Companies should regularly review their performance appraisal and compensation systems to 
ensure that they are aligned with industry standards and employee expectations. Investing in 
employee welfare programs can also go a long way in promoting employee engagement and 
retention. 

 

Keywords 

efficiency and competitiveness , performance 

 

Self Assessment 

1) What is pay equity? 

A. Paying employees as little as possible 
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B. Paying employees the same amount regardless of their work 

C. Paying employees fairly and equitably for work of equal value 

D. Paying employees based on their seniority 

 

2) Which of the following is an example of a protected characteristic in pay equity? 

A. Job title 

B. Education level 

C. Gender 

D. Geographic location 

 

3) Why is pay equity important for organizations? 

A. It creates a positive work environment 

B. It fosters employee engagement and loyalty 

C. It increases productivity and reduces turnover 

D. All of the above 

 

4) What is the first step an organization can take to promote pay equity? 

A. Reviewing and revising compensation policies 

B. Conducting a pay equity analysis 

C. Educating employees 

D. Promoting transparency 

 

5) What is the role of transparency in promoting pay equity? 

A. It allows employees to negotiate their own salaries 

B. It helps organizations keep compensation practices secret 

C. It creates a more fair and equitable workplace 

D. It eliminates the need for a pay equity analysis 

 

6) What is HR competitiveness? 

A. The ability of the HR department to hire the most qualified candidates 

B. The ability of the HR department to offer the most competitive salaries 

C. The ability of the HR department to attract and retain the best talent to drive organizational 
success 

D. The ability of the HR department to reduce costs and increase productivity 

 

7) Why is HR competitiveness important for organizations? 

A. It helps organizations reduce costs 

B. It ensures compliance with labor laws 

C. It fosters employee engagement and loyalty 
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D. It eliminates the need for a HR department 

 

8) What is the role of HR in promoting competitiveness? 

A. To reduce costs by hiring low-paid employees 

B. To offer the highest salaries in the industry 

C. To attract and retain the best talent by creating a positive work environment and offering 
competitive compensation and benefits packages 

D. To increase productivity by outsourcing HR functions 

 

9) What are some ways that HR can promote competitiveness? 

A. By offering low salaries to reduce costs 

B. By outsourcing HR functions to third-party vendors 

C. By fostering a positive work environment and offering competitive compensation and 
benefits packages 

D. By laying off employees to reduce payroll expenses 

 

10) Which of the following is an example of HR competitiveness? 

A. Offering the lowest salaries in the industry 

B. Fostering a positive work environment and offering competitive compensation and benefits 
packages 

C. Outsourcing HR functions to a third-party vendor 

D. Laying off employees to reduce payroll expenses 

 

11) What is human capital efficiency? 

A. The measure of how productive and efficient a company's employees are. 

B. The measure of how much money a company spends on employee training. 

C. The measure of how many employees a company has. 

D. None of the Above 

 

12) Which of the following is NOT a factor that influences human capital efficiency? 

A. Employee training and development. 

B. Employee turnover rate. 

C. Employee age. 

D. None of the Above 

 

13) How can companies improve human capital efficiency? 

A. By increasing employee benefits and compensation. 

B. By providing regular training and development opportunities for employees. 

C. By hiring more employees 

D. None of the Above 

 

14) Which of the following is a benefit of having high human capital efficiency? 
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A. Increased employee turnover. 

B. Decreased productivity. 

C. Improved profitability. 

D. None of the Above 

 

15) Human capital efficiency only applies to large companies. 

A. True 

B. False 

 

Answers for Self Assessment 

1. C 2. C 3. D 4. B 5. C 

6. C 7. C 8. C 9. C 10. B 

11. A 12. C 13. B 14. C 15. B 

 

Review Questions 

Q1. Do you think that human resource is a firm resource? If yes justify your answer with 

relevant example. 

Q2. Competitive advantage in HR refers to the quality of the employees who can not be 

copied.Justy this statement with relevant examples 

Q3. HR is important as it helps in creating strong competitive advantage through their personnel 

management policies. Can you explain certain policies ? 

Q4. What are the various ways by which a company can gain  Competitive Advantage through 

Human Resource Management Practices? 

Q5. What is the role of a manger in sustaining competitive advantage in the company ? 

 

 

Further Readings 

Performance Appraisal and Compensation Management: A Modern 
Approach,Goel Rajesh 

Performance Appraisal And Compensation Management: A Modern 
Approach,Diwakar Goel 

 

 

Web Links 

https://books.google.co.in/books?id=TTI6f313XvcC&printsec=copyright&redir_esc=y#v=o
nepage&q&f=false 

https://www.tutorialsduniya.com/notes/performance-and-compensation-management-
notes/ 

https://www.scribd.com/doc/90698021/Compensation-Management-Project 
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Objectives 

After studying this unit, you will be able to 

 to understand the concept of Employee Benefits, 

 Explore the various components of benefits plan. 

 learn about historical background and conceptual framework of benefit plan, 

 explore the Steps to Successful Employee Benefits Management, 

 get awareness about How to improve Employee Benefits Management, 

 learn about how to design an employee benefits program. 

 

Introduction 

Employee benefits refer to non-wage compensations provided by employers to their employees in 
addition to their regular salary or wages. These benefits are designed to enhance the employee's 
overall compensation package, and can be provided in the form of cash, services, or products. Some 
common types of employee benefits include: 

 

6.1 Components of Employee Benefits 

Health insurance: Many employers offer medical, dental, and vision insurance as a benefit to 
their employees, either fully paid or partially subsidized. 

Retirement plans: Employers may offer a variety of retirement plans, such as a 401(k) or pension 

plan, to help employees save for retirement. 

Paid time off: Employers may provide paid time off for vacations, sick days, and personal days. 

Flexible work arrangements: Employers may offer flexible work arrangements, such as 
telecommuting, part-time schedules, or flexible hours. 

Dr. Shivani Dhand, Lovely Professional University 
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Life insurance: Employers may provide life insurance coverage to employees to help protect their 
families in case of an unexpected death. 

Employee assistance programs: Employers may offer employee assistance programs, which 

provide counseling, support, and referral services to employees and their families. 

Education and training: Employers may offer educational and training opportunities to help 

employees develop new skills and advance their careers. 

employee benefits can help employers attract and retain top talent, improve employee satisfaction 
and engagement, and promote a positive company culture. 

 

A comprehensive employee benefits plan typically includes several components, such as: 

Health and wellness benefits: This may include medical, dental, and vision insurance coverage, as 
well as wellness programs, health screenings, and other resources to help employees maintain their physical 
and mental health. 

Retirement benefits: This may include a 401(k) plan, pension plan, or other retirement savings options 
to help employees save for their future. 

Time-off benefits: This may include paid time off for vacation, sick leave, personal leave, and holidays. 

Disability and life insurance: This may include short-term and long-term disability insurance, as well 
as life insurance coverage to help employees protect their families in the event of an unexpected death. 

Flexible work arrangements: This may include flexible schedules, telecommuting options, and other 
arrangements to help employees balance their work and personal lives. 

Educational and professional development benefits: This may include tuition reimbursement, 
training programs, and other opportunities for employees to develop new skills and advance their careers. 

This may include employee assistance programs, legal services, child and elder care, commuter 
benefits, and other perks or discounts. 

When designing a benefits plan, it's important for employers to consider the needs and priorities of 
their employees, as well as the company's budget and overall business strategy. A well-designed 
benefits plan can help attract and retain top talent, improve employee satisfaction and engagement, 
and support the company's goals and objectives. 

 

6.2 Concepts of Wage Policy 

A wage policy refers to a set of guidelines or principles that a company or organization uses to 
determine how it compensates its employees for their work. It outlines the rules and procedures 
that the company follows when determining employee wages, salaries, and other forms of 
compensation. 

A wage policy typically includes several key elements, such as: 

Compensation philosophy: This outlines the company's overall approach to compensation and how it 
aligns with the company's goals and objectives. 

Pay structure: This defines the pay ranges and levels for different job roles within the company, based on 
factors such as job duties, skills required, and market demand. 

Performance-based pay: This outlines the criteria and process for linking employee pay to their job 
performance, such as annual performance reviews or merit-based pay increases. 

Benefits and perks: This outlines the additional benefits and perks that the company offers to employees, 
such as health insurance, retirement plans, and other non-wage benefits. 

Compliance with laws and regulations: This outlines how the company ensures compliance with 
local, state, and federal laws related to wage and hour laws, equal pay, and other labor standards. 

 

A well-designed wage policy can help companies attract and retain top talent, maintain fairness 
and equity in compensation practices, and align employee pay with the company's strategic 
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objectives. It can also help ensure compliance with labor laws and regulations, reducing the risk of 
legal or reputational issues for the company. 

1. Minimum wages 

2. Fair wages 

3. Living wages 

 

Minimum wages 

It is commonly accepted that workers should be give at least minimum wages to enable them to 
lead a minimum standard of living. 

Then a question arises – What is a minimum wage? It is however difficult to define “minimum 
wage’’. However, it may be defined as a wage which is just sufficient for the worker to keep his 
body and soul together. 

The committee on fair wages defined the minimum wage as irreducible (minimum) amount 
considered necessary for the sustenance of the worker and his family and for the preservation of his 
efficiency at work. 

 

The objectives of a minimum wage 

a) To prevent the sweating of workers in organized or unorganized industries.  

b) To prevent the exploitation of workers and to enable them to obtain wages according to 

their productive capacity. 

c) To maintain industrial peace. 

 

 Fair Wages 

A fair wage is a compensation rate that is deemed just and reasonable based on the job 
responsibilities, skills required, and prevailing market conditions. It is a wage that provides a 
livable income for employees, allowing them to support themselves and their families without 
undue hardship. 

A fair wage takes into account several factors, such as: 

Job duties and responsibilities: A fair wage considers the level of skill, education, and 

experience required to perform the job duties effectively and efficiently. 

Market conditions: A fair wage takes into account the supply and demand for labor in the 
relevant industry or job market, as well as prevailing wage rates for similar jobs in the area. 

Cost of living: A fair wage considers the local cost of living and the amount of income required to 
support a basic standard of living. 

Economic conditions: A fair wage takes into account economic conditions such as inflation, 

unemployment rates, and overall economic growth. 

Legal requirements: A fair wage ensures compliance with applicable laws and regulations 
related to minimum wage rates, equal pay, and other labor standards. 

A fair wage is one that compensates employees fairly and equitably for their work, based on 
objective and relevant criteria. It is an important aspect of creating a positive workplace culture, 
promoting employee satisfaction and engagement, and ensuring that employees are able to meet 
their basic needs and achieve financial security. 

 

Unfair wages 

An unfair wage is a compensation rate that is deemed unjust or unreasonable based on objective 
and relevant criteria. It is a wage that does not adequately compensate employees for their work, 
skills, and experience, or that may discriminate against certain groups of employees. 
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An unfair wage can take many forms 

Paying below minimum wage: Paying employees below the legal minimum wage rate is 

considered an unfair wage and is illegal in many jurisdictions. 

Paying less than industry standards: If a company pays its employees significantly less than 

the prevailing wage rates for similar jobs in the same industry, this may be considered an unfair 
wage. 

Paying less based on gender or other protected characteristics: Paying employees less based 

on their gender, race, age, or other protected characteristics is illegal and considered discrimination. 

Withholding pay: Withholding employee pay or failing to pay employees on time can also be 

considered an unfair wage. 

Unreasonable deductions: Deducting excessive amounts from employee paychecks for items 

such as uniforms or equipment can result in an unfair wage. 

An unfair wage can have serious negative consequences for employees, such as financial hardship, 
low morale, and reduced productivity. It can also harm the company's reputation, lead to legal 
liabilities and fines, and reduce employee retention and recruitment efforts. Therefore, it's 
important for employers to ensure that their compensation practices are 

 

Living wage 

A living wage is a wage rate that provides workers with enough income to cover the basic expenses 
necessary to maintain a decent standard of living. The concept of a living wage is based on the idea 
that all workers should earn enough to support themselves and their families, without needing to 
rely on government assistance or additional employment. 

A living wage takes into account the cost of basic necessities such as food, housing, transportation, 
healthcare, and other essential expenses. It is typically calculated based on local cost of living data, 
with adjustments made for family size and other factors. 

The specific definition of a living wage can vary depending on the location and prevailing 
economic conditions. In some areas, a living wage may be higher than the minimum wage or 
prevailing market rates, while in others it may be similar or lower. 

Living wage campaigns seek to raise awareness of the importance of fair wages for workers and to 
advocate for policies that support living wages. This includes efforts to increase minimum wage 
rates, implement living wage ordinances for government contractors and subcontractors, and 
promote collective bargaining and other forms of worker representation. 

The goal of a living wage is to ensure that workers are able to achieve financial stability and meet 
their basic needs without having to rely on public assistance or work multiple jobs. It is a key aspect 
of promoting economic justice and reducing income inequality in society. 

 

Objectives of Wage Policy 

a) Economic Objectives  

b) Social Objectives 

 

Economic Objectives  

An important objective of an effective wage policy is to achieve maximum economic welfare. 

This requires:  

1. Maximized National Income. 

2. The national income should be divided equally among all the members of the economy. 

3. There should be a fair amount of stability in the national income. 
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How to achieve economic objectives? 

A. Maximum income security for all sections of the community. The major objectives of wage 

policy must be priority to attain these conditions.  

B. Full employment.  

C. Optimum allocation of all resources. 

D. The highest degree of economic stability consistent with an optimum rate of economic 

progress. 

 

2. Social Objectives 

Both the social and economic objectives have close inter-relation. Measures inspired by social 
considerations inevitably have economic effects, and those designed for the achievement of specific 
economic results have social implications.  

For example, the raising of wages through fixing a statutory minimum wage will normally affect 
production and employment in the organization; and if organizations take measures to keep costs 
of production at a competitive level, it may frustrate the aspirations of the employees. 

 

6.3 Components to be Considered to Form a Sound Wage Policy 

A sound wage policy should be developed in a way that ensures that the compensation system is 
fair, equitable, competitive, and supports the overall goals of the organization. Here are some of the 
key components to be considered while forming a sound wage policy: 

Job analysis: A job analysis is a process that involves identifying and analyzing the duties and 
responsibilities of each job in the organization. It helps to determine the appropriate compensation 
level for each job based on the required skills, education, experience, and other factors. 

Market analysis: Conducting a market analysis helps to determine the prevailing wage rates for 
similar jobs in the relevant industry or job market. It enables the organization to set competitive 
wage rates that attract and retain high-quality employees. 

Performance management: A sound wage policy should be linked to a performance management 
system that sets clear expectations and goals for employees and provides regular feedback and 
evaluations. Performance-based pay can be used to reward high-performing employees and 
incentivize others to improve their performance. 

Budgeting: The wage policy should be developed in the context of the organization's overall 
budget and financial goals. This includes considerations of how much the organization can afford 
to pay its employees while still meeting its other financial obligations. 

Legal requirements: The wage policy should comply with all applicable laws and regulations 
related to minimum wage rates, equal pay, overtime, and other labor standards. Failure to comply 
with these laws can result in legal liabilities and fines. 

Employee benefits: The wage policy should take into account employee benefits such as health 
insurance, retirement plans, and paid time off. These benefits can be used to supplement the base 
wage and attract and retain high-quality employees. 

A sound wage policy should be developed through a collaborative and transparent process that 
takes into account the needs and expectations of both the organization and its employees. It should 
be regularly reviewed and updated to ensure that it remains competitive and aligns with the 
organization's strategic goals. 

 

6.4 Employee Benefits 

Employee benefits are non-wage compensations provided by employers to their employees in 
addition to their regular salary or wages. These benefits may include: 

Health insurance: Employers may offer health insurance plans to cover medical expenses, such as 
doctor visits, hospital stays, and prescription drugs. 
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Retirement plans: Employers may offer retirement plans, such as 401(k) plans, to help employees 
save for their retirement. 

Paid time off: Employers may offer paid time off for vacations, sick days, and holidays. 

Life and disability insurance: Employers may offer life insurance or disability insurance to 
provide financial protection for employees and their families in case of death or disability. 

Flexible spending accounts (FSAs): Employers may offer FSAs that allow employees to set 
aside pre-tax dollars to pay for eligible expenses, such as medical or dependent care expenses. 

Employee assistance programs (EAPs): Employers may offer EAPs that provide employees 

with confidential counseling and other support services for personal or work-related issues. 

Wellness programs: Employers may offer wellness programs that encourage employees to 
maintain a healthy lifestyle through activities such as gym memberships, health screenings, and 
health coaching. 

Employee benefits are intended to help attract and retain high-quality employees and improve their 
overall job satisfaction and well-being. 

 

Five steps to successful employee benefits management 

Conduct a needs analysis: Before selecting and implementing employee benefits, it's important to 
understand the needs of your employees. This can be done through surveys, focus groups, or other 
forms of employee feedback. The needs analysis should consider factors such as demographics, job 
roles, and existing benefits. 

Research and evaluate benefit options: Once you have identified employee needs, research 
different benefit options that would be suitable for your organization. This may involve consulting 
with benefit providers or using online resources. Evaluate the options based on cost, coverage, and 
employee needs. 

Develop a communication plan: Once you have selected the benefits to offer, develop a 
communication plan to ensure employees are aware of their options and how to enroll. This may 
include written materials, online resources, and in-person meetings. 

Implement and monitor benefits: Implement the benefits program and monitor its effectiveness. 
This includes tracking employee enrollment, usage, and satisfaction. If necessary, adjust benefits to 
better meet employee needs. 

Provide ongoing education and support: Offer ongoing education and support to employees about 
their benefits options. This can include training sessions, webinars, and one-on-one consultations. 
This helps ensure that employees understand their benefits and are able to take advantage of them. 

Organizations can successfully manage their employee benefits programs, which can help attract 
and retain high-quality employees and improve overall employee satisfaction and productivity. 

 

6.5 Steps  to Design an Employee Benefits Program 

Step 1: Identify the organization’s benefits objectives and budget 

Step 2: Conduct a needs assessment 

Step 3: Formulate a benefits plan program 

Step 4: Communicate the benefits plan to employees 

Step 5: Develop a periodic evaluation process to determine effectiveness of benefits 

 

Step 1: Identify the organization’s benefits objectives and budget 

Determine the organization's benefits objectives: The first step is to identify the organization's goals 
for offering employee benefits. Some common objectives may include attracting and retaining high-
quality employees, promoting employee wellness, and providing financial security for employees 
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and their families. Understanding these objectives will help guide the selection of benefits to offer. 
Consider the organization's budget: It's important to determine how much the organization can 
afford to spend on employee benefits. This may involve looking at the organization's financial 
statements and forecasting future expenses. The budget should take into account the costs of 
benefits, such as premiums, co-pays, and deductibles. Prioritize benefits based on objectives and 
budget: Once you have identified the organization's benefits objectives and budget, prioritize the 
benefits to offer. This may involve weighing the costs and benefits of each option and selecting 
those that align with the organization's objectives and budget. 

Consider employee feedback: It's important to consider the needs and preferences of employees 
when selecting benefits to offer. Conducting employee surveys or focus groups can help gather 
feedback on which benefits are most important to employees. 

Monitor and adjust benefits as needed: Once benefits have been selected and implemented, monitor 
their effectiveness and make adjustments as needed. This may involve tracking employee usage 
and satisfaction,  and making changes to the benefits program to better meet employee needs. 

By identifying the organization's benefits objectives and budget, prioritizing benefits based on these 
objectives and budget, and considering employee feedback, organizations can develop a successful 
employee benefits program that meets the needs of both employees and the organization. 

 

Conduct a needs assessment 

A needs assessment should be conducted to determine the best benefits selection and design based 
on the needs of the employees. The needs assessment may include an employer’s perception of 
employee benefits needs, competitor’s benefits practices and tax laws and regulations. But a more 
recent trend is to take a market research approach to employee benefits planning. 

 

Formulate a benefits plan program 

Identify the needs of your employees: The first step is to identify the benefits needs of your 
employees. This can be done through surveys, focus groups, or other forms of employee feedback. 
You should consider factors such as demographics, job roles, and existing benefits. 

Determine the organization's budget: Determine how much the organization can afford to 

spend on employee benefits. This may involve looking at the organization's financial statements 
and forecasting future expenses. The budget should take into account the costs of benefits, such as 
premiums, co-pays, and deductibles. 

Prioritize benefits based on needs and budget: Based on employee feedback and the 

organization's budget, prioritize the benefits to offer. This may involve weighing the costs and 
benefits of each option and selecting those that align with the organization's objectives and budget. 

Select the benefits to offer: Based on the prioritization exercise, select the benefits to offer. This 
may include health insurance, retirement plans, paid time off, life and disability insurance, flexible 
spending accounts, employee assistance programs, wellness programs, and other options. 

Develop a communication plan: Once the benefits program is established, develop a 
communication plan to ensure employees are aware of their options and how to enroll. This may 
include written materials, online resources, and in-person meetings. 

Implement and monitor benefits: Implement the benefits program and monitor its 
effectiveness. This includes tracking employee enrollment, usage, and satisfaction. If necessary, 
adjust benefits to better meet employee needs. 

Provide ongoing education and support: Offer ongoing education and support to employees 
about their benefits options. This can include training sessions, webinars, and one-on-one 
consultations. 

 

By following these steps, you can formulate a benefits plan program that meets the needs of your 
employees and aligns with the organization's objectives and budget. 

Communicate the Benefits Plan to Employees 
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The communication strategy is a critical component to the benefits planning and management. 
Some resources and samples are available to assist employers. 

Employee understanding of the benefits is critical to employee buy-in. Without buy-in, the 
employer’s efforts, no matter how perfectly designed to meet employees’ needs, may be futile. If 
employee input was obtained and used in the benefits design process, be sure to share this with 
employees and let them know how their feedback influenced the benefits program’s design. 

Develop a Periodic Evaluation Process to Determine Effectiveness of Benefits 

Periodically reviewing the benefits plan program is another important step in the benefits 
management process. The benefits program must be assessed on a regular basis to determine if it is 
meeting the organization’s objectives and employees’ needs. Changes in the business climate, the 
economy, the regulatory environment and workforce demographics all create dynamics that affect 
benefits offerings.  

Consider developing goals and measurements to assess the benefits programs and make 
adjustments as necessary. 

Cost-benefit analysis 

Cost-benefit analysis (CBA) is a technique used to determine the economic feasibility of a project or 
investment. It involves comparing the costs and benefits of a proposed project or investment in 
order to determine whether it is worth pursuing. 

 

Here are the steps involved in conducting a cost-benefit analysis: 

Identify the project or investment: Identify the project or investment that will be the subject of 

the analysis. 

Determine the costs: Identify and quantify all costs associated with the project or investment. 

These may include direct costs such as materials, labor, and equipment, as well as indirect costs 
such as overhead and administrative expenses. 

Determine the benefits: Identify and quantify all benefits associated with the project or 

investment. These may include increased revenue, cost savings, improved efficiency, and other 
positive outcomes. 

Assign monetary values to costs and benefits: Assign a monetary value to each cost and 

benefit in order to compare them on a common scale. 

Calculate the net present value: Calculate the net present value (NPV) of the project or 

investment by subtracting the total costs from the total benefits, discounted to their present value. 

Analyze the results: Analyze the results of the cost-benefit analysis to determine whether the 

project or investment is economically feasible. If the NPV is positive, then the project or investment 
is expected to generate more benefits than costs, and is therefore worth pursuing. If the NPV is 
negative, then the project or investment is expected to generate more costs than benefits, and is 
therefore not worth pursuing. 

Cost-benefit analysis is a useful tool for decision-making because it provides a quantitative 
assessment of the costs and benefits of a proposed project or investment, helping decision-makers 
to make informed choices about how to allocate resources. 

 

Summary 

Any business that is taking on employees (rather than independent contractors) needs to carefully 
consider how it will manage employee benefits. As a business, this means you need to: 

Work out a package of employee benefits based on legal requirements, what is standard in that 
market, and what your competitors are offering; Work out how benefits will be appropriately 
managed of administered. New Horizons provide a range of solutions for benefits administration, 
depending on the needs of your enterprise. This includes specialist recruitment support and 
ongoing outsourcing  solutions. 
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Self Assessment 

1. What is the purpose of a wage policy? 

A. To ensure that employees are paid the minimum wage 

B. To set competitive and fair wages that attract and retain high-quality employees 

C. To limit wage increases to keep labor costs low 

D. To comply with government regulations on employee compensation 

 

2. What factors should be considered when conducting a market analysis for a wage policy? 

A. Job analysis, performance management, and legal requirements 

B. Employee benefits, budgeting, and labor union negotiations 

C. Prevailing wage rates for similar jobs, geographic location, and industry trends 

D. Employee turnover rates, job satisfaction surveys, and exit interviews 

 

3. What is the role of performance management in a wage policy? 

A. To limit wage increases for underperforming employees 

B. To provide regular feedback and evaluations for all employees 

C. To ensure compliance with legal requirements related to minimum wage and overtime pay 

D. To determine the appropriate compensation level for each job based on required skills and 

experience 

 

4. What is the benefit of linking employee benefits to a wage policy? 

A. To reduce labor costs for the organization 

B. To provide additional financial incentives for high-performing employees 

C. To comply with legal requirements related to employee benefits 

D. To supplement the base wage and attract and retain high-quality employees 

 

5. Why is it important for a wage policy to comply with legal requirements? 

A. To avoid legal liabilities and fines 

B. To ensure that employees are paid fairly 

C. To reduce turnover rates and improve job satisfaction 

D. To limit labor costs for the organization 

 

6. What is a living wage? 

A. The minimum wage required by law in a specific country 

B. A wage rate that covers only the basic needs of a worker 
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C. A wage rate that provides workers with enough income to cover basic expenses 

D. A wage rate that is set higher than the prevailing market rate 

 

7. How is a living wage calculated? 

A. Based on the worker's age and level of education 

B. Based on the worker's job title and length of service 

C. Based on local cost of living data and adjusted for family size and other factors 

D. Based on the organization's financial goals and profitability 

 

8. What is the goal of living wage campaigns? 

A. To reduce wages for low-skilled workers 

B. To promote income inequality in society 

C. To raise awareness of fair wages for workers and advocate for policies that support living 

wages 

D. To increase the number of workers who rely on government assistance 

 

9. How does a living wage support economic justice? 

A. By providing higher wages to skilled workers 

B. By reducing the cost of living for workers 

C. By increasing the profitability of organizations 

D. By reducing income inequality and promoting financial stability for workers 

 

10. What is the benefit of implementing a living wage policy for an organization? 

A. It reduces labor costs and increases profits 

B. It improves employee morale and reduces turnover rates 

C. It makes the organization more competitive in the market 

D. It eliminates the need for employee benefits and other compensation programs 

 

11. Which of the following is an example of a voluntary employee benefit? 

A. Health insurance 

B. Retirement plan 

C. Wellness program 

D. Paid time off 

 

12. Which of the following is NOT a type of employee benefit? 

A. Retirement plans 

B. Paid time off 

C. Salary increase 

D. Health insurance 

 

13. Which of the following employee benefits is required by law in the United States? 

A. Health insurance 
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B. Retirement plans 

C. Workers' compensation 

D. Tuition reimbursement 

 

14. Which of the following is a type of leave typically included in an employer's paid time off 

program? 

A. Bereavement leave 

B. Personal leave 

C. Sick leave 

D. All of the above  

 

15. Which of the following benefits is typically provided to employees for job-related injuries or 

illnesses? 

A. Health insurance 

B. Disability insurance 

C. Workers' compensation 

D. Life insurance 

 

Answers for Self Assessment 

1. B 2. C 3. D 4. D 5. A 

6. C 7. C 8. C 9. D 10. B 

11. C 12. C 13. C 14. D 15. C 

 

Review Questions 

Q1. Let us suppose you are HR manager of Textile firm .what are the benefits that you will 

provide to your employees? 

Q2. List out the various fringe benefits of an organization  

Q3. Being the HR of a firm what components of compensation you will consider while 

planning benefit plans of the firm 

Q4. You are HR manager of the company. The company is struggling with high attrition, the 

reason for it is  poor compensation plan. Elaborate the steps  to Design an Employee 

Benefits Program. 

Q5. What are various components of benefits plans in an organisations? 

 

 
Further Readings 

https://www.mca.gov.in/Ministry/notification/pdf/AS_15.pdf 

https://www.shrm.org/hr-today/trends-and-forecasting/research-and-
surveys/documents/2018%20employee%20benefits%20report.pdf 
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Web Links 

https://www.researchgate.net/publication/342946961_Employee_Benefits 

https://www.wirc-icai.org/images/material/AS15-Employee-benefits.pdf 
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Objective 

After studying this unit, you will be able to 

  

 Understand the role of trade union in compensation management 

 Understand the role of Collective bargaining in compensation management 

 

Introduction 

Trade union and collective bargaining are playing important in deciding the wage of the labours. 
But with the passage of time the relevance of relevance of both the parties are changing. In this 
chapter its an attempt to understand the role of trade union in salary making decisions. 

 

7.1 Trade union 

A trade union, also known as a labor union or a workers' union, is an organization formed by 
workers in various industries or professions to protect and promote their collective interests and 
rights in the workplace. Trade unions play a vital role in representing workers, advocating for their 
rights, and improving their working conditions. Here are some key aspects of trade unions: 

Representation: Trade unions represent their members, who are workers in a specific industry or 

occupation. They act as the collective voice of workers, ensuring their concerns and interests are 
communicated to employers, government bodies, and other relevant stakeholders. 

Collective Bargaining: Trade unions engage in collective bargaining with employers on behalf of 

their members. Through negotiations, they strive to secure better wages, benefits, working 
conditions, and other employment terms and policies. The collective bargaining process aims to 
establish a mutually acceptable agreement between the union and the employer, known as a 
collective bargaining agreement (CBA). 

Dr. Shivani Dhand, Lovely Professional University 
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Advocacy and Campaigning: Trade unions advocate for the rights and well-being of workers at 

both the individual and collective levels. They campaign for improved workplace safety, fair 
treatment, job security, reasonable working hours, and other issues affecting workers' lives. Trade 
unions may also lobby for changes in labor laws and regulations to protect workers' interests. 

Legal Support: Trade unions provide legal support and guidance to their members. They offer 

advice on labor laws, employment contracts, and workplace disputes. In case of grievances or 
conflicts, unions may assist members in filing complaints, representing them in disciplinary 
proceedings, or providing access to legal representation. 

Training and Education: Trade unions often offer training programs, workshops, and 

educational resources to empower workers with knowledge about their rights, labor laws, health 
and safety practices, and other relevant topics. These initiatives aim to enhance workers' skills, 
awareness, and ability to navigate workplace challenges. 

Solidarity and Collective Action: Trade unions foster solidarity among workers by bringing 

them together in a collective organization. They encourage workers to support each other, share 
experiences, and collaborate for common goals. Through collective action such as strikes, 
demonstrations, or boycotts, unions exert pressure on employers to address workers' demands. 

Social and Political Engagement: Trade unions may participate in social and political activities to 
influence policies and decision-making processes that impact workers' rights and welfare. They 
may collaborate with other unions, community organizations, and advocacy groups to address 
broader social and economic issues affecting workers and society as a whole. 

The specific activities and scope of trade unions vary across countries and industries, depending on 
local labor laws, cultural norms, and the specific needs of workers. However, their overarching aim 
is to protect and advance the rights and interests of workers through collective action and 
representation. 

 

7.2 Trade Union and Compensation 

Trade unions play a crucial role in the field of compensation by advocating for fair wages, benefits, 
and working conditions on behalf of their members. Here are some specific roles trade unions play 
in compensation: 

Collective Bargaining: Trade unions negotiate with employers to establish collective bargaining 
agreements (CBAs) that outline the terms and conditions of employment, including compensation. 
Unions aim to secure fair wages, benefits, bonuses, overtime pay, and other forms of remuneration 
for their members. 

Wage and Salary Negotiation: Trade unions actively participate in wage and salary negotiations. 
They gather information about industry standards, cost of living, and economic factors to 
determine appropriate compensation levels. Unions advocate for higher wages and work to ensure 
that their members receive fair and competitive compensation. 

Job Classification and Grading: Unions work with employers to establish job classifications and 
grading systems that determine the levels and scales of compensation. They strive to ensure that job 
positions are accurately evaluated and appropriately compensated based on factors such as skills, 
responsibilities, and qualifications. 

Benefits and Leave Policies: Trade unions advocate for comprehensive benefit packages, including 
healthcare, retirement plans, paid leave, and other perks. They negotiate with employers to secure 
favorable benefits that meet the needs of their members and contribute to their overall 
compensation. 

Dispute Resolution: When conflicts or disputes arise regarding compensation, trade unions act as 
representatives for their members. They engage in grievance procedures, mediation, and, if 
necessary, arbitration to resolve issues related to pay discrepancies, unfair treatment, or violation of 
compensation agreements. 

 

Monitoring and Enforcement: Trade unions monitor employers' compliance with compensation-

related laws, regulations, and agreements. They ensure that their members receive the agreed-upon 
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compensation, such as minimum wages, overtime pay, and other entitlements. Unions may also 
conduct regular audits to assess whether employers adhere to fair compensation practices. 

Advocacy for Pay Equity: Trade unions often champion pay equity, working to eliminate wage 

gaps and discrimination based on gender, race, or other factors. They advocate for transparent and 
unbiased compensation systems that ensure equal pay for equal work. 

Overall, trade unions play a critical role in protecting the interests of workers and advocating for 
fair and equitable compensation practices in the workplace. 

 

7.3 Important Consideration for Trade Union for Wage Related Issues 

Trade unions consider several points when making decisions on wage-related issues. Some of the 
key points of consideration include: 

Economic Factors: Trade unions analyze economic conditions, such as inflation rates, cost of 

living, and overall economic growth. They assess how these factors impact workers' purchasing 
power and their ability to meet their financial needs. Unions may demand wage increases to ensure 
that workers' salaries keep up with inflation and maintain their standard of living. 

Industry Standards: Trade unions often consider industry-specific wage norms and standards. 

They compare the wages and benefits provided by other employers in the same industry to ensure 
their members receive fair compensation. Unions may negotiate for wage increases or additional 
benefits to align with or exceed industry standards. 

Productivity and Performance: Trade unions take into account the productivity and 

performance levels of their members. They may advocate for wage increases based on improved 
productivity or exceptional performance. Unions may argue that higher wages motivate employees 
to work harder and enhance overall productivity. 

Cost of Living: Unions consider the cost of living in the geographic area where their members 

work. They assess factors such as housing, transportation, healthcare, and education costs. Unions 
may request wage adjustments to reflect the specific cost-of-living expenses faced by their 
members. 

Profitability and Financial Health of the Employer: Trade unions evaluate the financial 

situation of the employer. They may review the company's profitability, revenue growth, and 
financial statements to determine the employer's ability to provide wage increases. Unions may 
demand a fair share of profits or negotiate for wage increases based on the employer's financial 
capacity. 

Collective Bargaining Agreements: Trade unions consider the terms of existing collective 

bargaining agreements (CBAs). They review the wage provisions and any agreements related to 
wage adjustments, promotions, or bonuses. Unions strive to ensure that the employer upholds the 
terms of the CBA and may negotiate for improved compensation if necessary. 

Internal Equity and Pay Disparities: Trade unions address issues of internal pay equity within 

the organization. They examine wage disparities among different job roles, experience levels, and 
demographic groups. Unions may advocate for fair and equitable pay structures, including 
addressing gender or racial pay gaps. 

Worker Morale and Retention: Trade unions take into account the impact of wages on worker 

morale and retention. They consider the overall satisfaction and engagement levels of their 
members. Unions may push for competitive wages to attract and retain skilled workers, minimize 
turnover, and maintain a motivated workforce. 

Social and Political Factors: Trade unions consider broader social and political factors that may 
influence wage-related decisions. They analyze public sentiment, public policies, and prevailing 
labor market trends. Unions may leverage public support and advocate for wage increases based 
on societal demands for fair compensation. 

Long-Term Sustainability: Trade unions assess the long-term sustainability of the employer and 

the industry. They consider factors such as technological advancements, market competition, and 
future employment prospects. Unions may engage in strategic wage negotiations that ensure the 
sustainability of wages and benefits over the long term. 
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7.4 Collective Bargaining 

Collective bargaining is a process through which trade unions negotiate with employers on behalf 
of workers to establish terms and conditions of employment. It involves discussions and 
negotiations between representatives of the union and the employer, aiming to reach a mutually 
acceptable agreement known as a collective bargaining agreement (CBA) or a collective agreement. 

 

Here are the key elements and steps involved in the collective bargaining process: 

Preparation: Before engaging in negotiations, both the trade union and the employer prepare by 

gathering information and data relevant to the bargaining process of the wages. The union 
identifies the needs and demands of its members, while the employer analyzes factors such as 
company finances, market conditions, and industry standards. 

Negotiation Team Formation: The trade union forms a negotiation team comprising 

representatives who have the authority to negotiate and make decisions on behalf of the workers. 
Similarly, the employer assembles a team representing management and human resources to 
engage in negotiations. 

Proposal and Counterproposal: The trade union presents its proposals, including demands 

related to wages, benefits, working conditions, and other employment terms. The employer 
responds with counterproposals, initiating a back-and-forth process of exchanging offers and 
compromises. 

Bargaining and Discussion: The negotiation teams engage in discussions, often involving 

multiple meetings, to discuss and negotiate the various aspects of the proposed agreement. Both 
sides present arguments, provide justifications, and may offer supporting evidence or data to 
support their positions. 

Reaching an Agreement: Through the bargaining process, the trade union and the employer aim 

to find common ground and reach an agreement on the terms and conditions of employment. This 
includes settling on issues such as wages, benefits, working hours, leave policies, grievance 
procedures, and other relevant matters. 

Ratification: Once the negotiation teams reach a tentative agreement, it is typically subject to 

ratification by the union members. The proposed agreement is presented to the workers for review 
and voting. If the majority of union members approve the agreement, it is ratified and becomes the 
collective bargaining agreement. 

Implementation and Enforcement: After ratification, the collective bargaining agreement is 

implemented, and both the trade union and the employer are responsible for adhering to its 
provisions. The agreement sets the rules and obligations for both parties regarding wages, benefits, 
working conditions, dispute resolution mechanisms, and other negotiated terms. 

It's important to note that collective bargaining is governed by labor laws and regulations specific 
to each country. These laws often outline the rights and responsibilities of trade unions and 
employers during the negotiation process and provide guidelines for resolving disputes if an 
agreement cannot be reached through negotiations alone. 

 

7.5 Role Of trade Union in Compensation Management  

Trade unions play a significant role in advocating for fair compensation and better working 
conditions for laborers. Here are some specific ways in which trade unions influence compensation: 

Collective Bargaining: Trade unions negotiate collective bargaining agreements (CBAs) with 

employers on behalf of their members. CBAs outline the terms and conditions of employment, 
including compensation, benefits, working hours, overtime pay, and other related matters. 
Through collective bargaining, trade unions strive to secure higher wages, better benefits, and 
improved working conditions for their members. 

Wage Determination: Trade unions actively participate in determining wage levels. They 

conduct research, analyze market trends, and collect data on salaries and benefits in specific 
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industries or sectors. Using this information, trade unions negotiate with employers to establish fair 
wages that reflect the value of the labor provided. 

Advocacy for Minimum Wage: Trade unions often advocate for the establishment or increase of 

minimum wage laws. They engage in lobbying efforts and public campaigns to promote fair 
minimum wage standards that protect workers from exploitation and ensure a decent standard of 
living. 

Wage Reviews and Adjustments: Trade unions monitor wage levels and advocate for periodic 

reviews and adjustments to keep up with inflation, cost of living, and productivity changes. They 
may also negotiate pay raises or bonuses for their members based on factors such as performance, 
seniority, or skill development. 

Job Security and Benefits: Trade unions advocate for job security provisions and benefits such as 

healthcare, retirement plans, paid leave, and maternity/paternity benefits. By ensuring workers 
have access to these benefits, trade unions contribute to overall compensation packages beyond just 
basic wages. 

Grievance Handling: Trade unions play a crucial role in addressing grievances related to 

compensation. They provide support to individual workers facing unfair treatment, wage disputes, 
or violations of labor laws. Through their collective strength, trade unions can challenge such 
practices and seek resolutions that ensure fair compensation. 

Training and Skill Development: Trade unions often invest in training and skill development 

programs for their members. By enhancing workers' skills and qualifications, trade unions aim to 
increase their bargaining power, resulting in better compensation opportunities. 

 

7.6 Role of Collective Bargaining in Compensation Management 

Collective bargaining plays a crucial role in compensation management by facilitating negotiations 
and agreements between employers and labor unions regarding wages, benefits, and other related 
aspects. Here are some specific roles of collective bargaining in compensation management: 

Establishing Fair Wages: Collective bargaining allows labor unions to negotiate and advocate for 

fair wages on behalf of the employees they represent. Through negotiations, the union and the 
employer discuss and agree upon compensation levels that consider factors such as market 
conditions, productivity, and the cost of living. 

Determining Compensation Structures: Collective bargaining helps in determining the overall 

compensation structure within an organization. This includes aspects such as base wages, overtime 
rates, performance-based pay, bonuses, and other incentives. The union and the employer discuss 
and agree upon these components to ensure a comprehensive and equitable compensation system. 

Negotiating Benefits: Compensation management involves not only wages but also various 

benefits and perks provided to employees. Collective bargaining allows unions to negotiate for 
comprehensive benefit packages, including healthcare plans, retirement benefits, paid time off, and 
other supplementary benefits. Through these negotiations, the union seeks to secure favorable 
benefit provisions for the workforce. 

Ensuring Non-Discrimination: Collective bargaining helps address issues related to pay equity 

and non-discrimination in compensation. Unions can advocate for equal pay for equal work, 
regardless of factors such as gender, race, or other protected characteristics. They work to eliminate 
wage gaps and promote fairness and equality in compensation management. 

Addressing Grievances: If there are disputes or grievances related to compensation, collective 

bargaining provides a formal mechanism for resolving these issues. The union represents the 
employees' interests and engages in discussions with the employer to address concerns, rectify 
discrepancies, and ensure fair compensation practices are upheld. 

Periodic Reviews and Adjustments: Collective bargaining also allows for regular reviews and 

adjustments to compensation. As economic conditions change or the cost of living increases, unions 
can engage in negotiations to revise wages and benefits accordingly. This ensures that 
compensation remains aligned with market standards and employees' needs. 

Enhancing Employee Engagement and Satisfaction: Effective collective bargaining processes 

can contribute to higher employee satisfaction and engagement. When employees have a voice 

Lovely Professional University 65



Compensation Management  

 

 

Notes 

through their unions in compensation decisions, it can foster a sense of ownership and 
empowerment. This, in turn, can positively impact morale, productivity, and overall organizational 
performance. 

 

Why trade union is important for wage decision? 

Trade unions are important for wage decision-making for several reasons: 

Collective Bargaining Power: Trade unions represent a collective voice for workers, giving them 

increased bargaining power when negotiating with employers. By organizing and acting 
collectively, unions can leverage their strength to advocate for higher wages and better working 
conditions. The collective bargaining process allows unions to negotiate directly with employers on 
behalf of their members, influencing wage decisions. 

Balancing Power Dynamics: In the employer-employee relationship, there is often an inherent 

power imbalance, with employers having more resources and influence. Trade unions help to 
balance this power dynamic by aggregating the interests and concerns of workers. They ensure that 
workers have a say in wage decisions and are not at the mercy of unilateral determinations by 
employers. 

Addressing Information Asymmetry: Trade unions provide workers with access to information 

and expertise related to wage levels and labor market conditions. They conduct research, gather 
data, and analyze industry trends, which empowers them to negotiate from an informed position. 
Unions can effectively challenge unfair or exploitative wage practices by bringing evidence-based 
arguments to the bargaining table. 

Promoting Fairness and Equity: Wage decisions made solely by employers may not always 

prioritize fairness and equity. Trade unions advocate for fair and equitable wages, ensuring that 
compensation is based on factors such as skill, experience, and job responsibilities rather than 
arbitrary or discriminatory criteria. They help establish standardized wage scales that promote 
equal pay for equal work and reduce wage gaps. 

Setting Industry Standards: Trade unions often set the bar for wage levels and working 

conditions within their respective industries. When successful in negotiating higher wages for their 
members, these agreements can influence wage levels in other companies or sectors. Trade unions 
act as trailblazers, raising the benchmark for compensation standards across the industry and 
benefiting not only their own members but also non-unionized workers. 

Company XYZ is a manufacturing company that employs a significant workforce. The company 
has been experiencing rising labor costs, employee dissatisfaction, and increased turnover. To 
address these challenges, the management team decided to engage in collective bargaining with the 
trade union representing the employees. The trade union raised concerns about the fairness of 
compensation practices and requested improvements in wages and benefits. 

 

Case Study  

Here is a case study outlining the steps taken by Company XYZ to address the trade union's 
concerns and manage compensation effectively: 

Identifying the Concerns: Company XYZ initiated dialogue with the trade union to understand the 
specific concerns related to compensation. The company realized that employees felt their wages 
were not competitive compared to industry standards, and there were discrepancies in pay across 
different job roles. 

 

Conducting a Compensation Analysis: The company conducted a comprehensive analysis of its 

compensation structure, benchmarking it against industry peers and regional market rates. This 
analysis revealed that certain job roles were indeed undercompensated, which contributed to 
employee dissatisfaction. 

Collaborative Negotiations: Company XYZ engaged in negotiations with the trade union to 

address the compensation concerns. The management team emphasized their commitment to fair 
and competitive compensation and presented the findings from the compensation analysis. They 
acknowledged the need for improvements and proposed a revised compensation plan. 
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Wage and Salary Adjustments: Based on the negotiations, Company XYZ agreed to implement 

wage and salary adjustments to address the identified discrepancies and align with industry 
standards. The adjustments were designed to ensure fair and equitable compensation based on job 
responsibilities, experience, and performance. 

 

Benefits Enhancements: In addition to wage adjustments, Company XYZ recognized the 

importance of a comprehensive benefits package. They worked with the trade union to review and 
enhance the existing benefits program, incorporating suggestions from the union and considering 
the needs and preferences of the employees. 

Communication and Transparency: Throughout the process, Company XYZ maintained open 

and transparent communication with the trade union and employees. They provided regular 
updates on the progress of negotiations, explained the rationale behind the compensation 
adjustments, and sought feedback from employees to ensure their concerns were addressed. 

Monitoring and Evaluation: After implementing the revised compensation plan, Company XYZ 

closely monitored its impact on employee satisfaction, retention rates, and overall organizational 
performance. They conducted regular surveys and engaged in feedback sessions to gauge the 
effectiveness of the compensation changes and make further improvements if necessary. 

Long-Term Collaboration: Recognizing the importance of ongoing collaboration with the trade 

union, Company XYZ established mechanisms for continuous dialogue and feedback on 
compensation-related matters. They agreed to periodic reviews and discussions to address any 
emerging concerns or changes in market conditions. 

 

As a result of these efforts, Company XYZ successfully managed to address the trade union's 
concerns regarding compensation. The revised compensation plan improved employee morale, 
reduced turnover rates, and enhanced the company's competitiveness in attracting and retaining 
top talent. The collaborative approach fostered a positive relationship between the company and 
the trade union, leading to increased trust and a mutually beneficial work environment. 

 

Summary 

It's important to note that the specific role and influence of trade unions may vary depending on 
the country, industry, and the particular dynamics of the labor market. However, overall, trade 
unions strive to protect and improve the compensation of laborers, ensuring fair and equitable 
treatment in the workplace. It’s important to note that the specific roles and outcomes of collective 
bargaining in compensation management may vary depending on local labor laws, industry 
practices, and the bargaining power of the union. 

 

Keywords 

Trade union, collective bargaining 

 

Self Assessment 

1. What is the primary role of trade unions in relation to compensation? 

A. Setting government regulations on wages 

B. Establishing individual pay rates 

C. Negotiating and advocating for fair compensation 

D. Monitoring workplace productivity levels 

 

2. How do trade unions influence compensation? 

A. By providing financial support to workers 

B. By determining wage rates unilaterally 
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C. By engaging in collective bargaining with employers 

D. By enforcing government-mandated pay scales 

 

3. Collective bargaining agreements negotiated by trade unions primarily cover which 

aspects of compensation? 

A. Base salaries only 

B. Overtime pay and bonuses 

C. Health insurance and retirement benefits 

D. All of the above 

 

4. Trade unions often advocate for which of the following regarding compensation? 

A. Decreasing minimum wage standards 

B. Increasing income inequality 

C. Fair wages and better working conditions 

D. Eliminating employee benefits 

 

5. Grievance handling is a significant role of trade unions in compensation. What does this 

involve? 

A. Negotiating salary raises for all workers 

B. Resolving disputes related to pay and working conditions 

C. Filing lawsuits against employers for compensation issues 

D. Auditing company finances to ensure fair compensation practices 

 

6. Which of the following is NOT a component of employee compensation? 

A. Base salary 

B. Benefits 

C. Performance bonuses 

D. Job security 

 

7. Collective bargaining is a process that involves negotiations between: 

A. Employers and employees 

B. Employers and customers 

C. Employees and government agencies 

D. Employees and labor unions 

 

8. Which of the following is a key objective of collective bargaining? 

A. Maximizing profits for employers 

B. Minimizing benefits for employees 

C. Promoting cooperation between employers and employees 

D. Eliminating job security for employees 

 

9. In the context of compensation, pay equity refers to: 

A. Ensuring equal pay for equal work 

B. Providing higher pay to senior employees 

C. Paying higher salaries to executives 

D. Offering bonuses based on performance 
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10. Which of the following is an example of an indirect compensation? 

A. Base salary 

B. Overtime pay 

C. Health insurance 

D. Performance bonus 

 

11. When negotiating a collective bargaining agreement, which party represents the 

employees? 

A. Management 

B. Human resources 

C. Labor union 

D. Government agency 

 

12. A company that uses a market-based pay system determines employee salaries based on: 

A. Cost of living in the region 

B. Competitors' pay rates 

C. Employee seniority 

D. Government regulations 

 

13. The purpose of a grievance procedure in collective bargaining is to: 

A. Resolve disputes between employees 

B. Prevent employees from voicing their concerns 

C. Provide financial compensation to employees 

D. Establish a labor union 

 

14. Which of the following factors is NOT typically considered during compensation 

benchmarking? 

A. Industry standards 

B. Employee performance 

C. Geographic location 

D. Company profitability 

 

15. In a unionized workplace, the term "collective agreement" refers to: 

A. A legal contract between employers and employees 

B. Individual employment contracts 

C. Company policies and procedures 

D. Government regulations on compensation 

 

Answers for Self Assessment 

1. C 2. C 3. D 4. C 5. B 

6. D 7. A 8. C 9. A 10. C 

11. C 12. B 13. A 14. B 15. A 
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Review Questions 

Q1. Describe the concept of collective bargaining and explain its importance in the workplace. 

Q2. Discuss the key components of an effective compensation system and explain how they 

contribute to employee motivation and satisfaction. 

Q3. What are the major challenges faced by employers and employees during the collective 

bargaining process? How can these challenges be effectively addressed? 

Q4. Explain the concept of pay equity and discuss its significance in ensuring fair compensation 

practices within an organization. 

Q5. Analyze the role of unions in collective bargaining and their impact on employee rights and 

workplace dynamics. 

 

 
Further Readings 

 The Future of Union Organizing: Building for Tomorrow" by John Schmitt and Ben 

Zipperer 

 "The Union Member's Complete Guide: Everything You Want--And Need--To 

Know About Working Union" by Michael Mauer 

 "Collective Bargaining and Labor Relations: Cases, Practice, and Law" by Michael 

R. Carrell, Christina Heavrin, and J. Allen Lambert 

 "The Law of Collective Bargaining: A Comprehensive Guide" by Jeffrey M. Hirsch 

and Joseph E. Slater 

 "The Fight for Fifteen: The Right Wage for a Working America" by David Rolf 

 "Wage and Salary Administration: A Comprehensive Guide to Theory and 

Practice" by Keith W. Ayling 

 "The Economics of Labor Markets" by Bruce E. Kaufman 

 "Labor Relations: Striking a Balance" by John W. Budd 

 

Web Links 

International Trade Union Confederation (ITUC): The official website of ITUC provides 
news, reports, and resources related to trade unions worldwide. Visit: www.ituc-csi.org 

AFL-CIO: The AFL-CIO website offers resources on labor unions, including information 
on collective bargaining and worker rights. Visit: www.aflcio.org 

Society for Human Resource Management (SHRM): SHRM provides articles, research, 
and resources on compensation and benefits, including information on best practices 
and industry trends. Visit: www.shrm.org 

Bureau of Labor Statistics (BLS): The BLS website provides data and reports on wages, 
benefits, and employment trends in various industries. Visit: www.bls.gov 

United States Department of Labor: The DOL website offers information on labor laws, 
regulations, and policies related to trade unions, including topics such as collective 
bargaining and wage standards. Visit: www.dol.gov 

European Trade Union Confederation (ETUC): The ETUC website provides news, 
publications, and resources on trade union activities and policy developments in Europe. 
Visit: www.etuc.org 

World Economic Forum (WEF): The WEF website offers articles, reports, and discussions 
on various topics related to compensation, labor markets, and workforce trends. Visit: 
www.weforum.org 

National Labor Relations Board (NLRB): The NLRB website provides information on 
labor relations, including collective bargaining, unfair labor practices, and union 
representation. Visit: www.nlrb.gov 

Compensation and Benefits Review: This academic journal covers research and insights 

Lovely Professional University70



Unit 07: Trade Union and Collective Bargaining   

 

 

Notes 

on compensation and benefits practices. Some articles may require a subscription or 
purchase. Visit: journals.sagepub.com/home/cbr 

Trade Union Advisory Committee (TUAC): The TUAC website offers information on 
trade union policy and advocacy at the international level, including reports and 

publications. Visit: www.tuac.org 
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Objective 

After studying this unit, you will be able to 

 to understand the concept of Perquisites, 

 to get awareness about the Types of Perquisites, 

 to learn about Taxability of Perquisites, 

 to explore the conceptual framework of Perquisites under  income tax act 1961. 

 

Introduction 

Compensation is an important aspect of an employee's overall financial well-being. It refers to the 
sum of all financial and non-financial benefits that an employee receives from their employer in 
exchange for their work. While non-financial benefits such as flexible work arrangements or 
training opportunities can be valuable to employees, financial benefits are often considered the 
most important part of compensation.: 

Other Benefits: Other financial benefits that may be included in an employee's compensation 
package include paid time off, sick leave, disability insurance, and commuter benefits. 

In summary, financial benefits are an important component of compensation that help employees 
meet their financial needs and achieve their financial goals. Employers who offer competitive 
financial benefits packages are more likely to attract and retain top talent. 

 

8.1 Perquisites 

Perquisites, also known as "perks," are non-salary benefits or privileges that are provided to 
employees by their employer in addition to their regular compensation. These benefits are often 
designed to improve the quality of an employee's work life and to provide additional incentives for 
them to remain with the company. 

Dr. Shivani Dhand, Lovely Professional University 
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“Perquisite” may be defined as any casual emolument or benefit attached to an office or position in 
addition to salary or wages. 

Perquisite is defined as a privileged gain or profit incidental to regular salary. Perquisites are both 
taxable and exempt. Perquisites can be simple as company car, fuel reimbursement etc. or may also 
include interest-free loan, medical facilities, credit cards, accommodation sponsored by the 
company, etc.  

Perks can take many different forms, depending on the company and the industry.  

 

8.2 Some Common Types of Perquisites Include 

Company car or other transportation services 

Health insurance and other medical benefits 

Stock options or other forms of equity compensation 

Retirement benefits such as pensions or 401(k) plans 

Flexible work arrangements, such as telecommuting or flexible hours 

Gym memberships or other fitness benefits 

Childcare or other family-related benefits 

Educational or training opportunities 

Expense accounts or reimbursement for travel or other business-related expenses 

Relocation or housing assistance. 

Perks are often used as a way for companies to attract and retain talented employees, and they can 
also be used as a way to reward employees for their performance or loyalty to the company. 
However, it is important for employers to ensure that their perquisites policies are fair and 
equitable, and that they do not create an unfair advantage for certain employees over others. 

 

 

“Perquisite” is defined in the section 17(2) of the Income tax Act 1961 

In India, the term "perquisite" is defined in Section 17(2) of the Income Tax Act, 1961. According to 
this section, a perquisite refers to any benefit or amenity granted or provided free of charge or at a 
concessional rate by an employer to his employee, either directly or indirectly, in connection with 
their employment or services rendered. 

Examples of perquisites under the Income Tax Act, 1961 include rent-free or concessional rent 
accommodation provided to the employee, the use of a company car for personal purposes, free or 
concessional membership to clubs or gyms, and free or subsidised meals provided to employees. 
These perquisites are considered taxable income for the employee and are subject to tax under the 
Income Tax Act. Employers are required to calculate the value of the perquisites and include them 
in the employee's total income for tax purposes. 

 

Perquisites are divided in two parts 

Basically the perquisites are divided in two parts i.e. monetary perquisites and non monetary 
perquisites. Monetary perquisites are taxable for all employees and non monetary perquisites are 
taxable in the hands of specified employees - ref. sec.17(2)(iii)  

 

8.3 Types of Perquisites 

1. Taxable Perquisites 

2. Exempted Perquisites 
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In general, perquisites or perks are considered taxable income for employees and are subject to tax 
under the Income Tax Act. However, not all perquisites are taxable, and some may be exempt from 
tax or taxed at a concessional rate. The taxable value of a perquisite is generally calculated as the 
cost to the employer minus any amount paid by the employee for the perquisite. 

 

 Some examples of taxable perquisites: 

Accommodation: If an employer provides rent-free or concessional rent accommodation to an 
employee, the value of the perquisite is calculated as the fair rental value of the accommodation 
minus any rent paid by the employee. 

Company car for personal use: If an employer provides a car to an employee for personal use, the 
value of the perquisite is calculated based on the car's cost to the employer, including any running 
and maintenance expenses, minus any amount paid by the employee for the car. 

Club membership: If an employer provides free or concessional membership to clubs or gyms to 
employees, the value of the perquisite is calculated based on the membership fees paid by the 
employer. 

Stock options: If an employee is granted stock options by their employer, the value of the 
perquisite is calculated as the difference between the fair market value of the stock at the time of 
exercise and the exercise price paid by the employee. 

Interest-free or concessional loans: If an employer provides interest-free or concessional loans to 
employees, the value of the perquisite is calculated based on the interest rate that would have been 
charged if the loan had been provided by a third party. 

Free or subsidised meals: If an employer provides free or subsidised meals to employees, the value 
of the perquisite is calculated based on the cost of the meals to the employer. 

 

Exempted Perquisites 

It is important for employers to correctly calculate the taxable value of perquisites and include them 
in the employee's total income for tax purposes. Failure to do so can result in penalties and fines 
from the tax authorities. 

While most perquisites or perks are considered taxable income for employees and subject to tax 
under the Income Tax Act, there are some perquisites that are exempted from tax or taxed at a 
concessional rate. Here are some examples of exempted perquisites: 

Medical reimbursement: If an employer reimburses medical expenses incurred by an employee or 
their family members, up to a maximum of Rs. 15,000 per year, it is exempt from tax. 

LTA (Leave Travel Allowance): If an employer provides LTA to employees, the amount spent on 
the actual travel (to and from the destination) is exempt from tax. 

Provident Fund:   If an employer contributes to the employee's Provident Fund account, it is 
exempt from tax up to a certain limit. 

Gratuity: Gratuity received by an employee on retirement or termination of employment is exempt 
from tax up to a certain limit. 

Meal coupons: If an employer provides meal coupons to employees, up to a certain limit, it is 
exempt from tax. 

Education: If an employer pays for an employee's education, it is exempt from tax up to a certain 
limit. 

 

Mobile phone or laptop: If an employer provides a mobile phone or laptop to an employee, it is 
exempt from tax if it is used primarily for official purposes. 

It is important for employers to correctly identify and apply the exemptions for perquisites and 
include only the taxable perquisites in the employee's total income for tax purposes. Failure to do 
so can result in penalties and fines from the tax authorities. 
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Perquisites taxable only in hands of specified employees 

Director-employee  

Employee having substantial interest in employer-company  

Employee drawing salary in excess of Rs. 50,000 

• Rent free accommodation The rent free accommodation provided to employees by their 
employer is taxable. Since the employees are provided rent free accommodation, the 
amount of income accruing to them cannot be determined by them. Accordingly, there is 
prescribed manner for calculating income chargeable to tax as perquisite. 

 

Valuation of benefit of provision of domestic servants 

If the employee or any member of his household is provided with domestic servants such as 
sweeper, gardener, watchman or personal assistant then the benefits so received by the employee 
are taxable as perquisites in the hands of the employee. 

 

Utility such as gas, electricity or water supplied by employer 

If the employer pays to the utility provider on behalf of the employee or if the employer himself 
provides such utilities then the benefits so received by the employee are taxable as perquisites in 
the hands of the employee 

 

Free or concessional educational facilities 

• If the employer provides free or concessional educational facilities from the educational 
institutions maintained and owned by the employer or if free educational facilities are 
allowed in any other educational institution then the benefits so received by the employee 
are taxable as perquisites in the hands of the employee.  

• However, if the educational institution is maintained and owned by the employer and the 
employer provides free or concessional education facilities to the employee himself or his 
children and the benefits so received by the employee does not exceed Rs. 1,000/- per month 
then such amount shall not be taxable in the hands of the employee as perquisite 

 

Interest-free or concessional loan 

• The value of the benefit to the employee as a result of interest-free loan or concessional loan 
for any purpose provided to the employee or any member of his household is a taxable 
perquisite. However, this perquisite will be not being chargeable to tax in any of the 
following cases: 

•  If such loan is provided for the purpose of treatment of diseases such as cancer, 
tuberculosis, etc. However, out of the amount of loan provided, if the employee receives 
reimbursement from any medical insurance scheme, then such amount shall not be exempt. 

• Amount of loans made to an employee does not exceed Rs. 20,000/- 

 

Free or concessional food and non-alcoholic beverages 

• If the employer provides free or concessional food and/ or beverages such as tea, coffee etc., 
then the benefits so received by the employee are taxable as perquisites in the hands of the 
employee. However, if the following are provided by the employer then they are not taxable 
in the hands of employees as perquisites:  

• Free food and beverages such as tea, coffee etc. provided by the employer to an employee 
during working hours at office or business premises less than Rs. 50/- per meal. 

• Vouchers provided having value less than Rs. 50/- per meal  

• Tea or Snacks provided during working hours  
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• Free food and beverages such as tea, coffee etc. provided during working hours provided in 
a remote area or an offshore installation. 

 

Gifts or Vouchers 

• Gift or vouchers received by employees or by member of his household on ceremonies or 
occasions are taxable perquisites in the hands of the employees.  

• However, if the value of such gifts in totality does not exceed Rs. 5,000/- then such gifts are 
not taxable as perquisite in the hands of the employees 

 

Reimbursement of credit card expenses 

• If the employer reimburses expenses incurred by the employee or any member of his 
household using a Credit card then the benefits so received by the employee are taxable as 
perquisites in the hands of the employee.  

• However, if such expenses are made by the employee exclusively for official purposes and 
the employer has documented the expenses incurred using the credit card then such 
reimbursements are not taxable as perquisite in the hands of the employees. 

 

Club expenditure 

• If the employer pays or reimburses for the periodic subscription of a club for the employee 
or any member of his household then the benefits so received by the employee are taxable as 
perquisites in the hands of the employee. 

•  However, if the following are provided by the employer then they are not taxable in the 
hands of employees as perquisites:  

• If the use of health club, sports and such facilities are provided uniformly to all employees 
by the employer. 

• Such expenditure is incurred wholly and exclusively for business purposes and if the 
expenditure is properly documented by the employer 

 

8.4 Benefits of Perquisites 

Perquisites, or perks, can be an effective way for employers to provide additional benefits to their 
employees beyond their regular salary and compensation packages. Here are some benefits of 
perquisites: 

Improved employee retention: By offering perquisites, employers can enhance the overall 
employee experience and increase employee satisfaction, which can result in improved retention 
rates. Employees who feel valued and well taken care of are more likely to remain loyal to their 
employer. 

Competitive edge in recruiting: Offering perquisites can also give employers a competitive edge in 
attracting top talent. In today's job market, where job seekers have many options, offering attractive 
perquisites can help employers stand out from the competition and attract the best candidates. 

Increased employee productivity: Providing perquisites can also lead to increased employee 
productivity. For example, providing a company car for personal use can reduce an employee's 
stress and time spent on commuting, allowing them to be more productive and focused at work. 

Positive company culture: Offering perquisites can also help foster a positive company culture, 
which can have a ripple effect on employee morale, team dynamics, and overall business success. 
When employees feel valued and appreciated, they are more likely to work together effectively and 
take pride in their work. 

Tax benefits: Although perquisites are generally taxable income for employees, some perquisites 
are exempt from tax or taxed at a concessional rate. By offering these tax-efficient perquisites, 
employers can provide additional benefits to their employees at a lower cost than if they were to 
offer the same benefits as taxable compensation. 
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offering perquisites can be a win-win for both employers and employees, helping to enhance the 
employee experience, increase productivity, and foster a positive company culture. 

 

Car provided by employer and used  exclusivity for personal purpose: 

• Fully taxable 

• While the car is used for only personal purpose, it will be fully taxable at the hands of 
workers irrespective of cubic capacity of engine.  

• The taxable value is as under:  

• Actual cost of Running  of motors car Plus driver’s salary 

 

For motor car is owned by the employee but expanses paid  by employer 

• Car used exclusively for official purpose  

a. If who car is owned by employee and used  only official purpose, it will not be taxable in 
the hands of employees, irrespective of cubic capacity of engine. 

b. Used for both official and personal purpose and  running and maintenance expanses pay 
is paid by the employer and Cubic Capacity at 1.6 litre – Actual expenses less Rs 2,700 p.m. 
Cubic Capacity above 1.6 litre – Actual expenses less Rs 3,300 p.m will be taxable 
perquisite. 

 

There are several reasons why employers should provide benefits to their employees: 

Attract and retain top talent: Offering a comprehensive benefits package can help attract and 

retain top talent. In a competitive job market, offering attractive benefits can help differentiate an 
employer from its competitors and make it more appealing to potential candidates. 

Enhance employee satisfaction and morale: Providing benefits to employees can help increase 

their overall job satisfaction and boost their morale. Employees who feel valued and supported are 
more likely to be engaged and productive at work. 

Improve employee health and wellness: Benefits such as health insurance, wellness programs, 

and sick leave can help employees maintain good health and well-being. This, in turn, can reduce 
absenteeism and improve overall productivity. 

Increase employee loyalty and commitment: Providing benefits to employees can help create a 

sense of loyalty and commitment. Employees who feel valued and supported are more likely to 
remain with their employer over the long term, reducing turnover and recruitment costs. 

Meet legal requirements: In many countries, employers are legally required to provide certain 

benefits to their employees, such as health insurance, retirement plans, and workers' compensation. 
Failure to provide these benefits can result in legal penalties and fines. 

Providing benefits to employees is essential for attracting and retaining top talent, enhancing 
employee satisfaction and morale, improving employee health and wellness, increasing loyalty and 
commitment, and meeting legal requirements. Investing in employee benefits can ultimately lead to 
a more productive, engaged, and successful workforce. 

 

8.5 Employee Benefits in Corporate Sector 

Employee benefits are an important aspect of compensation packages in the corporate sector. Here 
are some of the most common benefits offered by employers: 

Health insurance: Employers often provide health insurance coverage to their employees, either 
fully or partially paid. This can include medical, dental, and vision coverage. 

Retirement plans: Many employers offer retirement plans such as 401(k)s or pension plans, which 
allow employees to save for their retirement with employer contributions and tax benefits. 
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Paid time off: Paid time off (PTO) includes vacation days, sick days, and personal days. Employers 
typically provide a certain number of PTO days per year, which can vary based on length of service 
and job level. 

Life and disability insurance: Employers may provide life insurance and disability insurance 
coverage to employees, either fully or partially paid. 

 

Flexible spending accounts: Flexible spending accounts (FSAs) allow employees to set aside pre-
tax dollars to pay for eligible medical expenses, dependent care expenses, or transportation 
expenses. 

Employee assistance programs: Employee assistance programs (EAPs) provide confidential 
counseling services to employees and their family members for a variety of issues, including mental 
health, substance abuse, and financial concerns. 

Tuition reimbursement: Some employers offer tuition reimbursement programs, which allow 
employees to receive financial assistance for job-related education and training. 

Wellness programs: Wellness programs promote healthy behaviors and lifestyles among employees 
through activities such as gym memberships, health screenings, and nutrition education. 

Stock options and equity: In some cases, employers may offer stock options or equity to 
employees, allowing them to share in the company's financial success. 

 

These benefits are designed to attract and retain top talent, increase employee satisfaction and 
morale, and promote overall health and well-being. Employers typically tailor their benefits 
packages to the needs and preferences of their workforce, and may offer additional perks such as 
on-site daycare, commuter benefits, or employee discounts. 

 

 Case Study 

ABC Corporation is a mid-sized company with 200 employees. The company has recently decided 
to revamp its employee benefits package to improve employee satisfaction and retention. After 
conducting an employee survey and reviewing industry benchmarks, the HR team has developed a 
new benefits package that includes the following: 

 

Health insurance: The company will offer a comprehensive health insurance plan that covers 
medical, dental, and vision expenses for employees and their dependents. The company will cover 
80% of the premium cost, while employees will be responsible for the remaining 20%. 

Retirement plan: The company will offer a 401(k) plan that includes a 3% employer match on 
employee contributions. Employees will be eligible to enroll after six months of employment. 

Paid time off: The company will offer a flexible time-off policy that combines vacation and sick 
leave. Employees will be able to take time off as needed, provided that they meet their job 
requirements and obtain manager approval. 

Wellness program: The company will offer a wellness program that includes access to fitness 
classes, mental health resources, and healthy living workshops. Employees who participate in the 
program will be eligible for a small incentive. 

Professional development: The company will offer a professional development program that 
includes tuition reimbursement and opportunities for training and skill-building. Employees will 
be eligible to apply for the program after one year of employment. 

 

To communicate the new benefits package to employees, the HR team will hold several 
informational sessions and provide employees with detailed guides and resources. The team will 
also solicit feedback from employees and make adjustments to the package as needed. 

Overall, the new benefits package is designed to provide employees with a range of financial and 
non-financial benefits that can improve their health, well-being, and job satisfaction. By offering a 

Lovely Professional University78



Compensation Management  

 

Notes 

comprehensive and competitive benefits package, ABC Corporation hopes to attract and retain top 
talent, while also promoting a positive workplace culture. 

Q1: What are the benefits of employee benefits programs in the organisation? 

Q2: Do you think that in ABC corporation the above mentioned benefits can satisfied the 
employees? 

 

Case Study  

XYZ Corporation is a rapidly growing tech startup that is known for its innovative and employee-
friendly culture. The company has recently decided to revamp its employee perks program to 
better meet the needs and preferences of its workforce. After conducting an employee survey and 
reviewing industry benchmarks, the HR team has developed a new perks program that includes 
the following: 

Unlimited vacation time: The company will offer unlimited vacation time to all employees, 
provided that they meet their job requirements and obtain manager approval. 

Free meals and snacks: The company will offer free breakfast, lunch, and snacks to all employees, 
served daily in the company cafeteria. 

Fitness center: The company will build an on-site fitness center that includes a gym, yoga studio, 
and shower facilities. Employees will be able to use the facility before, during, or after work. 

Pet-friendly workplace: The company will allow employees to bring their pets to work, provided 
that they follow certain guidelines and obtain manager approval. 

Transportation benefits: The company will offer a range of transportation benefits, including free 
parking, subsidized public transit passes, and bike storage facilities. 

To communicate the new perks program to employees, the HR team will hold several informational 
sessions and provide employees with detailed guides and resources. The team will also solicit 
feedback from employees and make adjustments to the program as needed. 

The new perks program is designed to provide employees with a range of non-financial benefits 
that can improve their quality of life, work-life balance, and overall job satisfaction. By offering 
unique and innovative perks, XYZ Corporation hopes to attract and retain top talent, while also 
fostering a fun and creative workplace culture. 

 

Summary 

Perquisites are included in salary income only if they are received by an employee from his employer 
(maybe former, present or prospective). Perquisites, received from a person other than employer, are 
taxable under the head “Profits and gains of business or profession” or “Income from other sources”. 
A benefit or advantage would be taxable as perquisites only if it has a legal origin. As unauthorized 
advantage taken by an employee without his employer’s authority would create a legal obligation to 
restore such advantage, it would not amount to “perquisite” taxable under the Act. On the other hand, 
if the benefit has been conferred unilaterally without the aid of agreement between the parties, the 
employee can be taxed on the perquisites. It is not necessary that the benefit should have been received 
under an enforceable right. Perquisites, in essence, can be described as privileged gains or profits that 
are incidental to regular salary. In fact, they serve as benefits availed over and above one’s salary. One 
must note that there are both taxable and exempted perquisites. To account for the accompanying taxes 
and make the most of available exemptions, salaried individuals must find out more about the 
taxability of perquisites. 

 

Keywords 

Employee benefits, perquisites, perks 
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Self Assessment 

1. What are perks? 

A. Non-financial benefits provided by employers to their employees 

B. Financial benefits provided by employers to their employees  

C. Both A and B  

D. None of the above 

2. Which of the following is an example of a taxable perquisite? 

A. Company car for official use 

B. Health insurance 

C. Retirement plan contributions 

D. Tuition reimbursement 

 

3. What is the main purpose of providing perquisites to employees? 

A. To reduce employee turnover 

B. To improve employee productivity 

C. To enhance the overall employee experience 

D. All of the above 

 

4. Which of the following is an example of an exempted perquisite? 

A. Company car for official use 

B. Health insurance 

C. Free meals provided on the employer's premises 

D. Life insurance 

 

5. What is the benefit of providing tax-efficient perquisites to employees? 

A. Employees pay less tax on their income 

B. Employers pay less tax on the perquisites 

C. Both A and B 

D. None of the above 

 

6. What is a taxable perquisite? 

A. A benefit provided to an employee that is subject to income tax 

B. A benefit provided to an employee that is exempt from income tax 

C. A financial benefit provided to an employee 

D. A non-financial benefit provided to an employee 

 

7. Which of the following is an example of a taxable perquisite? 

A. Health insurance 

B. Retirement plan contributions 

C. Company car for personal use 

D. Tuition reimbursement 
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8. What is the tax treatment of taxable perquisites? 

A. The employer pays the tax on behalf of the employee 

B. The employee pays tax on the value of the perquisite 

C. Both the employer and employee pay tax on the perquisite 

D. None of the above 

 

9. Which of the following is NOT an example of a taxable perquisite? 

A. Company car for personal use 

B. Club membership fees 

C. Health insurance 

D. Free meals provided on the employer's premises 

 

10. How is the value of a taxable perquisite calculated? 

A. The fair market value of the perquisite 

B. The cost incurred by the employer in providing the perquisite 

C. The cost incurred by the employee in using the perquisite 

D. None of the above 

 

11. What are employee benefits? 

A. Financial benefits provided by employers to their employees 

B. Non-financial benefits provided by employers to their employees 

C. Both A and B 

D. None of the above 

 

12. Which of the following is an example of an employee benefit? 

A. Salary 

B. Overtime pay 

C. Paid time off 

D. Bonus 

 

13. Which of the following is an example of a retirement plan? 

A. Health insurance 

B. Life insurance 

C. 401(k) 

D. Tuition reimbursement 

 

14. What is the main purpose of providing employee benefits? 

A. To increase employee turnover 

B. To decrease employee productivity 

C. To improve employee satisfaction and morale 

D. None of the above 
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15. Which of the following is an example of a flexible spending account (FSA)? 

A. Dependent care FSA 

B. 401(k) 

C. Health savings account (HSA) 

D. None of the above 

Answers for Self Assessment 

1. A 2. A 3. D 4. C 5. C 

6. A 7. C 8. B 9. C 10. A 

11. C 12. C 13. C 14. C 15. A 

 

Review Questions 

Q.1 What are employee benefits, and why do employers offer them to their employees? 

Q.2 What are some common types of employee benefits, and how do they differ from one 

another? 

Q.3 How can employers design an effective employee benefits package that meets the needs of 

their workforce? 

Q.4 What are some potential challenges that employers may face when offering employee 

benefits, and how can they address these challenges? 

Q.5 How can employees make the most of the benefits offered by their employer, and what 

should they consider when selecting the benefits that are right for them? 

 

 
Further Readings 

Employee Benefits Design and Compensation, Biswas, Publisher(s): Pearson ,2014 ISBN: 
9780133764710 

An Introduction to Executive Compensation, Steven Balsam 

 

 

Web Links 

https://www.questionpro.com/blog/employee-benefits/ 

https://www.aihr.com/blog/types-of-employee-benefits/ 

https://www.forbes.com/advisor/business/employee-benefits/ 
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Objective 

After studying this unit, you will be able to 

 To understand the concept of Employee recognition and Motivation 

 To get awareness about the Importance of Employee recognition  

 To learn about various phases of employee recognition 

 To explore the Employee recognition programs 

 

Introduction 

Motivation and compensation are closely linked in the workplace, as compensation is often a key 
factor in motivating employees to perform at their best. Here are a few ways that motivation and 
compensation are connected. Motivating employees can be a complex process, as every individual 
has different needs and preferences when it comes to what drives them to perform at their best. 
However, there are several strategies that employers can use to create a more motivating work 
environment. 

 

9.1 Motivation 

It is the process that account for an individual intensity, direction, persistence 

Of an effort towards attaining a goal. 

Intensity: How hard the person tries 

Direction: It should be channeled  

Persistence: with consistency 

Dr. Shivani Dhand, Lovely Professional University 
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Incentives: Compensation can be used as an incentive to motivate employees to achieve certain 

goals or targets. For example, offering a bonus for meeting or exceeding sales quotas can encourage 
employees to work harder and perform better. 

Fairness: Compensation that is perceived as fair can motivate employees to work harder and feel 

more engaged in their jobs. If employees feel that they are being paid fairly for their work, they are 
more likely to be motivated to perform at their best. 

Recognition: Compensation can also be used as a form of recognition for employees who have 

gone above and beyond in their work. For example, offering a raise or a bonus to an employee who 
has consistently delivered outstanding results can show that their hard work and dedication are 
valued. 

Job satisfaction: Compensation can play a role in overall job satisfaction, which can in turn 

impact motivation. If employees feel that they are being paid fairly and that their compensation 
package meets their needs and expectations, they are more likely to be satisfied with their job and 
motivated to perform at their best. 

Overall, compensation is just one factor that can impact employee motivation, but it is an important 
one. By designing a compensation package that is fair, competitive, and aligned with employee 
needs and expectations, employers can help to motivate and engage their workforce. 

 

Types of motivation  

Intrinsic Motivation: Intrinsic motivation means that the individual's motivational stimuli are 
coming from within.  

The individual has the desire to perform a specific task, because its results are in accordance with 
his belief system or fulfills a desire and therefore importance is attached to it. 

 Acceptance: We all need to feel that we, as well as our decisions, are accepted by our co-

workers. 

 Curiosity: We all have the desire to be in the know. 

 Honor: We all need to respect the rules and to be ethical. 

 Independence: We all need to feel we are unique. 

 Order: We all need to be organized. 

 Power: We all have the desire to be able to have influence. 

 Social contact: We all need to have some social interactions. 

 Social Status: We all have the desire to feel important 

 

Extrinsic motivation means that the individual's motivational stimuli are coming from outside.  

In other words, our desires to perform a task are controlled by an outside source.  

Note that even though the stimuli are coming from outside, the result of performing the task will 
still be rewarding for the individual performing the task. 

Extrinsic motivation is external in nature. The most well-known and the most debated motivation is 
money. Below are some other examples: 

 Employee of the month award 

 Benefit package 

 Bonuses 

 Organized activities 

 

9.2 Ways to Motivate Employees 

Recognize and reward good work: Employees who feel that their hard work and achievements are 
recognized and appreciated are more likely to be motivated. Managers should regularly provide 
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positive feedback and recognition for a job well done, and offer rewards and incentives for 
outstanding performance. 

 

Provide opportunities for growth and development: Employees are more likely to be motivated if 
they feel that they have opportunities to learn and grow within their job. Employers should offer 
training and development programs, career advancement opportunities, and opportunities to take 
on new challenges. 

Foster a positive workplace culture: A positive and supportive workplace culture can help to 
motivate employees by creating a sense of belonging and purpose. Employers should encourage 
open communication, teamwork, and collaboration, and create a culture of respect and inclusivity. 

Offer competitive compensation and benefits: While compensation is not the only factor that 
motivates employees, it is an important one. Employers should ensure that they offer competitive 
salaries and benefits packages that meet the needs and expectations of their workforce. 

Encourage work-life balance: Employees who feel that they have a good balance between their 
work and personal lives are more likely to be motivated and engaged. Employers should offer 
flexible work arrangements, such as remote work or flexible hours, and encourage employees to 
take time off when needed. 

By implementing these strategies, employers can create a more motivating work environment and 
help to improve employee engagement and performance. However, it is important to remember 
that motivation is a complex and ongoing process, and that employers should continually evaluate 
and adjust their strategies to meet the evolving needs of their workforce. 

 

9.3 Employee Recognition 

Employee recognition is the practice of acknowledging and appreciating employees for their 
contributions to the organization. It is an important aspect of employee engagement and can help to 
motivate employees to perform at their best. Here are some key elements of effective employee 
recognition: 

Timeliness: Recognition should be given in a timely manner, ideally soon after the achievement or 

contribution has occurred. This can help to reinforce the positive behavior or action and show 
employees that their efforts are valued. 

Specificity: Recognition should be specific to the achievement or contribution being recognized. 

This can help to demonstrate that the employer has taken notice of the employee's efforts and 
understands the impact they have had. 

Sincerity: Recognition should be genuine and heartfelt, and should be delivered with sincerity. 

Employees are more likely to feel valued and appreciated if they feel that the recognition is genuine 
and not just a perfunctory gesture. 

Public or private: Recognition can be given publicly or privately, depending on the situation and 
the preferences of the employee. Public recognition, such as in a company-wide meeting or 
newsletter, can be a powerful motivator as it can increase the visibility of the employee's 
contributions and inspire others to strive for excellence. Private recognition, such as a one-on-one 
meeting or personalized note, can also be effective in showing employees that their contributions 
are valued. 

Consistency: Recognition should be given consistently and regularly, rather than as a one-time 
event. This can help to create a culture of appreciation and recognition, and reinforce the 
importance of employee contributions to the organization. 

Effective employee recognition is a critical component of employee engagement and can help to 
motivate employees to perform at their best. By following these key elements, employers can create 
a culture of appreciation and recognition that supports employee success and contributes to the 
overall success of the organization. 
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9.4 Importance of Employee Recognition 

Even small amounts of recognition can provide a big morale boost for employees. In fact, 
sometimes it's the little things that can make a big difference in how employees feel about their job 
and their employer. 

Research shows that employees who feel valued and appreciated are more engaged, motivated, 
and committed to their job and organization. Simple acts of recognition, such as a sincere thank 
you, a note of appreciation, or public recognition in front of colleagues, can go a long way in 
making employees feel recognized and valued. 

In addition, small and frequent acts of recognition can have a cumulative effect, building up over 
time and creating a positive and supportive work culture. 

 

There are several key factors that contribute to employee performance, including: 

Clear Expectations: Employees need to know what is expected of them in terms of their job duties, 
goals, and performance metrics. Clear and specific expectations help employees stay focused and 
motivated. 

Adequate Resources: Employees require the necessary resources to perform their job effectively, 
including training, equipment, technology, and support from management. 

Feedback and Recognition: Regular feedback and recognition help employees understand how 
they are performing and where they can improve. Positive reinforcement also reinforces good 
performance and motivates employees to continue doing well. 

Positive Work Environment: A positive work environment with good morale, healthy 
communication, and teamwork can positively impact employee performance. 

Opportunity for Growth and Development: Employees who have opportunities for professional 
growth and development are more likely to be engaged and committed to their job and 
organization. 

Fair Compensation and Benefits: Fair compensation and benefits are important in attracting and 
retaining top talent. Employees who feel they are fairly compensated are more likely to be satisfied 
with their job and perform well. 

Leadership and Management: Effective leadership and management play a crucial role in 
employee performance. Managers who are supportive, communicative, and provide guidance and 
feedback help employees perform at their best. 

 

Employee Recognition- A Challenge 

Employee recognition can be a challenge for many organizations. Here are some common 
challenges that organizations may face when it comes to recognizing their employees: 

Lack of a formal recognition program: Many organizations do not have a formal recognition 
program in place. This can make it difficult to recognize employees consistently and effectively. 

Inconsistent recognition: Even when organizations have a recognition program, it can be 
challenging to ensure that recognition is consistent across the organization. Some managers may be 
more proactive in recognizing employees than others, leading to disparities in recognition. 

Lack of resources: Organizations may not have the resources to provide meaningful recognition to 
their employees. This can include financial resources, as well as the time and effort required to 
develop and implement recognition programs. 

Limited understanding of what motivates employees: Organizations may not fully understand 
what motivates their employees, making it difficult to provide meaningful recognition. For 
example, some employees may be motivated by financial rewards, while others may prefer public 
recognition or opportunities for professional development. 

Resistance to change: Implementing a new recognition program may require changes to existing 
processes and systems, which can be met with resistance from employees and managers. 

To overcome these challenges, organizations can take several steps. These include: 
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Developing a formal recognition program that is consistent and inclusive of all employees. 

Providing training to managers to ensure that recognition is consistent across the organization. 

 

Allocating resources to recognition programs, including financial resources and time for planning 
and implementation. 

Conducting surveys or focus groups to understand what motivates employees and tailoring 
recognition programs accordingly. 

Communicating the benefits of recognition programs and gaining buy-in from employees and 
managers. 

By addressing these challenges, organizations can create a culture of recognition that leads to 
increased employee engagement, job satisfaction, and performance. 

 

9.5 How to Retain Best Talent? 

Retaining top talent is crucial for the success of any organization, and there are several strategies 
that can be employed to achieve this. Here are some tips to retain your best talent: 

Provide competitive compensation: One of the most effective ways to retain top talent is to offer 
competitive compensation packages, including salary, bonuses, and benefits. Ensure that your 
salaries and benefits packages are in line with industry standards and competitive enough to attract 
and retain top talent. 

Create a positive work environment: Employees are more likely to stay with an organization if 
they enjoy the work environment. Create a positive workplace culture by promoting teamwork, 
providing opportunities for professional development, and recognizing and rewarding employees 
for their achievements. 

Offer growth and development opportunities: Top talent wants to grow and develop their skills. 
Provide opportunities for employees to learn new skills, take on new challenges, and advance their 
careers within the organization. 

Encourage work-life balance: Work-life balance is important for employee well-being and job 
satisfaction. Offer flexible work arrangements, such as remote work, flexible schedules, and paid 
time off, to help employees manage their personal and professional lives. 

Foster open communication: Encourage open communication between employees and 
management. Create an environment where employees feel comfortable sharing their ideas, 
concerns, and feedback. This can help build trust and improve job satisfaction. 

Recognize and reward good performance: Recognize and reward employees for their hard work 
and achievements. This can include bonuses, promotions, and other incentives. It's essential to 
ensure that recognition is fair and consistent across all employees. 

By implementing these strategies, you can increase the chances of retaining your top talent and 
building a strong and successful organization. 

 

Employee motivation and organizational performance 

Employee motivation can have a significant impact on organizational performance. Motivated 
employees are more likely to be engaged, committed, and productive, which can lead to improved 
outcomes for the organization. Here are some ways that employee motivation can impact 
organizational performance: 

Increased productivity: When employees are motivated, they are more likely to be productive. 
They are committed to their work and willing to put in the effort required to achieve their goals. 
This can lead to increased productivity and better performance for the organization. 

Improved quality of work: Motivated employees are more likely to produce high-quality work. 
They take pride in their work and strive for excellence, leading to better outcomes for the 
organization. 
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Reduced absenteeism and turnover: Motivated employees are more likely to be satisfied with their 
jobs and less likely to miss work or leave the organization. This can help reduce absenteeism and 
turnover, which can be costly and disruptive to the organization. 

 

Enhanced customer satisfaction: Motivated employees are more likely to provide excellent 
customer service. They are engaged with their work and committed to meeting the needs of 
customers, leading to higher levels of customer satisfaction. 

Innovation and creativity: Motivated employees are more likely to be innovative and creative. 
They are willing to take risks and try new approaches, which can lead to new ideas and solutions 
for the organization. 

Overall, employee motivation is critical to organizational performance. By creating a work 
environment that fosters motivation, organizations can achieve higher levels of productivity, 
quality, customer satisfaction, and innovation. This, in turn, can lead to improved outcomes and 
greater success for the organization. 

 

9.6 Program to Motivate Employee Performance 

A program to motivate employee performance can be designed by following these steps: 

Set clear and specific goals: The first step is to set clear and specific goals for employees to work 

towards. These goals should be aligned with the overall objectives of the organization and should 
be achievable but challenging. 

Provide regular feedback: Employees need regular feedback to know how they are performing 
and where they can improve. Managers should provide constructive feedback on a regular basis, 
both in the form of positive reinforcement for good performance and constructive criticism for 
areas that need improvement. 

Offer training and development opportunities: Employees are more likely to be motivated if 

they feel that they are growing and developing in their role. Employers should offer training and 
development opportunities that are relevant to the employee's job and help to build their skills and 
knowledge. 

Offer incentives and rewards: Incentives and rewards can be a powerful motivator for 
employees. These can include bonuses, promotions, time off, or other rewards that are tied to 
achieving specific performance goals. 

Foster a positive work environment: A positive and supportive work environment can help to 
motivate employees by creating a sense of belonging and purpose. Employers should encourage 
open communication, teamwork, and collaboration, and create a culture of respect and inclusivity. 

Encourage employee engagement: Employees who are engaged with their work are more 
likely to be motivated and perform at their best. Employers should encourage employee 
engagement by involving employees in decision-making, offering opportunities for feedback and 
input, and providing opportunities for employees to take on new challenges. 

Celebrate successes: Finally, it is important to celebrate successes and achievements along the 

way. This can help to reinforce the positive behavior and motivate employees to continue to 
perform at their best. 

By following these steps, employers can create a program to motivate employee performance that 
helps to build a culture of engagement, productivity, and success. 

 

Impact of Motivation and Recognition on Employee’s Performance 

Motivation and recognition are two key factors that can have a significant impact on employee 
performance. Here are some ways that motivation and recognition can positively impact employee 
performance: 

Increased productivity: Motivated and recognized employees are more likely to be productive. 
They are driven to work harder and more efficiently, leading to increased productivity and better 
performance. 
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Improved morale: When employees feel motivated and recognized, their morale is likely to be 
higher. This can lead to a more positive work environment, where employees are more likely to be 
engaged, committed, and satisfied with their jobs. 

 

Reduced turnover: Employees who feel motivated and recognized are more likely to stay with their 
employer. This can help reduce turnover rates, which can be costly and disruptive to organizations. 

Enhanced job satisfaction: Motivation and recognition can lead to increased job satisfaction, which 
can result in better employee performance. When employees are satisfied with their jobs, they are 
more likely to be engaged, committed, and motivated to perform well. 

Better quality of work: When employees feel motivated and recognized, they are more likely to 
produce high-quality work. They take pride in their work and strive for excellence, leading to better 
outcomes for the organization. 

Improved teamwork: Motivated and recognized employees are more likely to work collaboratively 
and effectively with their colleagues. This can lead to improved teamwork and better outcomes for 
the organization. 

Overall, motivation and recognition can have a powerful impact on employee performance. By 
providing employees with the right incentives and recognition, organizations can create a more 
engaged, productive, and successful workforce. 

 

Summary 

Overall, employee motivation is critical to organizational performance. By creating a work 
environment that fosters motivation, organizations can achieve higher levels of productivity, 
quality, customer satisfaction, and innovation. This, in turn, can lead to improved outcomes and 
greater success for the organization. 

 

Keywords 

Motivation, recognition, performance 

 

Self Assessment 

1. What is motivation? 

A. The process of achieving goals 

B. The process of reducing stress 

C. The process of providing direction to employees 

D. The process of encouraging and energizing employees to achieve goals 

 

2. What is the primary goal of employee recognition programs? 

A. To reward employees for meeting their performance goals 

B. To encourage employees to compete against each other 

C. To promote teamwork and collaboration among employees 

D. To increase employee turnover 

 

3. Which of the following is an example of intrinsic motivation? 

A. A bonus for achieving sales targets 

B. A promotion to a higher position 

C. The satisfaction of completing a challenging task 

D. None of the above 
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4. Which of the following is an example of extrinsic motivation? 

A. Personal growth and development 

B. Self-esteem and confidence 

C. Monetary rewards for good performance 

D. None of the above 

 

5. What is the difference between motivation and job satisfaction? 

A. Motivation is the process of encouraging and energizing employees to achieve goals, while 

job satisfaction is the level of happiness an employee has with their job. 

B. Motivation is the level of happiness an employee has with their job, while job satisfaction is 

the process of encouraging and energizing employees to achieve goals. 

C. There is no difference between motivation and job satisfaction. 

D. None of the above. 

 

6. Which of the following is NOT a benefit of employee recognition programs? 

A. Increased employee engagement 

B. Improved job satisfaction 

C. Higher employee turnover 

D. Boosted employee morale 

 

7. Which type of employee recognition is most commonly used by organizations? 

A. Monetary rewards 

B. Public recognition 

C. Personalized recognition 

D. Team-based recognition 

 

8. ____ is the set of forces that energize, direct, and sustain behavior. 

A. Motivation 

B. Expectancy 

C. Empowerment 

D. Socialization 

 

9. Which of the following is NOT an internal motivational force? 

A. goals 

B. needs 

C. attitudes 

D. feedback 

 

10. Employee motivation is highly responsible in stimulating workplace 

A. harmony, 

B. commitment and 

C. overall employee performance at the workplace 
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D. All of above  

 

11. What is employee recognition? 

A. The process of disciplining employees 

B. The process of acknowledging and rewarding employees for their contributions 

C. The process of firing underperforming employees 

D. The process of hiring new employees 

 

12. Which of the following is NOT a benefit of employee recognition? 

A. Increased employee engagement 

B. Improved employee retention 

C. Decreased employee morale 

D. Increased productivity 

 

13. What are some ways to recognize employees? 

A. Providing verbal recognition and praise 

B. Offering bonuses and financial incentives 

C. Providing opportunities for professional development 

D. All of the above 

 

14. What is the purpose of employee recognition? 

A. To increase profits for the company 

B. To improve employee performance 

C. To reduce employee benefits 

D. To increase employee turnover 

 

15. How can managers ensure that employee recognition is effective? 

A. By providing consistent and timely recognition 

B. By providing recognition in a public forum 

C. By providing recognition that is meaningful to the employee 

D. All of the above 

 

Answers for Self Assessment 

1. D 2. A 3. C 4. C 5. A 

6. C 7. A 8. A 9. D 10. D 

11. B 12. C 13. D 14. B 15. D 

Review Questions 

Q1. What is motivation? What kind of motivation can best be used to increase employee 

performance? 
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Q2. What are the various methods to motivate employees? 

Q3. One of the most important functions of management is to ensure that employee work is 

more satisfying and to reconcile employee motivation with organizational goals. Being the 

manager of the company how you manage the compensation plan in the organsistaion to 

motivate the employees 

Q4. The employees have their differences in terms of the concept of motivation 

Employee Motivation is the key factor to help up the capacity of an association. Do you think 

money motivate employees? Opine your views with relevant justification. 

Q5. Respect is a powerful motivator in many relationships, including those between managers 

and their employees. Do you agree to this statement or not ? 

 

 
Further Readings 

How to Recognize and Reward Employees: 150 Ways to Inspire Peak Performance, Donna 

Deep rose  

 

 

Web Links 

https://www.perkbox.com/uk/resources/blog/why-employee-motivation-is-important-and-how-to-

improve-measure-and-maintain-it 

https://in.indeed.com/career-advice/career-development/types-of-motivation 
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Objective 

After studying this unit, you will be able to 

• to understand the concept of Reward Strategy and psychological contracts, 

• to get awareness about the Employee working conditions in India, 

• to learn about various Employee welfare activities undertaken in corporate sector 

• to understand the concept of Reward Strategy and psychological contracts, 

• to get awareness about the Employee working conditions in India, 

• to learn about various Employee welfare activities undertaken in corporate sector, 

 

Introduction 

The reward strategy is crucial for organizations as it plays a significant role in attracting, 
motivating, and retaining employees. An effective reward strategy helps in attracting top talent to 
an organization. A competitive and appealing rewards package can differentiate an organization 
from its competitors and make it an employer of choice. Reward programs that recognize and 
reward employees' efforts and achievements can boost motivation and enhance employee 
engagement. When employees feel valued and rewarded for their contributions, they are more 
likely to be committed, productive, and satisfied in their roles  

 

10.1 Employee Welfare 

Employee welfare refers to the efforts and policies that organizations put in place to promote the 
well-being of their employees. Employee welfare programs can encompass a range of initiatives, 
including health and safety programs, employee benefits, work-life balance policies, and 
opportunities for career development. 

 

Here are some examples of employee welfare programs 

Dr. Shivani Dhand, Lovely Professional University 
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Health and safety programs: Organizations can provide access to health and safety programs to 
help employees maintain their physical and mental health. These programs may include wellness 
initiatives, health screenings, and ergonomic assessments. 

Employee benefits: Organizations can provide a range of employee benefits to help support their 
employees' financial well-being, including health insurance, retirement plans, and paid time off. 

Work-life balance policies: Organizations can offer flexible work arrangements, such as 
telecommuting and flexible schedules, to help employees balance their work and personal lives. 

Training and development opportunities: Organizations can provide employees with 
opportunities for training and career development, including mentorship programs and tuition 
reimbursement. 

Employee assistance programs: Organizations can provide employee assistance programs to help 
employees address personal and work-related issues, such as stress, substance abuse, and financial 
problems. 

By implementing employee welfare programs, organizations can demonstrate their commitment to 
the well-being of their employees. This, in turn, can help to improve employee satisfaction, 
engagement, and performance, leading to better outcomes for the organization. 

 

Welfare concept- in the eyes of law 

In the context of employment law, the welfare concept refers to the responsibility of employers to 
ensure the health, safety, and well-being of their employees while at work. This concept is 
enshrined in various laws and regulations designed to protect workers from hazards in the 
workplace and to promote their physical and mental health. 

In many countries, including the United States, the welfare concept is reflected in the Occupational 
Safety and Health Act (OSHA), which sets forth a variety of standards and regulations designed to 
protect workers from hazardous conditions. Under OSHA, employers are required to provide a safe 
and healthy workplace, free from recognized hazards that are likely to cause death or serious 
physical harm. 

Similarly, in the European Union, the welfare concept is reflected in the Framework Directive on 
Safety and Health at Work, which sets forth a framework for protecting the health and safety of 
workers throughout the EU. This directive requires employers to identify and assess workplace 
hazards, take steps to prevent or control those hazards, and provide information and training to 
employees on health and safety issues. 

Other laws and regulations that reflect the welfare concept include workers' compensation laws, 
which require employers to provide benefits to employees who are injured or become ill as a result 
of their work, and anti-discrimination laws, which prohibit employers from discriminating against 
employees on the basis of race, gender, age, or other protected characteristics. 

Overall, the welfare concept in the eyes of the law places a significant responsibility on employers 
to ensure the health, safety, and well-being of their employees. By complying with these laws and 
regulations, employers can create a safer, healthier, and more productive workplace for their 
employees. 

 

10.2 History of Welfare of the Employees 

The history of employee welfare dates back to the Industrial Revolution in the late 18th and early 
19th centuries, when workers began to demand better working conditions, higher wages, and 
greater protection from the hazards of industrial work. In response to these demands, many 
employers began to implement welfare programs to improve the well-being of their employees. 

One of the earliest examples of employee welfare was the creation of "friendly societies" in the 
United Kingdom in the 18th century. These were mutual aid societies that provided workers with 
access to financial assistance in times of illness, injury, or unemployment. 

In the late 19th and early 20th centuries, many employers in the United States began to implement 
welfare programs to improve the health and safety of their workers. These programs included 
measures such as workplace safety inspections, training programs, and medical care facilities. 
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During the early 20th century, a number of labor laws were passed in the United States to protect 
workers' rights and promote their welfare. These laws included the Fair Labor Standards Act of 
1938, which established a minimum wage and maximum workweek, and the Social Security Act of 
1935, which provided workers with retirement benefits and other forms of social insurance. 

In the mid-20th century, many companies began to implement more comprehensive employee 
welfare programs, such as employee assistance programs, wellness programs, and retirement 
plans. These programs were designed to improve the overall well-being of employees and to attract 
and retain talented workers. 

Today, employee welfare remains an important issue in many countries around the world. Many 
employers continue to implement programs to improve the health, safety, and well-being of their 
workers, and governments continue to pass laws and regulations to protect workers' rights and 
promote their welfare. 

The purpose of employee welfare is to promote the health, safety, and well-being of employees in 
the workplace. Employee welfare programs are designed to provide workers with a range of 
benefits and services that help to meet their physical, emotional, and social needs. Some of the main 
purposes of employee welfare programs include: 

Improving employee health: Employee welfare programs can help to promote the physical health 
of employees by providing access to health and wellness services such as medical care, health 
screenings, and fitness programs. This can help to reduce absenteeism and improve productivity. 

Enhancing job satisfaction: Employee welfare programs can help to improve job satisfaction by 
providing workers with a range of benefits and services that meet their personal and professional 
needs. This can help to improve employee morale and reduce turnover. 

Promoting work-life balance: Employee welfare programs can help to promote work-life balance by 
providing workers with flexible work arrangements, time off for personal and family needs, and 
other benefits that allow them to balance work and personal responsibilities. 

Attracting and retaining talent: Employee welfare programs can help to attract and retain talented 
employees by providing them with a range of benefits and services that meet their needs. This can 
help to create a positive image for the organization and improve the organization's ability to attract 
and retain talented workers. 

Meeting legal requirements: Many employee welfare programs are required by law, such as 
workers' compensation programs and health and safety regulations. By meeting these legal 
requirements, employers can avoid penalties and legal liabilities. 

The purpose of employee welfare is to create a positive work environment that supports the health, 
safety, and well-being of employees, and helps to attract and retain talented workers. By investing 
in employee welfare programs, organizations can create a more productive, engaged, and satisfied 
workforce. 

 

Purpose of Employee Welfare  

The purpose of employee welfare is to promote the health, safety, and well-being of employees in 
the workplace. Employee welfare programs are designed to provide workers with a range of 
benefits and services that help to meet their physical, emotional, and social needs. Some of the main 
purposes of employee welfare programs include: 

Improving employee health: Employee welfare programs can help to promote the physical health 
of employees by providing access to health and wellness services such as medical care, health 
screenings, and fitness programs. This can help to reduce absenteeism and improve productivity. 

Enhancing job satisfaction: Employee welfare programs can help to improve job satisfaction by 
providing workers with a range of benefits and services that meet their personal and professional 
needs. This can help to improve employee morale and reduce turnover. 

Promoting work-life balance: Employee welfare programs can help to promote work-life balance by 
providing workers with flexible work arrangements, time off for personal and family needs, and 
other benefits that allow them to balance work and personal responsibilities. 

Attracting and retaining talent: Employee welfare programs can help to attract and retain talented 
employees by providing them with a range of benefits and services that meet their needs. This can 

Lovely Professional University 95



Compensation Management  

 

Notes 

help to create a positive image for the organization and improve the organization's ability to attract 
and retain talented workers. 

Meeting legal requirements: Many employee welfare programs are required by law, such as 
workers' compensation programs and health and safety regulations. By meeting these legal 
requirements, employers can avoid penalties and legal liabilities. 

The purpose of employee welfare is to create a positive work environment that supports the health, 
safety, and well-being of employees, and helps to attract and retain talented workers. By investing 
in employee welfare programs, organizations can create a more productive, engaged, and satisfied 
workforce. 

 

Reasons for the employee welfare activities in India 

Employee welfare activities are an important aspect of human resource management in India. 
There are several reasons why organizations in India undertake employee welfare activities. Some 
of these reasons include: 

Social responsibility: Many organizations in India view employee welfare activities as a way to 
fulfill their social responsibility towards their employees and the wider community. By investing in 
employee welfare activities, organizations can demonstrate their commitment to the well-being of 
their employees and contribute to the social and economic development of the country. 

Legal requirements: In India, there are several legal requirements related to employee welfare, such 
as the Factories Act, 1948, the Employee State Insurance Act, 1948, and the Maternity Benefit Act, 
1961. Employers are required to comply with these laws and provide employees with benefits such 
as health insurance, maternity leave, and access to medical care. 

Employee retention and engagement: Employee welfare activities can help organizations to attract 
and retain talented employees by creating a positive work environment and demonstrating a 
commitment to employee well-being. When employees feel that their employers care about their 
well-being, they are more likely to be engaged and committed to their work. 

Increased productivity: By providing employees with access to health and wellness programs, 
training and development opportunities, and other benefits, organizations can improve employee 
health and well-being, which can lead to increased productivity and reduced absenteeism. 

Competitive advantage: In today's competitive business environment, organizations that invest in 
employee welfare activities can gain a competitive advantage by attracting and retaining talented 
employees, improving productivity, and enhancing their reputation as a socially responsible 
organization. 

Overall, employee welfare activities are an important aspect of human resource management in 
India, and are viewed as a way to fulfill legal requirements, demonstrate social responsibility, 
improve employee engagement and productivity, and gain a competitive advantage. 

 

Significance of Employee welfare 

Improved employee morale: Employee welfare activities create a positive work environment and 
demonstrate that the organization cares about the well-being of its employees. This can improve 
employee morale and lead to greater job satisfaction and engagement. 

Increased productivity: Employee welfare programs can help to improve employee health and 
well-being, which can lead to increased productivity and reduced absenteeism. 

Enhanced organizational image: By investing in employee welfare activities, organizations can 
enhance their image as a socially responsible employer, which can help to attract and retain 
talented employees and improve the organization's reputation in the community. 

Legal compliance: Many employee welfare programs are required by law, such as workers' 
compensation programs and health and safety regulations. By meeting these legal requirements, 
employers can avoid penalties and legal liabilities. 

Reduced turnover: Employee welfare programs can help to attract and retain talented employees 
by providing them with a range of benefits and services that meet their needs. This can help to 
reduce turnover and the costs associated with recruiting and training new employees. 
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Better employee relations: Employee welfare programs can help to improve employee relations by 
promoting open communication, fostering a positive work environment, and providing employees 
with opportunities to provide feedback and suggestions. 

Overall, the significance of employee welfare lies in its ability to create a positive work 
environment, improve employee well-being, and enhance the organization's image and reputation. 
By investing in employee welfare activities, organizations can create a more productive, engaged, 
and satisfied workforce, and improve their overall performance and competitiveness. 

 

In India, there are several statutory provisions that mandate the welfare of employees. 
Some of the important provisions are: 

The Employees' Provident Funds and Miscellaneous Provisions Act, 1952: This act 

provides for the establishment of a provident fund for employees in industries and other 
establishments. The act aims to provide social security to employees in the form of retirement 
benefits, such as a pension or a lump sum payment. 

 

The Employees' State Insurance Act, 1948 

This act provides for medical care, cash benefits, and other benefits, such as maternity benefits and 
disability benefits, to employees and their dependents. The act aims to provide social security to 
employees in case of illness, injury, or disability. The Employees' State Insurance Act, 1948 is a 
social security legislation in India that provides for medical care, cash benefits, and other benefits, 
such as maternity benefits and disability benefits, to employees and their dependents. The act is 
applicable to all employees who earn up to a certain wage limit and work in certain specified 
industries and establishments. Under the act, employers are required to contribute to the Employee 
State Insurance (ESI) fund on behalf of their employees, and employees are also required to 
contribute a small percentage of their salary towards the fund. The fund is managed by the 
Employees' State Insurance Corporation (ESIC), which is a statutory body set up under the act. The 
benefits provided under the act include medical care, sickness benefits, maternity benefits, 
disablement benefits, dependent benefits, and funeral expenses. The medical care includes both 
preventive and curative services and is provided through a network of ESI hospitals, dispensaries, 
and clinics. The act also mandates the provision of certain facilities, such as first aid boxes, canteens, 
restrooms, and crèches, in establishments covered under the act. Employers are required to ensure 
that these facilities are available to their employees and comply with the prescribed standards. The 
Employees' State Insurance Act, 1948 aims to provide social security to employees in case of illness, 
injury, or disability. The act has been amended several times over the years to expand its coverage 
and benefits and to keep pace with the changing needs of the workforce. The act is an important 
legislation in India that ensures that employees have access to basic healthcare and other benefits, 
and helps to promote the well-being of workers and their families. 

The Factories Act, 1948: This act provides for the health, safety, and welfare of workers 

employed in factories. The act mandates that every factory must provide basic facilities, such as 
drinking water, latrines, and first aid kits, and ensure the safety of workers by providing protective 
equipment, such as goggles, helmets, and gloves. 

The Factories Act, 1948 is a social welfare legislation in India that regulates the health, safety, and 
welfare of workers employed in factories. The act is applicable to all factories where 10 or more 
workers are employed with the use of power, and to factories where 20 or more workers are 
employed without the use of power 

Under the act, every factory is required to maintain certain standards related to health, safety, and 
welfare of workers. The act mandates that every factory must provide basic facilities, such as 
drinking water, latrines, and first aid kits, and ensure the safety of workers by providing protective 
equipment, such as goggles, helmets, and gloves. The act also regulates the working conditions in 
factories, including working hours, overtime, and weekly holidays. 

The act also mandates that factories with more than 50 workers must have a safety committee, 
which includes representatives of workers and management, to promote safety and health in the 
workplace. The committee is responsible for identifying potential hazards and suggesting measures 
to prevent accidents and improve working conditions. 
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The Factories Act, 1948 aims to protect the health, safety, and welfare of workers in factories and to 
ensure that basic facilities and working conditions are provided to workers. The act has been 
amended several times over the years to expand its coverage and to keep pace with the changing 
needs of the workforce. The act is an important legislation in India that helps to promote the well-
being of workers and to ensure that they are treated fairly and with dignity in the workplace. 

The Payment of Bonus Act, 1965: This act provides for the payment of an annual bonus to 
employees who earn a certain minimum amount of wages. The act aims to provide an incentive to 
employees and to improve their economic condition. 

The Maternity Benefit Act, 1961: This act provides for maternity leave and other benefits to women 
employees who are pregnant or have recently given birth. The act aims to protect the health of 
women employees and to promote gender equality in the workplace. 

 

10.3 The Workmen’s Compensation Act 1923 

The Workmen's Compensation Act 1923 is an Indian legislation that provides for the payment of 
compensation to workers or their dependents in case of injury or death arising out of and in the 
course of employment. The Act applies to all establishments where manual labor is performed and 
where the number of employees exceeds a specified minimum. 

The key provisions of the Act are: 

Employer's Liability: The Act makes it mandatory for the employer to pay compensation to the 
workers or their dependents in case of injury or death caused by an accident arising out of and in 
the course of employment. The employer is also liable to pay compensation in case of occupational 
diseases or disablement caused by the nature of work. 

Amount of Compensation: The amount of compensation payable depends on the nature of injury 
or death and the monthly wages of the worker. The Act provides for a schedule of compensation 
based on the percentage of monthly wages of the worker. The minimum and maximum 
compensation amounts are also specified in the Act. 

Claims and Procedure: The Act provides for a simple and speedy procedure for making claims and 
settling disputes. The worker or his/her dependents can file a claim for compensation within two 
years from the date of the accident or death. The claim can be filed before the Commissioner of 
Workmen's Compensation appointed by the State Government. 

Employers' Obligations: The Act places certain obligations on the employer to ensure the safety 
and welfare of the workers. The employer is required to maintain proper records of accidents, 
furnish necessary information to the Commissioner, and provide medical aid and compensation to 
the workers or their dependents. 

The Workmen's Compensation Act 1923 is an important legislation that seeks to provide a safety 
net for workers in case of injury or death arising out of and in the course of employment. It ensures 
that workers or their dependents are compensated for the loss of income and the pain and suffering 
caused by accidents or occupational diseases. 

 

The Employees’ Provident Fund Act 1952 

The purpose of this Act: An Act to provide for the institution of Provident Funds, pension funds 
and deposit linked fund for employees in factories and other establishments. Contributions of 10% 
of the wages are paid by the employer and another 10% by the employees. This amount is 
deposited with the government which pays an interest. This Act also now has provisions for 
pension scheme. 

These statutory provisions aim to provide social security and welfare benefits to employees in 
India. Employers are required to comply with these provisions and ensure that their employees 
receive the benefits they are entitled to under the law. 

 

The Payment Of Gratuity Act, 1972 

Purpose of the Act: An act to provide for scheme for the payment of gratuity to 
employees engaged in factories, mines, oil fields, plantations, ports, railway companies, 
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shops or other establishments and matters connected therewith or incidental thereto. 
Gratuity shall be payable to an employee on the termination of his employment after he 
has rendered continuous service for not less than five years. 

For every completed year of service or part thereof in excess of six months the employer 
shall pay gratuity to an employee at the rate of 15 days’ wages based on the rate of wages 
last drawn by the employee concerned. 

 

Mandatory Leave 

There are three national holidays for which all employees must be given paid time off: Republic 
Day (January 26), Independence Day (August 15), and Gandhi Jayanti (October 2). Other festive 
holidays may also be given depending on the State of employment.  

Outside of the national holidays, The Factories Act requires 12 days of leave for employees that 
have worked at least 240 days in a year. The amount of paid leave that can carry over year to year 
varies basThe Payment of Wages Act, 1936 is an Indian legislation that regulates the payment of 
wages to certain classes of workers. The Act applies to all establishments where the number of 
employees exceeds a specified minimum and where wages do not exceed a certain amount per 
month. 

 

The Payment of Wages Act 

The Payment of Wages Act, 1936 is an Indian legislation that regulates the payment of wages to 
certain classes of workers. The Act applies to all establishments where the number of employees 
exceeds a specified minimum and where wages do not exceed a certain amount per month. 

 

The key provisions of the Act are: 

Time and Mode of Payment: The Act provides that wages should be paid in a timely and regular 
manner, either in cash or through cheque or bank transfer. The employer is required to fix a date 
for payment of wages, which should not be later than the 7th day of the following month. 

Deductions: The Act provides for deductions from wages only under certain circumstances, such 
as for income tax, provident fund, and insurance. The total amount of deductions should not 
exceed 75% of the total wages payable. 

Maintenance of Registers and Records: The employer is required to maintain registers and records 
relating to payment of wages, deductions, and other related information. These records should be 
open for inspection by the labor inspector or other authorized officials. 

Penalties: The Act provides for penalties for non-compliance with its provisions. Any employer 
who violates the Act may be punished with imprisonment for a term up to six months or with a 
fine up to Rs. 1,000, or both. 

The Payment of Wages Act, 1936 is an important legislation that ensures timely and regular 
payment of wages to workers and prevents unauthorized deductions from wages. It provides a 
mechanism for redressal of grievances related to non-payment or underpayment of wages. The Act 
also aims to protect the interests of workers by ensuring transparency and accountability in wage 
payments. 

 

10.4 Creating an Effective Employee Rewards and Recognition System 

Creating an effective employee rewards and recognition system is an important part of any 
successful business. Here are some steps you can follow to create a system that will motivate and 
engage your employees: 

Identify the behaviors and outcomes you want to reward: Begin by identifying the behaviors and 
outcomes that you want to encourage in your employees. This can include things like meeting 
deadlines, demonstrating exceptional customer service, or going above and beyond in their role. 
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Determine the types of rewards: Once you've identified the behaviors and outcomes you want to 
reward, decide what types of rewards you will offer. This can include things like bonuses, gift 
cards, extra time off, or even public recognition. 

Establish a clear and fair criteria for rewards: It is important to establish clear and fair criteria for 
who will receive rewards and how they will be given out. This can include things like performance 
metrics or a point system that is transparent and consistent. 

Communicate the rewards and recognition system: Ensure that all employees understand the 
rewards and recognition system by communicating it clearly and frequently. This can be done 
through emails, meetings, or even a dedicated section on the company intranet. 

Track and monitor progress: To ensure the rewards and recognition system is effective, it is 
important to track and monitor progress regularly. This can help you identify areas where 
employees are excelling and where improvements can be made. 

Celebrate successes: Celebrate the successes of your employees by publicly recognizing and 
rewarding them. This can help build morale and motivate others to strive for similar achievements. 

Continually evaluate and adjust: Finally, it is important to continually evaluate and adjust the 
rewards and recognition system as needed. This can help ensure it remains effective and relevant 
over time. 

 

 Case Study: Employee Welfare at XYZ Company 

XYZ Company is a leading organization in the manufacturing industry with over 1,500 
employees across various locations in the country. The company is committed to providing a 
supportive work environment and promoting employee welfare. 

Employee welfare initiatives at XYZ Company: 

Health and Wellness Programs: XYZ Company offers a range of health and wellness programs 
to support the physical and mental health of employees. This includes annual health check-ups, 
on-site fitness facilities, nutrition counseling, and mental health support. 

Employee Assistance Program (EAP): The company provides an EAP to assist employees with 
personal or work-related issues. The EAP offers confidential counseling services, legal and 
financial advice, and access to resources for childcare, eldercare, and other services. 

Flexible Work Arrangements: The company provides flexible work arrangements such as 
telecommuting, flexible work hours, and job-sharing to help employees achieve work-life 
balance. 

Education and Training: XYZ Company provides training and development opportunities to 
help employees enhance their skills and advance in their careers. The company also offers tuition 
reimbursement for employees pursuing higher education. 

Employee Recognition and Rewards: The company recognizes and rewards employees for their 
contributions through various programs such as employee of the month, service awards, and 
performance-based bonuses. 

 

Impact of employee welfare initiatives: 

The employee welfare initiatives at XYZ Company have had a positive impact on employee 
satisfaction, engagement, and retention. Employee surveys indicate that over 90% of employees 
are satisfied with the company's benefits and welfare programs. The company has also seen a 
decrease in absenteeism and turnover rates, indicating that employees are more committed to 
their jobs and the company. 

 

Conclusion: 

XYZ Company's commitment to employee welfare has created a positive work environment and 
a culture of support and engagement. The company's initiatives have not only benefited 
employees but also contributed to the company's success by improving productivity and 
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reducing turnover. As a result, XYZ Company has become a sought-after employer in the 
industry and a leader in employee welfare. 

 

10.5 Importance of Reward and Recognition 

Reward and recognition are important because they can motivate employees to perform better, be 
more engaged, and improve their job satisfaction. Here are some specific reasons why reward and 
recognition are important in the workplace: 

Increases motivation: When employees are rewarded for their hard work, they are more likely to 
be motivated to continue performing at a high level. Rewards can also provide a sense of 
accomplishment and recognition, which can further motivate employees to strive for excellence. 

Improves job satisfaction: Recognition and rewards can increase job satisfaction by making 
employees feel valued and appreciated for their efforts. This can lead to a more positive work 
environment and a greater sense of loyalty to the company. 

Enhances engagement: Employees who feel recognized and appreciated are more likely to be 
engaged in their work and feel invested in the success of the company. This can lead to increased 
productivity, better collaboration, and higher levels of innovation. 

 

Attracts and retains top talent: A strong rewards and recognition program can help attract and 
retain top talent by demonstrating that the company values its employees and is committed to their 
growth and development. 

Encourages desired behaviors: Rewards and recognition can be used to encourage employees to 
exhibit specific behaviors or achieve certain goals. This can help align employee efforts with the 
company's objectives and create a culture of continuous improvement. 

Overall, reward and recognition can be powerful tools for motivating, engaging, and retaining 
employees, which can ultimately lead to a more successful and productive organization. 

 

What is a Total Rewards Strategy? 

A Total Rewards Strategy is a comprehensive approach to employee compensation that goes 
beyond traditional salary and benefits to include a wide range of rewards and recognition. This 
strategy recognizes that employees are motivated by a variety of factors, including salary, benefits, 
recognition, work-life balance, and career growth opportunities. 

A Total Rewards Strategy typically includes the following components: 

Compensation: This includes base salary, bonuses, and other financial incentives that are designed 
to reward employees for their performance and contributions. 

Benefits: This includes health insurance, retirement plans, and other non-cash benefits that help 
employees manage their health, wealth, and well-being. 

Work-life balance: This includes flexible work arrangements, paid time off, and other benefits that 
allow employees to maintain a healthy balance between work and personal life. 

Career development: This includes opportunities for training, education, and career growth that 
help employees develop new skills and advance in their careers. 

Recognition and rewards: This includes formal and informal recognition programs that 
acknowledge employee contributions and celebrate their successes. 

A Total Rewards Strategy is designed to attract, retain, and motivate employees by providing a 
comprehensive package of rewards and recognition that meets their needs and expectations. By 
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taking a holistic approach to compensation, companies can create a more engaged, productive, and 
loyal workforce that is committed to achieving the organization's goals. 

 

A comprehensive reward strategy includes five main components: 

Compensation: Compensation includes the base salary, bonuses, and other financial incentives that 
employees receive for their work. This component is focused on ensuring that employees are fairly 
compensated for their contributions, skills, and experience. 

Benefits: Benefits refer to non-cash rewards that are designed to support employees' health, well-
being, and financial security. This component may include health insurance, retirement plans, life 
insurance, disability insurance, and other perks like gym memberships or employee discounts. 

Recognition and Rewards: Recognition and rewards refer to formal and informal programs that 
acknowledge and celebrate employee achievements, milestones, and contributions. This component 
can include performance-based bonuses, spot awards, employee-of-the-month programs, and other 
recognition initiatives. 

Career Development: Career development refers to the opportunities that employees have to learn 
new skills, grow their careers, and advance within the organization. This component can include 
training programs, mentoring, coaching, job rotations, and other development initiatives. 

Work-life Balance: Work-life balance refers to the policies and programs that support employees' 
ability to manage their work and personal responsibilities. This component can include flexible 
work arrangements, paid time off, parental leave, and other benefits that help employees achieve a 
healthy balance between work and life. 

A well-designed reward strategy takes into account the unique needs and preferences of employees 
and aligns with the overall business strategy. By offering a comprehensive package of 
compensation, benefits, recognition, career development, and work-life balance initiatives, 
companies can attract, retain, and engage top talent and drive business success. 

Why Does Your Organization Need a  Rewards Strategy? 

A Rewards Strategy is important for any organization because it helps attract and retain top talent, 
increase employee engagement and motivation, and drive business results. Here are some specific 
reasons why your organization needs a Rewards Strategy: 

Attract and retain top talent: A well-designed Rewards Strategy can help your organization attract 
and retain top talent by offering competitive compensation, benefits, and recognition programs. 
This can help differentiate your organization from competitors and create a more engaged and 
loyal workforce. 

Increase employee engagement and motivation: A Rewards Strategy can help increase employee 
engagement and motivation by recognizing and rewarding employees for their contributions and 
achievements. This can help create a more positive and productive work environment and boost 
employee morale and job satisfaction. 

Drive business results: A Rewards Strategy that is aligned with the organization's goals and 
objectives can help drive business results by motivating employees to focus on key priorities and 
achieve strategic objectives. This can lead to increased productivity, improved performance, and 
higher levels of innovation. 

Improve retention and reduce turnover: A Rewards Strategy that includes career development 
opportunities and work-life balance initiatives can help improve retention and reduce turnover by 
creating a more fulfilling and supportive work environment. This can help reduce recruitment and 
training costs and ensure continuity and consistency in the workforce. 

Align compensation with business strategy: A Rewards Strategy can help align compensation 
with the organization's business strategy by linking rewards to performance, results, and other key 
metrics. This can help ensure that compensation is fair, transparent, and reflective of the 
organization's priorities and values. 

Overall, a well-designed Rewards Strategy can help your organization achieve its goals and 
objectives by attracting and retaining top talent, increasing employee engagement and motivation, 
driving business results, and creating a positive and productive work environment. 
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Summary 

The purpose of employee welfare is to create a positive work environment that supports the health, 
safety, and well-being of employees, and helps to attract and retain talented workers. By investing 
in employee welfare programs, organizations can create a more productive, engaged, and satisfied 
workforce. A well-designed Rewards Strategy can help your organization achieve its goals and 
objectives by attracting and retaining top talent, increasing employee engagement and motivation, 
driving business results, and creating a positive and productive work environment. Overall, 
reward and recognition can be powerful tools for motivating, engaging, and retaining employees, 
which can ultimately lead to a more successful and productive organization. 

 

Self Assessment 

1. What is employee welfare? 

A. A system for managing employee benefits 

B. A set of programs designed to improve the working conditions and overall well-being of 

employees 

C. An evaluation tool for employee performance 

D. None of the Above 

 

2. Which of the following is an example of an employee welfare program? 

A. Health insurance 

B. Performance review 

C. Time off for vacation 

D. None of the Above 

 

 

3. What is the primary objective of employee welfare programs? 

A. To attract and retain talented employees 

B. To reduce employee turnover 

C. To increase employee productivity 

D. None of the Above 

 

4. Which of the following is not a benefit of employee welfare programs? 

A. Improved employee morale 

B. Increased absenteeism 

C. Higher job satisfaction 

D. None of the Above 

 

5. What is the role of the employer in implementing employee welfare programs? 

A. To provide financial support for the programs 

B. To promote and communicate the benefits of the programs to employees 

C. To delegate responsibility for the programs to employees 
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D. None of the Above 

 

6. What is a Rewards Strategy? 

A. A comprehensive approach to employee compensation that goes beyond traditional salary 

and benefits to include a wide range of rewards and recognition. 

B. A financial incentive that is designed to reward employees for their performance and 

contributions. 

C. A non-cash reward that is designed to support employees' health, well-being, and financial 

security. 

D. A policy and program that support employees' ability to manage their work and personal 

responsibilities. 

 

7. Which of the following is a component of a Total Rewards Strategy? 

A. Compensation 

B. Performance Management 

C. Customer Relationship Management 

D. Sales Forecasting 

 

8. What is the purpose of a Rewards Strategy? 

A. To attract and retain top talent. 

B. To increase employee engagement and motivation. 

C. To drive business results. 

D. All of the above. 

 

9. Which of the following is a component of Compensation in a Rewards Strategy? 

A. Performance-based bonuses 

B. Gym memberships 

C. Health insurance 

D. Parental leave 

 

10. What is the purpose of Recognition and Rewards in a Rewards Strategy? 

A. To support employees' health, well-being, and financial security. 

B. To acknowledge and celebrate employee achievements and contributions. 

C. To provide opportunities for career development and growth. 

D. To support employees' ability to manage their work and personal responsibilities. 

 

11. Which Act regulates the payment of wages to workers in India? 

A. The Employees' State Insurance Act 

B. The Payment of Bonus Act 

C. The Payment of Wages Act 

D. The Maternity Benefit Act 
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12. Which Act provides for the establishment of Employees' Provident Fund Organization 

(EPFO) in India? 

A. The Factories Act 

B. The Employees' State Insurance Act 

C. The Employees' Provident Funds and Miscellaneous Provisions Act 

D. The Industrial Employment (Standing Orders) Act 

13. Which Act provides for the payment of compensation to workers in case of injury or death 

arising out of and in the course of employment? 

A. The Payment of Wages Act 

B. The Industrial Disputes Act 

C. The Workmen's Compensation Act 

D. The Employees' State Insurance Act 

 

14. Which Act provides for the grant of maternity benefits to women workers in India? 

A. The Employees' State Insurance Act 

B. The Payment of Bonus Act 

C. The Maternity Benefit Act 

D. The Child Labor (Prohibition and Regulation) Act 

 

15. Which Act provides for the registration and regulation of establishments employing contract 

labor in India? 

A. The Contract Labor (Regulation and Abolition) Act 

B. The Industrial Employment (Standing Orders) Act 

C. The Payment of Gratuity Act 

D. The Employees' Provident Funds and Miscellaneous Provisions Act 

 

Answers for Self Assessment 

1. B 2. A 3. A 4. B 5. B 

6. A 7. A 8. D 9. A 10. B 

11. C 12. C 13. C 14. C 15. A 

 

Review Questions 

Q1. What are some of the benefits that can be included in an employee welfare program? 

Provide at least five examples. 

Q2. Why Does Your Organization Need a  Rewards Strategy? 

Q3. Let us suppose you are appointed as HR manager in a company .Your CEO has given you 

the task to design reward strategy in your firm. How you will design? 

Q4. Write a note on the employee welfare measures. 

Q5. What are the main objectives of employee welfare programs? 
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Further Readings 

Employee Welfare Measures in Public Enterprises, T.K Kumar, 2011 

 

 
Web Links 

https://www.studocu.com/in/document/university-of-madras/bcom/a-study-on-
employee-welfare-1/27159318 

https://www.gtnartscollege.ac.in/NAAC/Criterion-3/3.4.3/2020-2021/203.pdf 
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Objective 

After studying this unit, you will be able to 

 define normal closure of a field extension 

 understand normal closure with the help of examples 

 

Introduction 

In this unit, we will define the normal closure of a field extension and understand it with the help 
of various examples. 

Students will be able 

 To understand the concept of National wage policy 

 To get awareness about the  Wage policy objectives 

 To learn about various Factors Influencing Sound Wage Policy 

 To explore the historical perspectives of National wage policy 

 

Introduction 

The term “Wage Policy” refers to legislation of government action undertaken to regulate the level 
or structure of wages or both for the purpose of achieving specific objectives of social and economic 
policy.  

The social and economic aspects of wage policy are normally inter-related measure inspired by 
special considerations; inevitably have economic effects and action designed to achieve specific 
economic result has social implications.  

Dr. Shivani Dhand, Lovely Professional University 
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The wage policy of any country should be sound and rational from economic and social point of 
view 

 

11.1 Industrial Democracy and Industrial Peace 

Industrial democracy and industrial peace 

Industrial democracy refers to the idea of involving workers in the decision-making processes of a 
company or organization, giving them a voice and a say in the way the business is run. This can 
take many different forms, such as employee representation on company boards, collective 
bargaining, or employee-owned businesses. 

The concept of industrial democracy emerged as a response to the traditional hierarchical and 
authoritarian management structures that characterized many industries in the past. Advocates of 
industrial democracy argue that by involving workers in decision-making, companies can increase 
employee satisfaction, improve productivity, and build a more harmonious workplace. 

Industrial peace, on the other hand, refers to a state of harmony and cooperation between 
employers and employees, characterized by the absence of strikes, lockouts, and other forms of 
industrial unrest. Industrial peace is often seen as a desirable outcome for both employers and 
employees, as it allows businesses to operate smoothly and workers to enjoy stable employment 
and wages. 

Achieving industrial peace often involves creating a workplace environment that is fair and 
equitable, with clear communication channels between management and employees. It can also 
involve the use of dispute resolution mechanisms such as arbitration and mediation to resolve 
conflicts before they escalate into full-blown disputes. 

Overall, both industrial democracy and industrial peace are important concepts for creating a 
harmonious and productive workplace that benefits both employers and employees. 

 

11.2 Economic and Social Implications of Wage Policy 

Wage policy refers to the government's or company's decision on how much to pay its workers. 
Wage policies have both economic and social implications. 

Economic Implications: 

Inflation: If wages increase faster than productivity, it can lead to inflation as companies will raise 
prices to cover the additional cost of wages. 

Employment: Higher wages can result in a decrease in employment as companies may reduce the 
number of workers to maintain their profit margins. 

Economic Growth: An increase in wages can stimulate economic growth by increasing consumer 
spending power. 

Income Inequality: Wage policies can contribute to income inequality if certain groups of workers 
are favored over others. 

 

Social Implications: 

Poverty Reduction: Wage policies can help reduce poverty by ensuring that workers are paid a 
living wage. 

Social Mobility: Higher wages can provide workers with greater social mobility by giving them the 
ability to access better education and job opportunities. 

Employee Satisfaction: Fair and equitable wage policies can lead to greater job satisfaction, 
improved morale, and reduced turnover rates. 

Gender Equality: Wage policies can help address gender inequality by ensuring that men and 
women are paid equally for the same work. 

In summary, wage policies have far-reaching economic and social implications that can impact the 
lives of workers and the overall health of the economy. It is important for policymakers and 
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employers to consider the potential impacts of their wage policies to ensure that they are fair and 
equitable for all workers. 

 

Wage Concepts 

Wage is a payment made by an employer to an employee in exchange for the work or services 
rendered by the employee. It is a form of compensation that is typically paid on an hourly, daily, 
weekly, or monthly basis. Wages can be paid in cash or in kind, such as through benefits or 
company shares. 

The concept of wages is central to the employment relationship, as it provides the means for 
employees to support themselves and their families. Wages can vary depending on a number of 
factors, such as the type of work performed, the skill level required, and the location of the job. 
Additionally, wages may be subject to deductions such as taxes and social security contributions. 

Wages can also have broader economic implications, as they affect the purchasing power of 
workers and their ability to contribute to the economy through consumer spending. In some cases, 
wage levels may be influenced by government policies, such as minimum wage laws, which 
establish a legal minimum hourly rate of pay that employers must provide to their employees. 

Overall, the concept of wages is essential to understanding the employment relationship and the 
economic well-being of workers. It is important for employers to provide fair and equitable wages 
to their employees, and for policymakers to establish policies that promote economic growth and 
social welfare through responsible wage practices. 

 

Minimum Wages 

is the lowest amount that employers are legally required to pay their workers for a given job or 
type of work. Minimum wage laws are intended to protect workers from exploitation and to ensure 
that they are able to earn a living wage. Minimum wage laws vary by country and jurisdiction, but 
they typically set a minimum hourly rate of pay that employers must provide to their employees. 

Minimum wage laws are often controversial, as some argue that they can lead to job losses and 
reduced employment opportunities, while others argue that they are necessary to protect workers 
from poverty and exploitation. Advocates for minimum wage laws argue that they help to reduce 
poverty, promote economic growth, and improve the standard of living for low-wage workers. 

Opponents of minimum wage laws argue that they can lead to higher unemployment rates, 
particularly among low-skilled workers, as employers may be less likely to hire new employees or 
may be forced to reduce hours or benefits in order to comply with the law.Despite the controversy 
surrounding minimum wage laws, they remain an important tool for policymakers to address 
income inequality and promote social welfare. It is important for policymakers to consider the 
potential impacts of minimum wage laws on both workers and employers, and to ensure that they 
are implemented in a way that promotes economic growth and social welfare while minimizing 
unintended consequences. 

 

Fair Wages 

Fair wages refer to compensation paid to workers that is just and reasonable, taking into account 
the nature of the work, the skills required, and the economic conditions of the industry and the 
region. Fair wages are intended to ensure that workers are compensated fairly for their work and 
that they are able to maintain a decent standard of living. 

The concept of fair wages is closely linked to the principle of social justice, which holds that all 
members of society should be treated equitably and with dignity. Fair wages help to reduce income 
inequality and promote social welfare by providing workers with the means to support themselves 
and their families. 

Fair wages can be determined through a variety of methods, including collective bargaining, 
market forces, and government regulations. Collective bargaining involves negotiations between 
employers and workers' representatives to establish fair wages and working conditions. Market 
forces may also play a role in determining fair wages, as supply and demand for labor can affect the 
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price of labor. Government regulations, such as minimum wage laws, can also establish a legal 
minimum hourly rate of pay that employers must provide to their employees. 

Overall, the concept of fair wages is an important aspect of the employment relationship and is 
essential for promoting social justice and economic welfare. It is important for employers to 
provide fair and equitable wages to their employees, and for policymakers to establish policies that 
promote responsible wage practices and ensure that workers are able to maintain a decent standard 
of living. 

Living wages refer to the minimum income necessary to meet basic needs and maintain a decent 

standard of living within a particular geographic region. Living wages take into account the cost of 
housing, food, healthcare, transportation, and other basic necessities, as well as the size and 
composition of a household. 

Unlike minimum wage laws, which establish a legal minimum hourly rate of pay that employers 
must provide to their employees, living wage campaigns seek to raise wages to a level that allows 
workers to meet their basic needs and achieve a decent standard of living. Living wage campaigns 
are typically driven by community organizations, labor unions, and advocacy groups, and they 
often target large employers and government contractors. 

Proponents of living wages argue that they help to reduce poverty, improve the standard of living 
for low-wage workers, and promote social welfare. They also argue that living wages can benefit 
employers by reducing turnover rates, improving employee morale, and increasing productivity. 

Opponents of living wages argue that they can lead to job losses and reduced employment 
opportunities, particularly for low-skilled workers. They also argue that living wages can be 
difficult to implement in practice, as they can vary widely depending on the cost of living in 
different regions and may be subject to unintended consequences. 

Overall, the concept of living wages is an important aspect of the employment relationship and is 
essential for promoting social welfare and economic justice. It is important for employers and 
policymakers to consider the potential impacts of living wages on both workers and employers, 
and to work towards policies that promote fair and equitable compensation for all workers. 

 

Wage policy objectives 

Wage policy objectives refer to the goals that policymakers, employers, and labor unions seek to 
achieve through wage policies and practices. These objectives can vary depending on the economic, 
social, and political context, but they generally seek to promote economic growth, social welfare, 
and fair compensation for workers. 

Promoting economic growth: Wage policies can be used to stimulate economic growth by 

increasing consumer demand and promoting business investment. This can be achieved through 
policies that increase wages for low-income workers, such as minimum wage laws, or through tax 
policies that provide incentives for businesses to invest and create jobs. 

Reducing poverty and income inequality: Wage policies can be used to reduce poverty and 

income inequality by ensuring that workers are compensated fairly for their work. This can be 
achieved through policies that establish living wages or that provide income support for low-
income households. 

Enhancing social welfare: Wage policies can be used to enhance social welfare by ensuring that 

workers have access to basic necessities, such as healthcare, education, and housing. This can be 
achieved through policies that provide social benefits, such as healthcare or retirement benefits, or 
through policies that require employers to provide basic benefits to their employees. 

Promoting competitiveness: Wage policies can be used to promote competitiveness by ensuring 

that businesses are able to attract and retain skilled workers. This can be achieved through policies 
that provide incentives for businesses to invest in training and education for their employees, or 
through policies that encourage businesses to provide competitive wages and benefits. 

Ensuring fair compensation: Wage policies can be used to ensure that workers are compensated 

fairly for their work, regardless of their gender, race, or other personal characteristics. This can be 
achieved through policies that promote pay equity and prohibit discrimination in compensation. 
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Overall, the objectives of wage policies are varied and complex, and they often require a balance 
between competing economic, social, and political priorities. It is important for policymakers, 
employers, and labor unions to consider the potential impacts of wage policies on workers, 
businesses, and the broader economy, and to work towards policies that promote responsible wage 
practices and social welfare. 

Sound wage policy is influenced by a variety of factors, including economic, social, political, and 
legal considerations. Some of the key factors that influence sound wage policy include: 

Labor market conditions: The supply and demand for labor in a particular industry or region 

can influence wage policy, as employers may need to adjust wages to attract and retain workers. 

Productivity: Wages are often tied to productivity, as employers may be willing to pay higher 

wages to workers who are more productive and contribute more to the business. 

Cost of living: The cost of living in a particular region can influence wage policy, as workers may 

need to earn higher wages to maintain a decent standard of living. 

Competition: The level of competition in a particular industry or region can influence wage 

policy, as employers may need to offer competitive wages and benefits to attract and retain skilled 
workers. 

Government regulations: Government regulations, such as minimum wage laws and anti-

discrimination laws, can influence wage policy by setting legal standards for compensation and 
prohibiting unfair practices. 

Collective bargaining: Collective bargaining between employers and labor unions can influence 

wage policy by establishing fair wages and working conditions through negotiation and 
compromise. 

Social and political factors: Social and political factors, such as public opinion and the priorities 

of policymakers, can influence wage policy by shaping public discourse and driving legislative 
action. 

 

11.3 Wage Boards 

A wage board is a government-appointed body that is responsible for setting and regulating wages 
in a particular industry or sector. The primary function of a wage board is to establish minimum 
wages and working conditions that are fair and equitable for workers, while also taking into 
account the needs and concerns of employers and the broader economy. 

Wage boards are typically composed of representatives from labor unions, employers' associations, 
and government agencies, and they are often established through legislation or executive order. 
Once established, a wage board will typically conduct research and hold public hearings to gather 
input from stakeholders, including workers, employers, and other interested parties, before making 
recommendations on wage policy and regulation. 

In many countries, wage boards are established in industries where labor conditions are poor or 
where workers are particularly vulnerable, such as in the garment, textile, and agricultural sectors. 
Wage boards may also be established in industries where labor markets are highly competitive or 
where collective bargaining is not well established. 

The role and authority of wage boards can vary widely depending on the country and industry, but 
their primary function is to promote fair and equitable compensation for workers while balancing 
the needs and concerns of employers and the broader economy. Wage boards are an important 
mechanism for regulating labor markets and promoting social welfare, and they play a critical role 
in ensuring that workers are compensated fairly for their work. 

 

11.4 Public Sector pay  

refers to the compensation and benefits that are provided to employees who work for the 
government or other public entities, such as public schools, hospitals, and utilities. Public sector 
pay is typically set through a combination of collective bargaining, legislative action, and 
administrative policy, and it is often subject to public scrutiny and political debate. 
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The structure of public sector pay varies widely depending on the country and level of government, 
but it typically includes a base salary, benefits such as health insurance and retirement savings 
plans, and performance-based incentives or bonuses. Public sector pay may also be subject to 
periodic adjustments, such as cost-of-living adjustments or annual raises, depending on the 
collective bargaining agreements or policies that govern compensation. 

Public sector pay is often a topic of debate and controversy, as some argue that public employees 
are overcompensated relative to their private sector counterparts, while others argue that public 
sector pay is inadequate to attract and retain skilled workers and promote public service. The 
debate over public sector pay often revolves around issues such as the cost of government, the 
value of public services, and the role of public sector unions in negotiating pay and benefits. 

 

Factors for determining Wage Structure 

(i) Need-based minimum wage 

(ii) Industry’s capacity to pay 

(iii) Productivity of labor 

(iv) Prevailing rates of wages 

(v) Level of national income and its distribution 

(vi) Place of industry in the economy of the country 

(vii) Needs of industry in developing economy 

(viii) Requirements of social justice; and 

(ix) Adjustment of wage differentials in such a manner as to provide incentives for skill formation. 

 

11.5 Designing Executives Pay 

 Designing executive pay is a complex process that requires careful consideration of a variety of factors, 

including company performance, industry benchmarks, and stakeholder expectations. The primary objective 

of executive pay design is to align the interests of executives with those of the company and its shareholders, 

while also promoting good governance, accountability, and responsible stewardship of corporate resources. 

 

Some of the key considerations in designing executive pay include: 

Performance metrics: Executive pay should be tied to specific performance metrics that reflect the company's 

strategic goals and objectives. These metrics may include financial performance, market share, customer 

satisfaction, employee engagement, or other key performance indicators. 

Performance periods: The performance period for executive pay should be aligned with the company's 

strategic planning cycle and financial reporting requirements. Performance periods may range from 
one year to several years, depending on the nature of the business and the performance metrics 
used. 

Performance targets: Executive pay should be tied to specific performance targets that are 
challenging but achievable, and that reflect the company's long-term growth prospects and 
competitive position. 

Benchmarking: Executive pay should be benchmarked against industry norms and best practices, 
and should take into account the company's size, complexity, and competitive position. 

 

 

11.6 Designing Employee Benefits in SMEs and MNCs 

Designing employee benefits in small and medium-sized enterprises (SMEs) and multinational corporations 

(MNCs) involves considering the unique needs, resources, and contexts of each type of organization. Here are 

some factors to consider for each: 

 

Lovely Professional University112



Unit 11: Statutory Provisions Related to Compensation  

Notes 

SMEs: 

Cost-effectiveness: SMEs typically have limited resources, so designing employee benefits that are 
cost-effective and sustainable is important. Consider options such as a limited selection of core 
benefits, voluntary benefits, or flexible benefit plans where employees can choose benefits based on 
their individual needs. 

Competitive advantage: To attract and retain talented employees, SMEs can differentiate 
themselves by offering unique benefits that align with their company culture and the preferences of 
their workforce. This can include flexible working arrangements, professional development 
opportunities, or performance-based incentives. 

Employee input: In SMEs, involving employees in the design of employee benefits can help ensure 
that the benefits package meets their needs and expectations. Consider conducting surveys or focus 
groups to gather employee feedback and preferences. 

MNCs: 

Global consistency and local adaptation: MNCs often operate in multiple countries with different legal, 

cultural, and economic contexts. Designing employee benefits that strike a balance between global 

consistency and local adaptation is essential. Consider tailoring benefits to meet local legal 
requirements and cultural norms while maintaining some core benefits that are consistent across 
locations. 

Expatriate benefits: MNCs may have employees who are expatriates or assigned to work in 
different countries. Providing comprehensive expatriate benefits, such as housing allowances, 
relocation assistance, and tax equalization, is crucial to support their well-being and ensure a 
smooth transition. 

Compliance with regulations: MNCs must navigate various legal and regulatory frameworks in 
each country of operation. Ensure that employee benefits comply with local labor laws, social 
security requirements, and taxation regulations. 

Comprehensive benefits package: MNCs often have the capacity to offer a wide range of benefits, 
such as health insurance, retirement plans, paid time off, and employee assistance programs. 
Consider benchmarking against industry standards and conducting market research to ensure that 
the benefits package remains competitive. 

 

What is Pay Commission? 

Pay Commission is an administrative system or mechanism appointed by Government of India to 
examine, review and recommend desirable and feasible changes to salary and its structure 
(including pay, allowance, bonus and other facilities / benefits in cash or kind) of Government 
employees of various departments, agencies and services. 

 

Categories of employees: 

 Central Government employees—industrial and non-industrial 

 Personnel belonging to the All India Services 

 Personnel of the Union Territories 

 Officers and employees of the Indian Audit and Accounts Department 

 Members of the regulatory bodies (excluding the RBI) set up under the Acts of Parliament 

 Officers and employees of the Supreme Court 

 Personnel belonging to the Defense Forces 

 Institutions covered under UGC 

 

Key Highlights of the Seventh Pay Commission 

Minimum pay: Minimum pay at entry level is increased from Rs 7,000 to Rs 18,000 per month. For 
a newly recruited Class I Officer, the minimum salary is now Rs 56,100 per month. 
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Maximum pay: Maximum pay the level of secretariat/equivalent is increased to Rs 2,25,000 per 
month for Apex Scale and Rs 2,50,000 per month for Cabinet Secretary and others presently at the 
same pay level 

Annual increment: The rate of annual increment is retained at 3% 

New Structure: Present system of pay bands and grade pay has been dispensed with and 
a new pay matrix has been designed. Grade Pay has been subsumed in the pay matrix. 
The status of the employee, hitherto determined by grade pay, will now be determined 
by the level in the pay matrix. 

Fitment factor: A fitment factor of 2.57 is being proposed to be applied uniformly for all 
employees. 

Military Service Pay: Unlike earlier where Military Service Pay (MSP) was payable to all 
ranks upto and inclusive of Brigadiers and their equivalents will now be admissible only 
to Defence forces personnel. MSP is a compensation for military service and it is 
recommended to enhance MSP for various categories 

Modified Assured Career Progression (MACP): Performance benchmarks for MACP is set at ‘very 
good’ and also proposed that no annual increment to employees who do not meet the benchmark 
either for MACP or for a regular promotion in the first 20 years of their service 

Additional benefit to Short Service Commissioned Officers 

Cadre review: Systemic change in the process of Cadre Review for Group A officers recommended 

Allowance: The Commission has recommended abolishing 52 allowances altogether. Another 36 
allowances have been abolished as separate identities, but subsumed either in an existing allowance 
or in newly proposed allowances. It was recommended to increase the House Rent Allowance 
(HRA) as there is an increase in the basic pay and further increase based on change in DA 

Pension: Revised pension formulation for civil employees including Central Armed Police Forces 
(CAPF) personnel and defence personnel retired before 1 January 2016 

Gratuity: Ceiling of gratuity enhanced from Rs 10 lakhs to Rs 20 lakhs. The ceiling on gratuity may 
be raised by 25% when DA rises by 50% 

New Pension System (NPS): Pursuant to receiving many grievances relating to NPS, 
recommended a number of steps to improve the functioning of NPS and also establishment of a 
strong grievance redressal mechanism. 

Pay based on performance: Introduction of the Performance Related Pay (PRP) which will 
subsume the existing bonus scheme for all categories of Central Government employees, based on 
quality Results Framework Documents, reformed Annual Performance Appraisal Reports and 
some other broad Guidelines was recommended. 

Disability pension for armed forces: Slab based system for disability pension regime is 
recommended to existing percentile based disability pension regime 

Government implemented the recommendations of the 7th Pay Commission including those 
affecting the armed forces with minor modifications on 5 September 2016. 

 

Summary 

Overall, sound wage policy requires careful consideration of a range of economic, social, and 
political factors, and a willingness to balance competing priorities and interests. It is important for 
employers and policymakers to work together to establish wage policies that promote social 
welfare, economic growth, and fair compensation for all workers. The role and authority of wage 
boards can vary widely depending on the country and industry, but their primary function is to 
promote fair and equitable compensation for workers while balancing the needs and concerns of 
employers and the broader economy. Wage boards are an important mechanism for regulating 
labor markets and promoting social welfare, and they play a critical role in ensuring that workers 
are compensated fairly for their work. In general, sound public sector pay policies should balance 
the need to attract and retain skilled workers with the need to ensure efficient use of public 
resources. This requires careful consideration of factors such as labor market conditions, 
performance metrics, and the relative costs of public and private sector compensation. Effective 

Lovely Professional University114



Unit 11: Statutory Provisions Related to Compensation  

Notes 

public sector pay policies can help to promote social welfare, economic growth, and good 
governance, while also ensuring that public employees are compensated fairly for their work. In 
both SMEs and MNCs, regular evaluation and review of employee benefits are necessary to assess 
their effectiveness, address changing employee needs, and adapt to evolving market conditions. 
Consulting with HR professionals or benefits specialists can provide valuable expertise in 
designing and implementing employee benefits programs. 

Case Scenario: 

In a certain country, the government establishes a wage board to address the concerns of workers in 
the garment manufacturing industry. The wage board consists of representatives from labor 
unions, employers' associations, and government agencies. 

The garment manufacturing industry employs a significant number of workers, and there have 
been growing concerns about low wages and poor working conditions. The wage board is tasked 
with determining a fair and sustainable minimum wage for workers in the industry. 

To gather information and insights, the wage board conducts extensive research and analysis. They 
review the prevailing wage rates in the industry, considering factors such as cost of living, inflation, 
productivity, and the financial viability of businesses. They also hold public consultations, 
engaging with workers, employers, and other stakeholders to understand their perspectives and 
gather feedback. 

 

After careful deliberation, the wage board reaches a consensus on a new minimum wage that 
reflects the needs of workers while also considering the concerns of employers. The proposed 
minimum wage takes into account the industry's economic realities and aims to provide a decent 
standard of living for workers. 

The wage board submits their recommendation to the government for approval. The government 
reviews the proposal and considers various factors, including the impact on businesses, the overall 
economy, and the potential benefits for workers. Following a thorough evaluation, the government 
accepts the wage board's recommendation and implements the new minimum wage as a legally 
binding requirement for all garment manufacturing companies. 

The wage board continues its work even after the minimum wage is implemented, monitoring the 
industry's compliance and addressing any issues that arise. They collaborate with relevant 
government agencies to ensure proper enforcement and investigate any reports of non-compliance 
or labor rights violations. 

 

Keywords 

Wage board, executive pay, wage policy 

 

Self Assessment 

1. What is the primary objective of designing executive pay? 

A. Maximizing shareholder returns 

B. Ensuring executive loyalty 

C. Promoting employee satisfaction 

D. Meeting industry standards 

 

2. Which of the following factors should executive pay be aligned with? 

A. Company performance 

B. Market share 

C. Employee turnover 

D. Customer complaints 
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3. How should performance metrics be determined for executive pay? 

A. Based on the executive's personal goals 

B. Aligned with the company's strategic objectives 

C. Reflecting industry averages 

D. Randomly selected 

 

4. Why is benchmarking important in executive pay design? 

A. To ensure fairness among executives 

B. To match the pay of competitors 

C. To maintain industry standards 

D. To evaluate executive performance 

 

5. What is the main objective of wage policy? 

A. To ensure employee satisfaction 

B. To maintain a competitive labor market 

C. To maximize profits for employers 

D. To promote social welfare 

 

6. Which of the following is a factor that influences wage policy? 

A. Industry competition 

B. Employee age 

C. Political affiliation 

D. Educational background 

 

7. Which of the following is a type of wage policy? 

A. Progressive wage policy 

B. Conservative wage policy 

C. Socialist wage policy 

D. Communist wage policy 

 

8. What is the purpose of minimum wage? 

A. To ensure a living wage for all workers 

B. To provide an incentive for employers to hire more workers 

C. To ensure that all workers are paid the same amount 

D. To reduce unemployment rates 

 

9. What is a living wage? 

A. The minimum wage required for a worker to meet basic needs 

B. The average wage earned in a particular industry 

C. The maximum wage that an employer is allowed to pay 

D. The wage paid to highly skilled workers only 
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10. What is the primary purpose of wage legislation? 

A. To ensure equal pay for all workers 

B. To promote competitive labor markets 

C. To maximize profits for employers 

D. To establish a minimum standard of wages 

 

11. Which of the following is an example of wage legislation? 

A. Setting a maximum wage limit for executives 

B. Establishing a minimum wage for workers 

C. Implementing performance-based pay systems 

D. Mandating profit-sharing schemes 

 

12. Who is responsible for enforcing wage legislation? 

A. Employers 

B. Employees 

C. Labor unions 

D. Government agencies 

 

13. What is the purpose of overtime pay regulations? 

A. To encourage employees to work longer hours 

B. To penalize employers who require overtime work 

C. To ensure fair compensation for working beyond regular hours 

D. To promote work-life balance 

 

14. What is the role of wage legislation in combating wage discrimination? 

A. Setting caps on executive compensation 

B. Establishing pay equity between different industries 

C. Prohibiting unequal pay based on gender, race, or other protected characteristics 

D. Implementing performance-based pay systems 

 

15. What is the primary role of a wage board? 

A. To determine executive compensation packages 

B. To set minimum wages for workers in specific industries 

C. To negotiate pay raises for unionized employees 

D. To enforce workplace safety regulations 

 

Answers for Self Assessment 

1. B 2. A 3. B 4. C 5. D 

6. A 7. A 8. A 9. A 10. D 
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11. B 12. D 13. C 14. C 15. B 

 

Review Questions 

Q1. Let us suppose you are in the wage board of India, what are the points you will consider to 

frame wage policy for the labors 

Q2. Executives’ pay is highest in the company. What do you think why it is so? 

Q3. Write a note on 7th Pay commission of India. Opine your views whether it needs any 

amendments 

Q4. Do you think there is wage differences in MNC and SME’s, If yes justify your answer 

Q5. State the reasons ,why it is important to design sound wage policy? 

 

 
Further Readings 

https://hrylabour.gov.in/staticdocs/labourActpdfdocs/Workmen_Compensation_Act.pd

f 

https://lddashboard.legislative.gov.in/sites/default/files/A2013-30.pdf 

https://backup.pondiuni.edu.in/sites/default/files/Compensation-mgt-260214.pdf 

 
Web Links 

https://blog.ipleaders.in/employees-compensation-act-1923-amazing-facts-to-know-

about-it/ 

https://securenow.in/insuropedia/what-are-the-statutory-requirement-for-worker-

compensation-insurance/ 

https://nr.indianrailways.gov.in/cris/uploads/files/1545028330762-lse_8.pdf 
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Objective 

Students will be able 

 To understand the concept of Executive compensation 

 To get awareness about the  Legal implications of Executive compensation 

 To learn about various Executive pay program and practices in benchmark companies 

 To explore the Tug of war between shareholders and Executives on compensation and good 

governance. 

 

Introduction 

The executive management of a company is responsible for the day to day management of a 
company. The companies Act, 2013 has used the term key management personnel to define the 
executive management.  The key management personnel are the point of first contact between the 
company and its stakeholders. While the Board of Directors are responsible for providing the 
oversight, it is the key management personnel who are responsible for not just laying down the 
strategies as well as its implementation 

The Companies Act, 2013 has for the first time recognized the concept of Key Managerial Personnel. 
As per section 2(51) “key managerial personnel”, in relation to a company, means: 

The Chief Executive Officer or the managing director or the manager;  

The company secretary; 

 The whole-time director; 

Dr. Shivani Dhand, Lovely Professional University 

 

Lovely Professional University 119



Compensation Management  

 

Notes 

 The Chief Financial Officer; and  

Such other officer as may be prescribed 

 

12.1 Managerial Remuneration 

Managerial remuneration refers to the compensation and rewards provided to individuals who 
hold managerial positions within an organization. These individuals are responsible for making 
important decisions, managing resources, and guiding the organization towards its goals. 

Managerial remuneration typically includes a combination of fixed salary, bonuses, incentives, and 
other benefits. The specific structure and components of managerial remuneration can vary 
depending on various factors, including the size of the organization, industry norms, and 
individual performance. 

Here are some common components of managerial remuneration: 

Base Salary: It is the fixed amount paid to managers for their services. The base salary is 

determined based on factors such as the manager's experience, qualifications, and the complexity of 
their role. 

Performance Bonuses: Many organizations offer performance-based bonuses to managers. These 

bonuses are tied to specific performance metrics, such as achieving targets, meeting key 
performance indicators (KPIs), or contributing to the organization's overall success. 

Profit Sharing: In some cases, managers may be eligible for a share in the company's profits. This 

can be based on the organization's overall financial performance or specific departmental or 
divisional results. 

Stock Options and Equity: Managers may receive stock options or equity as part of their 

remuneration package. These provide the opportunity to purchase company shares at a 
predetermined price or receive shares directly, aligning their interests with the company's long-
term success. 

Benefits and Perquisites: Managers often receive additional benefits and perks, such as health 

insurance, retirement plans, company cars, expense accounts, and paid vacations. These benefits 
enhance their overall compensation package. 

Long-Term Incentives: Organizations may provide long-term incentives to managers to 

encourage loyalty and sustained performance. These can include restricted stock units (RSUs), 
performance share units (PSUs), or deferred cash bonuses that vest over a specified period. 

Non-Financial Rewards: Apart from monetary compensation, organizations may provide non-

financial rewards to recognize and motivate managers. These can include public recognition, career 
development opportunities, training programs, and increased responsibilities. 

It's important to note that the structure and components of managerial remuneration can vary 
significantly across organizations and industries. Factors such as company performance, market 
conditions, and corporate governance guidelines also influence how managerial remuneration is 
determined. 

Executive pay practices refer to the compensation and reward strategies employed by organizations 
for their top-level executives, such as CEOs, CFOs, and other C-suite executives. These practices 
aim to attract, retain, and motivate talented leaders who are crucial to the organization's success. 
Executive pay practices often receive significant attention and scrutiny due to their potential impact 
on corporate governance, income inequality, and shareholder interests. 

 

12.2 Elements and Practices Related to Executive Pay 

Base Salary: Like managerial remuneration, executives receive a fixed base salary that forms the 
foundation of their compensation package. The base salary is determined based on factors such as 
the executive's experience, qualifications, and responsibilities. 

Bonuses and Incentives: Executives are often eligible for performance-based bonuses and 

incentives tied to achieving specific goals, such as financial targets, shareholder returns, or strategic 
milestones. These bonuses can be in the form of cash or equity-based compensation. 
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Equity-Based Compensation: Executives frequently receive equity-based compensation, such as 

stock options, restricted stock units (RSUs), or performance share units (PSUs). These provide 
executives with the opportunity to purchase or receive company shares, aligning their interests 
with shareholders and the organization's long-term performance. 

 

Long-Term Incentive Plans (LTIPs): LTIPs are designed to reward executives for sustained 

performance over an extended period, often spanning multiple years. These plans typically involve 
performance metrics tied to financial performance, shareholder returns, or other key performance 
indicators (KPIs). 

Golden Parachutes: Golden parachutes are contractual agreements that provide executives with 

substantial financial benefits in the event of a change in control or termination of their employment. 
These agreements aim to protect executives in situations such as mergers, acquisitions, or corporate 
restructuring. 

Claw back Provisions: Claw back provisions allow organizations to recover executive 

compensation in cases of misconduct, financial restatements, or other adverse events. They are 
intended to hold executives accountable for their actions and align pay with performance. 

Disclosure and Transparency: Many jurisdictions require organizations to disclose executive pay 

information in their annual reports or proxy statements. This includes details of individual 
executive compensation, performance metrics, and the rationale behind compensation decisions. 

Shareholder Engagement and Say-on-Pay: Shareholder engagement practices, such as say-on-

pay votes, allow shareholders to express their opinion on executive pay practices. Say-on-pay votes 
provide shareholders with a non-binding vote on executive compensation packages, promoting 
transparency and accountability. 

External Benchmarking: Organizations often benchmark executive pay against peer companies 

or industry norms to ensure competitiveness and attract top talent. However, excessive reliance on 
peer benchmarking can contribute to the inflation of executive pay levels. 

Governance and Compensation Committees: Boards of directors typically establish 

governance and compensation committees responsible for reviewing, approving, and overseeing 
executive compensation practices. These committees play a vital role in ensuring that executive pay 
aligns with organizational objectives and shareholder interests. 

It's important to note that executive pay practices can vary significantly depending on factors such 
as company size, industry, performance, and regulatory requirements. Governance guidelines and 
public sentiment towards executive compensation also influence the design and scrutiny of these 
practices. 

 

12.3 2021 India Executive and Board Remuneration Report 

This report presents an analysis of compensation trends amongst 25,583 executive and non-
executive Directors on the Boards of 2,190 India-listed companies and 708 unlisted companies. 

It covers a 5-year period, from FY17 to FY21, and draws representation from both private sector 
and PSU firms, distributed across the large-cap, mid-cap, small-cap, micro-cap and unlisted 
categories. 

 

Objectives of report 

Identify trends in top-executive and Board-level pay 

Understand the composition of Boards across India 

Establish benchmarks for compensation to Directors based on leading industry practices and 
detailed peer comparisons 

Determine correlations between pay and performance 

Recognize gender pay gaps across executive levels 
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12.4 Executive remuneration for Key Managerial Personnel (KMP) 

The remuneration payable by a public company to its key managerial personnel (KMP) is subject to 
corporate approvals prescribed under the Companies Act. A ‘KMP’ includes: 

The chief operating officer; 

The chief financial officer; 

The managing director; 

Full-time directors; 

Company secretaries; 

Other full-time employees who are no more than one level below the board directors and are 
designated by the board of directors. 

 

Articles of association 

The remuneration payable to a KMP may be determined by either the articles of association of the 
company or, if the articles of association so prescribe, by way of a special resolution passed by the 
shareholders of the company.  

Additionally, if the total remuneration payable to all KMP in a company exceeds 11% of the net 
profits of the company, the remuneration must be approved by the shareholders of the company. 
The quantum of the sitting fee payable to an independent director appointed by a public company 
will be determined by the board of directors.  

Further, any remuneration payable to the directors of a publicly traded company or a public 
unlisted company whose share capital or turnover is above a specified threshold must be approved 
by the nomination and remuneration committee constituted by the company’s board of directors. 

 

12.5 Executive Compensation 

Executive compensation refers to the financial and non-financial benefits, rewards, and incentives 
provided to top-level executives within an organization. It encompasses the total package of 
remuneration, including base salary, bonuses, stock options, benefits, and other perks, designed to 
attract, retain, and motivate talented leaders who play a crucial role in the organization's success. 

Components of executive compensation can vary based on factors such as industry, company size, 
performance, and regulatory requirements. Here are some common elements of executive 
compensation: 

Base Salary: The base salary forms the fixed component of executive compensation. It is 

determined based on factors such as the executive's experience, qualifications, industry norms, and 
the complexity of their role. 

Short-Term Incentives: Executives often receive bonuses and performance-based incentives tied 

to specific short-term targets or key performance indicators (KPIs). These incentives are designed to 
reward executives for achieving predetermined goals within a defined period, such as annual or 
quarterly targets. 

Long-Term Incentives: To align executive interests with long-term organizational success, long-

term incentives are commonly provided. These may include stock options, restricted stock units 
(RSUs), performance share units (PSUs), or other equity-based compensation plans. These 
incentives typically vest over a specified period, encouraging executives to contribute to the 
company's sustained growth and performance. 

Bonuses: In addition to short-term and long-term incentives, executives may receive discretionary 
bonuses based on exceptional performance, extraordinary achievements, or special contributions to 
the organization. 

Equity-Based Compensation: Executives may be granted equity or stock ownership in the 

company, allowing them to benefit directly from increases in the company's stock price and 
shareholder value. This can be in the form of stock options, RSUs, or other equity-based plans. 
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Benefits and Perquisites: Executives often receive a range of benefits and perks, such as health 

insurance, retirement plans, life insurance, company cars, housing allowances, club memberships, 
and other non-cash benefits. These perks enhance the overall compensation package and can 
contribute to the executive's quality of life. 

Severance and Change-in-Control Packages: Executives may be entitled to severance or 

change-in-control packages in the event of their termination, resignation, or a change in control of 
the organization. These packages provide financial protection and may include compensation, 
continuation of benefits, and accelerated vesting of equity. 

Clawback Provisions: Clawback provisions allow organizations to reclaim executive 

compensation in cases of misconduct, financial restatements, or other adverse events. These 
provisions help promote accountability and align executive pay with performance and ethical 
conduct. 

Disclosure and Transparency: Companies are often required to disclose executive compensation 

in their annual reports or proxy statements. This includes providing details of individual executive 
remuneration, performance metrics, and the rationale behind compensation decisions. Enhanced 
transparency helps shareholders and stakeholders understand and evaluate executive pay 
practices. 

It's important to note that executive compensation practices can vary significantly across industries, 
countries, and organizations. Regulatory frameworks and governance guidelines influence the 
design and disclosure of executive compensation, aiming to strike a balance between attracting top 
talent, motivating executives, and ensuring alignment with shareholder interests. 

 

12.6 Compensation Theories 

Several theories and frameworks have been developed to explain and guide compensation practices 
in organizations. Here are some prominent compensation theories: 

Equity Theory: Equity theory, developed by J. Stacy Adams, suggests that individuals compare 
their input-to-output ratios (effort to rewards) with those of others. Employees strive for fairness 
and perceive compensation as equitable when their inputs (e.g., effort, skills) are proportional to 
their outcomes (e.g., pay, recognition) compared to their peers. If employees perceive inequity, they 
may be motivated to restore balance through various means, such as seeking higher compensation 
or reducing effort. 

Expectancy Theory: Expectancy theory, proposed by Victor Vroom, posits that employees' 
motivation is influenced by their beliefs about the relationship between their efforts, performance, 
and outcomes. According to this theory, employees are motivated when they believe that increased 
effort will lead to improved performance, and improved performance will result in desired 
outcomes, such as higher compensation. The theory emphasizes the importance of linking 
performance expectations to rewards effectively. 

Agency Theory: Agency theory focuses on the relationship between principals 
(owners/shareholders) and agents (executives/employees) in an organization. It suggests that 
executives may act in their self-interest rather than in the best interest of shareholders. 
Compensation is seen as a mechanism to align the interests of principals and agents, providing 
incentives for executives to act in the organization's best interest. Agency theory emphasizes the 
importance of designing compensation packages that mitigate the principal-agent problem and 
align executives' incentives with long-term shareholder value. 

Tournament Theory: The tournament theory views compensation as a way to create competition 
among employees and motivate higher performance. According to this theory, organizations 
establish a hierarchical structure with significant pay differences between positions to create a 
tournament-like environment. Employees at lower levels compete for higher-level positions with 
the expectation of greater rewards. The theory suggests that the prospect of promotion and higher 
compensation motivates employees to exert effort and perform better. 

Maslow's Hierarchy of Needs: Although not exclusively focused on compensation, Abraham 
Maslow's hierarchy of needs theory suggests that individuals have a hierarchy of needs that must 
be fulfilled for motivation. At the basic level, employees seek fair compensation to cover their 
physiological and security needs. As these needs are met, higher-level needs, such as social 
recognition and self-actualization, become motivators. The theory implies that compensation must 
meet employees' basic needs before higher-level motivators can be effective. 

Lovely Professional University 123



Compensation Management  

 

Notes 

Skill-Based Pay Theory: Skill-based pay theory emphasizes compensating employees based on 
their skills, knowledge, and competencies rather than their job title or position. This theory 
recognizes that in a rapidly changing and knowledge-driven economy, employees' skills and 
abilities contribute to organizational success. Skill-based pay systems provide financial incentives 
for employees to acquire and apply valuable skills, promoting continuous learning and skill 
development. 

These theories provide frameworks for understanding the factors influencing employee motivation, 
fairness, and the design of compensation systems. Organizations may draw from these theories to 
develop compensation strategies that align with their goals, culture, and the needs of their 
workforce. It's important to note that compensation practices should be tailored to the specific 
organizational context and consider legal and ethical considerations. 

 

12.7 Companies Act, 2013 

The Companies Act, 2013 is a comprehensive legislation in India that governs the formation, 
management, and operations of companies in the country. It replaced the Companies Act, 1956 and 
introduced significant reforms to enhance corporate governance, promote investor protection, and 
align with international best practices. The Act applies to all types of companies incorporated under 
Indian law, including public and private companies. 

 

Key provisions of the Companies Act, 2013 include: 

Incorporation and Registration: The Act provides detailed guidelines and procedures for the 
incorporation and registration of companies, including the requirements for obtaining a certificate 
of incorporation, registration of memorandum and articles of association, and allocation of a unique 
identification number (UIN) to directors. 

Corporate Governance: The Act emphasizes the importance of corporate governance and sets forth 
provisions to enhance transparency, accountability, and the rights of shareholders. It mandates the 
composition and functioning of the board of directors, disclosure of director's interests, 
appointment and remuneration of key managerial personnel, and related party transactions. 

Share Capital and Shareholders' Rights: The Act regulates the issue, allotment, transfer, and 
buyback of shares, as well as the rights and protections afforded to shareholders. It includes 
provisions related to share capital, share certificates, share transfers, class of shares, voting rights, 
and minority shareholder protection. 

Accounts, Audit, and Financial Reporting: The Act lays down requirements for the maintenance 
and auditing of accounts, preparation of financial statements, and the appointment and role of 
auditors. It mandates the adoption of Indian Accounting Standards (Ind AS) for the preparation 
and presentation of financial statements. 

Corporate Social Responsibility (CSR): The Act introduces mandatory CSR provisions for certain 
companies meeting specific financial criteria. These companies are required to spend a certain 
percentage of their profits on CSR activities and report on their CSR initiatives in their annual 
reports. 

Merger, Acquisition, and Restructuring: The Act provides detailed provisions governing mergers, 
acquisitions, amalgamations, and restructuring of companies. It lays down procedures for 
approvals, shareholder meetings, valuations, and the roles and responsibilities of various 
stakeholders involved in such transactions. 

Investor Protection and Class Action Suits: The Act strengthens the rights and protections of 
investors and allows for class action suits to be filed by shareholders against companies for certain 
specified matters. It aims to enhance investor confidence, curb fraudulent practices, and provide a 
mechanism for shareholders to seek redressal collectively. 

Corporate Insolvency and Bankruptcy: The Act introduces a streamlined insolvency resolution 
process and establishes the National Company Law Tribunal (NCLT) and the Insolvency and 
Bankruptcy Board of India (IBBI) to oversee insolvency proceedings, liquidations, and related 
matters. 

The Companies Act, 2013 has had a significant impact on corporate governance practices in India. It 
emphasizes transparency, accountability, and stakeholder protection while providing a robust 
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framework for companies to operate and comply with legal requirements. It is important for 
companies and their stakeholders to understand and adhere to the provisions of the Act to ensure 
legal compliance and good corporate governance practices. 

 

12.8 Executive Compensation Decision 

The decision-making process for executive compensation involves several considerations and 
involves various stakeholders. Here are some key steps and factors typically involved in making 
executive compensation decisions: 

Setting Compensation Philosophy: The first step is to establish a compensation philosophy that 
aligns with the organization's goals, values, and market position. This philosophy outlines the 
organization's approach to compensation, such as whether it aims to be competitive, performance-
driven, or focused on long-term incentives. 

Conducting Market Research: Organizations typically conduct market research and benchmarking 
to understand prevailing compensation practices for executive positions in similar industries and 
organizations. This research helps determine competitive pay levels and the appropriate mix of 
compensation elements. 

Defining the Compensation Package: Based on the compensation philosophy and market research, 
the compensation package is designed. This includes determining the base salary, short-term and 
long-term incentives, equity grants, benefits, and perquisites that will be offered to executives. 

Aligning with Performance Metrics: Executive compensation is often tied to performance metrics 
to incentivize and reward desired outcomes. The specific performance metrics may vary based on 
the organization's goals, industry, and individual executive roles. Examples of performance metrics 
include financial targets, market share growth, customer satisfaction, or strategic objectives. 

Considering Internal Factors: Internal factors, such as an executive's experience, qualifications, 
performance, and tenure with the organization, are considered when determining compensation. 
Factors like individual performance, leadership skills, contribution to the company's success, and 
potential for future growth can influence compensation decisions. 

Reviewing Governance Guidelines: Compensation decisions must comply with applicable laws, 
regulations, and corporate governance guidelines. For example, in many jurisdictions, there may be 
regulations on the maximum ratio of executive pay to employee pay or disclosure requirements for 
executive compensation in public companies. 

Involving the Compensation Committee and Board: Executive compensation decisions are often 
made by a dedicated compensation committee or the board of directors. These governing bodies 
review and approve the proposed compensation packages, ensuring they are aligned with the 
organization's strategy, comply with governance guidelines, and are in the best interest of the 
company and its shareholders. 

Considering Shareholder Input: In some cases, organizations may seek shareholder input or 
conduct "say-on-pay" votes, allowing shareholders to express their views on executive 
compensation packages. While these votes may not be binding, they provide valuable feedback and 
promote transparency and accountability. 

Monitoring and Reviewing: Executive compensation decisions should be regularly reviewed to 
ensure they remain aligned with the organization's goals and performance. Ongoing monitoring 
helps assess the effectiveness of compensation packages in attracting, retaining, and motivating 
executive talent. 

 

12.9 The Four Dimensions of Compensation Design 

When designing a compensation system, there are typically four key dimensions or elements to 
consider. These dimensions help ensure that the compensation package aligns with the 
organization's goals, attracts and retains talent, and motivates employees effectively. The four 
dimensions of compensation design are: 

Internal Equity: Internal equity refers to the fairness and consistency of compensation within an 
organization. It involves establishing a fair and equitable pay structure that ensures similar 
positions are compensated at a similar level based on factors such as job responsibilities, skills, 
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qualifications, and experience. Internal equity helps maintain a sense of fairness and reduces 
disparities in pay among employees performing similar roles. 

External Competitiveness: External competitiveness focuses on ensuring that the compensation 
offered by the organization is competitive in the external job market. It involves conducting market 
research and benchmarking to understand the prevailing compensation practices for similar roles 
in the industry and geographic location. By offering competitive compensation, organizations can 
attract and retain top talent, and avoid losing employees to competitors. 

Performance-Based Rewards: Performance-based rewards tie compensation directly to individual 
or organizational performance. These rewards can take the form of bonuses, incentives, 
commissions, or profit-sharing plans. By linking pay to performance, organizations encourage 
employees to strive for higher levels of productivity, achieve specific goals, and contribute to the 
overall success of the organization. Performance-based rewards can be based on objective metrics, 
such as sales targets, or subjective assessments, such as performance evaluations. 

Benefits and Work-Life Balance: In addition to monetary compensation, organizations also 
consider non-monetary benefits and work-life balance initiatives as part of their compensation 
design. These benefits may include health insurance, retirement plans, vacation and leave policies, 
flexible working hours, remote work options, and professional development opportunities. Benefits 
and work-life balance initiatives play a crucial role in attracting and retaining employees, 
enhancing employee satisfaction, and promoting overall well-being. 

 

Summary 

It's important to note that executive compensation decisions should be fair, transparent, and 
aligned with the organization's overall compensation strategy and goals. They should also consider 
the interests of stakeholders such as shareholders, employees, and regulatory bodies. Good 
governance practices and compliance with applicable laws and regulations are crucial in the 
decision-making process. It's important to note that these dimensions are interconnected and need 
to be balanced to create an effective compensation system. Organizations must consider their 
unique goals, culture, and industry dynamics when designing their compensation packages. 
Regular review and adjustment of compensation strategies are also essential to ensure they remain 
aligned with the organization's objectives and evolving market conditions. 

 

Case Study  

Company XYZ is a multinational technology company that designs and manufactures consumer 
electronics. The company is known for its innovative products and has experienced significant 
growth in recent years. As part of its growth strategy, XYZ plans to attract and retain top executive 
talent by offering competitive compensation packages. The company believes that aligning 
executive compensation with performance and shareholder value is crucial for its long-term 
success. 

 

To design its executive compensation program, XYZ considers various factors: 

 

Market Benchmarking: XYZ conducts thorough market research and benchmarking to understand 
the compensation practices of similar technology companies in its industry. This helps the company 
determine the appropriate levels of compensation to attract and retain top executive talent. The 
benchmarking process includes analyzing base salaries, annual incentives, long-term incentives, 
and other components of executive compensation. 

Performance-Based Incentives: XYZ believes in linking executive compensation to the company's 
performance. The company establishes performance goals and metrics aligned with its strategic 
objectives. These goals may include revenue growth, market share expansion, product innovation, 
and customer satisfaction. Executives are eligible for performance-based incentives, such as annual 
bonuses and long-term equity awards, based on the achievement of these goals. 

Long-Term Incentive Plans: XYZ recognizes the importance of long-term shareholder value 
creation and utilizes long-term incentive plans to align executive interests with those of 
shareholders. The company grants stock options and restricted stock units (RSUs) to executives, 
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vesting over a specified period. This encourages executives to focus on the company's long-term 
success and share in the financial rewards as the company's stock price appreciates. 

Clawback Provisions: To promote accountability and responsible behavior, XYZ incorporates 
clawback provisions in its executive compensation program. These provisions allow the company 
to recoup executive compensation in case of financial restatements, ethical violations, or other 
adverse events. By implementing clawback provisions, XYZ demonstrates its commitment to 
responsible corporate governance and aligning compensation with performance and ethical 
conduct. 

Transparency and Disclosure: XYZ believes in transparency and discloses executive compensation 
information in its annual reports and proxy statements. This allows shareholders and stakeholders 
to understand how executive compensation aligns with the company's performance and corporate 
governance principles. The company also provides explanations for compensation decisions and 
engages in shareholder dialogue through say-on-pay votes and shareholder meetings. 

Throughout the case study, Company XYZ demonstrates a comprehensive approach to executive 
compensation. By considering market benchmarks, performance-based incentives, long-term equity 
plans, clawback provisions, and transparency, XYZ aims to attract, motivate, and retain top 
executive talent while ensuring alignment with shareholder value and corporate governance 
principles. The company recognizes that an effective executive compensation program is crucial for 
its continued growth and success in a competitive market. 

 

Keywords 

Executive salary, executive  

 

Self Assessment 

1. Which of the following is a component of executive compensation? 

A. Base salary 

B. Employee benefits 

C. Stock options 

D. All of the above 

 

2. Equity theory suggests that employees perceive compensation as equitable when: 

A. Their inputs are proportional to their outcomes compared to others 

B. They receive the highest compensation in the organization 

C. Their compensation is based on their job title 

D. They receive performance-based bonuses 

 

3. Which theory emphasizes compensating employees based on their skills and knowledge? 

A. Expectancy theory 

B. Equity theory 

C. Skill-based pay theory 

D. Tournament theory 

 

4. Which legislation governs the formation and management of companies in India? 

A. Companies Act, 2001 

B. Corporate Governance Act, 2010 

C. Companies Act, 2013 

D. Corporate Responsibility Act, 2005 
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5. The process of aligning executive compensation with long-term shareholder value is guided 

by which theory? 

A. Equity theory 

B. Agency theory 

C. Tournament theory 

D. Maslow's hierarchy of needs theory 

 

6. Executive salary refers to: 

A. The fixed compensation paid to executives 

B. The variable compensation paid to executives 

C. The total compensation package including both fixed and variable components 

D. The compensation paid to non-executive employees 

 

7. Which of the following factors can influence executive salary? 

A. Industry and market conditions 

B. Company performance 

C. Executive experience and qualifications 

D. All of the above 

 

8. The process of determining executive salary typically involves: 

A. Benchmarking against industry peers 

B. Considering the executive's performance and contribution 

C. Balancing internal equity and external competitiveness 

D. All of the above 

 

9. Which theory suggests that executives may act in their self-interest rather than in the best 

interest of shareholders? 

A. Expectancy theory 

B. Equity theory 

C. Agency theory 

D. Skill-based pay theory 

 

10. The use of equity grants in executive compensation is primarily aimed at: 

A. Providing executives with a stable income 

B. Aligning executive interests with shareholder value 

C. Rewarding executives based on job performance 

D. Complying with legal requirements 

 

11. Executive compensation refers to: 

A. Salaries and wages paid to employees 

B. Bonuses and incentives given to lower-level employees 

C. Compensation packages provided to top-level executives 

D. Retirement benefits for all employees 
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12. Sayed Corporation's board of directors decides to link executive compensation to the 

company's financial performance. This is an example of: 

A. Performance-based pay 

B. Equal pay 

C. Collective bargaining 

D. Fixed salary 

 

13. The purpose of stock options in executive compensation is to: 

A. Provide a steady income stream for executives 

B. Align the interests of executives with shareholders 

C. Increase the tax burden on executives 

D. Limit the overall compensation of executives 

 

14. Which of the following is NOT a typical component of executive compensation? 

A. Base salary 

B. Stock options 

C. Performance bonuses 

D. Health insurance benefits 

 

15. The pay ratio disclosure rule requires publicly traded companies to disclose: 

A. The ratio of CEO pay to average employee pay 

B. The ratio of CEO pay to executive pay 

C. The total compensation of all employees 

D. The salaries of all executives in the company 

 

Answers for Self Assessment  

1. D 2. A 3. C 4. C 5. B 

6. A 7. D 8. D 9. C 10. B 

11.  12.  13.  14.  15.  

 

Review Questions 

Q.1 What are the main factors that should be considered when determining executive 

remuneration packages? 

Q.2 Discuss the advantages and disadvantages of using stock options as part of executive 

compensation. 

Q.3 In your opinion, should there be a limit on the maximum ratio of CEO pay to average 

employee pay within a company? Why or why not? 

Q.4 Explain the concept of "say-on-pay" and its significance in the context of executive 

remuneration. 
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Q.5 What are the potential consequences of excessive executive compensation on a company's 

performance and overall morale? 

 

    Further Readings 

1) Basic abstract algebra by P. B. Bhattacharya, S. K. Jain, S. R. Nagpal, Cambridge university 

press 

2) Topics in algebra by I.N. Hartstein, Wiley 

3) Abstract algebra by David S Dummit and Richard M Foote, Wiley 

 

  Web Links 

https://onlinecourses.nptel.ac.in/noc20_ma29/preview 

https://nptel.ac.in/courses/111/105/111105112/# 
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Objective 

After studying this unit, you will be able to 

Students will be able 

 To understand the concept of performance Management and reward system 

 To get awareness about the : Traditional and Contingent Pay Plans 

 To learn about various : Traditional and Contingent Pay Plans 

 To explore which one is best either Traditional pay plan or  Contingent Pay Plans 

 

 

Introduction 

Pay is very important to most people, but this chapter teaches you that “throwing more money” at 
people not always improves performance. And this strategy may actually motivate employees to 
behave badly. 

Also, you learn when and why you should implement a traditional versus a contingent (known as 
pay-for-performance) pay plan. Importantly, you will also discover pitfalls you should avoid when 
you implement contingent pay plans. 

 

13.1 Pay Structure 

Pay structure refers to the framework or system used by organizations to determine and define the 
levels and ranges of compensation for different job positions within the company. It establishes the 
hierarchy of pay within the organization and outlines the relationship between job roles, 
responsibilities, and corresponding pay levels. 

Dr. Shivani Dhand, Lovely Professional University 
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A pay structure typically includes various components, such as base salary, bonuses, incentives, 
benefits, and other forms of compensation. It sets guidelines and parameters for how pay is 
determined, considering factors such as job responsibilities, skills and qualifications required, 
market conditions, and internal equity considerations. 

 

Key elements of a pay structure may include: 

Job Evaluation: Organizations often conduct job evaluations to assess and compare the relative 
value and complexity of different job positions. Job evaluation methods, such as point-factor or 
market-pricing approaches, help determine the internal worth of each job and provide a basis for 
establishing pay levels. 

Pay Grades or Bands: Pay structures often group jobs into pay grades or bands. Each grade or 

band represents a range of pay that applies to jobs of similar value or complexity. Pay grades may 
be defined based on factors such as job level, skill requirements, job evaluation results, or market 
data. 

Pay Ranges: Within each pay grade or band, pay ranges are established to provide flexibility in 

setting individual compensation based on factors like experience, performance, and qualifications. 
Pay ranges typically include a minimum, midpoint, and maximum value. The midpoint is often 
considered the target or market rate for a particular job within the pay grade. 

Salary Progression: Pay structures may include guidelines for salary progression within each pay 

grade. These guidelines specify the criteria and frequency for salary increases, such as performance-
based merit increases or periodic cost-of-living adjustments. 

Market Alignment: Pay structures take into account external market data to ensure the 

organization's compensation is competitive. Market data is used to validate and adjust pay levels to 
attract and retain talent in the industry and geographical location. 

Internal Equity: Pay structures aim to maintain internal equity by ensuring that compensation is 

fair and consistent within the organization. Jobs with similar value or complexity are typically 
grouped together in the same pay grade or band, ensuring similar pay for similar work. 

Compensation Policies: Pay structures may incorporate specific compensation policies that 

guide decision-making, such as policies for promotions, bonuses, incentives, or pay adjustments 
based on performance, skills, or market conditions. 

Overall, a pay structure provides a systematic and structured approach to determine and 
administer compensation within an organization. It helps establish fair and consistent pay levels, 
promotes internal equity, aligns with market conditions, and supports the organization's talent 
management and retention strategies. 

 

13.2 Objectives of  Pay Structure  

Internal Equity: A pay structure ensures internal equity by establishing fair and consistent pay 
levels for jobs within the organization. It aims to ensure that employees performing similar work or 
jobs of comparable value receive comparable compensation, promoting a sense of fairness and 
reducing pay disparities. 

External Competitiveness: A pay structure helps maintain external competitiveness by aligning 
compensation levels with market rates. It involves conducting market research and benchmarking 
to ensure that the organization's pay levels are competitive and enable the attraction and retention 
of qualified talent in the industry and geographic location. 

Attraction and Retention: An effective pay structure is designed to attract and retain talented 
employees. By offering competitive compensation, organizations can position themselves as 
desirable employers and attract high-quality candidates. Additionally, a well-designed pay 
structure provides incentives for employees to stay with the organization, reducing turnover and 
ensuring continuity of skills and knowledge. 

Motivation and Performance: A pay structure supports motivation and performance by linking 

compensation to individual and organizational performance. Performance-based incentives, such 
as bonuses or variable pay, encourage employees to strive for higher levels of productivity, achieve 
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specific goals, and contribute to the success of the organization. A well-designed pay structure can 
provide the financial rewards and recognition that motivate employees to perform at their best. 

Cost Management: A pay structure helps manage compensation costs by providing guidelines 

for determining salary levels and pay increases. It ensures consistency and transparency in 
compensation decisions, preventing arbitrary or excessive pay increases and controlling 
compensation expenses. By having a structured approach to compensation, organizations can 
effectively manage their financial resources and allocate compensation budgets strategically. 

Compliance and Governance: A pay structure supports compliance with legal and regulatory 

requirements related to compensation. It helps organizations adhere to laws concerning minimum 
wage, equal pay, and non-discrimination. Additionally, a well-designed pay structure promotes 
good governance by ensuring transparency, fairness, and accountability in compensation practices. 

By achieving these objectives, a pay structure contributes to the overall effectiveness of an 
organization's compensation strategy. It supports employee satisfaction, engagement, and 
productivity while ensuring the organization remains competitive in the talent market and 
compliant with relevant laws and regulations. 

 

13.3 Contingent Pay Plan 

A contingent pay plan, also known as a variable pay plan, is a compensation structure in which an 
employee's pay is contingent upon the achievement of certain predetermined goals, targets, or 
performance metrics. Unlike a fixed salary or base pay, which remains constant regardless of 
performance, a contingent pay plan introduces a variable component that can fluctuate based on 
specific criteria. 

Contingent pay plans are designed to align employee compensation with individual or 
organizational performance. By linking pay to performance, organizations aim to motivate 
employees to work towards achieving specific objectives and drive desired outcomes. These plans 
often include performance-based bonuses, incentives, or commissions that are tied to measurable 
results. 

 

Here are a few key points to understand about contingent pay plans: 

Performance Measurement: Contingent pay plans require clear and objective performance metrics 
to evaluate the attainment of goals. These metrics can vary depending on the nature of the job and 
the organization's objectives. Examples may include sales targets, revenue growth, customer 
satisfaction ratings, productivity metrics, or cost reduction targets. 

Goal Setting: Goals or targets that trigger contingent pay are typically established through a 
collaborative process involving the employee, the employee's supervisor, and the organization. 
These goals should be specific, measurable, achievable, relevant, and time-bound (SMART) to 
provide clarity and fairness in assessing performance. 

Pay Structure: Contingent pay plans can take various forms. For instance, they may involve 
performance-based bonuses that are awarded at regular intervals (e.g., quarterly or annually) or 
commissions tied to sales revenue generated. Some plans may offer a tiered structure, where higher 
performance results in higher payouts. 

Communication and Transparency: Transparent communication of the contingent pay plan is 
essential for its successful implementation. Employees should have a clear understanding of how 
their performance will be assessed and how it relates to their potential earnings. Regular feedback 
and performance discussions can help employees track their progress and understand how their 
efforts contribute to their compensation. 

Compliance and Risk Management: Organizations need to ensure that contingent pay plans 
comply with applicable laws and regulations. Additionally, measures should be in place to mitigate 
the risk of employees engaging in unethical behavior to achieve performance targets, such as 
through the use of appropriate controls, performance monitoring, and ethical guidelines. 

13.4 Reasons for Introducing Contingent Pay Plan 

Contingent pay plans can be effective in driving employee motivation, aligning individual goals 
with organizational objectives, and rewarding high performance. However, they require careful 
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design, monitoring, and review to ensure fairness, objectivity, and alignment with the 
organization's overall compensation philosophy. 

Contingent pay plans, also known as variable pay plans or incentive compensation plans, are 
designed to motivate employees and reward them based on their performance and contribution to 
the organization. Here are some reasons why organizations introduce contingent pay plans: 

Performance-based motivation: Contingent pay plans provide a strong incentive for employees 

to perform at their best. By tying compensation directly to performance, employees are motivated 
to exceed expectations, improve productivity, and achieve specific goals. 

Alignment with organizational objectives: Contingent pay plans help align individual and 

team goals with the overall objectives of the organization. By linking compensation to key 
performance indicators (KPIs) and strategic priorities, employees are encouraged to focus their 
efforts on activities that drive organizational success. 

Attract and retain top talent: Offering a contingent pay plan can make an organization more 

attractive to prospective employees and increase retention rates among current employees. High-
performing individuals often seek organizations that offer performance-based rewards, as it 
provides them with opportunities to earn higher compensation based on their achievements. 

Flexibility and cost control: Contingent pay plans provide flexibility for organizations to 

manage their compensation budgets. By tying a portion of employee compensation to performance, 
companies can align rewards with business performance and adjust payouts based on financial 
conditions or budget constraints. 

Employee engagement and satisfaction: Contingent pay plans can enhance employee 

engagement and satisfaction by creating a sense of fairness and recognition. Employees feel valued 
when their contributions are acknowledged and rewarded, leading to increased job satisfaction and 
morale. 

Focus on key metrics and outcomes: Contingent pay plans enable organizations to emphasize 

specific metrics or outcomes that are critical to their success. By establishing clear performance 
targets and linking them to rewards, companies can drive employee behavior towards achieving 
those targets and promote a culture of accountability. 

Continuous performance improvement: Contingent pay plans encourage continuous 

performance improvement by providing ongoing feedback and incentives for employees to 
enhance their skills, productivity, and performance. This focus on improvement can lead to 
increased efficiency, innovation, and overall organizational success. 

Encouraging teamwork and collaboration: Contingent pay plans can be structured to include 

team-based incentives, fostering a collaborative work environment. By promoting teamwork and 
collective achievement, these plans can strengthen cooperation among employees and enhance 
overall team performance. 

It is important to note that the design and implementation of contingent pay plans require careful 
consideration and alignment with organizational objectives. Clear performance metrics, effective 
communication, and equitable distribution of rewards are essential for the success of such plans. 

 

13.5 Challenges of Team Performance and Pay 

While team-based performance and pay can offer several advantages, there are also challenges that 
organizations may face in implementing and managing such systems. Some of the challenges of 
team performance and pay include: 

Individual Contribution Recognition: Team-based performance and pay may make it difficult 

to recognize and reward individual contributions accurately. In a team setting, it can be challenging 
to differentiate individual performance from the collective team effort. This can create a perception 
of unfairness among team members if individual contributions are not adequately acknowledged 
and rewarded. 

Free-Rider Effect: Team performance and pay systems can sometimes lead to a free-rider effect, 

where some team members may rely on the efforts of others without fully contributing themselves. 
This can create resentment and reduce overall team motivation and performance. 
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Team Dynamics and Conflict: Team-based performance and pay can potentially lead to conflicts 

and challenges in team dynamics. Differences in work styles, goals, and expectations within the 
team can create tension and hinder collaboration. Misaligned incentives or disagreements over the 
distribution of rewards can further exacerbate these conflicts. 

 

Principle objectives of a pay structure 

The primary objectives of a pay structure within an organization are as follows: 

Internal Equity: One of the key objectives of a pay structure is to establish internal equity, which 

means ensuring that employees are compensated fairly and consistently based on the relative value 
of their jobs within the organization. A well-designed pay structure helps maintain internal balance 
and prevents pay disparities among employees performing similar work or with similar levels of 
responsibility. 

External Competitiveness: Another objective of a pay structure is to establish external 

competitiveness, meaning that the organization's compensation levels are competitive in the job 
market. The pay structure should take into account industry standards, market trends, and regional 
or national salary benchmarks to attract and retain talented individuals. It helps the organization 
remain competitive in recruiting and retaining top talent. 

Employee Motivation and Engagement: A pay structure should serve as a motivating factor for 

employees by recognizing and rewarding their contributions. It should provide incentives for 
employees to perform well, exceed expectations, and contribute to the organization's success. When 
employees feel fairly compensated for their work, it enhances their motivation, engagement, and 
job satisfaction. 

Retention and Employee Loyalty: A well-designed pay structure can contribute to employee 

retention and foster loyalty within the organization. By offering competitive compensation 
packages, employees are more likely to remain with the company and feel valued for their skills 
and expertise. It reduces the risk of losing talented employees to competitors and promotes long-
term commitment. 

Cost Management: A pay structure helps organizations effectively manage their compensation 

costs. It provides a framework for determining salary ranges and pay grades based on job 
evaluation, market data, and internal factors. By establishing clear guidelines and structures, it 
enables the organization to control labor costs, allocate resources efficiently, and ensure a fair 
distribution of compensation. 

Compliance with Legal and Regulatory Requirements: Organizations need to ensure that 

their pay structure complies with applicable legal and regulatory requirements. This includes 
adhering to minimum wage laws, equal pay regulations, overtime provisions, and other relevant 
labor laws. The pay structure should be designed in a way that avoids discrimination and meets the 
requirements of fair and equitable pay practices. 

Flexibility and Adaptability: A pay structure should be flexible enough to accommodate 

organizational changes, such as growth, restructuring, or changes in job roles. It should allow for 
adjustments in compensation to reflect changes in market conditions, industry standards, and 
business priorities. A flexible pay structure enables the organization to respond to evolving needs 
while maintaining internal and external equity. 

 

13.6 Traditional Pay Plan 

A traditional pay plan, also known as a fixed or base pay plan, is a compensation system where 
employees receive a predetermined salary or wage for their work, typically expressed as an annual 
or monthly amount. Here are some key features and characteristics of a traditional pay plan: 

Fixed Compensation: In a traditional pay plan, employees receive a fixed amount of 

compensation for their job role, regardless of individual or company performance. The pay is 
usually determined based on factors such as job responsibilities, skills, experience, and market rates 
for similar positions. 
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Stability and Predictability: The traditional pay plan offers stability and predictability to 

employees, as they know exactly how much they will earn on a regular basis. This can provide a 
sense of financial security and help individuals plan their budgets and expenses. 

Time-Based Increments: Salary increases or adjustments in a traditional pay plan often occur on 

a predetermined schedule, such as annually or biannually. These increments are typically based on 
factors like years of service, performance evaluations, or cost-of-living adjustments. 

Limited Variable Pay: Traditional pay plans generally have limited or no provision for variable 

pay components, such as bonuses or incentives tied to individual or organizational performance. 
Compensation is primarily based on the job role and may not directly reflect individual 
contributions or results. 

Focus on Job Security: Traditional pay plans may emphasize job security and long-term 

employment. Employees may prioritize stability and regular income over potential higher earnings 
tied to performance. 

Hierarchical Structure: In many traditional pay plans, compensation is often tied to a hierarchical 

structure, with higher-ranking positions earning higher salaries. This structure may be based on 
factors like job complexity, level of responsibility, or seniority within the organization. 

Limited Differentiation: Traditional pay plans often have limited differentiation between high-

performing and average-performing employees in terms of compensation. Salary increases or 
bonuses may be standardized or tied to general factors like company-wide performance, rather 
than individual contributions. 

Compliance with Labor Regulations: Traditional pay plans typically ensure compliance with 

labor regulations regarding minimum wage, overtime, and other legal requirements. They provide 
a baseline for meeting legal obligations related to compensation. 

While traditional pay plans offer stability and predictability, they may have limitations in terms of 
motivating exceptional performance or aligning compensation with individual or organizational 
results. Many organizations today are exploring or combining traditional pay plans with additional 
variable pay components or performance-based incentives to enhance motivation, attract top talent, 
and drive desired outcomes. 

 

Summary 

A well-designed pay structure supports the organization's goals by ensuring fair compensation, 
attracting and retaining talent, motivating employees, and managing costs effectively. It is a critical 
tool for achieving internal and external equity in compensation practices while aligning with the 
organization's strategic objectives. 

 

Keywords 

Contingent pay, reward system, traditional Pay Plan 

 

Self Assessment 

1. What is a contingent pay plan? 

A. A pay plan that is contingent on the employee's age 

B. A pay plan that is contingent on the employee's performance or achievement of specific 

goals 

C. A pay plan that is contingent on the employee's job title or seniority 

D. A pay plan that is contingent on the company's financial performance 

 

2. Which of the following is an example of a contingent pay plan? 

A. Salary based on years of service 

B. Salary based on market rates 
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C. Performance-based bonuses 

D. Fixed annual increments 

 

3. What is the purpose of a contingent pay plan? 

A. To ensure equal pay for all employees 

B. To provide fixed compensation regardless of performance 

C. To reward employees based on their achievements or performance 

D. To comply with legal requirements 

 

4. How are contingent pay plans typically structured? 

A. They involve a fixed salary with no additional incentives 

B. They include a base salary and annual bonuses or incentives based on performance 

C. They are solely based on the employee's job title or seniority 

D. They are determined by external market rates 

 

5. What is a key advantage of contingent pay plans? 

A. They ensure cost control for the organization 

B. They provide equal pay for all employees 

C. They promote employee motivation and performance 

D. They eliminate the need for performance evaluations 

 

6. Which of the following best defines a traditional pay plan? 

A. A compensation system based solely on an employee's performance 

B. A compensation system that includes both fixed salary and performance-based incentives 

C. A compensation system that focuses on non-monetary rewards and recognition 

D. A compensation system that disregards an employee's skills and experience 

 

7. In a traditional pay plan, fixed salary is primarily based on which factor? 

A. Individual performance 

B. Company profitability 

C. Market rates and industry standards 

D. Seniority or years of service 

 

8. Which of the following is a characteristic of a traditional pay plan? 

A. High degree of flexibility in compensation structure 

B. Strong emphasis on pay-for-performance incentives 

C. Limited differentiation based on job roles and responsibilities 

D. Minimal consideration of market competitiveness 

 

9. Which of the following is a common drawback of a traditional pay plan? 

A. Lack of motivation and engagement among employees 

B. Inability to attract top talent 

C. Excessive administrative complexity 

D. Limited cost control for the organization 

 

10. True or False: Traditional pay plans typically offer significant opportunities for employees to 

earn variable pay through performance-based incentives. 
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A. True 

B. False 

 

11. Which of the following is a potential advantage of a traditional pay plan? 

A. Increased focus on long-term organizational goals 

B. Enhanced employee satisfaction and work-life balance 

C. Ease of administration and simplicity 

D. Strong alignment of compensation with individual performance 

 

12. In a traditional pay plan, how are annual salary increases typically determined? 

A. Based on cost-of-living adjustments 

B. Strictly based on individual performance ratings 

C. Through negotiation between employees and management 

D. Determined by market factors and salary surveys 

 

13. True or False: Traditional pay plans are commonly associated with a hierarchical 

organizational structure. 

A. True 

B. False 

 

14. Which of the following is a potential limitation of a traditional pay plan when it comes to 

motivating employees? 

A. Inability to reward exceptional performance 

B. Lack of transparency in compensation practices 

C. Overemphasis on teamwork and collaboration 

D. Difficulty in attracting and retaining top talent 

 

15. In a traditional pay plan, how are promotions and advancements typically linked to 

compensation? 

A. Promotions lead to a fixed salary increase for all employees 

B. Advancements are solely based on seniority or years of service 

C. Compensation adjustments are tied to increased job responsibilities and seniority 

D. Employees receive bonuses instead of salary increases upon promotion 

 

Answers for Self Assessment 

1. B 2. C 3. C 4. B 5. C 

6. B 7. A 8. A 9. D 10. C 

11. A 12. D 13. C 14. D 15. A 

 

Review Questions 

Q1. What do you believe is the most important aspect of a performance management system, 

and why? 
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Q2. In your opinion, how should performance goals be set in order to effectively motivate 

employees? 

Q3. How would you design a reward system that encourages both individual and team 

performance? 

Q4. Do you think performance appraisals are an effective tool for evaluating employee 

performance? Why or why not? 

Q5. What are some potential challenges or drawbacks of implementing a performance-based 

reward system in an organization? 

 

 

Further Readings 

Managing Employee Performance and Reward: Systems, Practices and Prospects, by John 
Shields (Author), Jim Rooney (Author), Michelle Brown 

https://books.google.co.in/books?id=oW_CDwAAQBAJ&printsec=copyright&redir_esc=y
#v=onepage&q&f=false 

 

 
Web Links 

https://www.managementstudyguide.com/performance-management-and-reward-
practices.htm 

https://www.geektonight.com/performance-management-and-reward/ 
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Objective 

After studying this unit, you will be able to 

 To understand the concept of Recent trends in rewards 

 To get awareness about the Employee Stock Options Plans 

 

Introduction 

The last couple of years have seen a big emphasis on creating a more equitable society, both at a 
political and corporate level. Inclusivity is key to rewards and recognition in 2022. With this in 
mind, make sure your organization is offering a wide range of rewards that take into account the 
diversity of your workforce. This might sound like a daunting prospect, and that’s understandable, 
especially if you’re responsible for devising a rewards program for a larger business. Make sure 
you work with an experienced recognition platform vendor that works with you to identify the best 
solutions for your organization and that doesn’t just provide a set platform of generic rewards. 

 

14.1 Recent trends in rewards 

Recent trends in rewards and recognition programs reflect a shift towards more personalized and 
holistic approaches that go beyond traditional monetary incentives. Here are some notable trends 
in rewards: 

Non-Monetary Rewards: Organizations are recognizing the value of non-monetary rewards in 

motivating and engaging employees. These rewards can include flexible work arrangements, extra 
vacation days, career development opportunities, recognition programs, and work-life balance 
initiatives. Providing a supportive and fulfilling work environment is increasingly considered a 
valuable reward in itself. 

Employee Well-being Programs: Companies are placing greater emphasis on employee well-

being by implementing wellness programs that promote physical, mental, and emotional health. 
These programs may include gym memberships, meditation or mindfulness sessions, stress 
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management workshops, counseling services, and initiatives to promote work-life balance. By 
prioritizing employee well-being, organizations aim to improve overall satisfaction and 
productivity. 

Recognition and Appreciation: Organizations are focusing on building a culture of recognition 

and appreciation. Peer-to-peer recognition programs, spot recognition, and public acknowledgment 
of achievements are gaining popularity. Social recognition platforms and tools are being used to 
facilitate real-time appreciation, fostering a sense of value and belonging among employees. 

 

Skill Development and Learning Opportunities: Employers are recognizing the importance of 
continuous learning and growth for employee engagement and retention. Providing access to 
training programs, conferences, workshops, and mentoring opportunities is seen as a valuable 
reward. Skills development initiatives can enhance employee satisfaction, boost performance, and 
promote career advancement. 

Personalization and Choice: Rewards programs are becoming more personalized and flexible to 

cater to individual preferences. Offering a range of reward options allows employees to choose 
rewards that align with their interests and needs. This may include gift cards, experiences, travel 
vouchers, or the ability to customize rewards based on personal preferences. 

Gamification: Gamification elements are being incorporated into rewards programs to increase 

engagement and motivation. Leaderboards, point systems, badges, and friendly competitions can 
make rewards more interactive and fun, encouraging participation and achievement. 

Social Impact Initiatives: Rewards tied to social impact and corporate social responsibility 

(CSR) initiatives are gaining traction. Employees are being given opportunities to engage in 
volunteer work, participate in charitable giving programs, or contribute to environmental 
sustainability efforts. Such initiatives enhance employee satisfaction and create a sense of purpose 
and meaning in their work. 

Real-Time Feedback and Performance Recognition: Real-time feedback and instant 

recognition are becoming important aspects of rewards programs. Frequent check-ins, continuous 
performance feedback, and immediate recognition for achievements or milestones help employees 
feel valued and supported. This trend emphasizes the importance of ongoing communication and 
appreciation in driving performance and engagement. 

Organizations are increasingly adopting these trends to create a more inclusive, engaging, and 
rewarding work environment that aligns with employees' evolving needs and expectations. By 
embracing a holistic approach to rewards, companies can foster a positive culture, enhance 
employee well-being, and drive overall organizational success. 

 

14.2 Employee Stock Options 

Employee stock options (ESOs) are a form of compensation that allows employees to purchase 
company shares at a predetermined price, typically lower than the current market price, within a 
specified period. Here are some key points about employee stock options: 

Granting of Options: Companies grant employee stock options as part of their compensation 

package to attract, retain, and incentivize employees. The options are usually offered to key 
employees, such as executives or high-performing individuals, although they can be extended to 
employees at various levels. 

Exercise Price: The exercise price, also known as the strike price, is the predetermined price at 

which employees can purchase the company's stock when they exercise their options. It is typically 
set at the fair market value of the stock on the grant date or at a discount to the market price. 

Vesting Period: ESOs usually have a vesting period, which is the duration an employee must 

remain with the company before they can exercise their options. Vesting periods can vary and are 
often structured over several years, encouraging employee retention and commitment. 

Exercise Window: ESOs have a specified exercise window or expiration date, which is the period 

during which employees can exercise their options. Once the options are exercised, employees have 
the right to purchase the company's stock at the exercise price, even if the market price has 
increased. 
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Tax Treatment: The tax treatment of ESOs varies depending on the jurisdiction and specific rules. 

In many countries, there may be tax implications upon exercising the options or selling the 
acquired shares. Employees are advised to consult with tax professionals to understand the tax 
consequences associated with ESOs. 

Potential Benefits: ESOs offer the potential for financial gain if the company's stock price 

increases above the exercise price. Employees can profit from the difference between the exercise 
price and the market price when they sell the acquired shares. This aligns employees' interests with 
those of shareholders and can be a significant incentive for performance and loyalty. 

Risk and Volatility: ESOs come with inherent risks, as the value of the options depends on the 

performance of the company's stock. If the stock price does not increase or declines, the options 
may have little or no value. Employees should carefully evaluate the risks associated with holding 
options and consider diversifying their investment portfolio. 

Employee Ownership and Alignment: By offering stock options, companies promote a sense of 

ownership and alignment with employees. When employees have a stake in the company's success, 
they are motivated to work towards its growth and profitability. 

It is important to note that ESOs can be complex, and their valuation and terms can vary between 
companies. Employees should thoroughly review the details of their stock option grants, including 
vesting schedules, exercise periods, and tax implications, and seek professional advice if needed. 

Investment advisory services are provided by professionals or firms who offer guidance and 
recommendations on investment strategies and portfolio management. These services are designed 
to assist individuals, businesses, or institutions in making informed investment decisions based on 
their financial goals, risk tolerance, and market conditions. Here are some key aspects of investment 
advisory services: 

Financial Assessment: Investment advisors typically start by assessing the client's financial 
situation, investment objectives, time horizon, risk tolerance, and any specific investment 
preferences. This evaluation helps advisors understand the client's unique circumstances and goals. 

Portfolio Construction: Based on the client's financial assessment, investment advisors develop a 
customized investment plan and construct a portfolio tailored to their needs. This may involve 
selecting appropriate asset classes, diversifying investments across different sectors or regions, and 
considering factors such as risk management and potential returns. 

Investment Recommendations: Investment advisors provide recommendations on specific 
investment products or strategies that align with the client's objectives. These recommendations 
may include stocks, bonds, mutual funds, exchange-traded funds (ETFs), alternative investments, 
or other financial instruments. 

Risk Management: Advisors assess the risk profile of clients and suggest investment strategies to 
manage risk. They may recommend diversification, asset allocation, and risk mitigation techniques 
to help protect the client's investments from market volatility or potential losses. 

Ongoing Monitoring and Reviews: Investment advisors continuously monitor clients' portfolios to 
ensure they remain aligned with the client's goals and risk tolerance. They conduct regular reviews 
to assess the performance of investments, make necessary adjustments, and provide clients with 
updated recommendations based on market trends and economic conditions. 

Financial Education and Communication: Investment advisors educate clients about investment 
concepts, strategies, and market dynamics. They aim to empower clients to make informed 
decisions and understand the rationale behind investment recommendations. Effective 
communication between the advisor and client is crucial for building a trusted relationship and 
keeping clients informed about their investments. 

Regulatory Compliance: Investment advisors must comply with regulatory requirements and 
standards. Depending on the jurisdiction, advisors may need to register with regulatory authorities 
and adhere to specific guidelines to ensure transparency, client protection, and ethical conduct. 

Fee Structure: Investment advisors typically charge fees for their services, which can be based on 
various fee structures, such as a percentage of assets under management (AUM), hourly rates, or 
fixed fees. It is important for clients to understand the fee structure and associated costs before 
engaging an investment advisor. 
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When seeking investment advisory services, it is essential to choose a reputable advisor or firm 
with relevant qualifications, credentials, and experience. Conducting due diligence, reviewing their 
track record, and considering referrals or recommendations can help in selecting a suitable 
investment advisor who aligns with your investment goals and values. 

 

14.3 Tax Planning for Compensation in Company 

Tax planning for compensation in a company involves structuring and optimizing compensation 
packages to minimize tax liabilities for both the employer and the employees. Here are some key 
considerations for tax planning in relation to compensation: 

 

Understanding Tax Laws and Regulations: It is crucial to have a clear understanding of the tax 
laws and regulations relevant to compensation in your jurisdiction. Tax rules can vary depending 
on factors such as the type of compensation, employee classification, and specific tax provisions. 

Differentiating Types of Compensation: Different forms of compensation, such as salary, bonuses, 
stock options, restricted stock units (RSUs), or fringe benefits, may have varying tax implications. 
Identifying the tax treatment of each type of compensation can help in structuring a tax-efficient 
compensation package. 

Evaluating Tax Deductibility for Employers: Employers should assess the tax deductibility of 
different types of compensation. Some forms of compensation may be fully deductible, while others 
may have limitations or specific conditions for deductibility. By understanding these rules, 
employers can optimize the tax efficiency of compensation expenses. 

Considering Employee Taxation: Employers should consider the tax implications for employees 
when structuring compensation packages. Different forms of compensation may be subject to 
income tax, Social Security contributions, Medicare tax, or other payroll taxes. Assessing the tax 
impact on employees can help in designing attractive and tax-efficient compensation plans. 

Utilizing Tax-Advantaged Compensation Strategies: Some jurisdictions offer tax-advantaged 
compensation strategies that can benefit both employers and employees. These strategies may 
include retirement plans (such as 401(k) plans or pension schemes), employee stock ownership 
plans (ESOPs), or employee stock purchase plans (ESPPs). Exploring and implementing these 
options can provide tax advantages for both parties. 

Timing of Compensation: The timing of compensation can have tax implications. For example, 
deferring bonuses or income to a future tax year may help manage overall tax liability. Employers 
should consider the timing of payments to align with tax planning objectives. 

Leveraging Employee Benefits and Deductions: Employers can offer employee benefits and 
deductions that are tax advantageous for both the company and the employees. Examples include 
health insurance plans, flexible spending accounts (FSAs), transportation benefits, or educational 
assistance programs. These benefits can reduce taxable income for employees while potentially 
providing tax advantages for the employer. 

Seeking Professional Advice: Given the complexities of tax laws and regulations, it is advisable to 
consult with tax professionals, such as tax advisors or accountants, to ensure compliance and 
maximize tax efficiency. They can provide guidance tailored to your specific circumstances and 
help implement effective tax planning strategies. 

 

14.4 Employee Wellness 

Employee wellness has become an increasingly important focus for companies, recognizing the 
impact of employee well-being on productivity, engagement, and overall organizational success. 
Here are some employee wellness trends in companies: 

Mental Health Support: Companies are prioritizing mental health initiatives by providing 
resources and support for employees. This can include access to counseling services, stress 
management programs, mental health awareness campaigns, and training for managers on how to 
recognize and support employees' mental well-being. 
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Flexible Work Arrangements: Flexible work options, such as remote work, flexible hours, or 
compressed workweeks, have gained significant popularity. These arrangements promote work-life 
balance, reduce commuting stress, and allow employees to better manage personal and family 
responsibilities, ultimately improving overall well-being. 

Physical Wellness Programs: Companies are implementing various physical wellness programs to 
encourage employees to adopt healthy lifestyles. This may include onsite fitness facilities, exercise 
classes, wellness challenges, ergonomic assessments, and health screenings. Some organizations 
provide incentives for employees who participate and achieve specific health goals. 

Holistic Wellness Initiatives: Employers are embracing a holistic approach to wellness by 
addressing various dimensions of well-being, including physical, mental, social, and emotional 
aspects. This may involve offering workshops on nutrition and healthy eating, mindfulness or 
meditation sessions, financial wellness programs, and fostering a positive and inclusive work 
culture. 

Technology and Wellness Apps: The use of technology and wellness apps has become prevalent in 
employee wellness programs. These apps offer features such as fitness tracking, mindfulness 
exercises, nutrition tracking, sleep monitoring, and personalized wellness plans. Employers may 
provide access to these apps or subsidize their use to encourage healthy behaviors. 

Well-being Incentives: Many companies are introducing incentives or rewards for employees who 
actively engage in wellness activities. These incentives can range from financial rewards, gift cards, 
or additional time off to recognition and achievement awards. Rewarding employees for 
prioritizing their well-being helps create a culture of wellness. 

Health Coaching and Support: Employers are offering health coaching services to employees, 
providing personalized guidance on nutrition, exercise, stress management, and overall well-being. 
Health coaches can help employees set goals, provide ongoing support, and track progress toward 
their wellness objectives. 

Mental Health First Aid Training: Companies are investing in mental health first aid training for 
employees to equip them with the knowledge and skills to recognize signs of mental distress and 
offer initial support. This training helps create a supportive and empathetic workplace environment 
where mental health concerns are addressed promptly and appropriately. 

Work-Life Integration: Rather than aiming for a strict work-life balance, companies are focusing on 
work-life integration, recognizing that employees' personal and professional lives are 
interconnected. This involves providing flexibility, encouraging breaks, and promoting boundary-
setting to allow employees to manage their responsibilities and maintain overall well-being. 

Leadership Support and Role Modeling: Leadership plays a crucial role in fostering a culture of 
employee wellness. Companies are encouraging leaders to prioritize their own well-being and 
actively support wellness initiatives. When leaders role model healthy behaviors and advocate for 
employee well-being, it sets a positive example for the rest of the organization. 

These trends highlight the growing recognition that employee wellness is a vital component of a 
thriving work environment. By implementing comprehensive wellness programs, companies can 
enhance employee satisfaction, engagement, and overall organizational performance. 

 

14.5 Insurance 

Insurance of employees refers to the practice of providing insurance coverage to employees as part 
of their overall compensation and benefits package. This coverage helps protect employees and 
their families against financial losses resulting from unexpected events or circumstances. 

There are several types of insurance commonly offered to employees: 

Health Insurance: This is one of the most common types of insurance provided by employers. It 
helps cover medical expenses, including doctor visits, hospital stays, prescription medications, and 
preventive care. 

Life Insurance: Life insurance provides a lump sum payment to the employee's designated 
beneficiaries in the event of their death. It helps provide financial security to the employee's family 
in case of their untimely demise. 
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Disability Insurance: Disability insurance provides income replacement if an employee becomes 
disabled and is unable to work due to an illness or injury. It can be short-term or long-term and 
helps replace a portion of the employee's lost income. 

Dental and Vision Insurance: These types of insurance cover dental and vision-related expenses, 
such as routine check-ups, eye exams, glasses, and dental treatments like cleanings, fillings, and 
root canals. 

Retirement Plans: While not insurance in the traditional sense, retirement plans like 401(k) or 
pension plans are often provided by employers to help employees save for their retirement. These 
plans offer tax advantages and sometimes include employer contributions. 

 

Case Study: XYZ Corporation's Employee Stock Option Plan 

 

Introduction: 

XYZ Corporation is a fast-growing technology company that specializes in software development. 
To attract and retain top talent, the company has implemented an Employee Stock Option Plan 
(ESOP) as part of its compensation package. The ESOP allows eligible employees to purchase 
company shares at a discounted price, providing them with an opportunity to participate in the 
company's success and align their interests with the shareholders'. 

Objective: 

The objective of XYZ Corporation's ESOP is to incentivize and reward employees by giving them a 
stake in the company's growth and performance. The ESOP aims to foster a sense of ownership, 
enhance employee loyalty, and align the employees' efforts with the company's long-term success. 

Implementation: 

Eligibility and Granting Options: 

All full-time employees who have completed at least one year of service are eligible to participate in 
the ESOP. 

Each year, eligible employees are granted a specific number of stock options based on their 
performance, seniority, and contribution to the company. 

The number of options granted to employees is determined by a predetermined formula, which 
considers factors such as position, performance, and market conditions. 

Vesting Schedule: 

The stock options are subject to a vesting schedule to ensure employee retention and long-term 
commitment. 

Typically, the options vest over a period of four years, with a one-year cliff. This means that the 
employee must stay with the company for at least one year before any options become exercisable. 

After the cliff, the options vest incrementally over the remaining three years, usually on a monthly 
or quarterly basis. 

Exercise Period: 

Once the stock options vest, employees have the right to exercise their options and purchase 
company shares at the predetermined exercise price. 

The exercise period is typically a few years after the options vest, allowing employees time to 
evaluate their investment decision. 

Employees can choose to exercise their options partially or in full, depending on their financial 
situation and confidence in the company's future prospects. 

Exercise Price and Discount: 

The exercise price is set at a predetermined value, usually the fair market value of the company's 
stock on the grant date. 
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To provide an additional incentive, the exercise price is often offered at a discount, typically around 
15-20% below the market price, making it more attractive for employees to exercise their options. 

Tax Considerations: 

Employees should be aware of the tax implications associated with exercising stock options. 

Depending on the jurisdiction and local tax laws, employees may be subject to taxes on the 
difference between the exercise price and the fair market value at the time of exercise. 

Benefits and Outcomes: 

Employee Motivation and Retention: 

The ESOP creates a sense of ownership among employees, as they have a direct stake in the 
company's success. 

The potential financial rewards from stock options can motivate employees to perform at their best 
and remain committed to the organization. 

Alignment of Interests: 

By providing stock options, XYZ Corporation aligns the employees' interests with those of the 
shareholders, fostering a culture of shared success. 

Employees are encouraged to think and act like owners, promoting a long-term perspective and a 
focus on sustainable growth. 

Talent Attraction: 

The presence of an ESOP enhances XYZ Corporation's ability to attract top talent, as it offers a 
unique compensation component that provides potential financial upside. 

Employee Engagement: 

The ESOP fosters a sense of engagement and loyalty among employees, as they have a vested 
interest in the company's performance and value creation. 

 

Summary 

The specific insurance offerings can vary depending on the employer and the country's regulations. 
Employers typically negotiate insurance coverage with insurance providers and may require 
employees to contribute to the cost of premiums.It's important for employees to review their 
insurance coverage carefully, understand the terms and conditions, and consider any additional 
coverage they may need.Note that tax planning should always be conducted within the legal 
framework and in compliance with applicable tax laws. It is important to consult with qualified 
professionals and consider the specific regulations and requirements of your jurisdiction. 

 

Keywords 

Employee stock option plan,Insurance, 

 

Self Assessment 

1. What are employee stock options? 

A. A form of employee bonus 

B. Shares of stock provided to employees 

C. The right to purchase company stock at a predetermined price 

D. Retirement benefits for employees 

 

2. What is the exercise price of an employee stock option? 

A. The price at which an employee sells their stock options 
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B. The market price of the company's stock at the grant date 

C. The price at which an employee purchases company stock when exercising the option 

D. The price at which an employee can sell their acquired stock 

 

3. What is the purpose of employee stock options? 

A. To provide employees with a regular salary increase 

B. To encourage employee loyalty and retention 

C. To replace traditional employee benefits 

D. To reduce the company's tax liability 

 

4. What is the vesting period of employee stock options? 

a) The period during which employees can exercise their options 

b) The duration an employee must remain with the company before they can exercise their 
options 

c) The time frame within which employees must sell their acquired stock 

d) The period during which the company's stock is publicly traded 

 

5. What is the potential benefit of employee stock options? 

A. Guaranteed profit regardless of stock performance 

B. Dividends paid on the stock options 

C. The opportunity to purchase company stock at a lower price 

D. Access to company resources and facilities 

 

6. What is employee wellness? 

A. A company's financial performance 

B. Employee satisfaction with their job 

C. The state of physical, mental, and emotional well-being of employees 

D. The number of hours employees work per week 

 

7. Why is employee wellness important for companies? 

A. It reduces employee turnover. 

B. It improves employee productivity and engagement. 

C. It enhances the company's reputation. 

D. All of the above. 

 

8. What are some common components of employee wellness programs? 

A. Fitness facilities and exercise classes. 

B. Stress management programs. 

C. Nutrition and healthy eating initiatives. 

D. All of the above. 

 

9. How can companies promote mental health in the workplace? 
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A. Providing access to counseling services. 

B. Conducting mental health awareness campaigns. 

C. Training managers to support employees' mental well-being. 

D. All of the above. 

 

10. What are some examples of flexible work arrangements that support employee wellness? 

A. Remote work options. 

B. Flexible working hours. 

C. Compressed workweeks. 

D. All of the above. 

 

11. How can technology contribute to employee wellness? 

A. By providing wellness apps and fitness trackers. 

B. By offering virtual wellness programs and resources. 

C. By facilitating remote access to wellness services. 

D. All of the above. 

 

12. What is the role of leadership in promoting employee wellness? 

A. To model healthy behaviors and prioritize their own well-being. 

B. To advocate for and support wellness initiatives. 

C. To create a culture that values employee well-being. 

D. All of the above. 

 

13. What are some incentives or rewards that companies may offer to promote employee 

wellness? 

A. Financial rewards for achieving health goals. 

B. Additional time off for participating in wellness activities. 

C. Gift cards or recognition awards for wellness achievements. 

D. All of the above. 

 

14. Which of the following types of insurance covers an employee for any accidental injury or 

death that occurs while performing work-related duties? 

A. Life insurance 

B. Health insurance 

C. Workers' compensation insurance 

D. Disability insurance 

 

15. Which of the following is true about group health insurance plans? 

A. They are only available to large corporations. 

B. Employees are responsible for paying the entire premium. 

C. The employer typically pays a portion or all of the premium. 

D. They provide coverage only for hospitalization expenses. 
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Answers for Self Assessment 

1. C 2. C 3. B 4. B 5. C 

6. C 7. D 8. D 9. D 10. D 

11. D 12. D 13. D 14. C 15. A 

 

Review Questions 

Q.1 Discuss the importance of having health insurance coverage and its impact on individuals 

and society as a whole. 

Q.2 Discuss the significance of individualized rewards and recognition in acknowledging and 

rewarding employees based on their unique contributions and achievements. 

Q.3 Explain the potential impact of team-based rewards and incentives on fostering 

collaboration, cooperation, and a sense of collective achievement among employees. 

Q.4 Discuss the importance of regular performance evaluations and feedback in determining 

appropriate rewards and recognition for employees. 

Q.5 Describe the potential benefits and drawbacks of using performance-based rewards, such as 

commission structures or performance bonuses, to incentivize employees. 

Q.6 Explain how a well-designed rewards program can contribute to employee engagement, 

retention, and overall organizational success. 

 

 
Further Readings 

Compensation and Reward Management,BD Sandhu,2017 

 

 
Web Links 

https://www.hifives.in/e-book-of-employee-rewards-and-recognition/ 

https://www.helioshr.com/blog/5-total-rewards-and-compensation-trends-to-watch-in-
2022 

https://worldatwork.org/resources/publications/the-worldatwork-handbook-of-total-
rewards 
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