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1.1 INTRODUCTION:

‘Compensation’ refersto the establishment and implementation of wages and salaries of employees
inan organisation. The organisation payswages and salariesto the employeesfor thework rendered by
them.

“Accordingto Belcher’ theterm‘ compensation’ refersto al formsof payment going to empl oyees of
dl levelsand arising from employment. The soundnessof compensation management depends on theamount
of wage and salary paid to employeesfor afair dayswork. Hence, formulation and administration of
compensationiscons dered one of theimportant and complex manageria functions. Thuscompensationis
any form of payment given to theempl oyeesin exchangefor work they perform.

The compensati on function contributesto the organi sational effectivenessinfour basicways:

1)  Compensation can serveto attract qualified applicantsto the organi sation. An organisation offeringa
higher level pay can attract alarge number of qudified personsthanits competing units.

2)  Compensation helpsto retain competent empl oyeesin the organi sation.

3)  Compensation policieshelp by maintaining afair internal pay structure and by providing attractive
benefits.

4)  Compensation servesasan incentiveto motivate employeesto put forththeir best efforts.

Thuscompensationisareward for past serviceto the enterprise by the employeesand stimulateto
increasethe employeeperformancein future.

Compensation functionisoneof theimportant functions of Human Resource Management. Human
Resourcesengaged inanumber of activitiesto facilitate compensation god sattracting, retaining and motivating
employeesfor organisationd effectiveness. Thecompensation functionincludesthehuman resource planning,
jobandysis, job evaluation, performance gppraisal and employeerdations.

1.2 MEANING OF EMPLOYEE COMPENSATION MANAGEMENT:

Employee compensationincludes everything, an employed individual receivesinreturn of hisher
work. Thisconcept encompassesall the employees, managers and professionalsaswell asrank andfile,
blue and white collar employees. Compensation includeswages or hourly rates of pay, salariescoveringa
longer period of timethanwages, andincentivesincluding extrapay. Oneof themost rgpidly expanding areas
of compensationisthefringe benefit area.

Compensation asapriceinvol ves economic cons derationsthe alocation of scare human resources
inthe market and the determination of theva ue of employee services- but pay includesmany e ementsin
additionto economicvalue. Compensation, inanindustria society, often servesasasubstitutefor persond
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recognition. Furthermore, pay playsamajor rolein determiningtheworkersway of life, including hissocia
position.

1.3 CONCEPT OF COMPENSATION:

“Compensation whichincludesdirect cash payments, indirect paymentsin theform of employee
benefitsand incentivesto motivate employeesto strivefor higher level sof productivity isacritical component
of theemployment relationship. Compensation isaffected by forcesas diverse aslabour market factors,
collective bargaining, government legid ations and top management’ s phil osophy regarding pay and benefits.”

— WayneF Cascio.
“Compensationiswhat employeereceivesin exchangefor their contributionto theorganisation”.
The productivity objectivemay befostered through the compensation program of the organisation :

i) Helpingtheorganisation to attract quaified empl oyeeswho can be perform theassi gnmentsgivento
them,

i) Motivating employeesto performit acons stently higher, at least satisfactory leve, and

i) Encouraging employeestoimprovetheir skills, abilitiesand knowledge so they can perform present
or futurejobsmoreeffectively and efficiently.

1.4 PRINCIPLES OF EFFECTIVE COMPENSATION:

Therearesevera principlesof compensation plans, policiesand procedures. Theimportant among
themare:

1) The compensation plansand policiesshould be sufficiently flexible.
2) Job evaluation must bedonescientifically.

3) Compensation administration plansmust always be consistent with overall organisationa plansand
programmes.

4) Compensation plans and programmes should be responsive to the changing local and national
conditions.
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5) Compensation management plansand programs should be conformity with the social and economic
objectivesof thecountry like attainment of equdity inincomedistribution and controlling inflationary
trends.

6) Compensation plansshould s mplify and expedite other administrative process.
1.4.1 Requisitesof an effective compensation system:

a) Compensation plan should beanintegra part of financia plan.

b) There should be an adequate databasefor all compensation decisions.

C) In compensation policy formulation and implementation the management should bewillingto associate
workers/ unions.

d) There should be proper organi sation for compensation determination.

With agood compensation plan, employeesarehappier in their work, co-operation and loyalty are
more pronounced, productive output isup, quality isbetter.

1.5 COMPENSATION ISSUES AND SIGNIFICANCE:

Compensation management, therefore, now playsasignificant part along with theworking styleand
environment, empowerment etc. in the organi sation success strategy.

Payingemployees for their servicesgppearsat first glancetoinvolveonly ardatively straight forward
economic problem. Setting apricefor afactor of production, it includes psychological, sociological, legd,
political and ethical aswell aseconomic elements. Further price-setting processinvolves not only amarket
but anumber of decision makers, employers, employees, unions, variouslevel sof government and consuming
public at large havetheir handsin decisionsreached, infact, our entire society insi stsupon compensation.

151 Compensation Considerations:

Compensation management isabroad and complex one. The purpose of compensation broadly
stated, isto attempt to harmonisethe various e ements of wages. Compensation attemptsto find solutionsto
wage problems, it must consider theinterest of (i) employer, (ii) employees, (iii) unions, (iv) variouspublics
and (v) government, andinarriving at specific wages.

Thereare many cond derations concerning theeconomic, socid, psychological, palitical and ethica
at largethat goesinto solution of wage problems.
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a) Economicelementsin compensation:

Compensation asapriceinvol veseconomic considerations.

Pay likeacoin hastwo sides, one side cong sts of the cost to the empl oyer, the other sideincometo
the employee. To the employer, compensation isthe price he must pay for the employment of afactor of
production. Inthis sense, payment for employee servicesisan economic transaction governed by the same
logic asany other purchase, in which the purchaser attemptsto obtain the greatest quantity and the higher
quality possiblefor hismoney.

b) Sociological aspectsof compensation:

Totherecipient, pay servesasasymbol of statusaswell as meansto purchasableends. Status of
individuasisaproduct of many standardsof judgement: family, friends, occupation, education, rdigiousand
politicd affiliationsand soon.

¢) Psychological aspectsof Compensation :

Compensation providesameansfor satisfying needs, needs motivate people. Therefore, to extent
that pay becomesameansfor satisfying needs, it may serveto motivate employees.

d) L egal aspectsof Compensation :

The compensation administration followsthe compensation laws. According to law, paymentsand
benefits shall be provideto the employees, i.e. the Minimum WagesA ct 1948, the Payment of WagesAct
1936, the Equal Remuneration Act 1966, the Payment of BonusAct 1965.

e) Political aspectsof compensation :

The determination of compensation involves matter of power and influencewhich arepolitical
congderetion.

f) Ethical consider ationsin compensation :

Compensation isconducted with fairness, value based, ethical and systematic. Most people agree
that compensation plan should befair, and afair days pay, the people agree that the just wages and gross
inequitiesarecommon phrases.



—— -(Centre for Distance Education) ——— —— —(Acharya Nagarjuna University )_ ——

Economic Sociological

Compensation _
Ethical Plan/Systerm Psychological

Politizal Legal

FIGURE 1.51 COMPENSATIONASPECTSAND SIGNIFICANCE

1.6 OBJECTIVES OF COMPENSATION MANAGEMENT :

The objectivesof Compensation M anagement are numerous and sometimes conflict with each other.
Theimportant amongthem are:

1. Toacquirequalified and competent personnel :
To attract qualified and competent personnel asound compensation systemispre-requisite.
2. Toretain the present employees:

Empl oyeesmay quit when compensation level sare not competitive, in order to prevent such quitswith
the hel p of effective compensation plan.

3. Tosecureinternal and external equity :

Interna equity mean payment of smilar jobswithintheorganisation. Externa equity impliespayment
of smilar wagesto similar jobsin comparable organisations.
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4. Toensuredesired behaviour :

Good rewardsreinforce desired behavior like performance, loyal ty, accepting new responsibilitiesand
changeetc.

5. Tokeeplabour and administrative costsin linewith theability of the organisationto pay.
6. Toprotectinpublicasprogressive employer and to comply with thewagelegidations.

7. Topay according to the content and difficulty of thejob andintunewith the effort and merit of the
employees.

8. Tofacilitatepay roll administration of budgeting and wageand saary controls.
9. Tosmplify collectivebarga ning procedureand negotiations.
10. Topromoteorganisationd feashility.

Themain object of compensation administrationisto design acost effective pay structurethat will
attract, motivate and retain competent employeesand that will also beviewed asfair by these employees.
Apart from meeting legal requirements, organi sationshaveto take care of ever rising empl oyee expectations
and competitive pressureswhiledesigning an effective compensation plan.

1.6.1 Systemsto achievethe objectives:
Theabove mentioned objectives are achieved by the use of thefollowing systems.
a) Job Evaluation :

All jobswill beanaysed and graded to establish the pattern of internd relationships. Itisthe process
of determiningrelaiveworth of jobs. It includes salecting suitablejob eval uation techniques, classifying jobs
into various categories and determining rel ative va ue of jobsin various categories.

b) Wageand Salary ranges:

Overdl salary rangesfor dl thejobsin an organisationisarranged. Eachjob gradewill beassigned
asdary range. Theseindividua saary rangeswill befitted into an overdl range.
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C) Wageand Salary adjustments:

Overd| dary gradesof the organi sation may be adjusted abused on thedataand information col lected
about thesalary levelsof smilar organisations. Individua salary level may a so be adjusted based on the
performanceof theindividua employee.

1.7. CLASSIFICATION OF COMPENSATION SYSTEM :

In most organi sationsthe compensation system invol vesamultifaceted package, not just pay for
work and performance. The classification of compensation system can bedivided into twotypes, i.e, direct
(wages) and indirect (benefits) forms of compensation. Taken together, direct compensation and indirect
compensation definetotal compensation (seechart 1.7.1)

Chart 1.7.1

Compensation System

DCnrect Compensation Indirect Compensation
¥ v
T ¥ l l l L L
- i Deferred Protect
Base Pay Merit Pay Incentive rotectiog an for Services
Pay Pay Programs tirme not 4D
worked ane Fer

a) Direct Compensation :

Inthissystem the payment isgetting by employeeintheform of money. Itincludes, basic pay, wage
incentives, bonus, H.R.A. CCA and other allowances, profit sharing tc.

b) Indirect Compensation :

It isnecessary to consider theindirect compensation, employeesreceivethat isnot called wages.
For example, employeesreceiverest periods, paid vacation, paid sick leaves, medicd care, call-inand call-
back pay, and down-timepay. Employersmay contributetoinsurance premiums, pensionsand other benefits
for employees. Thenthereare paymentsfor holidays not worked, for timespent in grievance handling, night
shift premiumsand severancepay. Thebonuses, attendance bonuses, |ength-of-service bonusetc.

The compensation planisaso classfiedintotwo types. 8) Monetary Compensation b) Non-monetary
Compensation.
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Themonetary compensation isan important function and playscrucia roleintheorganisation. Itis
classfiedintotwo types.

“Theprimary monetary compensation” isbasic pay inthetermwagesor salaries. A sound primary
compensation structureisafunction of internal and externa dignments. Interna aignmentsmeanthat there
should be aproper rel ationship between the wages and sal aries of various positionswithin the enterprise.
Thiswill depend on correct job evaluation. Externa aignmentsmeansthat the company wagerates should
be comparable with the rates of other companies. Thiswill depend on the correct survey of wagerates
prevalinginthecountry.

“Incentive compensation” isthedeviceof increaseworkers' productivity. Thereare severd types.
All incentiveplanscan beclassifiedintofour categories.

a) Individua Incentiveplans  b) Groupincentive plans
¢) Factory wideincentiveplansd) Payment by resullts.

‘Non-Monetary compensation’ isnecessary to satisfy thesocia and self esteemn or egoistic needs of
employees.

1.8. COMPENSATION COMPONENTS :

Any organi zation’stotal compensation or reward packageis comprised of three mgor components:
direct monetary rewards, indirect monetary payments, and psychologicd satisfactions. Indesigning an effective
compensation package, al three dementsmust be carefully considered.

1.8.1. Direct Monetary Rewards

Direct monetary rewards are the most obvious compensation component. Sometimesreferredto as
cash compensation, theserewardsencompassal thoseitemsinvol ving the payment of dollarsto employees
for work accomplished or effort expanded (e.g., awage, asaary, acommission). Whether paid by the hour,
by the month, or by another method, direct compensationisdiscretionary incometo theemployee. Heor She
isableto spend it inwhatever way desired for the purchase of goodsand services.

1.8.2. Indirect Monetary Payments

Indirect monetary paymentsincd udethoseitemsof financid va uethe organization providesto employees
that do not result directly inemployees’ receiving spendabledollars. Thiscompensation component isusudly
referredto asbenefits. Includedinthiscategory arevariousformsof protection (hedthinsurance, lifeinsurance,
disability insurance) and services(financid counseling, employer subsidized cafeterias, uniforms, freeparking).
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1.8.3. Psychological Satisfactions

Thethird compensation component cons stsof the psychol ogicd sati sfactions-sometimescaled psychic
income-whichaworker derivesfrom thework heor she performsandtheenvironment inwhichitisperformed.
Thisform of compensation includesopportunitiesto perform meaningful work, socid interactionswith others
intheworkplace, job training, advancement possibilities, recognition, and ahost of similar factors.

An effective compensation system must carefully address | three compensation components: direct,
indirect, and psychol ogica. Thethree componentsareinextricably interrel ated. Direct compensationinfluences
an employee' sperceptionsof psychologica satisfactions. Psychol ogical rewards contributeto an employee's
interpretation of direct andindirect compensation asadequate or inadequate. Fedingsabout indirect monetary
rewards affect feelingsabout direct compensation and psychological satisfactions.

In other words, design of thetotal compensation packagemust consider dl e ementscomprisingthe
package and not simply focus on any one piece of thetotal system to the exclusion of the other two. An
effectivetotal compensation package must achieve proper balance between al three components.

1.9 DESIGNING EQUITABLE COMPENSATION SYSTEMS :

Employeeswant to betreated equally. Equity istheba ance between theinputsanindividua brings
to ajob and the outcomes he/shereceivesfromit. Employeeinputsinclude experience, education, specid
skills, effortsand timeworked. Outcomesinclude pay, benefits, achievement, recognition and any other
rewards.

Itisastate-of-art practicesin establishing equity, it havethree elements: internal equity, externa
equity andindividud equity.

Internal equity returnsto the rel ationship among jobswithinasingleorganisation. It existswhen
different pay for different jobswithinthe organisation.

External equity, refersto comparisonsof similar jobsin different organisations.

Theindividual equity refersto comparisonsamong individualsin the samejob within the same
organisation.

1.10. BENEFITS OF A FORMAL COMPENSATION PROGRAM

Every organi zation hasacompensation program. Whether that program iswell thought out, written,
and formalized, or whether it isarbitrary, unwritten, and informd, isanother matter. Compensationissuesare
far too important and complex to beleft to chance or caprice. Every organization-even thosewithonly a
handful of employees-should have acarefully formulated plan for compensating itsworkersfairly and
accomplishing thetasksof attracting, retaining, and motivating empl oyees.
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1.10.1. FacilitateRecr uitment

Oneof the primary benefitsof aformaized compensation programisthat it enablesan organization to
attract theright quantity and quality of employees needed to perform thework of organization. Intheabsence
of acarefully thought-out and objective compensation program, organizationstypicaly experiencedifficulty
indtracting sufficient quantitiesof qualified workers.

Where compensation has not been formally considered and structured, it isoften out of touch with
what thelabor market ispaying; consequently, it isdifficult for an organization to attract theworkersit needs.
Aninequitable compensation program may, therefore, make constant recruiting necessary just to secure
needed workers. On the other hand, keeping compensation ratesin linewith market rates makes attracting
employees|essdifficult.

1.10.2. EnhanceRetention

Organizationswith inadegquate compensation systemsmay succeed inrecruiting sufficient empl oyees,
but may not be ableto retain them for long because employeeswill typically leavefor better payingjobsas
soon as opportunitiesarise. Equitable pay, asound benefits program, and apsychol ogically supportive
organizationd climate enableafirmto reduceemployeeturnover. Intoday’shighly competitive environment,
indirect monetary compensation playsasignificant rolein worker retention by creating “ gol den handcuffs’
that tie an employee to afirm. Employees often stay with organizations because they know that other
organizationscannot match theleve of benefitstheemployeesare currently receiving. Likewise, retentionwill
be higher when theinstitution’srates arein accord with thelabor market. Because turnover may cost an
organization 1.5to 2.5timestheannud sdary of the person |eaving the organi zation, retention of employees
increases profitability.

1.10.3. Increase M otivation

Moativation, too, isdifficult to accomplishinthe absence of aforma compensation program. Where
there is no rhyme or reason to an organization’s pay system, employees tend to perceive the system as
inequitableand respond accordingly asfar as performanceand productivity are concerned. A compensation
systemthat rewardsemployeesfairly according to effortsexpended and results produced createsamotivating
work environment. A formalized pay program a so establisheslinesof progress on and promotion opportunities,
thereby increasing the possibility of having asufficiently motivated workforceto perform thework of the
organization.

1.10.4. Control Costs

A forma compensation program enables an organi zation to establish and maintain control over the
largest segment of itscontrollable costs. salariesand benefits. Informal gpproachesto compensation canlead
to spending too much or too little money on compensation. A formal program sets pay rangesfor each job
and ingtitutes acost-control mechanism. Without an effective compensation system, salary and benefit costs
may betoo high or too low.



—— -(Centre for Distance Education) ——— —@- —— —(Acharya Nagarjuna University )_ ——

Saary budgets can a so be prepared moreeasily and redlistically when aformal program exists.
M erit-increase amounts can be budgeted; staff replacement costs can be ascertained; thedollar impact of
adding new positions can be determined. Formalization, in short, providesabasisfor effective control of
compensation expenditures. Without it thereislittleor no bassfor systematic control of salariesand benefits.

1.10.5. Prevent Pay Discrimination

Without aformal compensation program an organi zation has no assurancethat jobs requiring equal
skillsand effort are being compensated at equal rates of pay. In other words, an organization may bein
violation of theEqua Pay Act of 1963 and Title VI of the Civil RightsAct of 1964 without even knowingit.
Thus, acompany using an informa approach to compensation mattersmay find itsel f open to chargesof pay
discrimination, aseriousand potentially expensive situation. Therisk of pay discriminationisminimized
consderably with aformalized program becausejobsthat are essentialy equal are compensated withinthe
samerangeof pay. Thisonebenefit donemay well beworth theeffort and expense of ingtallingacompensation
systeminmany organizations.

1.10.6. AssureEquity

Equity consstsof three separateissues. First, thereismeatter of theinterna equity of theorganization's
pay structureitself. Internal equity sSsmply meansthat jobsrequiring greater amounts of skill, effort, and
responsi bility arecompensated at higher ratesof pay than jobsrequiring lesser amounts of skills, effort, and
responsibility. In other words, internal equity-fairnessinrewarding jobs based on thedegree of difficulty
entalled in performing thosejobs-isbased on ahierarchica arrangementsof jobsand compensation ratesthat
recognizesasfairly aspossblethedifferencesinherent injobs, and paysthem accordingly. Without formdization
and the concomitant analysis of jobs, aninternally equitable ordering of jobsfrom theleast difficult and
responsible(thelowest paying) to themaost difficult and respons ble(the highest paying) ispracticdly impossble
to achieve. Under aninformal approach to compensation, somejobswill alwaysbe compensated moreand
somejobswill dwaysbe compensated | essthan they should bewhen compared to other jobsin theorgani zation.
A forma compensation program recogni zesthedifferencesinjobsand structuresapay systemthat accurately
reflectsthesedifferences-it establishesinterna equity.

Second, thereisthe matter of externa equity-thefairness of the organization’spay ascompared to
amilar organizationsin thelabor market. Externd equity issaid to exist whenthe pay ratesof the organization
areequal to or closaly approximate market rates.

Findly, thereisthe matter of perceived equity-the apparent fairnessof the pay system, either interndly
or externally, as seen through the eyes of employees. Because perceptionistheonly reality that mattersto
many employees, percel ved equity isan extremey important concept in compensation. When acompensation
programisperceived asbeingfair, therearelikey to befewer complaintsand problemsreated to pay. when
aprogramisperceived asunfair, there are likely to be numerous complaints and problems. An informal
programisrarely ever perceived asfair. Rather, itisusually seen asbiased, arbitrary, or capricious because
employeesmay fed that thereisnologicor syssem attached toit. A formal compensation program, relying as
it doeson job analysis, systems, and logic, ismorereadily perceived by employeesasfair or equitable.
Formalization of compensation programsincreasesthelikeihood of perceived equity onthepart of employees.
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1.10.7. Reward Performance

A formaized compensation program createsamechanism whereby employees can berewarded on
the basisof how well they perform their jobs. Theserewards, typically intheform of merit pay increasesor
performance bonuses, are based on actua accomplishmentsas determined through aperiodic eva uation of
results produced. A formalized program recognizesdegrees of accomplishment and structuresmerit increase
alongthelinesof job performance, thereby assuring that higher performersreceivelarger rewardsthanlower
performers. Informal approachesto compensation do not usudly defineor takeinto consideration degrees of
employee performance; periodic pay increaseis apt to be based on factorsunrel ated to how well thejobiis
carried out. Informal approaches often |ead to de-motivati on because employees sense-and rightly so-that
accomplishment inthejob bearslittleor no relationship to the size of thereward given. A formal program
correctsthis problem and reinforces motivation to do agood job by relating the amount of pay increaseto
actual performance. A formalized compensation system thereby allowsafirmto pay fairly for thejob, and
asorewardtheindividual for hisor her performanceinthat job.

1.10.8. Establish Hierarchy of Jobs

Thedevel opment and establishment of linesof progression- ajob hierarchy-a ong which employees
advancefrom lower-level jobsto higher-level jobsisafurther benefit arising from acarefully constructed
compensation program. Job sequences are defined so that promotional sequence, sometimes called career
pathsor career ladders, are devel oped and can be communi cated to employees, thereby allowing employees
to recognize and preparethemsel vesfor jobs of greater responsibility and higher pay. Informal programs
usually have no clearly identified job sequences or career paths; at best only a hazy concept of career
progression may exist. What isregarded in management’ seyes asapromotion often turnsout to be nothing
morethan atransfer in the eyesas apromotion often turnsout to be nothing morethan atransfer intheeyes
of theemployee. Thereversemay also betrue.

Linesof progress on contribute positively to employee motivation and morae. Employeesareableto
recognize promotiond pathsthat are open to them and can take positive stridesto move themsel vesforward
aongthosepaths.

1.10.9. ImproveMorale

Moraereferstothegeneral level of satisfaction that employees, either individually or asagroup,
haveabout their empl oyer. A number of factorsaffect and shapemorde Thework itsdlf, quaity of supervison,
personnel policies, opportunitiesfor advancement, coworkers, and pay areafew of the most prominent.
Moraleisbased on perception; that is, how something appearsto be when viewed through themind' seye
rather than how it isinredlity. Pay playsamajor rolein shaping morae. When compensationinal itsfacets
appearsto befair and equitable, other moralefactorstend to take on the gppearance of being satisfactory.
Dissatisfaction with pay typically resultsin dissatisfaction with other aspects of thejob and employment
gtudtion.

Inasmuch asaformal compensation program utilizesalogical, systematic approach to set pay rates
and determinethe gppropriate configuration of benefits, itsimpact on moraeis positive. A rational gpproach
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to setting compensati on enhances an empl oyee' s perception of fairnessrelative to pay matters. Perceived
farnessinthisareatendsto suggest fairnessin other areas, thereby increas ngtheemployee sgenerd levd of
satisfaction with thework situation. Informal compensation determination carrieswith it thestigmaof whim,
capriciousness, or abitrariness-unfairness, if you will-and colorsan employee sview of other moraefactors
accordingly.

1.11. COMPENSATION DETERMINANTS

Why do organizations pay whet they pay? Ninemgor forcesinfluencethegenera level of compensation
that an organization must pay if it isto be successful in acquiring and retaining the kinds of skilled and
motivated employeesit must haveto operate effectively and profitably. Thesefactorsarethelabor market,
ability to pay, cost of living, productivity, bargai ning power, job requirements, worker competencies, managerid
attitudes, and legidation.

1.11.1 ThelLabor Market

Oneof the primary determinants of compensation isthe supply of workerswith particular skillsand
the need that employing organi zations within aparticul ar labor market havefor hiring workerswith those
skills. Wherethereisan dbundance of availableworkersin thelabor market, employerswill haveno difficulty
in obtai ning sufficient empl oyees. Consequently, thelevel of compensation will tend to belower because
employersdo not haveto pay higher salaries and benefitsto attract empl oyees. On the other hand, where
thereisashortage of skilled workersand the demandsof hiringingtitutionsfor the particular skillspossessed
by thoseworkersisgreat, compensation levelswill tend to escal ate as employers bid against each other to
securethetaent they need. In either instance, the economies of the marketpl ace are operating to establish or
a least Sgnificantly influencetheleve of compensation.

For severd yearsnow wehave observed theforces of supply and demand a work in many industries
and havewitnessed their impact on compensation. The supply of workerswith technica skillshastrailed the
demand for workerswith these skills. Asaresult, compensation in technical occupationshas significantly
increased asfirmsvigorously compete agai nst each other for theta ent they need. Likewise, thedemand for
workersin servicesindustries has outstripped thesupply of workersfor positionsintheseindugtries. Inatight
|abor market compensation rates have been forced upward. In other industriesthe demand for workershas
fallen and compensation rates have been lowered.

1.11.2. Ability to Pay

Organizationd profitability isanother factor that affects compensation levels. Put quite smply, the
higher profitability of an organization, themoreit can afford to pay; thelower the profitability, thelessan
organization can afford to offer in compensation. Profit marginsalow someemployersto pay morewhilethey
compel othersto keep compensation aslow aspossible. Certainly no firmwantsto pay morethanisnecessary
to atract the quantity and qudity of workers needed, but somefirmsdo haveagreater degree of | atitudethan
others, based on profit margins, in establishing specificlevel sof compensation.



— -[Em ployee Compensation Management} — @- —— -( Employee Compensation Management - .. )— —

1.11.3. Cost of Living

Cost of living refersto theamount of direct monetary compensation required by workersto maintain
an adequate standard of living for themsel vesand their families. Although col ored by individua perceptionsof
what isan adequate slandard of living, the concept of cost of living establishesafloor for compensation levels.
Workerswill not normally accept ajob at aratelessthan the onethey consider to be thefloor, assuming of
coursethat al other conditionsare equal. Compensation ratesfor employers, consequently, are controlled on
thelow side by the perceived cost of living.

Employerswho conduct business at geographi cally dispersed | ocations can attest to theimpact that
cost of living has on compensation levels. Living costs are not uniform throughout the United States, and
neither are compensation rates. In New York City- ahigh-cost area-one can expect to find higher pay levels
than in El Paso, Texas- alow cost-of-living area.

1.11.4. Productivity

A fourth determinant of compensation isproductivity, theratio of output to personnel hoursof input.
While productivity isoften avague, e usive, and hard-to-measure concept, it doesinfluence compensation.
Generally speaking, themoreaworker can produce, the higher hisor her compensationwill be. Productive
workers produce more goods at alower cost, allowing the company to make agreater profit onthe sale of
thesegoods. Thisbasi c generalizationisthefoundation for paying varioustypesof incentive compensation-
pay based directly on output. At thelevel of theindividua job, worker performance may be measured and
rewardsgivenfor increased productivity dueto individual worker efforts. At the office or facility level,
compensation may beincreased for exceeding stipul ated measures of performance. Inather case, compensation
isaffected by the productivity of employees.

Evenwhereproductivity cannot bedirectly linked to measurableoutput, it sill exertsandinfluenceon
compensation rates. Thenotion that thoseindividuals, those positions, or those groupsthat produce more
than others should be compensated at higher ratesisastrong one.

1.11.5. Bargaining power

Bargaining power refersto the ability of groups of workersto exert pressure on an employer and
thereby increase compensation levels. Thispower istypically gained by banding together in unions. Unions
have been ableto raiserates of pay in specific companiesand in theeconomy in general . Both direct and
indirect compensation level shave been pushed to higher and higher level sbecause of the power or threat of
collectivebarganing.

Compared to anemployer, anindividua employeenormaly haslittleor no bargaining power- certainly
not enough to affect general compensationrates. But collectively through unions, employeescan, by threstening
to withhold the supply of labor if necessary, influence compensation amountsand practices. Although the
influence of unions haswaned asthe percentage of union membersinthetotal American workforce has
declined (only 14.6 percent of thetotal U.S. workforcewasrepresented by unionsin 1996), unionstill exert
pressure on compensation rates.
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Eventhoseingtitutionsthat are not confronted by unionsfeel theimpact on pay rates brought about
by bargai ning power. Ascollective barga ning increases compensati on ratesin goecific companiesand indudtries,
other companiesand industriesperiodicaly haveto adjust compensation level sto stay competitivein attracting
and retaining theworkersthey need. Thus, bargai ning power affects, directly or indirectly, all labor market
organizations.

1.11.6 Job Requirements

Another determinant of compensation ratesistherequirementsof performing aparticular job. Where
long training periodsarerequired tolearn the skillsnecessary for successful job performance, compensation
ratestend to be higher than they arefor jobswherethetraining period is short or nonexistent. Higher rates
attract more peopl eto thefield, thereby assuring empl oyers of an adequate pool of talent from which to select
employees.

Wherejobsinvolvedangerous, difficult, or unpleasant work, pay ratestypically includeafinancia
inducement to attract workersto thosejobs. For example, second- or third-shift employeesareusudly paid
morethan their counterpartson thefirst shiftin order to offset theinconvenience-even danger in someurban
areas-impaosed by therequirement of working unusua hours. Job requirements, asthese examples point out,
directly affect compensation ratesfor certain groups of positions.

1.11.7. Worker Competencies

Organizational downsizing and the rampant development of technology have created a new
compensation determinant: worker competencies. Inaworld of scaled-down organi zationsor smal companies
that thrive on rapid shiftsin productsor technologies, workers may be called upon to perform anumber of
jobs. In these compani esempl oyees are compensated not on the basisof thejob they are currently performing,
but on the basis of the number of different jobsthey can perform. Workersare paid for theknowledgeand
skillsthey have acquired, regardless of whether these skillsare actually being used.

1.11.8. Managerial Attitudes

Pay structuresvary widely across company lines because of manageria attitudes concerning pay.
Management’sfedlings about compensation |lead to an organization’s adopting one of three possiblewage
and salary positions: (1) compensate workers at ratesthat are comparabl eto therates being paid by other
firmsin the labor market, (2) compensate employees at rates below those paid by other labor market
organizations, or (3) compensate workers at ratesthat are above those currently being paid in the labor
market. Each of these positionsreflects management attitudes and phil osophiesabout pay. Paying market
rates suggeststhat management is concerned with maintaining external equity in order to assureasufficient
supply of workersand to hold empl oyeeturnover to an acceptableleve . Paying below market rates suggests
that management views compensation largely asacost. Paying above market rates suggeststhat management
isinterested in attracting and retaining the best workers possi bleand iswilling to spend money to do so.
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1.11.9. Legidation

Sincethe 1930sfederal legidlation has had asignificant impact on compensation levels. Thefair
Labor StandardsAct of 1938 established aminimum wage and specified requirementsfor the payment of
overtime. Theminimum wage set forth by thisact, asof 1997, $5.15 per hour, creates abase compensation
ratethat coversmost U.S. workers. M oreover, the baserate stipul ated by the act functionsasan index that
leadsto wageincreasesfor many other workerswho arewel|l past the minimum compensationlevel. Asthe
minimum wageisincreased, other wagesalso tend to rise. The specified minimum wage hasbeenraised a
number of timessince 1938, and will continueto be adjusted periodically inthefuture.

The Equal Pay Act of 1963, an amendment to thefair Labor StandardsAct, requiresequal pay for
equal work for men and women performing the samework. Equal work isdefined aswork that requiresthe
sameskill, effort, and respons bility and is performed under similar working conditions. Theresult of this
pieceof legidation hasbeento raisethegeneral level of compensation for female employees. Boththefair
Labor StandardsA ct and the Equal Pay A ct have significantly affected overall compensationlevels.

These nine factors tend to work in concert with each other rather than independently to affect
compensation levels. A knowledge of and appreciation for the influence they exert are important for
understanding that compensation level sare products of forcesexisting outsideaswell asinsideaspecific
organization. Thedeterminantsof compensation, in effect, reducethe degree of latitudethat and organizations
hasin setting compensation rates.

1.12 SUMMARY :

Compensation is the process of providing equitable and fair remuneration to the employees.
Compensation Management includes 1) Job evad uation, 2) Wageand Sdary Administration 3) Incentives 4)
Bonus 5) Fringebenefitsand 6) Socia security measures, etc.

Oneof themost important factorsin Personnel / Human resource Management is Compensation
Management. Thesoundnessof compensation management depends upon theamount of wage and salary
paidtotheemployeefor afair dayswork.

Formul ation and admini stration of sound compensation policy to atract and retain personnel inright
positionisthe primerespons bility of my organisation (right person for right job withfair remuneration).

Themain objective of compensation management isto bring cost-effective structurewhich attract,
motivate and retain competent employees.

Compensation Sysemisclassfiedinto twotypes, Direct Compensation and Indirect Compensation.
In other way monitory and non-monitory compensation.
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1.13 KEY WORDS:

Compensation : Theterm compensation refersto all forms of payment going to employeesof al
levelsand arising from employment.

Wage: Compensation for servicesrendered by the pension whose output isrelated to production.

Salary . Sdaryiscompensation for servicesrendered by the person whose output isdifficult to be
measured.

I nternal equity : Internd equity means payment of Similar jobwithin the organisation.

External equity: Externa equity isknown aspayment of smilar wagesto Smilar jobsin comparable
organisaions.

Job evaluation : Job evaluationisaprocessof determining therelativeworth of ajob.
1.14. SELF ASSESSMENT QUESTIONS :
1) Define compensation and discussitsimportance.
2) What ismeant by compensation system ? Explainitsobjectives?
3) What arethe objectives of compensation management ? Examinethe significance of compensation.

4) Briefly describethe classification of compensation and discussrequisites of effective compensation
plan.

5) What functionsareassigned for compensation in our economic system ?
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LESSON - 2
WAGE CONCEPTS
2.0 OBJECTIVE :
After studyingthislesson thestudentisableto:
Understand the various concepts of wages.
Study therecommendati ons of the committeeson wage concepts.
Visudisetheimplementation of wage conceptsin practice.
Comparethe devel opment of wage conceptsin India.
STRUCTURE :
21  Introduction
2.2  WageConcepts
2.3 Minimum Wage
24  Need-based Minimum Wage
25  Fair Wage
26 LivingWage
2.7  National Minimum Wage
2.8 Money and Real Wages
29  Summary
210 Keywords
211 Sdf Assessment Questions

212 Further Readings

2.1 [INTRODUCTION :

Variousclassifications of employeesmay receivedifferent formsof compensation. For example,
production employees may receive hourly rates, pieceratesor production bonuses, profit sharing, various
formsof indirect compensation and severa nonfinancia rewards. Clerica employeesmay receivemonthly
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sdary profit sharing, variousother benefitsand nonfinancia rewards. Technica and professional employees
arenormally paid asalary and include bonus plan in addition toindirect and nonfinancial rewards.

Varioustypesof rewards/ pay or wage and salary concepts are implementing for the practice of
compensation for employee sati sfaction and motivation.

2.2 WAGE CONCEPTS:

Wage and sal ary concepts are commonly using in compensation system and are often used inter
changeably; someimportant wage and salary conceptsare:

2.2.1Wage:

Wagesin morerestricted sense, refersto the pay hourly rated or other non clerical and non supervisory
employees.

International Labour Organisation (ILO) defined theterm*wage' astheremuneration paid for services
of hourly, daily, weekly and fortnightly to theemployees.

It d so meansthat remuneration paid to production and maintenance or blue collar employees.

Webester’s Comprehensive Dictionary defineswagesas* pay given for labour, usually manual or
mechanicd, a short satedintervals’.

222 Salary :

Theterm’sdary’ isdefined as*theremuneration paid tothecdlerica and managerid personnd employed
on monthly or annual basis’. A periodic payment to persons doing jobs other than mechanical haslittle
relevancein thecontext of changing technology.

Thetermswage and salary can be used interchangeably. Assuchthetermwageand/ or salary can
be defined asdirect remuneration paid to an employee compensating hisservicesto an organisation. Saary
isasoknown asbasic pay.

2.2.3Earnings:

Earningsarethetotd amount of remuneration recelved by an employeeduring agiven period. These
includesdary (pay), dearnessdlowance, houserent dlowance, city compensatory dlowance, other dlowances
overtime paymentsetc.
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2.2.4 Nominal Wage:

Itisthewagepaid or received in monetary terms. It isalso known asmoney wage.
2.2.5 Real Wage:

Red wageistheamount of wagearrived after discounting nomina wageby theliving cost. It represents
the purchasing power of money wage.

2.2.6 Wage Rates:

Wage rates are paymentsper unit, time unitsor output units.
2.2.7 TimeRates:

Timeratesare based onatimeunit which is, most commonly, theworking hour.
2.2.8 Piece Rate :

Piece Rateisapayment of so much per unit produced, but commonly refersto paymentsunder other
‘incentivewage plans.

2.2.9 Commissions :

Which represent acommon method of paying sales men, aresimilar to pieceratesbut are based on
priceor vauerather than physica units.

2.2.10 Bonuses :

Bonuses are extracompensation and aretwo principal types. The production bonusisaregularly
scheduled reward granted for extra performance. The non production bonusisthefestival or year-end
bonus, etc.

2.2.11 TakeHome Salary :

Itisan amount of salary left to the empl oyee after making authori sed deductionslike contributionto
the provident fund, lifeinsurance premium, incometax and other charges.

Theimportant wage concepts* minimumwage, fair wage and living wage” arediscussed below :
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2.3 MINIMUM WAGE :

The concept of minimum wagewasfirst developedin New Zealand and Australia. Initially this
concept was used to settlethe Industrial Disputesin these countries. In India, someexperimentsin using
minimum wageregulationto diminate‘ swesting’ that arethe payment of exceptiondly low wages.

“Minimumwageistheamount of remunerationwhich could meet norma needsof theaverageemployee
regarded asahumanbeinglivinginacivilised society”.

It isdefined asthe amount of remuneration, “which may be sufficient to enableaworker tolivein
reasonable comfort, having regard to all obligationsto which an averageworker would ordinarily be subject
to".

There can bethreekindsof minimumwage:

i) A minimum wage notified by the government under the Minimum WagesAcct, 1948 for different
scheduled employments; or

if) A minimum wage drawn by an unskilled worker in an organised industry as aresult of awage
settlement whichispurely theresult of hard bargaining or even of coercivebargaining; or

iif) Need-based minimum wage determined as per the norms prescribed by the 15t session of Indian
Labour Conferenceheldin July, 1957.

The basic minimum wageisthe bare subsi stencewage; abovethat isfair wage; and beyond thefair
wageisthelivingwage. Thecontent of minimum wageisnot fixed and static. It isdynamic andisbound to
vary fromtimeto timeand placeto place. TheInternational Labour Organisation (ILO) liststhreecriteriafor
fixing of minimumwage. Theseare(i) theneeds of workers, (ii) the capacity to pay; and (iii) wagespaid for
comparablework e sawherein the economy or more generdly thestandard living of other socia groups.

The Committee on Fair Wages (1948) felt that different considerationsarise so far asthe minimum
wageswas concerned. It observed that in foreign countriesthe living wage formed the primary basis of the
minimumwage . However, thelevel of national incomein Indiawas so low that the country could not afford
to fix by law, aminimum wage which would correspond the concept of livingwage. Thecommitteefelt that
the minimum wage must provide not merely for the bare sustenance of life but for the preservation of the
efficiency of the worker. For this purpose, the minimum wage must a so provide for some measures of
education, medica requirementsand amenities.

Thecourtsand tribuna slaid emphasisupon fulfillment of theneedsof anindustria worker, irrespective
of the capacity of theindustry or of hisemployer to pay. For instance, in Hindustan TimesLtd. vs. Their
workmen (1963-1 LLJ108), the Supreme Court held that at the bottom of the ladder, thereisthe minimum
basic wage which the employer of any industrial labour must pay in order to be allowed to continue an
industry.
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TheNational Commissionon Labour (NCL 1966-69) had expressed theview that anationa minimum
wageinthe sense of uniform minimum monetary remuneration for the country aswhole. 1t however thought
that regiona minimum could befixedin different homogeneousregionsin each Sate.

Thereisdready in existenceaMinimumWagesAct, 1948 it |aysdown normsand proceduresfor the
determination and fixation of minimumwagesintheindustrid servicesand agricultural sectors.

The conception of minimum wagesisbased on the prindiplesof equity and socid justice. Itsunderlying
ideaisthat “hewhoworksisentitled to afair remuneration which may enablehimtolivealife consstent with
human dignity” . Wages are not an economic abstraction but an important pricein society. Economically
speaking, wages may bethe price of labor, just ainterest isthe price of capital and profit, the price of risk
carrying but from socia point of view they areuniqueinthat they not only congtitute payment for thiseffort but
a so providethe means of subsi stencefor thosewho supply the effort.

2.3.1 Problemsof Minimum Wages:

The problem of minimum wagesisnot assmpleasit appearsto beonthefaceof it. It realy conssts
of so many problems. Thefirst of these problemsisto know what minimum wageimplies. Should it be
subs stence wage which may enableaworker to stay aiveand maintain hisworking capacity or should it be
alivingwagewhich may a so providefor thema ntenance of hedth and efficiency, ameasureof frugal comfort
and someinsurance agai nst the moreimportant misfortunes, or should it beafair wage somewhere between
theleve sof subsistence and living wage, as permitted by country’seconomy. In cons dering these questions,
onecan hardly overlook thefact that minimumwageisessentialy ardativeterm and may mean differently in
different countriesaccording to their state of socid and economic devel opment. Again, it will dsohaveto be
considered whether there should be adopted anational system of minimum wages providing for auniform
wagefor all covered workers subject only to regional variations, or asectoral system of fixing different
minimum wage ratesfor different sectorsor industries, or acombination of both these systems.

After these questionsare settled, another problem that will require serious considerationsisasto
what methodsand machinery should beused for fixing minimum wages. The Government can useboth direct
andindirect methods. Theindirect methodsmay take theform of extending existing collective agreementsto
third parties, and regul ation of wagesin public employment and public contractsby inserting fair wage clause
inall public contracts. Thedirect methods may taketheform of fixation of minimum wages by statuteor by
order, regulation or decree of the Government without any consultation with theinterests concerned; or fixing
minimum wages on the recommendati ons of wage boards and wage councils on which theworkersand
employersmay be equally represented; or by the award of arbitration or industrial courts. In casewage
boards or wage councils are to be set up, it will have to be decided what should be their composition,
functionsand powers.

Another important question that will haveto be considered iswhether the minimum wagefixing
meachinery should berequired tofollow any criteriain determining and recommending minimumwages. Criteria
which aregenerdly followed for minimum wagefixing arethe needs of workers, capacity of theindustry or
employment to pay, wages paid for comparablework el sawhereinthe economy, standards of living of other
socid groupsand requirementsof economic devel opment. All thesefactorsaretoo important to be overlooked
by any minimum wagefixing machinery. Itistheir consideration in acoordinated manner that may helpto
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work out an acceptable minimumwage. Minimum wagefixerswill haveto seethat minimum wagesdetermined
by them are neither too high nor too low, asthat will not servethe cause of economic growth. They will have
to exercisetheir judgement on this question by weighing the gainsto workerswho will benefit from higher
wagesagainst thevariouskindsof costswhich higher wages may impose on theindustry and theeconomy on
thewhole. They will dso haveto bear in mindthefact that raising of minimumwagesismorelikely to benefit
theworkers, andwill dso avoid seriouseconomicdidocation, if it proceedsrather gradudly and experimentally,
probing to see how far wages can berai sed without adverse repercussion on marketsand employment, and
giving employerstimeto absorb the effects of higher wage coststhrough higher productivity, than if large
increasesin minimum wages areimposed suddenly.

Another important point closely connected with the minimum wagefixing machinery iswhether it
should be statutory or backed by any law, and if so, what should bethetype of legidation or regulationsthat
the Government may enact.

Thelast but not theleast important problemisthat of theadmini sration andimplementation of minimum
wageregulation and enforcement of minimum rates of wagesthat might befixed. Mereenactment of minimum
wage legislation and fixation of statutory minimum wageswill hardly serve any purpose unlessthey are
implemented and enforced effectively. Theneed for strict enforcement isstill greater inthe caseof minimum
wage lawsasthese arelargely applicableto small sweated employments and have works, which present
problems of their own. Thedifficulties of enforcement are greater in the case of such establishmentsas
generdly they do not maintain any record or accounts. It isto these establishmentsthat much attention hasto
bepaid. Their employerswill haveto betrained and made to keep proper records.

232 MINIMUM WAGESAND ILO

Theneadfor regulating minimumwageshasbeen gainingincreas ng atention not only of thegovernments
of developing and devel oped countries but also of the Internationa Labor Organisation (ILO) at Geneva,
whichisformulating International Labor Standardsfor itsmember countriessinceitsvery inception after the
First World War. The L O attached muchimportance to the question of fixing minimumwagesasfar back as
1921, and theresult of itsenquiry led to the adoption of aConvention No. 20 and aRecommendation No. 30
on Minimum Wage Fixing Machinery, 1928, covering only non-agriculture sector of employments. After 23
yearsthat is, 1951 thelLO Conferenceat its 34" Session adopted aMinimum Wage Fixing Convention No.
99 and arecommendation No. 83 for agricultural employments. Sincethen, anumber of conventionsand
recommendations have been adopted, having important bearings on the question of minimum wages.

2.4 NEED-BASED MINIMUM WAGE:

It wasthe historic session of thelndian Labour Conferenceheldin 1957 at Nainita which, for thefirst
time, attempted to put content into the concept of minimum wagefor al workersin Industry. Followingare
resol utions adopted by the conference are reproduced below

“With regard to the minimumwagefixation, it was agreed that the minimum wagewas‘ need-based’
and should ensure the minimum human needs of theindustrid worker, irrespectiveof any other considerations.
To cd culate the minimum wage, the committee accepted thefollowing six normsand recommended that they
should guided| wage- fixing authorities, inc uding minimum wage committees, wage boardsand adjudicators.
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i) In cal cul ating the minimum wage, the standard working class family should be taken to consist of
three consumption unitsfor one earner; the earning of women, children, and adolescentsshould be
disregarded;

if) Minimum food requirements should be cal culated on the basis of anet intake of 2,700 caories, as
recommended by Dr. Aykroyd for an average Indian adult of moderate activity. (Recommended by
National Nutrition Advisory Committee, (NNAC)).

iif) Clothing requirements should be estimated at aper capitaconsumption of 18 yards per annumwhich
could givefor theaverageworkersfamily of four, atotal of 72 yards;

iv) In respect of housing, the norm should be the minimum rent charged by government in any areafor
houses provided under the subsidised industrial hous ng schemefor low-incomegroups;

V) Fud, lighting and other miscellaneousitems of expenditure should constitute 20 per cent of thetotal
minimumwage.

Whileagreaing tothese guiddinesfor fixation of theminimumwagefor industrial workersthroughout
the country, thecommittee recogni sed the exi stencewhere difficultiesmight be experienced inimplementing
theserecommendations.

Keepingin view the socio-economic aspect of thewage structure, it isnecessary to add thefollowing
additional component asaguidefor fixingtheminimumwageintheindustry;

Vi) “Children’ seducation, medica requirement, minimum recregtion including festivals/ ceremoniesand
provisionfor old age, marriages, etc. should further congtitute 25 per cent of thetotal minimum wage”

Thewage structurewhich approximately answerstheabove six componentsisnothing morethana
minimumwageat subs stencelevel. Theemployeesareentitled totheminimumwageat dl timesand under dl
crcumgtances. Anemployer who cannot pay theminimumwage hasno right to engagelabour and no judtification
toruntheindustry.

2.5 FAIR WAGE :

TheEncyclopediaof Socia Sciencesdescribes“afar wage’ asoneequal to that received by workers
performingwork of equa skill, difficulty or unpleasantness.

According to Prof. Pigou, “awage-rateisfair in the narrower sensewhenit isequal to therate
current for similar workmen in the sametrade and nel ghbourhood and fair in thewider sensewhenitisequa
to the predominant ratefor similar work throughout the country and in the generality of trades’. (Qquotedin
Express Newspapersvs. Union of India, 1961, | LLJ 363).
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Afar wageisintheopinion of the Indian National Trade Union Congress(INTUC) “astep towards
theprogressiveredisation of alivingwage.” Afar wageissettled abovethe minimum wage and goesthrough
the processof approximating towardsaliving wage.

Thecommitteeon Fair wages(1948) stated that “fair wage was something between aminimumwage
andalivingwage’ (Report wassubmittedin 1949.)

Present economic position of industry and itsfuture prospectsthefixation of “fair wageisbetween
minimum wageand livingwage’ should be cong dered thefollowing factors.

i) Theproductivity of labour;

if) Theprevailingratesof wagesin the sameor smilar occupationsinthesameor neighbouring localities,
iif) Theleve of thenationa incomeanditsdistribution; and

iv) Theplaceof theindustry in the economy of the country.

Thefair wages committee recommended that “fair wage should befixed on industry-cum-region
basis. That thebasisof afair wageisaccordingto thefair wagescommitteeisthe minimumwagewithinthe
capacity of theindustry to pay” and also the‘ fair wage should be related with the productivity of labour’.
Based on the recommendations of the committee, abill wasintroduced in the Parliament in August 1950
known as“Fair wageshill”. Gettingfair wageisafundamental right of worker which must be granted.

26 LIVING WAGE :

Accordingtothefair wagescommittee®thelivingwageisthehighest level of thewageand naturally
itwouldincluded! amenities’.

The most expressive definition of the living wageisthat of ‘ Justice Higgins' of the Australian
Commonwesalth Court of ConciliationintheHarvester case. He defined theliving wageas oneappropriate
for “thenormal needs of the averageempl oyee, regarded asahuman being living inacivilised community”.

According to Justice Higginstheliving wage must provide not merely for absol ute essentialssuch as
food, clothing for “acondition of frugal comfort (Food expenditure) estimated by current human standards’ .

According tothe SouthAustralian Act, 1912 theliving wage means“ asum sufficient for the normal
and reasonable needs of the average employeelivinginalocality wherework under considerationisdoneor
istobedone’.

Therearethree possibleways of obtaining someindication asto what constitutesaliving wage:
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1) It should be sufficient to purchasethe minimum theoretical needsof atypical family, calculatedin
accordancewith someor lessscientificformula

2) It should be sufficient to pay for asatisfactory basic budget, asrevealed by asurvey of actud family
expenditures.

3) It should be comparablewith aliving wage dready established in similar circumstances.

Itisadifficult task tofix aliving wageintermsof money asit differsfrom country to country and from
timeto time, according to nationa economy and socid policies.

TheDirective Principles of State Policy of the Constitution of Indiaenumeratesthe concept of living
wage and providesthat the sate (government) shall endeavour to secureto al workersaliving wage.

TheRoya Commission onthe Basic Wagefor the Commonwealth of Australiaexpressed that “the
livingwage should enablethe maleearner to providefor himself and hisfamily not merely the bareessentids
of food, clothing and shelter but ameasure of frugal comfort including education for the children, protection
againgt ill-health, requirementsof essential socia needsand ameasureof insurance against themoreimportant
misfortunesincludingtheold age.

The Committee on Fair Wages set theliving wage standard asthe upper limit of wagefixation, and
thelower limit being minimumweage.

2.7 NATIONAL MINIMUM WAGE :

Thereisa so widespread demand among thetrade union circlesfor anational minimumwage. The
expectationisthat such nationa minimum:

a) Nationa Minimum Wagewill befixed sufficiently high to confer substantia benefit on alarge number
of low paid workers.

b) It would eiminateregiond disparitiesinwages.

c) It would provide abasisfor collective bargaining for higher wagesin every industry or occupation
and

d) It would beeasly implemented.

It would be understood that nationa minimum wageismoreafunction of development and influence
that of under development and poverty. If aredistic nationa minimumwageisto befixedinIndiatoday, it
would besolow not to benefit many. Againthereisadanger that theminimumwill betreated asmaximum by
many employersespecidly inthe unorganised sector. Itisfixedat unredisticaly high, it will causeinflationor
will not just beimplemented. TheU.S.A. hasanationa minimum wage, so havemost devel oped economics
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of theWestern Europe. No devel oping country hasfixed anationa minimum wagewhichwould apply toall
occupations, agricultura and industria sectors.

The Nationa Commission on Labour (NCL) hasnot supported theideaof national minimumwageto
acountry likeus. lItsrecommendationsare:

a) G e anationa minimumwageinthe sense of auniform minimum monetary remunerationfor the
country asawholeisneither feasible nor desirable’

b) “It may bepossible, however, that in different homogenousregionsin each state regional minimum
could benotified”.
C) s thewidening of theareaof fixation of minimumwage beyond astate may beimpracticable

and also not inthebest interest of theworkers’.

At theexisting stage of devel opment of our economy thismay be regarded aswise counsdl.
2.8. MONEY (NOMINAL) AND REAL WAGES:

Wages earned by employees are normally expressed interms of money. There aretwo aspects of
wages; oneisexpressed by theterm ‘ money wage whilethe other by ‘real wage'.

Money wagesgiveto theworkerscommand over goodsand services. Theactud goodsand services
for which wages can be exchanged congtitutetheir ‘rea’ value. Money wage only expresstheamount in
termsof currency. Money wages can most appropriately be compared with changesin theaverage price of
a‘market basket’ of the goodsand services.

Real wages are cal culated by relating changesin money wagesto changesin the consumer price
index. Real wages, in contrast to money wages, depend onthelevel of production. It providesthereal test
asto whether or not aworker isimproving hiseconomicwell - being. Real wage also servesanindex for
measuring chargesin the economic welfare of workersover long period of time.

2.9. SUMMARY :

Theingtitution andimplementation of wage conceptsin organisationsiscrucia and should take utmost
care on concepts of wages. Minimum wage, Need based-minimum wage, Fair Wage, Livingwage and
Money and Rea wages areregularly practicing by the Personnel/HR executives. The concept of wages
includes economic, sociological, psychologica and organisationa elements. Inanindustrid society, wage
conceptsdeterminetheworker’sway of life, including hissocia position.
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2.10 KEY WORDS:

Wage : Theremuneration paid by theemployer for the servicesof hourly, daily, weekly and fortnightly
employees.

Salary : Theremuneration paid to theclerical and manageria employeesemployed on monthly or
annud basis.

MinimumWage: Payment to aworkman, whichjust sufficient to cover food, shelter and clothing
for himsdf and hisfamily.

Need - based minimum wage: Theamount of remuneration fixed on the basisof normsaccepted
at the 15th session of thelndian Labour Conference (ILC) held at New Delhi in July 1957.

Fair Wage: Itissomething morethan minimumwage. Minimumwageislower limit and higher limit
isfair wage. Between thesetwo limits, actual wages should depend on considerations of such factor 1)
Productivity of labour 2) Capacity to pay by the employer 3) Nationa incomeand itsdistribution.

LivingWage: Livingwageisthehighest amount of remuneration and naturally it wouldincludethe
amenitieswhichacitizenlivinginmodern civilised society.

I ncentiveWage: Remuneration paid to theworker over and abovethe norma wageasanincentive
for employee'scontribution to theincreased production, savingintime, material, or quality.

2.11 SELF ASSESSMENT QUESTIONS :

1 Briefly illustrate various compensation/ wage concepts.

2) What isconcept of minimum wage ? and discussthe typesof minimumwage.

3) What isfair wage ? How theemployer can pay thefair wage, based on the skills of employees.
4) Definelivingwage ?and briefly discussthe necessity of livingwagein modern civilised society.

5) Differentiate and compare the rel evance and importance of minimum wage, fair wageand living
wage.
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LESSON - 3
COMPENSATION / WAGE THEORIES

3.0 OBJECTIVE :

After studying thislesson, thestudent isableto:
. Review thehistory of Wage Theory.

. Visudisetheclassification of Wage Theories.

. Understand and analyse different Classi cal Theoriesof Wages.

. Know about different Modern Theoriesof Wages.

. Know how the Wage Theoriesarehe pful to determinethewages.
STRUCTURE :

3.1  Introduction
3.2  Why aseparate Theory of Wages
3.3 Classfication of Wage Theories.
34  Classical Theoriesof Wages.
a) Subsistence Theory
b) WageFund Theory
C) Residual —Claimant Theory
d) SurplusValueTheory of Karl Marx.
35 Neo-classical Theories
a) Marginal Productivity Theory.
3.6 Modern Theoriesof Wages
a) Demand and Supply Theory
b) Bargaining Theory
C) Taussig's Theory of Wages
d) Employment Theory
3.7  Other Theories
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3.8 Summary

3.9 Keywords
3.10. Sef Assessment Questions
3.11. Further Readings

3.1 INTRODUCTION :

Wage Theory, ahighly systematised body of knowledge began to emerge sometwo hundred years
ago. Over theyearsanumber of theories have madetheir mark on the contemporary economic thought.

A variety of new socid idess, ingtitutiond forces, egditarian and ethica considerations, socid, legd,
political and economic factors, demandsof social justice and equity areat work in the establishment of a
wagelevel and awage structure. Thereisanimperative need for an acceptable wage theory to guidethe
compensation policy of acountry.

Theactivity of trade unionsand positiveinterference of the state (government) in theregulation of
wagesfor the benefit of wage-earnershasbrought to light theinadequate treatment to the supply side of the
wagetheory.

Varioustheories of wage determination may be necessary in the scientific study of the problems of
wages. Wageswhen determined are subjected to severa theoriesof wages.

3.2WHY A SEPARATE THEORY OF WAGES:

It isthedemand and supply relationship, or scarcity inrelation to demand, which explainsal vauesof
commoditiesor vauesof servicesof thefactorsof production. Why should wethen have aseparatetheory
of wages?

The ordinary theory of prices, i.e., the demand and supply theory, is not full applicable to the
determination of wagesfor thefollowing reasons:

i) The demand for goods depends on their utility to the purchaser, whereas the demand for |abour
services dependson their productivity to theemployer. Hence demand for labour needsaspecia
treatment.

if) Thehuman e ement in thelabour market deserves specia consideration. Thelabourer and [abour

servicesareinseparably tied-up; hencetheimportance of the human e ement.
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i

iv)

wages.

The peculiar institutiona and behaviour factorsaffect bargainsin thelabour market. Forinstance, in
therurd areas of backward economics, wages arefixed by custominstead of compensation.

Certain peculiarities of labour, which distinguish it from acommodity, al So necessitate aseparate
theory of wages. Thesepeculiaritiesare:

a) Labour hasweak bargai ning power asagai nst the powerful employer;
b) Labour isnot perishable;

C) Thechangesinthepriceof labour react rather curiously onitssupply;
d) Supply of labour cannot rapidly adjust itself to the changesin demand.

Inview of the above peculiaritiesof |abour; it becomes necessary to formulate several theories of

3.3. CLASSIFICATION OF WAGE THEORIES:

Thewagetheoriesareclassified into three periodsbased on the history of wagetheories. Prof. John.

T. Dunlop classified the Wage Theorieson the basi s of supply of |abour.

AccordingtoDunlop:

The (First) Period up to 1870 (dominated by wage fund theory)

The (Second) Period up to 1914 (Margina productivity theory held sway).

The(Third) Period extending fromthefirst world war totill the present day (Coll ective Bargaining)
Prof. N.N. Chatterjee has classfied the theories of wagesinto threetypes.

Classicd Theoriesof Wages

Neo-classical Theoriesof Wages.

Modern Theoriesof Wages.



—— -(Centre for Distance Education) ——— —— —(Acharya Nagarjuna University )_ ——

3.4. CLASSICAL THEORIES OF WAGES: The Period upto 1870

a) Subsistencetheory :

Severa theorieshave been put forward to explainthe generd level of wages prevaent in acountry.
Takefirg thesubg stencetheory, thistheory originated with the Phys ocratic School of the French Economists
and was devel oped by Adam Smith (1723-90) and the later economists of the Classical School.

Accordingtothistheory, wagestend to settleat all thelevel sjust sufficient to maintain theworker and
hisfamily a theminimum subs stencelevd.

Adam Smith stated “the ordinary wages of eventhelower speciesof labour” cannot bereduced and
thislimitisset by thecost of maintenanceof labour. * A man must dwayslive by hiswork and hiswagesmust
at least be sufficient maintain hisfamily a theminimum subsistencelevd.

The subsistencetheory by Ricardoin 1817 “thelabourers are paid to enable them to subsist and
perpetuatetheracewithout increase”.

TheGerman economist‘Lassalle’ called the subsistencetheory as* Iron Law of wagesor “Brazen
Law of Wages”.

Karl Marx madeit the basis of histheory of exploitation.

Populationwasincreased faster than themeans of subs stenceand massof theworkerswerereceiving
wagesthat barely furnished subsistence. The subsistencetheory evidently based upon “Malthus’ law of
population”.

Criticism :

In backward countries, wages no doubt areto befound at or near subsistencelevel. But thetheory
doesnot apply to advanced countrieslike England and America.

Another criticism of thetheory isthat the subsistencelevel ismoreor lessuniformfor all working
classes with certain expectations. The theory, thus does not explain differences of wagesin different
employments.

Themainweaknessof thistheory liesinthefact that it does not accept theimportance of productivity.
b) WageFund Theory :

Thistheory isassociated with thename of J.S. Mill assertsthat wageswerepaid from afixed fund. It
was held that the lump sum had been distributed equally among the workers obtained in thelabour market.
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‘J.S. Mill’ wrotethe wages depend upon the demand and supply of labour, or asitisafter expressed
on the proportion between popul ation and capital. He asserted, wages not only depend upon therelative
amount of capital and population, but cannot under rule of competition.

Accordingto thistheory, therefore wages depended upon two quantities, viz.
i) Thewagefund or thecirculating capital set asidefor the purchase of labour; and

i) Thenumber of |abours seeking empl oyment.

Accordingto J.S. Mill thewagesare determined on thebasi s of the rel ationshi p between theamount
of fund alocated for the purpose of wage payment and number of workersinacountry.

Wage = Amount of fund all ocated for wage payment

No. of workers.
Thewageare paidfor fixed wage fund.
Criticism :

Thistheory hasbeen widdy criticised that wageswere paid out of circulating capita done. Whether
the source of wagesis capital the present product, has been the subject of akeen controversy.

Accordingto thistheory, wages canincreaseonly at expenseof profits. But thisisnot necessarily so.
Intimesof business prosperity both wagesand profits can go up.

Moreover, thewage fund theory does not explain why wagesdiffer in different occupations.
C) Residual —Claimant Theory :

TheResdud - Claimant theory hasbeen advanced to American economist FrancisA. Walker (1840-
1897) thewages are determined on the basi s of theamount | eft after the payment of rent, profitsand interest
toland, entrepreneur and capital respectively out of the productionvalue.

Theamount of wages = Production value- (Rent + Profits + Interest)

Thus, thistheory can be applied morethan oneof thefactoriesof distribution, isunsatisfactory. This
theory was designed to emphasi setheinterest of theworking classin continua processand accumulation.
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Criticiam:

Thistheory ignoresthat wagesarefirst chargeon anindustry. 1t doesnot explain how trade unions
areabletoincreasethewages.

Thistheory ignores other factorswhich influencewage determination. Further thistheory did not
consider the aspect of labour market and therol e of |abour in productivity.

d) TheSurplusvaluetheory of Karl Marx :

Accordingto Marx, thesimplest concept which rel ated to man’sactivity of producing hismeans of
livelihood washuman labour. Wageswerebas cally inadequate payment for the surplusva ue created by the
workers for employer. He accepted the view of ‘ Ricardo’ that the wages paid were nearly subsistence
wages. Under the capitalist system labour was nearly acommodity and could get its subsistence. The
capitaist wasinapostionto forcetheworker to spend moretime on hisjob than was necessary to earnthis
subsstence.

According to Marx the price or exchange value of any product was determined by the amount of
labour time* socially” necessary to createit. Theemployer shall providefull compensation for thetime, the
worker gavein creating goods and services. Theexcess product or surplusvalue, thuscreated, wastaken
partly, by the entrepreneur and thebalance of * surplus went to pay rent, interest and profit. Sothiswasthe
systematic exploitation of labour and madetherich richer and poor poorer.

3.5NEO - CLASSICAL THEORIES:
1) THEPERIODUPTO 1914:

Themodern period of wagetheory commenced with theformation of theAustrian school of Economics
and thedevel opment of the Neo-classical doctrineof marginalism.

a) TheMarginal Productivity Theory :

Thistheory wasmost generally accepted theory of wages. Thistheory wasfirst devel oped by ‘ Phillip
Henry Wicksteed', England and * John Besat Clark’ in U.S.A. 1890. Accordingto J.B. Clark thewagesare
determined onthebasi sof margina contributionsof theworker to production. Theemployer scopsemploying
further workerswherethe contribution of the most recently empl oyed workersare equa to hiswages.

In 1930, John H. Robinson - England and Edward. H. Chamberlain, USA added refinementsto the
analysisof margina productivity. Thistheory doesnot nearly deal with labour productivity but dealswith
factorsof production.
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Inrelationto thewagesthetheory holdsthat an employer will tend to hisworkersof aparticular type
of with aparticular skill for acertain operation until the contribution made by thelast worker (marginal
worker) to thetotal value of theproduct isequal tothetotal cost caused by the hiring of one moreworker.
Thetheory relieson the prevailing market rate for wages of different categories of workersthrough the
operation of the demand and supply mechanism. Thetheory assumesthat the operation of competitionwill
assuretheworker that hewill receiveawage at | east equal to themargina product.

Limitations :

1 It isastatic theory, [abour isnot perfectly mobile. Workersof the same skill and efficiency may not
receivethe samewagesat two different places.

2. Themarket for goodsisin genera characterised by imperfect competition.

3. Theproductivity of workersisaso dependent on factor such asthe quality of capita and efficiency
management. Thesefactorsare outsidethecontrol of workers.

4, Findly, productivity isalso afunction of wages. Low productivity may causelow wages, which may
tell ontheefficiency of theworker, lower hisstandard of living and ultimately check the supply of
labour. Thetheory takesthe supply of labour for granted.

3.6 MODERN THEORIES OF WAGES:
1) THEPERIODAFTERFIRSTWORLDWARTOTILL DATE.
a) Demand and Supply Theory of Wages:

Although labour has certain peculiarities and cannot be regarded as am ordinary commodity, till
wagesarelargely determined by theinteraction of demand and supply asin the case of ordinary commodity.

Demand for labour :

Thedemand for labour isaderived demand. It isderived from the demand for the commaoditiesit
helpsto produce. An‘expected’ increaseinthe demand for acommodity will increasethe demand for the
type of labour that producesthis commodity.

. Elasticity of demand for labour dependson the dasticity demandsfor itsoutput.

. Demand for labour depends on the prices of the operating factors. (Ex : Machinesare costly, more
[abour will beemployed or the demand for labour will increase).
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Demand for labour istechnical progress. (Ex : Theintroduction of automatic loomsreducesthe
demand for labour)

Thusthedemand for labour isdetermined by :

Thenature of demand for the product of labour.

The proportion of the cost of labour to thetotal cost of the product.

Itissubstitutability by other factors; and

Supply of capital asdetermined by theability and willingnessof investorsto saveand invest.
Supply of labour :

Thesupply of labour dependson:

The number of workers of agiven type of [abour which would offer themsel vesfor employment at
variouswagerates; and

Thenumber of hours per day or the number of days per week they are prepared to work;
Supply of labour to afirm;

Supply of labour to theindustry; and

Supply of labour to the entire economy.

Toagivenfirm, thesupply of labour isperfectly dastic becausethe’ current wagerate, it can

engage asmany workersasit wants. Itsowndemand constitutesonly anegligiblefractionto thetota supply
of labour.

b) Bargaining Theory :

Bargaining theory of wages was propounded by John Davidson in 1889. Accordingto himthe

wages are determined by there ative bargai ning power between workers or trade unionsand employers.

Thistheory hasinrecent years, especidly snce 1933, gained steadily a theexpenseof thewesknesses

of themargind productivity theory.
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According to thistheory thewagesand other termsof empl oyment are determined on thebasisof the
relative bargaining strength of thetwo parties, i.e.; employer and employees. ‘Webbs' stated that the haggling
of themarket which under asystem of free competition and individua bargaining determinesthe conditionsof
theemployment.

Thistheory holdsthat wages are determined by the rel ative bargaining power of employeesand
employer.

C) Taussig’'sTheory of Wages:

According toAmerican economist Taussigwho givesamodified version of themargind productivity
theory. Thewagesare discounted themarginal of labour.

Hethinksthat the worker cannot get the full amount of the marginal output. Thisisbecause of
production takestime and thefinal product of labour cannot be obtained immediately but theworkershaveto
be supported inthe meantime.

The employer doesnot pay full amount of the expected marginal product of labour. He deductsa
certain percentage from thefinal output in order to compensate himself for therisk hetakesin making the
advanceto support theworkers.

Criticisms :

i) A dim and abstract one, remotefrom the problem of redl life.

if) That thejoint product isdiscounted at the current rate of interest.

d) Contribution of Keynestowagetheory (Employment Theory).

John Maynard Keynesin Genera Theory of Employment, Interest and M oney (1936) hasdeveloped
anew approach. Keyneshasregected theclassicd theory of wages, in histheory of employment, headvocated
wagerigidity in place of wageflexibility. “Thereis....... no ground for thebdlief that flexiblewage policy is
cgpableof maintaining astate of continuousfull employment”.

He stated that “areduction of wageswill mean some reductionin prices, withitsmain effect an
redistribution of rea incomefrom wage earnersto other membersof the community who enjoy more stable

eanings’.

Thethree essential ideasin the Keynesian wage policy may be stated as anationa wage policy, a
stable(rigid) money wagelevel intheshort runand arising money wagelevel inthelong run.
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3.7. OTHER THEORIES:

a) Exploitation Theory:

IntheWagesof Labor, Adam Smith suggested thebasisfor an exploitation theory. Hereferred to the
origind stateof thingsinwhichthewhole produce of |abor bel onged to thelaborersand when therewereno
landlords or mastersto sharewith them.

However, Karl Marx, acontemporary of Mill, drew more extensively from thewritings of Ricardo
and hisfollowers. From Ricardo he adopted such ideasasthelabor theory of va ue, the Ricardian theory of
rent, and the notion that wages and profitsincrease only at the expense of one another.

Startingwith Ricardo’snotion that labor createsal value, Marx contended that profit, interest, and
rent are unwarranted deductionsfrom the product that labor alone creates. According to Marx, the capitalist
compelshisemployeesto work for morehoursaday thanisnecessary in order to producetheir subsistence.
Thedifference between the exchange value of theworkers product and the subs stence wagesthey receive
isthe“surplusvalue’ that is* expropriated” by the capitalistsand distributed as profit, interest, and rent. In
short, Marx assumesthat |aborersproducean “ expropriated” amount in addition to their subs stenceand that
the capitalists, through superior bargaining power, can forcetheworkersto perform that additiona work.

b) Labor Theory of Value:

According to Marx (1893), the ssimplest concept which related to man’sactivity of producing his
meansof livelihood was human |abor. Heconsdered | abor asan article of commercewhich could be purchased
on payment of subsistence price. The price of any product was determined by the labor time needed for
producing it. But the laborer wasnot paid in proportion to the time spent on work but much lessand the
surpluswent to the owner. Histheory isa so known as surplusva ue theory of wages. Labor might beviewed
initsnaturd (universd) formandinitssocid (historical) quality. Assuch, ’labor isanatural condition of human
existence; acondition of the metabolism of man and naturewhichisindependent of al social forms'.

Therewere, according to Marx, two further aspects of |abor in that form- particular |abor, and the
sum-total of theindividual labor of al membersof society which produced the sum-tota of use-vauewhich
society required. Initssecond aspect, labor required asocid sgnificance. Hefurther clarified that acommodity
might have use-valuewithout having any exchange-valueat al, e.g., gifts of nature. But exchange-vaue
presupposes ause-vaue. Thequalitieswhich gaveacommodity use-vauewere, inthe capitaist system, the
materid carriersof exchange-va ue. Theexchange-va ue of acommodity wasnothing but afunction of abstract
human | abor; its measure, theamount of val ue-forming substance, i.e., labor, whichit contains. Themeasure
of theexchange-vaue of acommodity isthe socialy necessary labor timeembodied inthe production. He
observed that socially necessary labor timeisthelabor time necessary to produce any use-valuewith the
given norma conditions of social production and the social average degree of skill and intensity of labor.
Marx’scontentionthat all valueiscreated by |abor had popular gppea sincethe generation of surplusvaue
intheform of rent, interest and profit was construed to mean that | abor isexpl oited.
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C) Competitive Theory:

Theforce onwhich economistshavetraditionally laid the greatest stressin wage determinationis
demand and supply. Adam Smith, an early English economist (1723-90), argued that if wageswerefixedin
accordance with demand and supply, workerswoul d be attracted by high wagesto industries, occupations
and | ocalitieswherethey were most needed and would tend to | eaveindustries and placeswhere the supply
of labor wasgreater than demand. Moreprecisaly, the basi c assumption of competitivetheories of pay isthat
employerscompete among themsel ves by offering ahigher wageto attract empl oyees; whilethe employees
competewith othersfor jobs by offering their servicesfor alower wage. Competition, then, isessentialy a
disequilibrium process by which excess demand and excess supply cause changesin wages.

The competitivetheoristsassumethat neither employersnor employees combinetogether toinfluence
demand or supply conditions and that markets are perfect. But these do not hold good in the case of a
monopolistic world market. The most conspicuous type of |abor market monopoly in modern capitalist
economiesisthat which ariseswhen employeescombinetogether into trade unions, professiona associations,
and similar groupings, formal and informal. Further, socia forcesmay restrict the effective adjustment of
demand and supply; for example, when workersare unwillingto move away from their homelocditiesin
order to work for high wages elsewhere. Similarly, the forces of demand and supply may be affected by
government intervention in theregul ation of wages, the application of avards, and the statutory extension of
theprovision of collective agreement to employersand workerswho were not partiesto them.

d) Low-WagelL abor Market Theory:

Thereare several conceptua approacheswhich can be adopted for analyzing the behavior of low-
incomelabor marker. One such theory isknown asthe Queuetheory. Stated in its Ssmplest form, the Queue
theory assertsthat workersareranked according to therel ationship between their potentid productivity and
their wagerates. Themost preferred workers are sel ected from the queuefirst, leaving theless preferred to
findwork intheleast desirablejobson thefringesof theeconomy or to remain unemployed. Thedisadvantaged
havelimited accessto the most preferred empl oyment opportunities.

Another theory related to low-income labor market isthe dual labor market theory. Thistheory
arguesthat thelabor market isdivided into primary and secondary markets. Jobsin the primary market
possess severd characterigtics, such ashighwages, good working conditions, employment stability, chances
of advancement, equity, and due processin the administration of work rules. On thecontrary, thejobsinthe
secondary market tend to havelow wages and fringe benefits, poor working conditions, high labor turnover,
little chance of advancement, and often arbitrary and capricious supervision. Thedisadvantaged workersare
confined to the secondary and capricious supervision. Thedisadvantaged workersare confined to the secondary
market whichisassociated with amuch higher level of frictional unemployment and high level sof turnover.

e) Purchasing Power Theory:

According to thistheory, wageincrease are desirabl e because they rai selabor income and thereby
stimul ate consumption. Since wage earners spend avery large proportion of their incomes, itisheld that
higher wageswill result inarisein consumer spending and thus act to sustain or to stimulatetheeconomy. This
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argument hasbeen used by theunionsinal periods, boom, recess on, and recovery whichisnot sustainable.
The under consumption theory used by the unionsisnot the only cause. Purchasing power and consumption
areusually increasing just prior to recession; workersaccount for only part of total consumers spending; the
assumption that genera overproduction can be overcome by higher wages, are some of thebasiclimitations
of thistheory.

f) Micro-economic Wage Theory:

Many economistsand ingtitutionshavetried to explain and weave out wagetheories. After discussing
the variouswagetheories, Jean Marcha advocated the necessity of evolving atruly micro-economic wage
theory.

According to Jean Marchal, such atheory must havethree essentia requirements:
1. Theusua concept of wagesmust be replaced by awider concept.

2. General behavior of employersand workersaffect the general priceleve only if thereissufficient
compati bility between the structures of the groupsand of production.

3. Integration of thetheory of wagesinto atheory of national incomedistribution.
g) Multi-Disciplinary Theories:

A number of multi-disciplinary theorieshave emerged to encompasstheincreasing range of variables
whichempirica work provided. Lester (1952) hasstudied labor market behavior to explainwagedifferentids
by contemplating what he calls competitive, anti-competitive and impeditive factors. Reder (1962) has
considered economic, psychological and institutional factorsin histheory of wage determination. Dunlop
(1950) rel ates an organi sation’sinterna wage structuretoitsmilieu through alimited number of key job rates
and key settlements determined by techno-logy, administrative practices, product market competition and
source of labor supply.

Dunlop sought to identify job clusters by which he meant astable group of jobswithin acompany
linked together by technol ogy, administrative organization, and socid custom. Further, heconcelved of wage
contours- astablegroup of firmslinked together by acommon product market, |abor market or custom so
that they have common wage-making characteristics. Such awage contour was visualized to have three
dimensions- occupational, industrial and geographic. Thewage-making forceswere hypothesized to be
concentrating on key ratesinjob clusters. Indeed, thetask of andyzing wage determination isnot the problem
of setting asinglerate but rather the problem of setting and variation in thewhol e structure of complex of
rates.

Livernash (1957) hasdeve oped Dunlop’sconcept of job dustersfurther to show that inan organization
therearebroad clusters containing narrower clusters. Ross (1956) has contended that wage contourswere
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affected by customsin theshape of traditional or historical differentialsand that inter-industry comparisons
arethe strongest forcein wage determination.

Quiteanumber of economists have put forward wage-push theoriesof inflationwhichimplicitly or
explicitly involvethe notion that the behavior of the general money wage level isinfluenced by ideas of
farness. Thewage-price spird theory maintain that unionshave particul ar ideas about what would congtitute
afair rea wage, and that wage demands and settlements are dependent on the behavior of thegeneral price
levd.

In sum, according to the subs stencetheory, the sex instinct of theworkers, by increasing thelabor
supply, isthechief factor in wage determination. Thewagefundtheory, athough still retaining the notion that
workersarerespons blefor the supply, placed the emphasi s on the demand side, with the demand for labor
depending largely upon theintention of the capitalist employers. The“exploitation” theory of Karl Marx
placestheresponsbility for wagesand thewageleve uponthe capitaist empl oyer, emphasi zing his power to
exploit theworkers. Theres dua -claimant and bargai ning theories, inturn, place apart of theresponsbility
for wage determination upon the workers. The marginal productivity theory has been used to placethe
primary respong bility for employment and wagesupon labor itsaf. A discuss on of wagetheoriesreved sthat
each theory containssometruth, but none of them a one coversthewhole ground and explainsal thefacts.

3.8. SUMMARY

Wage theorists have given much thought and devoted much research to attempting to discover an
acceptable genera theory of wagesthat would explainin all circumstancestheway in whichthelevel of
wages are determined. No such theory has been worked out because the factors affecting wages arevery
complex and areclosdly linked with thewholeeconomic and industrid systemand with social considerations.,
However, Prof John. Dunlop and N.N. Chatterjeedassfied thewagetheoriesarei) classicd ii) Neo-classicd
andiii) Modern theoriesof wages.

Ricardo’sIron Law of wages; which postulatesthat thereisa‘ natural wage' for labour whichisthe
‘subsistence wage', and which cannot beincrease or decrease without adversely affecting the supply of
labour.

Adam Smith’'s* Wage Fund’ theory statesthat apredetermined fund of wed th, surplusto the persona
needs of theemployer, existsfor payinglabour.

‘Karl Max’s ‘ Surplusva ue theory of wages, according to Marx thewages paid werean inadequate
payment for the surplusva ue created by labour, and thelabour was exhibited by the capitalist systematically.

TheBarganingtheory isgpplicableisall freesocietiesand partially in communist countries. However,
stateintervention restrictstheareaof collective bargaining.

Marginal productivity theory postul atesthat thelast workman in acertain category employed would
bethe one who producesjust about enough to cover the cost of living, and that those who were engaged
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earlier to produce more, and that by paying all at the ratethe margina worker ispaid, the employer gains
subgtantialy.

Thedemand and supply theory explainshow theinteraction of demand and supply for [abour influences
thewagerate.

Keynes examined theimpact of money wage cut on the determinants and concluded that they were
not favourably influenced by such agenerd cut in money wages.

3.9. KEY WORDS:
Subsistence: Wagestend to settleat thelevel just sufficient to maintain theworker and hisfamily.
WageFund : Thewagesare paid for fixed wagefund.

Residual Claimant : Wagesaretheresidueleft over, after the other factorsof production havebeen
paid.

Marginal Productivity : Thewagesreceived by themargina |abour determinesthewagespaidto
all theother labourersinthesamegrade.

SurplusValue: Labour was not paidin preparation the time spent on work built much lessand
surpluswent to the owner. Thisisknown assurplusvalue.

3.10. SELF ASSESSMENT QUESTIONS :
1. Out linethe‘ Dunlopstheoretica scheme, and discussbriefly.
2.Why aretheclassicd theories of wages so different from the modern theories of wages?

3. Explainthemargina productivity theory of wagesisinadequate and which modern theory that isuseful to
determinethewageseffectively to thelabour.

4.Elaborately discuss themodern theori es of wagesin the economy ?
5. How doesthe shape of demand and supply function and narrateitsimportancein thewage determination.

3.11. FURTHER READINGS
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LESSON - 4
COMPENSATION / WAGE POLICY IN INDIA

4.0 OBJECTIVE :

After studying thislesson, thestudent isableto:
Know about the Compensation Plan and Programmein an Organi sation.
*  Discussthe Compensation Policy inan Organisation.
*  Know the need for Compensation Policy.
*  Understand thewage/compensation policy in India

STRUCTURE :

4.1. Introduction.

4.2. Compensation Planin Organisations

4.3. Compensation Policy in Organisations

4.4. Objectivesof Compensation Policy

45. Needfor National Compensation Policy

4.6. Formulation of wage/compensation policy in India
4.7.  WagePoalicy inthePost-Independence Period
4.8. Policy enunciated inthePlans

4.9. Recommendationson Wage Policy

4.10. Summary

4.11. Keywords

4.12. Self Assessment Questions

4.13. Further Readings.

4.1.INTRODUCTION :

Wage/ Compensation Policy formsahighly sengtive and complex dimension of |abour policyinview
of awidespread impact of wageson therel ative status of workers, their commitment toindustry, their level of
motivation, morale, productivity and standard of living. Itisnot merely an economic phenomenonbut dsoa
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multidimensional socid issuewhichisof interest tothe consumers, the tateand thesociety asawhole. Inthis
context theNational Commission on Labour examinesvariousissue of wage policy.

4.2. COMPENSATION PLAN IN ORGANISATION :

Theactud payment of wageand sdariesor compensation of employee consstsof two basiceements.
Viz. d) money wagesor sdariesand b) supplementary payment planssuch asbonus, profit sharingand fringe
benefitsof economicvaue. InIndiathebas c methodsof industria remuneration or wage paymentsaretwo
typesi.e.i) Timerate system and i) Paymentsaccording to output. Bothtimeand output (piecerate) basisof
paymentsareinterrel ated and are not mutually exclusiveto favourableimpact upon employee productivity
and moralein either case. Thereforeto devel op effective compensation, consider anideal system or plan
shouldfulfill certain characteristicssuch as.

1.  Thecompensation plan should be satisfactory from the point of view of both the employeesaswell as
theemployer.

2. Itshouldbecapableof providingincentiveor motivational effect to workersasmay be necessary to
accel erate productivity and raise employee' sgood will and morale.

3. Compensation plan should befairly smpleto calculate or understand aswell asflexible so asto make
adjustmentsin theevent of conflictsor wage disputesin the organisation.

4.  Itshould bedevisedinamanner whichavoids/ minimizesconflict or wage disputes asfar aspossible
inorganisations.

4.3. COMPENSATION POLICY IN ORGANISATIONS :

The compensation policy inal organisationsisacomplex and sensitiveareaof Personnel/Human
Resource Management. Therelative states of workers/employeesin the society, their commitment to work
and attitude towards management aswell astheir moral e and motivation towards productivity etc., areall
conditioned by thewagesor salariesthey get. All most al organi sation/companieswant their employeesto be
well paid and work hard, to bean accurate and reliable and show reasonabl einterest in the organi sation they
serve but they hopeto get thiskind of performanceby paying them afair wageor saary.

Employee's concept of fairness as suggested by Daton. E and M cFarland, depends on company’s
relativewageraes. Employeeswant to bepaidinreation tothework and smilar work shouldinvolvesimilar
rates of pay. Since the general acceptance of the company’s basic wage or pay structure isimportant.
Statements on Personnel/HR Policies should includethe generd dtitude of the company towardskey wage
and salary matters such asthelevel of wagesand salaries, problems of manpower supply, labour market,
factory, union, company rel ationships and approachesto theroleof ability and seniority in sdlling particular
rates.

In planning and devel oping asound compensation policy/programme, compensati on manager/wage
and salary administrator keep in view the organi sationsguidelines of general policy on compensation. The
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company wages or compensation policy may seek to assure acompetitivewageor saary or it may be higher
than averageleve. Besides, thestatementsof policy on compensation may aso seek to specify relationships
within thewage and sd ary structure or compensation policy may proposeto establish prioritiesamong these
and other intentionsor it may outlinedifferingintentionsfor varioustypesand groups of employees, consider
theprinciplesof “equal pay for equal work and equal pay for the samejob regardless of the gender.

Thewageand sdary structure should beflexible so asto permit necessary adjustment dueto changes
inconditionsor circumstances. Thereshould beaclearly defined procedurefor minimizing and resolving
wagedisputes, if any asquickly and effectively possible. It isnecessary that company wage/compensation
policiesought to be seen asaninternal part of the structure of Personnel/Human Resourcefunction.

Compensation Policy should amto achievethefollowing:
a) attract staff of theright caliber;

b) encourage staff to makefull useof their abilitiesand develop their potentia sand to striveto achieve
the objectivesof their jobsand of the organisation;

c) reward staff in accordancewiththevaueof their contribution;

d) prevent loss of mora ethrough dissatisfaction with levelsof pay.

e facilitatemovement of staff acrossdepartmentd, divisional or sectiona boundaries;
f) achievetheseaimsat minimum cost affect into over payment must be avoided.
4.4. OBJECTIVES OF WAGE/COMPENSATION POLICY:

Thereal purpose of wage policy isto protect workers against exploitation or unduly low wages,
improveworkersefficiency and performance, encourage acquisition of new skills, providean incentiveto
labour mobility, stabilise pricesand accel eration of the nation’s development process. Asaninstrument of
economic policy, wage policy was considered asameans of promoting; (i) investment; (ii) internal price
stability; (iii) worker efficiency; (iv) distribution of labour force; (v) theinternational competitiveness of
economy, and (vi) influx of foreign capital. Asinstrument of socid policy, it waswidey known as

i) an dternativeto social security systems
i) ameansof achievingindustrial peace, and
iif) avehiclefor securing socid justice.

ThelLO Publication (Problems of wage policy in Asian countries, 1956, P.39) hasenumerated the
following objectivesof awagepolicy in developing countries. They are:
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1) To abolish md practicesand abusein wage payments.

2) To set minimum wagefor workerswhaose bargaining positioniswesk.
3) To obtainfor workersajust sharein thefruits of economic development.
4) To bring about efficient alocation and utilisation of manpower through wage payment systems.

4.5. NEED FOR NATIONAL WAGE/COMPENSATION POLICY :

Theformulation of aproper wagepolicy cons stent with therequirementsof adevel oping economy is
best with numerousdifficulties. Thereareinnumerable obstaclesintheway of evolving such apolicy and
thesearefurther compounded by popul ation pressure, growinginequalitiesof income, historica past, dualism
inthe economy, increasing unemployment, and low rate of growth. Thereisan urgent need inour country to
guaranteeacertain minimum living wageto theworkers, so asto remove swesting andtoimprove productivity.

Thelnternationa Labour Organisation (ILO) hasdefined theterm ‘wagepolicy’ tomean*“legidation
or government action cal cul ated to affect thelevel or structure of wagesor both, for the purpose of attaining
specific objectivesof socid and economic policy.” Generdly, awagepolicy amsatimposingadisciplineon
all typesof wage payments so that excessive, inadequate, or inappropriate wage payments may not stand in
theway of fulfillment of the objectives, both economic and social, which any country setsfor itself inthe
pursuit of continued progressand nationd deve opment. A progressiveand redisticwagepolicy isaningtrument
inattaining such socia objectivesastheeimination of exceptiondly low wages, reductioninwagedifferentids
and the protection of real wages.

National Wage Policy:

The Report of the committee on Fair Wages asfar back as 1948, the entry of thelegislation on
minimum wagesin the statute book the sameyesr, the series of adjudication andjudicia pronouncement, the
tripartite conclusion of the 15" session of Indian Labor Conference on the need-basewage, the setting up of
anumber of wage boardsfor mgor industries, thefive pay commissonsfor Centra Government employees
and theindustry-wise or unit wise bi partite negotiating bodies al no doubt have done very useful work. But
their work was not regul ated by a coordinated national wage andincome policy.

Theneed for evolving anationa wage policy hasbeen subjected to inconclusive nationd debatesand
studies sponsored both by the government and professional bodiesfor over two decades. However, certain
piece-med and ad hoc efforts haveresulted in theformul ation of afew componentsof wagepolicy, mostly at
themicrolevel. At themacro level too, someguiding principleshave cometo stay in the case of organized
sector. They are:

() A nationa minimumfloor independent of capacity of industry to pay;

(i) Theconcept of ‘ capacity of industry to pay’ for arriving at awagelevel abovethe minimumfloor;
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(i) Instrumentality of thedearnessalowancesto protect the purchasing power;

(iv) Thedoctrineof deferred wage and profit sharing subject to the availability of re-allocable surpluses;
(v) Thelinking of increaseinwagestotheincreasein productionand/or productivity; and

(vi) A rational basisfor determining the wage differential staking into considerationthe skills, physical
effortsand working conditions, etc., required by different categories of jobs, within anindustry
andinrelation to other other industries.

In India, the basic objectives of a national wage and income policy may be stated thus:
@ To provide minimum wagesto workersemployed in sweated industries;

(b) Tofix wagecallings,

(© Toimprovetheexistingwagestructure;

(d) To control inflationary tendencies;

(e To accelerate export promotion; and

) Toimprovethe economic and socia position of theworking class.

Its specific objectives are:

() Todistributethenationa product equitably by enlarging theincomes of the poorer sections of
the people and avoi ding concentration of wealth;

(i) To regul ate the growth of the disposableincomeaiming at alevel and pattern of domestic
consumption so asto generate adequate saving for non-inflationary financing of required
investmen;

(i) To prevent the owners of capital to take undue advantage of theimperfectionsin thelabor
market;

(iv)  Toensureafair comparability of wages between different industries, different regions, and
betweenthepublicand the private sectors, keeping inview the national and socia objective
of an equitabledistribution of national wedth; and

V) To prevent inflationary tendenciesand instability in pricelevel inthenationa economy.
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However, thewagepolicy evolved hitherto hasfailed to achieve thedesired objectives. Itisawell known fact
that thereare disparitiesand inequalitiesin wages and working conditionsin the organized and unorganized
sectors, and between public and private sector undertakings. Further, wage differential sand disparitiesexist
for smilar jobsfromindustry to industry, and within theindustry between the public and private sectors. But
inthe present context, any nationa wage policy, howsoever comprehensive and rational it may be, will not be
abletoremoveovernight theexisting distortionsthat havetaken placeinthewage structure. Now what it can
and should amisto put an end to the continuing pathogeni c distortionsand inequitiesby providing arationa
bas sfor wagedeterminationinthefuture.

The major thrust of the policy should be towards:
€) Arresting the progressive deterioration of the purchasing power of the pay packet of theworkers;

(b) Effectingimprovement inthedistribution pattern of the nationd dividend amongthedifferent functiond
sectors;

(© Bringing and improvement in the economic conditions of theworking classin genera and of the
industria workersin particular, giving them ashareof productivity gains,

(d) Introducing and ideal productivity based wage policy linked to theweighted average of therate of
productivity increasesat thenationd, sectorid, andfirmlevels, and

(e Assigning dueweight to two basic components-the skill component and productivity component-
bes desthe components of minimum wage and thecost of living.

Though anationa wage policy should amat diminationinter industry wagedifferencefor comparable
typeof work, such apolicy hasto keep in view appropriate occupationa wage differencesfor encouraging
skill formation or compensation for hazardous and/or arduous nature of thejob. Theinter-regiond differences
inwages haveto be viewed inthe context of differencesin employee compensationin the sameindustry
groups and between different regions. In addition, significance of thewage-earners' consumption basket
should not belost sight of.

Successive family budget surveys among wage earnersin the different sectors have shown the
predominance of agricultura products, and especially foodgrains, in the consumption basket of thewage-
earners. Therefore, the effectiveness of any wage policy would largely be dependent on adequate increase of
farm output combined with an effective public distribution system. In specificterms, theissueand problems of
thewagepolicy arere ated to the e ements|ike need-based minimum wage, protection of red wagesthrough
compensation for riseinthecost of living, incentivesfor increasesin productivity, allowancefor hazardsin
occupation, wagedifferentiasfor kills, respons bilitiesand other justifiablereasons, essentid fringe benefits,
bonus and such other ex-gratia payments.

Some suggestions for determining a national wage policy are:
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1. It should lay down the criterion for fixation and revision of minimum wages and evolveawage
structure without impinging on thefreedom of the partiesto negotiate wage agreements.

2. A set of norms hasto be evolved for ageneral minimum wage bel ow which nobody should bepaid.

3. The minimum needs of theworkers may be determined on the basis of the criteriaadopted by the
Planning Commission for definingthepoverty line.

4, A floor leve generd minimumwage may befixed for al employmentsnot includedinthescheduleto
the Minimum WagesAct.

5. Minimum wage should comprisebasic wage, fixed dearness allowancere ated to thiswageat afixed
timelimit and avariable dearnessalowance formulawhich may be adjusted to arise or fall of the consumer
priceindex, local or dl-Indiaasmay be appropriate.

6. Thequantum of basic wage bereviewed, if necessary, at aninterna of not lessthan fiveyearsor so
astoamalgamateapart of dearnessallowance to avoid distortion in thewage pattern.

7. If the minimum wageisnot split up into abasi c wage with afixed dearnessallowance or variable
dearnessdlowanceetc., andif itisfixed asacomposite wage, how andto what interval thiscompositewage
isrequiredto berevised.

Every organization must frameitsown policy keeping in mind theinterests of the management, the
employees, theconsumers, and the community in generd. In order to make thewage policy more effective,
it should be carefully formulated, must be communicated not only to the manageria staff but also to the
workersandtheir trade unions. It should be examined, evaluated and reviewed periodically to meet the
changing needs of the organizations. Increasing emphasis hasto be given for rationali zation of the wage
structurekeepinginview thegoa of higher productivity intheyearsto come. Further, awage policy must be
geared to achieving the best prices, the best wages, and the best profits.

Of course, thebest pricesarenot the highest prices, but thepricesthat stimulatethelargest volume of
production and lead to thelarger volume of sales. The best wages are not the highest wages, but thewages
that lead to full employment and thelargest possible pay-rolls. Thebest profitsare not thelowest profits, but
the profitsthat encourage most personsto become employersand to providejobs. Prices, wages, and profits
must be thought of together. Only when we have achieved the best bal ance among them can the economy
functionatitsfullest. If wetry to force one of these e ements out of relationship to the others, wemust reduce
production and hurt everybody, and sometimes most of all the very groupswe are most eager to help.

I ncome policy:

A wage policy cannot be conceived in avacuum, and to bemeaningful, it must bedovetalled witha
proper incomepolicy and pricepolicy. Theincomepolicy generdly refersto the compositemeasuresundertaken
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by the government to regul ate earnings, profitsand prices, to achieve oneor moreobjectivesrelaingto price
stability, balanceof payments, fuller employment, faster economic growth and social justice.

Themain objectsof income policy areto prevent incomerising at ahigher ratethan output, i.e., tofix
atarget of expansioninincomeand to secure correspondence between the aggregateincome and expenditure
in conformity with theflow of goodsand services. Theincome policy isviewed asatool to ensure better
distribution of incomes. It isessentialy aninstrument to contain theevil effectsof inflation on fixed income
groups and weaker sections. It constitutes aclose adjunct of fiscal and monetary policiesand acurefor
chronicinflation. By controllingincomes and thereby expenditure particularly on consumption, theincome
policy triesto maintain bal ance between aggregate demand and aggregate supply and savesthe economy
from the danger of too much money chasing lessflow of goods. Inaddition, it triesto inject economiclogic
and an element of fairnessand equity in wage bargaining. Also it restrictsfreedom in respect of collective
bargainingin order to prevent inflationary wage settlements.

Income policy inthe Indian context hasgot the dual task of fixing the wage norm and a so price-
freeze of wage goods. A system of productivity wagelink-up (instead of apricewagelink-up) needsto bean
essentia part of any income policy for Indiasince only such an arrangement seekstoinduceincreasein
productivity aswell ashigher increasein real wages of workers. Essentially anincome policy ismeant to
arrest cost-pushinflation, whereasin India, inflation is of demand-pull typewhichisthe product of large
budgetary deficits. In our country, wherethereis poverty, increasing unemployment, and asteepriseinthe
pricesof essentid commodities, anincomepalicy isacrucia instrument in securing aredistribution of increasing
prosperity infavor of theweaker and destitute sections of thecommunity. However, if incomepolicy isto
succeed, it must bessimple, rationa, and economically feasible.

4.6. FORMULATION OF WAGE POLICY IN INDIA :
Policy in thePre-IndependencePeriod :

Beforeindependence, Indian Government’sattitudeto labour problemswasthat of least interference.
Onoccasions, it intervened to securefor labour, itsfar dues. However, with the upsuring of organi zed [abour
movement and itsalignment with the nationaist movement, the government began to takeapostiveinterestin
[abour matters.

Theprovision of adequateliving wageand recognition of the principleof equa remuneration for work
of equd vauefigure prominently among theobjectivesof thelLO, set forth inthe preambl etoitsconstitution.
Inthe Declaration of Philadel phia, the Internationa Labour Conference recogni sesthe solemn obligation of
the organi sation to further among the nations of the world aprogrammewhich will achievetheraising of
standard of living, policiesin regard to wages and earnings, hoursand other conditions of work, calculated to
ensureajust shareof thefruitsof progresstodl, and minimum living wageto al employed and inneed of such
protection.

In 1928, thelnternationa Labour Conference adopted aconvention urging the creation of amachinery
for fixing minimum wageskeeping inview asuitablestandard of living for workersand related consderations.
The enactment of the Trade DisputesAct, 1929 and the appointment of the Royal Commissionon Labour in
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1929 (Whitely Commiss on) wheretwo important landmarksin the evol ution of labour policy with reference
towages.

TheWhitdy Commission, for thefirst time, recommended setting up of amachinery for thefixation of
minimum wages, in keeping with certain requirementsso asto avoid sweeting in Indianindustries. It madea
sgnificant observation on the subject of minimum wages.

The Second World War imposed unusua burden and pressures on the Indian economy and caused
aphenomend riseinprices. TheFifth Indian Labour Conference (1943) and the Standing Labour Conference
(1944) discussed the problem of minimum wagefixation. Inorder to neutralisethe priceriseandto sustain
thereal wages, thegovernment initiated asystem of dearnessallowance, which hassincebecomean important
component of wagesin thelndian economy. Since profitsrosevery high duringthewar, asystem of payment
of bonustoworkerswasinitiated and continued for different reasons. 1n 1946, thegovernment formulated a
three-fold wage policy which recommended (a) statutory prescription of minimumwagesin sweated industries
and occupationsand in agriculture; (b) promotion of fair wages agreements; and (c) stepsto securefor
workersin plantationsaliving wage.

4.7. WAGE POLICY IN THE POST-INDEPENDENCE PERIOD :

Soon after Independence, the government embarked upon aseriesof legidativeand other measures
for theamdioration of the pathetic conditionsof theworking class. Theadjudication machinery, set up during
thewar, was suitably modified and incorporated in the Industrial DisputesAct, 1947, and sincethenit has
played asignificant rolein thefield of wagefixation. InIndia, evolution of wage policy started with the
Industria Truce Resol ution unanimoudy adopted in atripartite conferencein December, 1947. Theresolution
stated the system remuneration to capital aswell aslabour must be so devised that whilein theinterest of the
consumersand primary producers, excessive profit should be prevented by suitable measuresof taxationand
otherwise, both will shareor product of their common effort after making provision for payment of fair wages
of labour, afair return on capital employed in theindustry and reasonabl e reservesfor the maintenanceand
expansion of theundertaking. The Resolution a so recommended the setting up of asuitable machinery for
the study and determination of fair wagesand conditions of |abour.

Subsequently, anumber of committeesand commissions, wage boards, tribunal's, pay commissions
were set up. The passing of the Minimum WagesA ct, 1948, appointment of the Fair Wages Committee
(1948) and the setting up of number of tribunal sto settle wage demands of workersin severa industriessuch
ascottontextiles, juteand engineering arestepsin thisdirection. Althoughthesedid not form apart of unified
and well-designed wage policy, they provided evidence of thegovernment’sintention to rai sethe standard of
living of themasses. Thepolicy directionwasa soincorporated inArticle 43 of the constitution whichlays
down that the state shall endeavour to secure by suitablelegidation or economic organisation or any other
way, toal workers, agricultural, industrial or otherwise, work aliving wage, conditions of work, ensuing a
decent standard of lifeand full enjoyment of issuesand socia and cultura opportunities. Theprincipal of
equal pay for equal work for both men & women has d so been laid down asone of the Directive Principles
of State Policy inArticle 39 of the congtitution.
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4.8. POLICY ENUNCIATED IN THE PLANS:

The advent of the eraof planning brought initswake, a set of new problemsaswell as popular
expectations. Theinflationary potentid inherent inthe process of devel opment called for aclosecheck onthe
wagepricespird.

TheFirst Five Year Plan (1951-56) contaned some significant statementsregarding wage movement
and itsrepressionson economic stability of thecountry. It advocated wageincreasefor removing anomation
or wherethe existing ratesareabnormally low.

The Second Five Year Plan (1956-61) laid great emphasison thefact that animprovement inwages
could only comeabout asaresult of increased productivity, and strongly recommended the system of payment
by results. It suggested the setting up of aspecial wage commission to examinetherelevant rolesof wages,
pricesand profit in theeconomy, keepingin mind the socia objective of the plan.

TheThird Five Year Plan (1961-66) and thethreeAnnual Plans (1966-68) did not offer anything
specificintheareawagepolicy.

TheFourth FiveYear Plan (1969-74) madethere useful observations: firg, the price stability isbasic
towage policy; second, theneed for linking wageincreasewithincreasesin productivity and third the necessity
to extend the system of payment by results by agreement with workers and in the atmosphere of good
indugtrid relations.

TheFifth FiveYear Plan (1974-79) stated thereward structure of theindustrial employeesintermsof
wage and non-wage benefitsmust berelated to performance recordsinindustria enterprises.

The Sixth FiveYear Plan (1980-85) trend on awage policy stating : (i) to narrow down the existing
inequalitiesand to eliminate mal practicesin regard to wage rate and wage payment; (ii) tolay down criteria
for fixation and revision of minimum wageand to evol ve wage structurewithout impinging onthefreedom of
the partiesto negotiate wage agreements;, (iii) toraisetheleve of minimum wagein such amanner that soon
the concept of aneed based minimum wagebecomesaredity; (iv) to make consciouseffortsto removethe
marked despairinginwagelevel snoticed betweeninterstate and interregiond, inter-industry occupationsand
al so between the organi sed and unorganised, urbanand rura sectors, (v) to extend the system of productivity
linked bonusintroduced in railways, posts and telegraph and some departmenta undertakings, to other
establishmentswherelinkagewith the profitsis not apossible proposition.

The Seventh Five Year Plan (1985-90) observesthat an important aspect of labour policy pertainsto
theformul ation of an appropriatewage policy. Accordingly to the plan, thebasic objective of wagepolicy is
ariseinthelevelsof real incomesin consonancewith increasesin productivity, promotion of productive
employment, improvement in skills, sectora shiftsin desired directionsand reductionin disparities.

TheEight FiveYear Plan (1992-1997) inits approach to labour wel fare has suggested for adequate
levelsof earnings, safe and humane conditions of work and accessto some minimum socid security benefits
for enhancing quality of lifeof workersand their productivity.
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AccordingtotheNinth FiveYear Plan (1997-2002) the planning process attempt to creste conditions
for improvement inlabour productivity and for provision of socia security to supplement theoperationsof the
labour market. Theresourceshavebeen directed through the plan programmestowards skill formationand
devel opment, exchange of information on job opportunities, monitory of working conditions creation of
industria harmony andinsurance agai nst disease and unemployment for theworkersand then families.

Thereisno uniformwage policy for all sectorsof theeconomy. Wagesin the organised sectorsare
determined through aprocess of collectivebargaining. Inthe caseof central public sector enterprises, the
department of public enterprisesissues guiddinesand permits negotiationsfor wagerevision.

49. RECOMMENDATION ON WAGE POLICY :
4.9.1. National Commission on Labour (1969) :

The commission did not go beyond recognising the need for anational wage policy inthesewords,
“Thewage policy hasto beframed taking into account such factorsasthe pricelevel which canbe sustained,
theemployment level to beaimed at, requirement of social justice, and capital formation need for growth.”

TheNCL hasattempted to assessthe genera wage policy of the government sinceindependence.
For thispurpose, it gavefiveindicators. They are: (i) the state of industrial harmony; (ii) changesin workers
leve of living; (iii) changesin productivity; (iv) impact of wageson pricesand (v) shareof wagesinthevaue
added by manufacture.

4.9.2. Chakraborty Committee(1974):

Recognising theneed for uniformity in wage paymentsacrossregions, industriesand occupationsthe
committee suggested that aNationa Wage Commission and aNational WageBoard be set upto evauateall
jobs, work out agrade structure based on skill differentialsand fix wagesfor each grade.

4.9.3. Bhoothalingam Study Group (1978):

ThisGroup opined that the determination of ahomogeneous nationa wage sructureisvery difficult.
Disparities, anomaiesand irrationdities exist and have cometo beregarded asright. Further, thereisno
reasonable method of determining what should be the absolutelevel of wagefor each category of workers
and what isaright differential between one category of workers and another. Even of anational wage
Sructureisdetermined whichisopposed or the historically determined structure accepted, whichisimprobable,
severa adjustment inwagesasearningsarerequired fromtimetotime.

The Study Group on'Wages, Incomes and Prices (Bhoothalingam Pandl) which submitted itsreport
in 1978, proposed the concept of anationa minimum wage, bel ow which thewage of no category of worker
will bedlowedtofal. Thecommittee has proposed atarget of nationa minimum wage of Rs. 150 per month
at 1978 prices, to be achieved in about seven years.
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It should berevised every threeyearsin relation to theincrease in per capitanational income. In
arivingat thisnationad minimumwageof Rs.150, the study group hasattempted to baancethe cons derations
of economic growth, on the one hand, and social and distributivejustice onthe other. Thecommittee has
underlined the need for asingle nationa correctiveformulato compensatefor therisein the cost of essentia
consumption basket. It recommended that futuredearnessalowance should belinked to thecost of livingon
auniformbesis.

4.10 SUMMARY:

Thecompensation policy inall organizationsisacomplex and sengtiveareaof personnd Management
sncetherdativestatusof workers/ employeesin the society, their commitment of work and attitude towards
productivity etc. are all conditioned by wages or salariesthey get. In planning and developing asound
compensation programme, wageand sdary administratorskegpinview theorganisation’ guiddinesof generd
policy on compensation. The company wage or compensation policy may seek to assureto acompetitive
wageor sdary or it may seek to provide wagesand salariesasan internationally higher than averagelevdl.
Besides, the Statement of policy on compensation may intend to rel ate earningsto output or contribution or
length of service. Such apolicy may aso seek to specify relationshipswithinthewage and salary structure or
compensation policy may proposeto establish prioritiesamong theseand other intentionsor it may outline
differing intentionsfor varioustypes and groups of employees.

4.11. KEY WORDS

Wagepolicy: Wage policy namesLegidation or government action cal cul ated to affect theleve or structure
of wagesor both, for the purpose of attaining specific objectivesof social and economic policy.

412 SELF ASSESSMENT QUESTIONS

1 What iscompensation plan and explainitsimportancein organisation?

2. What isWage Policy? Discussits necessity in the organi sations?

3. Discussdifferent issuesin Indian wagepolicy. What arethe strengths and weaknesses of thispolicy?
4, Discussthedevel opmentsof Indian wage policy accordingto thefiveyear plans.

5. Enumeratethevariousrecommendationsonwagepolicyin India
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WAGE DETERMINATION

5.0 OBJECTIVE:

After reading thislesson, the student isableto:

* To know theimportance of wage determination.

* To understand the princi ples of wage determination.

* Toidentify the cons derationsand constrai ntsin wage determination.

* To andysethefactorsinfluencing wage determination.
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5.1 INTRODUCTION:

Wage/compensation areto design acost effective pay structurethat will attract, motivateand retain
competent employeesand that will aso beviewed asfair by these employees. Apart from meeting legal
requirements, organizationshaveto take care of ever-rising empl oyee expectationsand competitive pressures
whiledesigning an eff ective compensation plan. Throughout history, employers have been challenged with
attracting, retaining and motivating employees. From the s mplest barter systems of centuriespast to the
current complex incentiveformul as of today, theorganisationa premisehasbeenthesame. Provideproductivity
and resultsto our enterpriseand wewill provideyou with something of value. Intheir smplest forms, wage/
compensation and benefitshave invol ved cash or commodities, and that still istrueto alarge degreetoday.
The employee providesaservice and the employer provides cash compensation/wage and/or abenefit of
va ueto theemployee. Today most organi sationshaverealised that they must takeamuch broader ook at the
factorsinvolved in attraction, retention and motivation. And they must deploy all of thefactors—including
compensation and benefits — to their strategic advantage. As ‘people’ are essentia ingredientsin the
organisation’ssuccess, it isincumbent upon the organisation to protect thisasset / investment. Assuch, the
organisation must pay employeeswhat they areworth or d sethey may choosetowork for another organisation.

5.2 MEANING:

Remuneration isthewage/compensation an employeerecevesin return for hisor her contributionto
the organi sation. Remuneration occupiesan important placein thelifeof an employee. Hisor her slandard of
living, statusin the society, motivation, loyalty, and productivity depend upon the remuneration heor she
recalves. For theemployer too, employeeremuneration is s gnificant because of its contribution to the cost of
production. Besides, many battles (intheform of strikesand lockouts) arefought between theemployer and
theemployeesonissuesrelatingtowagesor bonus.  Employee compensation may beclassified into two
types—base compensati on and suppl ementary compensation. Base compensationrefersto monetary payments
to employeesintheform of wagesand salaries. Theterm *wages' impliesremuneration to workersdoing
manua work. Theterm‘ sdlaries’ isusudly defined to mean compensation to office, managerid, technica and
professiona staff. Thedistinction, however, israrely observedin actud practice.

Compensation/Wage Determination means* thefixation of compensation/wageratesthrough sandard
or structured procedurei.e.. Wage theories (Historical), wage surveys, job evaluation, legal enactments,
policy making, gppointment of committees, commissions, collective bargaining and with economicd, politicd,
socid and psychologicd influences.

Compensati on/wage determinationis purely an economic problem it givesriseto varioussocial,
politica, ethica, behaviourd and economic problem. Itisextremey essentid to have specific consideration of
factorswhich have somereationship to existing wagelevel sand thusi nfluence wage and s ary administration.

Generdly largenumber of factorsinfluencesthesdary levelsinan organisation. But at thesametime
all the factors need not be considered in each and every organisation. A combination of factorswill be
considered at the organi sation depending upon the capacity, conditions, traditionsand beliefs.
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Usudly, wage determination having some common stepsto determine/fix thewagein the organi sations
as peformingjobanayss, wagesurveys, anaysi sof relevant organisationd problemsformingwagesructure,
forming rules of compensati on/wage administration, explaining these to empl oyees, assigning grades and
priceto each job and paying the guaranteed wage.

5.3. IMPORTANCE AND OBJECTIVES OF WAGE DETERMINATION
5.3.1. Importance:

Wage/Compensation isan integral part of the management of the organisation. Compensation
Management contributesto the overall success of the organisationin severa ways. To be effective, the
managers must appreci ae the va ue of competitive pay, their human resources, and haveaninvestment view
of payroll costs.

Wage/ compensation mean different thingsto different people; it depends on aperson’sperspective.
From employee’s point of view, compensation may be considered asareturnfor their effortsor areward for
satisfactory or outstanding work. It may indicate the value theempl oyer attachesto their skillsand abilities-
thereturn on their investment in education and training. Inthe case of most of theempl oyees, their pay matters
alot in determining their socio-economic well-bei ng. Wage can influence empl oyeework behaviour and
attitudes. It may affect their decision on various mattersliketo beor not to be’ with theemployer, whether or
not to work more productively, or undertaketraining to be eligiblefor ahigher -paying job. Inequity in pay
matters may cause employeesto diminishtheir efforts, to search for greener pastureselsewhere, andtoform
aunion. Thus pay and wage matters have strong potential to influence employees’ work behaviour and
attitude.

5.3.2. Objectives:
» Toedablishafar and equitableremuneration offering smilar pay for smilar work.
» Toattract qualified and competent personnel.
» Toretainthe present empl oyees by keeping wagelevelsin tunewith competing units.
» Tocontrol labour and administrative costsin linewith the ability of the organisationto pay.
» Toimprovemotivation and mora e of employeesand to improve union management relations.

» To project abrand image of the company and to comply with legal needsrelating to wages and
sdaries.
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5.4. PRINCIPLES OF WAGE DETERMINATION:

To solve compensation/ wage problems, aset of principlesare pertaining for wagedetermination. A
clear understanding of theaimsof organisationin mattersof pay havingitsown determination principlesareas
follows

1) Wageandsdary plan should besufficiently flexible.
2) Jobevaluation must bedonescientifically.
3) Wageand sday plansmust dwaysbecons stent with the overdl organi sationsplansand programmes.

4) Wageand sdary plansand programmesshould bein conformity with thesocid and economic objectives
of thecountry.

5) Ensurethat theorganisation’scompensation policy iscons stent with national/public palicy.

6) Adjust wagesand saariesto changesin thelabour market.

7) Graduatewage and salary ratesin accordancewith the difficulty and importance of thejobs.

8) Maintain consistency by paying Smilar jobsto sSimilar rates.

9) Providefor flexibility in compensation programsin responseto changed conditions.

10) Provideincentivesfor development.

11) Protect the ownersby seeing that pay isneither too high nor toolow interms of valuereceived.
12) Providenot only fairnessbut employeesconviction of fairnessinal compensation programs.
13) Strivefor smplicity in pay programsasan aid to empl oyee understanding.

14) Provided! employeeswith full information on compensation policiesand programsof the organisation.

5.5 BASIC CONSIDERATIONS AND ELEMENTS OF WAGE
DETERMINATION

5.5.1. Basic Consider ationsfor Wage Deter mination:

Thereareseverd condderationsor criteriawhich hepin determiningwagesinan organisation. These
criteriaincludelaw of supply and demand, prevailing wages, ability to pay government role, standard and
cost of living, productivity, bargai ning power and job requirements.
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5.5.2. Elementsof Wage Deter mination:

Wage and sd ary systems should have arel ationship with the performance, sati sfaction and attainment
of goalsof individua . Henderson identified thefoll owing elements of awageand sdlary system:

1 |dentifying theavailablesdary opportunities, their costs, estimating theworth of itsmembers,
of their salary opportunitiesand communi cating them to empl oyees.

2 Relating sdlary toneedsand godls.

3 Deveoping quality, quantity and time standardsrel ated towork and goals.

4, Determinethe effortsnecessary to achieve standards.

5 Measuring theactud performance.

6 Comparing the performancewith thesaary received.

7. M easuring thejob satisfaction of theemployees.

8. Eva uating the unsati fied wantsand unredized god saspirations of theempl oyees.
9. Finding out the dissati Sfaction arising from unfulfilled needsand unattained godls.

10.  Adjustthewage/sdary levelsaccordingly with aview to enabling the employeesto reach
unreached god sand fulfil theunfulfilled needsand aspirations.

5.6. CONSTRAINTS IN WAGE DETERMINATION:

Constraintsin wage determination can be classified as statutory and non-statutory, economic and
technicd.

i) TheSatutory Constraints:

TheMinimum WagesA ct 1948, the Payment of WagesAct 1936, Equal Remuneration Act 1976,
and the Payment of BonusA ct 1965, Adjudication, Tribunals and judgements are statutory constrai nts of
wage determination.

i) Non-statutory Constraints:

Non-statutory congtraintsexist varied from industry wide arrangements of wages standardisation at
nationd leve whichlead to mass-scde governmentd intervention. Thoseare wageboards, pay commissions,
committee’ srecommendations, and collective barga ning operating in ademocraticindustria society.
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i) Economic Congtraints:

Inflation forms an economic constraint in the determination of wagesin an enterprise. It causes
divergence between the money or nomina wagesof theworker and their real wagesor the purchasing power
of themoney earned.

iv) Technological Constraints:
Technology formsamajor constraint in the process of wage determination of an enterprise.

5.7. FACTORS INFLUENCING WAGE DETERMINATION:

Onthebasisof above discussions, we may summarise the factors affecting wage determination as
under:

a) Demand and supply of labour:

Demand and supply conditionsof labour have considerabl e influence on the determination of wage
rates, likethe price of acommodity isdetermined by the demand and supply of that commodity. Thewage
ratesto theworkersarea so influenced by the demand and supply position of labourersinthelabour market.
If thelabour isin short supply, and the demand for labour ismore, theworkerswill offer their servicesonly if
they arepaid well. Ontheother hand labour may be available at cheaper ratesif their supply isin plenty and
thedemand for labour iscomparatively less.

b) Firm’sCapacity to Pay:

Oneof theprincipal consderationsthat weightswith the management in fixing thewageratesisits
capacity to pay. Whilefixingwageratesthefirm must consider the capacity to pay, becauseif it paysbeyond
capacity it nolonger survivefor alonger period, it may lead to closure after sometime.

When capacity to pay of an organisationisapart of profitability, various expensesthat theindustry
bears, certaintrendsin pricesof products/servicesthat areto be charged by theindustry should aso betaken
into account. Inaddition total cost of employees(saaries, adlowances, cost of fringe benefitsetc.) should be
taken into consideration in determining theability to pay.

Trade unionsdemand higher wageswhen thecompany’sfinancia postionissound. But they may not
accept wagereduction, when the company’sfinancia positionisindoldrums. Hencethemanagement hasto
takedecigonjudicioudy. Further, certainincentivesarelinked tothe profitability. Thus, whatever theinfluence
of other factors may be, the organi sation cannot pay morethan itsability to pay inthelong run.
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¢) Prevailing Wage Rates:

Prevalling ratesof remuneration in comparableindustries congtituted animportant factor in determining
wagerates. Theorganisationinlongrun, must may at least equal tothe prevailing ratesfor similar jobsin
similar organisation. Further, thewageand saary ratesfor thesmilar jobsinthefirmslocated inthe same
geographical region aso influencethe wagedetermination. The organisation hasto pay wagesequd to that
paidfor smilar jobsin comparableindustriesin order to secure and retain the competent employees.

d) Cost of Living:

The cost of living isanother important factor that i nfluences the quantum of wageor salary. The
empl oyees expect that their purchasing power bemaintained at |east at the sameleve, if not increased by
adjusting wagesto changesin the cost of living. Progressiveemployerstakeinto consideration the cost of
livingfor their employeesand try tofix their wages asto ensure at | east the same standard of living asbefore.
Wherethe employers do not show awareness, |abour unions come out with ademand of wage adjustment
accordingtothecost of livingindex number.

In recent years, in advanced countries, “ numbers of labour agreementshave* escalator’ clauses,
providing for automatic wage and salary increase as cost of livingindex raises’. However in someof the
Asan countriesthe DearnessAllowance’ isan dlowancegranted to theemployeeswith aview to combination
thedaughtsof soarising prices.

€) Labour Productivity:

Aninteresting devel opment in wage determination has been the productivity standard. Thisisbased
on the fact that productivity increaseis also the result of employee satisfaction and contribution to the
organisation. But wage, productivity linkage does not appear to be so easy since many problemscrop upin
respect of the concept and measurement of productivity. Although, thewagesare not linked directly to the
productivity, inan organisation, changesin productivity havetheir impact on remuneration. Thesecriteria
received consideration of wage boards, not only, becauseit constituted afactor in thefixation of ‘fair wage
but also becauseitisdirectly rel ated to such question asdesirability of extending the system of ‘ payment by
result’.

f) Bargaining Power :

Wage d so dependsto acons derabl e extent on the rel ative bargaining power of labour/trade unions
and employers. Thestronger and more powerful trade unionsbargain the higher wages. Their bargaining
power isoften measured intermsof their membership, thefinancia strength and the nature of leadership.
Arther, M. Ross, concdudedthat ‘red hourly earningshave advanced moresharply in highly organised collective
bargaining strategies, political tacticsand by organising strikesetc. Trade unionsinfluence may beonthe
groundsthat wagesin comparableindudtries, firm'sfinancid postion, risngliving cost, government regultions
etc. Wherethewagelevel isbeow that of other comparableindustries.
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g) Importanceof thelndustry in the Economy:

Wages area soinfluenced by theimportance of theindustry inthe economy/country. For e.g.if we
taketheindustrieslike Petroleum, Engineering, Portsand Docks, thewages are high becausethe profitsare
high and the bargai ning power of unionsisaso high. Thewagesof theworkersintheseindustrieswill behigh
when compared to thewages of workersinindustrieslikejute, cotton textiles, and sugar etc.

h) Government Role:

Sincethebargaining power of theworkershasnot ensured fair wagesindl industries, the government
hasto interferein regulating wage ratesto guarantee minimum wageratesin order to cover theessentidsin
modern civilised society. Therole of the government in thisregard can be categorised into two; oneis
legidativeandother innon-legidative.

Enactment of different legidationslike Minimum WagesAct 1948, Payment of WagesAct 1936,
Equal Remuneration Act 1976, and the Payment of BonusAct 1965, areintended to protect the wages of
employees.

Theoverdl objectivesof theabovesaid legidationsarewel | summarised asfollows:
i) to abolish mal practices and abusesinwage payment,

i) to set minimum wagesfor workers, whose bargaining position isweak becausethey are
elther unorganised or inefficiently organised.

Thenon-legidative body of the government ininfluencing wageratesisin theform of wageboards,
pay commissions, recommendations of committees, and adjudication.

i) Good will of the Organisation:

A few organisationswant to establi shthemsel vesasgood employer in the society. For building such
reputation, they fix higher wagesfor their workers. For E.g. ONGC, NTPC, BHEL, Ingresal-Rand, Wedia
IndiaLtd., TELCO etc.

) Job Requirements:

If ajob requireshigher skills, effort, greater responsibility andrisk, thejob holder will naturally get
higher wages. Generaly, themoredifficult thejob paid higher thewages.

k) Socio-Psychological Factors:

Thesefactorsdetermineto agreat extent theimportance of thejob or theindividua to theorganisation.
They d so determinehow hard anindividua will work for the compensation received or what pressure hewill
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exert to get hiscompensation increased. Whether thewageisadequate and equitabl e depends not only upon
theamount that ispaid but al so the perceptionsand the views of the recipientsof thewage.

5.8 SYSTEMS OF WAGE DETERMINATION:

Thefollowing arethe systems of wage determination evol ved for effectiveness o] f
organisgtions.
i) Thewages are determined based on clear definition of values/ worth of all jobsinrelationto each
other within the company.

i) Ensurefair and suitable earningsto the employees.
iif) Optimisethe earning capacity of theemployees.

iv) Provide employees, asharein thegains of productivity and follow the principlesof internal and
externd cons stency for wage determination.

5.9 COMPENSATION/WAGE DETERMINANT METHODS:

Therearetwo widely practised methodsfor determining the compensation (i)Sa ary/wage surveys,
and (i) Job eva uation (iii) group smilar jobsinto pay grades (iv) Price each pay gradeby usingwage
curves (V) Finetune pay rates.

(i) Wage/Salary Surveys.

Wage/sdlary surveysare quick and lessexpensive way to determine compensation. It could beused
to conduct asurvey of what isbeing paid insimilar industriesfor smilar positions. Thiscould bedonetwo
levels- organisationd and professiona consultant levels. Asfar asorganisationd leve isconcerned, theHRM
department itself can undertake astudy to find out comparabl e compensation packagesin smilar industries.

(i)  Job Evaluation:

Job evauationisatechniqueto establish the rel ationship between contribution of an employeeand
compensationfor thiscontribution. Althoughinredity itisvery difficult to get aprecisevaueof thecontribution
of an employeebecause of thelarge number of factorsinvol ved in the performance of ajob. Job evauation
isthemost suitable mechanismto thewage determination.

(i) Group Similar Jobsinto Pay Grades

Similar jobs(intermsof their ranking or number pointsas ascertained by thejob eva uation committee)
are grouped into grades for pay purposes. The organisation can now focus on, say 10to 12 pay grades,
instead of hundredsof pay rates. A pay grade consistsof jobsof approximately equa difficulty or importance
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asdetermined by job evaluation. If the point method isused, the pay grade consists of jobsfallingwithina
range of points. Ten to sixteen gradesper job cluster (factory jobs, clerica jobs) iscommon.

(iv) Priceeach Pay Grade—Wage Curves

Pay ratesare assigned to pay gradesthrough awage curve. Thewage curve shows graphically the
pay rates currently paid for jobsin each pay graderel ative to the points or rankings given to each job or
grade. A completewage curveted |s management the average rel ationshi p between the pay grade pointsand
wagerates. It will show which pay isout of thetrend line. If ajob’spay rateisvery high—wherethe current
rates paid by the company fall well above or below thewageline—thosewageratesareidentified as‘red
circles rates. Thisonly meansthat pay isfrozen or below averageincreasesaregranted until the structureis
adjusted upward to placethecircled ratewithinanormal range.

(v) FineTune Pay Ratesand Deter mineWage Structure

The employeesfix apay rangefor each grade (Gradel, Il and I11, etc.,). The wage structure of a
company isnothing but apay scale showing rangesof pay within each grade.

5.10. SUMMARY:

Wage determination isoneof theimportant areas of compensation management. A large number of
factorsareinfluencing in wage determination. Significant amongthemare, capacity of theemployer to pay,
i.e., thewages payable must bewithin thefirm’sability to pay. Theremunerationincomparableindustries
shall also be considered because if we pay wages unilaterally the wages may beeither too low or too high,
both are problems. Like the prices of acommodity are determined by the demand and supply of the
commodity, herethe wages are a so determined by the demand and supply of labour. Government rolein
wage determinationisintwo ways, legidatively and non-legidatively. Whatever may bethefactorswhich
influencethewage determination, finaly, thewageswoul d be settled by agreementsbetween the management
and unions. So collectivebargainingisoneof themost important in wage determination. Theother sgnificant
factorsthat influences wage determination processare; cost of living, labour productivity, importance of
industry in theeconomy, good will of the organi sation, job requirements and socio-psychological factors.

5.11 KEYWORDS:

WageDeter mination: Wagedeterminationisfixingthewage/sdary rateswith asystematic procedure.
Capacity topay: Management foxing thewages based on organisation’s ability or capacity.

CallectiveBargaining: Thenegotiationsbetween employeesand employer areknown ascollective
bargaining.

Cost of Living: Cost of living meansexpendituresof normal employeeinthemodern society. That
can be measured with consumer priceindex.
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5.12 SELF ASSESSMENT QUESTIONS:

1.Definewagedetermination, explainitsprinciples.
2. What are principles of wage determination? Discussitsconsiderations.
3. Variousfactorsinfluencethe wage determination, briefly discuss someimportant factors

4. In the globalisation, every organisation shall follow the factors to fix their organisation’s
compensation/wagerates, discuss.
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6.1 INTRODUCTION:

Job eva uationisasystematic method of appraising thevaueof eachjobinrelationto other jobsin
the organisation. It providesacons stent procedurethat sets up and maintainsahierarchy of jobs, attaching
to each job apay rate commensurate with statusin the hierarchy

Job evduationisamethod used to describe, andyse, compare and eva uatejobswithinaunit, or an
industry on the basis of thework content and the job requirementsin order to place them under particular
wageor salary grades.

Job Evduationisatechniqueof job analysis, assessment and comparisonin order to determinethe
demandsof thejob, such asthe experience and theresponsibility required for carrying out thejob effectively.
Itis adynamictool for rationale comparison of therelative worth of jobsin an organisation essentialy for
purpose of establishing compensation systems.

6.2 MEANING AND CONCEPT OF JOB EVALUATION:

Job evaluation asapart of compensation system relatesto the systematic procedurefor creating a
wage structurewith aview to determining aproper va uere ationship between several productionsor clerical
jobsinan enterpriseto attract motivate and maintain effective human resources by adequately compensating
them for work performed.

Thelnternationa Labour organisation (ILO) defined job evaluation asan “ attempt to determineand
compare demandswhich the normal performance of aparticular job makes on normal workerswithout
taking into account theindividua abilitiesor performance of theworkersconcerned”.

Windell L.French defined job eva uation as* aprocess of determining therd ativeworth of thevarious
jobswithintheorganisation, So that differential wagesmay be paidto jobsof different worth™.

British Ingtitute of Management (1970) defined job eva uation as*the process of andysing and assessing
the content of jobs, in order to place them in an acceptabl e rank order which can be used asabasisfor a
remuneration system. Job evaluation, therefore, issmply atechniquesdesigned to assist inthe devel opment
of new pay structures by defining rel atives between jobs on acons stent and systematic basis”.

Thusjob eval uation may be defined asaprocess of determining therelativeworth of jobs, ranking
and grading them by comparing the duties, respong bilities, requirementslikeskills, knowledge of ajobwith
other jobswith aview to fix compensation payabl eto the concerned job holder.

6.3 ROLE OF JOB EVALUATION IN WAGE DETERMINATION:

Job evaluation isthe cornerstone of aformal wage and salary and compensation administration.
Specificdly thejob eva uation process plays akey rolein compensation management in thefollowing ways:
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1. Itisthemod effectivemeansof determininginternd pay relationships.

2. Itcanbeused asaninstrument for affecting the company’sbasic pay policies.

3. Equitablebase-pay relationships set by job eval uation serve as afoundation for incentive of bonus
plansor merit increase programmes.

4.  Jobevduation providesareasonablebas sfor personne movesliketransfer, promotion, or demotion.
5. Useful controlsover wageand salary costscan be grestly aided by job evaluation.

6.  Jobevauation providesafoundation for gearing company pay scalesto thewages paid by competing
companies.

7. Jobevauation ass stsmanagement in meeting day-to-day problems. Thisisturn contributesto the

reduction of employee grievances, improvesempl oyee productivity through higher morde, and hel ps
toreduceturnover.

6.4 CHARACTERISTICS AND PURPOSE OF JOB EVALUATION:

6.4.1CHARACTERISTICSOFJOB EVALUATION

1. Jobevauationisamethod with asystematic approach

2. Itisanattempt to determinetherequirementsof thework involved for any incumbent.

3. Itisaprocessby whichjobsin an organisation are apprai sed.

4. Itisaprocessof andysing and describing positions, grouping them, and determining their relaivevaue
by comparing the duties of different positionsin termsof their different responsibilities and other

requirements.

5. Itisasystemtoded exclusivey with assessment of thejob and not concerned with employeesassigned
tothejob.

6.4.2 PURPOSE OF JOB EVALUATION:

1. Jobevaluation can provideamoreworkableinternal wage structure.
Job evaluation fixeswage ratesfor new or changed jobs

Job evaluation reducesthe grievances over wage and sal ary rates.

Job evaluation can provideincentivevauesto employees

a &~ 0w DN

Job evaluation providethefactsfor wage negotiations
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6. Providethefactsonjobrelationshipsfor usein sdection, training, transfersand promotions.

6.5 OBJECTIVES AND PRINCIPLES OF JOB EVALUATION:

6.5.1. OBJECTIVESOFJOB EVALUATION
Thefollowing objectivesarederived from theandysis of the above mentioned definitions.
() Toesablishanorderly, rationd, systematic structure of jobsbased on their worth to the organi zation.
(i) Tojustify an existing pay ratestructureor to develop onethat providesfor interna equity.

(i) Toassistinsetting pay ratesthat are comparableto those of in similar jobsin other organizationsto
competein market placefor best talent.

(iv) Toprovidearational basisfor negotiating pay rates when bargaining collectively with arecognized
union.

(v) Toensurethefair and equitable compensation of employeesinrelationtother duties.

(vi) Toensureequity inpay for jobsof smilar skill, effort, responsibility and working conditionsby using
asystem that consistently and accurately assessesdifferencesinre ativevalueamong jobsand

(vii) To establish aframework of proceduresto determinethe grade level sand the consequent salary
rangefor new jobsor jobswhich haveevolved and changed.

(viii) Toidentify aladder of progressionfor futuremovement toal employeesinterested inimproving ther
compensation.

@x) Tocomply withequal pay legidation and regul ations determining pay differencesaccording to job
content.

® Todevelop abasefor merit or pay-for-performance.

(x) Togather dataandinformation relatingtojob description, job specification and employee specification
of variousjobsinan organisation.

(xi) To comparethedutiesresponsibilitiesand demandsof ajob with that of other jobs.
(xiii) To determinethe ranks or grades of variousjobs.

(xiv) To minimi sewage di scrimination based on sex, age, caste, religion, region etc.

6.5.2. PRINCIPLESOFJOB EVALUATION:

Job evaluationisnot truly ascientific processasthereisno way of scientifically measuringjobs. Itis
rather aprocessof judgement. The* correctness’ of theresultsit providescan only be assessed in terms of
their acceptability to thevast mgority of personnel towhomit applies.
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Sincejob eva uation isaprocess of finding out therel ativeworth of ajob ascompared to other jobs, it
isbased onthefollowing principles:

i) Ratethejobbut not employee. Ratethe elementson the basisof job demands.
i)  Thedementsselected for rating should beeasly understood
i)  Theelementsshould bedefined clearly and properly selected.
iv)  Employees concerned and the supervisors should be educated and convinced about the programme.
V)  Supervisorsshould be encouraged to participatinginrating thejobs.
Vi)  Secureemployeeco-operation by encouraging themto participatein therating programme.
vii)  Discusswith the supervisorsand empl oyees about rating but not about assigning money valuesto the
points.
viil) Do not establish too many occupational wages.
6.6.PROCEDURE/STEPS IN JOB EVALUATION:
Nationa Ingtitute of Personne Management hasevolved thefollowing stepsfor evaluating jobs.

i) Analyseand preparejob description:

Job evauation istheoutcomeof job anadlyss. Job analys sprovidesinformation necessary for gppraising
jobslikeskills, knowledge, abilitiesand aptitudes.

i) Select and preparejob evaluation plan:

Job should bedividedinto detailed tasksand positions. It also includes sel ection factors, elements
needed for the performance of thejobs, determining themoney valueof each factor and eement and writing
ingructionsfor evauation.

iil) Evaluation and Classification of jobs:

Classify thejobsin asequential order based onthelr Sgnificance and contribution to the organi sation.
Thisincludesassigning money valuesto each class.

iv) Install theJob evaluation programme:

Educate the employees, with their confidence and then put the programmeinto operation.
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v) Maintain thejob evaluation programme:

Thisstepinvolvesupdating thejob eva uation programme, bring modifications based on thechanges
inthe conditionsand situations. Make surefrom timeto timethat programme runssmoothly and perfectly.

6.7 TECHNIQUESMETHODS OF JOB EVALUATION:

Jobsareevd uated onthe basi sof varioustechniques. Thesetechniques aregrouped into two classes,
viz.,‘ quantitativeand non-quantitative’ techniques. Non-quantitativetechniquesinduderanking, (Smpleranking
and paired comparison ranking), job classification and grading methods. Quantitative techniquesinclude
pointsrating and factor comparison methods (seefig. 6.1).

Figure. 6.1

Job Evaluation T echniquestdethods

Ju antitakive Non-QuanLtativ g
| | |
Points Rating Factors Fanking Job Classification
Methaod Comparison Methad arid
Method Grading MMethod

6.7.1NON-QUANTITATIVETECHNIQUESOR METHODS:

Conventionally, non-quantitative, s mpleand crude techniques were devel oped. They areranking
and job classification methods.

() Ranking M ethod:
Thisisasimplest method of job evaluation, inthismethod four stagesor stepsarethere.

(a) SmpleRanking: Thisisthesimplest and administratively the easiest technique. The evauator
compares onejob with other jobs based on duties, responsibilities and demands made by thejobson the
incumbent and the degree of importance of thejob to the organisation and rank al thejobsfrom the most
important to theleast important. Theeva uator hasto apprai seand rank thejobsbut not thejob incumbents.

(b) Ranking the Key jobs. Ranking all thejobs at a stretch under simple ranking methods is
difficult. Theevduator, in order to minimisethisproblem, hasto identify thekey or representativejobsat the
first stage, rank the key jobsat the second stage, identify and rank all other jobsat thethird stage.
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(c) Paired Comparison: Inthismethod theevauator rankseach jobinturn against all other jobsto
be appraised, so that aseriesof paired rankingsis produced. Thismethod ismore comprehensive, logical
and reliable compared to the simpleranking method.

(d) Single Factor Ranking Method: ‘Goldenberg’ has suggested asinglefactor ranking scheme.
Thesinglefactor considered isthediscretionary contents present in each job rel ated to other jobs. Thesingle
most important task to be performed in ajobisidentified and compared with the single most important task
to be performedin other jobs. Thus, pureranking doesnot cover theserefinements.

Thejobsareto be priced after they areranked. In other words, money value should be assigned to
each job. Key jobswith known monetary valueswill be used asthe basisto determinethe money val ue of
jobs. Generdlly, thereisagreement about therates of key jobs.

Advantages:

(i) Thismethod isthe simplest, quickest and least costly from theviewpoint of timeand money, (ii)
Thismethodismost gppropriateinsmdl organisations, (iii) Itisaso appropriatefor ranking thetop managerid
personnd inlargeorganisationsand (iv) Itisuseful asafirst and basic step of job eva uation.

Disadvantages:

(1) Thismethod provides no yardstick for measuring there aiveworth of onejob against the other, (ii)
Job requirements, job specifi cations and empl oyee pecificationsare not considered in eva uation, (iii) It does
not indicatethe extent or degreeto which onejob isworthy than the other and (iv) It isnot acomprehensive
and systematictechnique.

(i1) Job Classification and Grading M ethod:

Classand grade are used differently in thismethod. A gradeisagroup of different jobs of similar
difficulty or requiring similar knowledgeand skill to perform. A classisasubdivision of agiven occupation.
For example, Class| Clerk, Classll Clerk, ClassllI Clerk, Class1V Clerk and ClassV Clerk. Thejobs
withinadasshavefairly smilar tasksto be performed whilst thejobswithin agrade may bedifferent asfar as
tasksare concerned. However, classesand gradesare designed for the similar jobsand thusreceivesmilar

pay.

Under thismethod, jobsat different levelsinthe organisationa hierarchy aredivided into various
gradeswith aclear cut definition of each grade. Grades are formulated on the basis of nature of tasks,
requirementsof skill, knowledge, responsibilitiesand authority of variousjobs. Thereare several stepsinthe
mechanism of thismethod. Theimportant amongthemare:

(i) Determinetheshape and size of organisationd structure, i.e. tal or flat organisation, geographical
or functiond organisation etc.
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(i) Preparation of job descriptions,

(iii) Preparation of grade descriptions based on various components.

(iv) Establishment of anumber of job gradesand division of theorganisationinto variousgradeslike
Grade-l, Grade-1l . . . Grade-VI.

(v) Discussion and negotiation with trade union representatives regarding the number of grades,
gradedescriptions.

(vi) Selection of key jobsand grading them.
(vii) Gradingtheentirejobs.
(viii) Classifyingthejobsof each gradeand
(ix) Assigning themoney vaueto thekey gradesfirst and thento al other grades.
Advantages:

() Itissimpleand easy to understand and operate, (ii) It provides an opportunity for asystematic
organisation structure, (iii) Pay grades are better and appropriate for comparison with those of other
organisations. (iv) Itismore e aboratethan ranking method.

Limitations:

(i) It sometimes seemsto be arbitrary though it takes the view of the representation of thetrade
unions. (i) Writing grade descriptionsisnot easy in thismethod. However, classfication and gradation represent
alink inthehistoricd development of job eval uation between ranking and points system.

6.7.2QUANTITATIVETECHNIQUESOR METHODS:

These aretwo methods under conventional quantitativetechniques, viz., pointsrating and factor
comparison system.

(i) PointsRating Method :

Thismethod wasintroduced by Merrill R. Lott . Thiswasoneof theearliest pproachesfor eva uating
jobsbased on quantitativeva ues. Thismethod isana ytical inthesense that jobsare broken into components
for purposesof comparison. Thismethod isquantitative aseach component of thejobisassigned anumerical
value. Thus, characteristicsof factors considered to have abearing on all jobsin the programmelike skill,
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knowledge, responsbility, working conditionsetc., are se ected under thismethod. Each factor isdivided into
degreesor levelsand point valueis assigned to each level. Thetotal of point valuesassigned to each factor
giventhetotal point valuesfor each job which can be compared.

Thismethod of job evaluation should be deve oped systematically and gpplied methodicaly in order

to avoid theanomalies. Theimportant stepsin the processof developing thistechniqueare:

0]
(i)

Congtituting arepresentative committee of membersfrom variousdepartmentsfor job evaluation.

Selecting a sample of jobs and preparing job descriptions, job specifications and employee
Specifications.

()  Selecting and defining those factorswhich are related to al jobs and are considered to be most
critical indetermining therelative degreesof difficulty and responsibility between jobs.
@ gdllz Education, Training, judgement, analys's, mental complexity, menta dexterity, adaptability

C.

(b) Effort: Physica demand, visuaseffort, concentration, mentd effort, aertnessetc.
() Responshbility: For preventing monetary loss, machines, materia's, safety, policy etc.
(d) Job Conditions: Working conditions, hazardsetc.

(v)  Determiningtheweight of each factor accordingtoitsrelativeimportance.

(v)  Defining eachfactor, specifying the scope and e ements of each factor.

(vi)  Dividingeachfactor intolevelsand defining each level.

(vii)  Determining relative value of eachlevel within factors. Factors can bedivided into point values by
arithmetic of geometric or geometric progression.

(viii)  Testing the mechanism: Get thetotal pointsfor afew samplejobsand comparethem with the
results obtai ned through other methods. Proceed further, if the system produces acceptableresults.

(ixX)  Appraisedl thejobsand arriveat acomposite numerical vauefor each job.

(x)  Pricethepointsinorder to arriveat thewage structurewith the hel p of organisationa hierarchy of
jobsand saary policy.

Advantages

(i) Almost thesamepay scale canbearrived at for the samejobs because agreement among rates on

thesameisvery close.

(i) Definitionsarewrittenin applicabletermstothejobs.
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(i) Assigning monetary valuesisvery essy.

(iv) Prgudice, biasand error of human judgement areminimisedin thistechnique.
(v) Oncethescoreisassignedtoaparticular job, itislong standing.

(i)  Wagedifferentialswould be systematic and according to the content of thejob under  this
method.

Disadvantages:
(1) Itisdifficult to determinefactor level sand assign point values.

(i) It would be somewhat difficult to explain the mechanism and operation of thismethod to empl oyees,
supervisorsand trade union leaders.

(i) Operation of thismethod invol ves heavy expenditure, spending of muchtimeand clerica work.
(i) ThePoint Factor or Factor Comparison Method

Thismethod isbased both on the principles of pointsrating and principleof ranking. Thismethod is
analytical asjobsare broken into sub-factorsand components. Under thismethod, first the componentsand
sub-factorsareranked under variousfactorsheadings. Thenext stepisassigning themonetary valuestothe
componentsor sub-factorsof eachjob. Thus, eachjobisranked anumber of times(i.e., number of compensable
componentsof sub-factors).

Themechanism or modusoperandi of thismethod involvesthefollowing steps.

(i) Developingjob descriptions, job specifications of job requirements covering physica requirements
covering physicd requirements, skill requirements, training and experience, respons bility and authority, working
conditionsetc.

(i) Selectinganumber of key jobs: Thisstepismorecritica and useful from thepoint of final evaluation
astheother jobs are assigned monetary val ues based on the fixed wagerates arrived for thekey jobson the
basis of negotiations, A key job must be clearly divisibleinto sub-factors and components. Thisstep also
involvesdividing thejobinto sub-factorsand components.

(i) Ranking key jobs: The sub-factors of each key job must be given relative ranks based on their
individud contributiontothetotal job.

(iv) Thefourth step invol ves valuing the sub-factors of each of thekey jobs. Thisstepsis known as
factor evauation. M oney worth of each sub-factorsof thekey jobsisascertainedin order toknowntheroya
money value (or salary) of each or thekey jobs.
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(v) Thefifth stepintegrating the monetary val ue of sub-factorsarrived though factor evaluation with
thoseof ranking of factors. Itisto find out whether the difference among factors as per theranking and factor
evaluationisoneand the sameor not.

(vi) Thesixth stepiscomparing al thejobs (factor by factor) of thesamegradeor level with related
key job and establishing monetary val ueto the sub-factor of variousjobsbased on the monetary val ue of
sub-factorsof key jobs. There are certain advantagesto thistechnique over others.

Advantages:
(1) Itisandytica and quantitative method.
(i) Thismethod isacombination of two techniques, i.e., ranking and factor comparison.

(iii) Sincethemodus operandi of thissystem isrelatively easy to understand, it can be operated and
explained to supervisors, employees and trade union leaders.

(iv) Thistechniqueismorereliableand valid compared to other techniquesas each iscompared with all
other jobsfrom respects, i.e., factor rank order comparison.

(v) Thistechniqueassignsmoney vauemoreor lessfairly and objectively asthereiscross checking of
money valuewith rank order.

Disadvantages
(i) Itiscostly and difficult to operate compared to the conventional non-quantitative techniques.
(i) Factorsevauationinthismethodisnot that much objectiveasthat of point rating technique.

(i) Thistechniquedoesnot consider dl the sub-factors asthe operation of the system.
6.8 ADVANTAGES AND PROBLEMS OF JOB EVALUATION:
6.8.1ADVANTAGESOFJOB EVALUATION

Job evauationisaprocess of determining therelativeworth of ajob. Itisaprocesswhichishel pful even
for framing compensation plans by the personnel manager. Job eval uation asaprocessisadvantageousto a
company inmany ways.

1. Reductionininequalitiesin salary structure - It isfound that people and their motivationis
dependent upon how well they arebeing paid. Thereforethe main objectiveof job evaluationisto
haveexterna andinternd consistency insalary structure so that inequalitiesin salariesarereduced.

2. Spedialization - Becauseof dividon of labour and thereby goecidization, alargenumber of enterprises
have got hundred jobs and many employeesto perform them. Therefore, an attempt should be made
to defineajob and thereby fix salariesfor it. Thisispossible only throughjob eval uation.
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3.

10.

11.
12.
13.
14.

Helpsin selection of employees - Thejob evaluation information can be helpful at thetime of
selection of candidates. Thefactorsthat are determined for job eval uation can betaken into account
whilesd ecting theemployees.

Harmoniousrdationship between employeesand manager - Through job eva uation, harmonious
and congenid relations can be mai nta ned between empl oyees and management, so that al kinds of
salariescontroversiescan be minimized.

Sandar dization - The process of determining the salary differential sfor different jobs become
standardized through job evauation. Thishd psin bringing uniformity into salary structure.

Reevanceof new jobs - Through job eva uation, one can understand theredl ative value of new jobs
inaconcern.

Itislogica and to acertain extent an objective method of ranking and grading thejobs.
It helpstofit thenewly created jobsin theexisting structure.

Employee grievances, doubts and complaintswould be at the lower ebb asit isasystematic and
objectivemethod of wagefixation.

It eliminates some undesirablefactorslike capacities of employee and employers, fluctuationsin
market rates etc.

It satisfiesthe principlesof fair wage, wage equity, uniformity in wagesetc.
It helpsto redesign thejobsfor minimisingwidewagedifferentials.
It ensures employee satisfaction about wage level and wage equity.

It also hel psto redesign thejobs by reall ocating the easy and difficult tasksequally among various
jobs.

6.8.2PROBLEMSOF JOB EVALUATION

Though there are certain advantages of job eva uation, it suffersfrom someproblems. They are:
Job eva uationsarenot exactly scientific.

Modus operandi of most of thetechniquesisdifficult to understand evento the supervisors.

I.  Thefactor taken by the programmeisnot exhaustive.

Theremay bewidefluctuationsin compensablefactor in view of changesin technology, valuesand
aspirationsof employersetc.

Employees, trade unionleaders, management and the programme operators may perceivedifferently
in selecting the compensablefactors, in giving wel ghtages or degreesetc.
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. Theresultsof job eval uation may not exactly coincidewith socia evauationswhichinturnresultin
employeedissatisfaction.

vii. Job evauationisonly oneamong several factorsin determining thewagelevel. Sometimes, other
factorslike government policy may dominatethejob evaluation.

viii. Job of equal contact or grade may not attract theworkersequally.

ix. Jobevauation programmeoncestructured may not beuseful for thenext time. Despitetheselimitations
or problems, job eval uationsisthemost appropriate techniquefor fixingand revising thewagesasit
isasystemati c and objective method of wage fixation.

6.9 ESTABLISHING PAY STRUCTURE:

Oncethejob evauationiscomplete, itsdatabecomethenuclear for the devel opment of the organisations
pay structure. Thismeansestablishing pay rates or rangesthat are compatiblewiththeranks, classifications,
or pointsarrived through job evaluation.

() Wage/Salary Surveys.

Wage/sdlary surveysare quick and lessexpensve way to determine compensation. It could beused
to conduct asurvey of what isbeing paid insimilar industriesfor ssimilar positions. Thiscould bedonetwo
levels- organisationd and professiona consultant levels. Asfar asorganisationd leve isconcerned, theHRM
department itself can undertake astudy to find out comparabl e compensation packagesin smilar industries.

(i)  Job Evaluation:

Job evauationisatechniqueto establish the rel ationship between contribution of an employeeand
compensationfor thiscontribution. Althoughinredity itisvery difficult to get aprecisevaueof thecontribution
of an employeebecause of thelarge number of factorsinvol ved in the performance of ajob. Job eva uation
isthemost suitable mechanismto thewage determination.

(i) Group Similar Jobsinto Pay Grades

Similar jobs(intermsof their ranking or number pointsas ascertained by thejob eva uation committee)
are grouped into grades for pay purposes. The organisation can now focus on, say 10to 12 pay grades,
instead of hundredsof pay rates. A pay grade consistsof jobsof approximately equa difficulty or importance
asdetermined by job evaluation. If the point method isused, the pay grade consists of jobsfallingwithina
range of points. Ten to sixteen gradesper job cluster (factory jobs, clerica jobs) iscommon.

(iv) Priceeach Pay Grade—Wage Curves

Pay ratesare assigned to pay gradesthrough awage curve. Thewage curve shows graphically the
pay rates currently paid for jobsin each pay graderel ative to the points or rankings given to each job or
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grade. A compl etewage curvete |s management the average rel ationship between the pay gradepointsand
wagerates. It will show which pay isout of thetrend line. If ajob’spay rateisvery high—wherethe current
rates paid by the company fall well above or below thewageline—thosewageratesareidentified as‘red
circles rates. Thisonly meansthat pay isfrozen or below averageincreasesaregranted until the structureis
adjusted upward to placethecircled ratewithinanormal range.

(v) FineTune Pay Ratesand Deter mineWage Structure

The employeesfix apay rangefor each grade (Gradel, Il and I11, etc.,). The wage structure of a
company isnothing but apay scale showing ranges of pay within each grade.

6.10 MERIT RATING:

James Lundy definesmerit ratings as“the process of eval uating an employee's performance onthe
job” Meitratingisconcerned withemployeeagppraisd. Itisasystematic andimpartid procedurefor determining
theexcdlencewithwhichanindividua isperforming ajob.

Kimbal and Kimball define merit rating as*” the eva uation of any given worker asto hisfitnessfor
giventermsof assigned factors by which hemay beintel ligently appraised.”

Objectivesof Merit Rating:
I. tofurnishaperiodic record of therelative value of each employee asjudged by hissuperiors.
ii. todetermineandjustify wagedifferentiadsexistingfor thesamejob.
iii. toprovidemoreaccurateinformation for the purpose of promotions, transfersand demotions.
iv. toprovideameansof eva uating the sel ection and training techniques.
V. toensurecongenid superior-subordinate re ationship.

Job evaluation and merit rating are not one and the same. Thesetwo aredifferent. Thedifferences
between job eval uation and merit rating are presented in exhibit 6.1.
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Exhibit 6.1

DIFFERENCESBETWEEN JOB EVALUATIONAND MERIT RATING

Job Evaluation Merit Rating
1. Jobevauationisdeterminingtherdétive Meritratingisgppraisng/ evauating
worth of jobs, theemployeeagainst thejob description.
2. Jobevduationisthebassfor designing Merit ratingisused for determining
asatisfactory wage structure, promotiong/transfers.
3. Jobevduationexplansthereativewage Merit rating providesguidelinesto
rates of thejobs, employeesfor better performance/
Promotions.

6.11. SUMMARY:

Job evauationisasystematic attempt which provides abasi sof comparing jobsand determinesthe
relevant worth of different jobsin an organisation. It hastwo basic objectives: (1) to comparejobsand
determinetheir level within each occupational group; and (2) to comparejobs between occupationa groups.
Achievingthefirs objectivesisimportant for promotions, career planning and personnd deve opment. Achieving
the second objectiveisof interest because of wage comparisons. Job eval uation attemptsto achieve both
objectivesby determining therank order of dl thejobs. It isthusasystematic and orderly processof determining
thevaueof eachjobinreationto other jobsintheorganisation. It isthejob that isberated and not the man.
Itisanimportant tool of personnel administration and has animportant roleto play inwagedecisions. It
providesasystematic framework which may serve asthe basisfor wage determination, but doesnot entirely
solvetheproblem.

6.12 KEY WORDS:

Job Analysis: Itistheprocessof astudy and collection of information relating to the operationsand
responsibilitiesof aspecificjob.

Job Evaluation: Itistheprocessof determining relativeworth of jobs.

6.13 SELF ASSESSMENT QUESTIONS:

1.  Whatisjobevaluation? Explain the objective of job eval uation. How do you preparethe ground for
evauatingjobs?

2. What aretheconventiona and non-conventiona techniquesof job evauation? What typeof technique
do you adopt to evaluate the jobs of an Engineer (Maintenance), Engineer (Operations), Engineer
(Marketing), and Chief Engineer inalargeMachine ToolsIndustry?
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3.  What arethe quantitative and non-quantitative techniques of job eval uation? Which type of techniques
do you adopt to eval uatejobs of an officer (Ag Officer (Small Scal e Industry), Economic Officer and
Generd Officerinalarge Commercia Bank.

4.  “Jobevauationdoesnot usudly pricejobs’ Discuss.

5. Explain theadvantagesand limitations of job eva uation asabasisfor fixing and revising wagesand
sdaries.

6. Explaindifferent techniquesof job evauation. What are the advantages and disadvantages of each
technique?
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LESSON - 7

WAGE DIFFERENTIALS

7.0 OBJECTIVE:
After reading thislesson, thestudentisableto:

Know why the Wage Differentialsin an Industry.
Study variousfactorsinfluencetheWage Differentids.
Study the different types of Wage Differentias.

Understand Recommendationsor Opinionsof various Committeesin India.

STRUCTURE:

7.1  Introduction

7.2  Importanceof Wage Differentials
7.3  Reasonscausing Wage Differentials
7.4  Typesof Wage Differentials

7.5  Geographical Wagedifferentialsin India
7.6  Desrability of WageDifferentials
7.7  WageDifferentialsin India
7.8 Public Sector vs. Private Sector

7.9 Summary

7.10 Keywords

7.11 Sef Assessment Questions

7.12 Further Readings.

7.1 INTRODUCTION:

Payment of wagesdiffersin different occupations, localitiesand grades. Onetherefore comesacross

suchtermsasoccupationd wagedifferentids, inter-industry, inter-firm, inter - areaor geographicd differentias
and persond differentias.
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The causes of differencein wagesin different occupations, localities and grades of employment
neededto beanalysed. Wageseverywheretend to gpproximateto themargina productivity of labour which
isdifferentin different occupationsand grades. It varieswith the degree of scarcity of labour inrelaiontothe
demandfor it, or ultimately in rel ation to the demand for the products produced by |abour.

Thewagedifferentia sthat can beattributed to imperfectionsintheemployment markets, such asthe
limited knowledge of workersin regard to alternative job opportunities avail able el sewhere, obstaclesto
geographical, occupational or inter-firm mobility of workers; or timelagsin the adjustment of resources
distribution and changesin the scopeand structure of economic activities. Examplesof suchwagedifferentia
areinter industry, inter-firm, and geographical wagedifferentias.

Thewagedifferentia swhich originate dueto socia values, and prejudices which are deeper and
more pers stent than economic factors. Wagedifferentia sby age, sex, satusor ethnicorigin. Theoccupationd
wagedifferentids, whichwould exist even if employment marketswere perfect and socia prejudices, were
absent.

7.2 FRAMEWORK OF WAGE DIFFERENTIALS:

The importance of proper wage differentials has been stressed by ‘Harry Ober’ in his book
“Occupationd wagedifferentidsin Industry”.

The study of wage differentialsisimportant both from academic aswell aspractical point of view.
Wage differentia sare anecessary concomitant of thewage systeminthemodernindustria organisationand
have been recognised assuchinal countries, irrespectiveof their political and economic background. Wage
differentialsaredirectly related to theall ocation of the economic resources of acountry - including manpower,
growth of national income, and the pace of economic development. Economic and socia welfare activity
depends, inalargemeasure on such wagedifferentials.

Wage differentialshave agreat economic and socia significance, for they aredirectly related to the
allocation of the economic resourcesof acountry.

Wagedifferentidsreflect differencesin physica and menta abilitiesof workers, in productivity and
efficiency of management, and consumer preferences. By providing animportant incentivefor labour mobility,
they bring about areall ocation of thelabour force under changing circumstances. Wegedifferentidsact asan
incentivetowork hard, to develop requisite stallsand improve productivity. Different levelsof wagesexist
mainly tofulfil theobjectivesof efficiency and justicein wage payment.

Thewagedifferentialsmust be based on certain sound principlesand rationaism, namely:
a)  Wagesshould becommensuratewith work.

b)  Equa wagesshould be paidfor equa work.
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c) Differentials should besuch asto provideasufficient incentivefor acquiring skill and improving
productivity; and

d)  Wagedifferentials should be sufficient to attract workersto jobsinindustriesinwhichthereisa
shortageof |abour.

7.3 REASONS FOR WAGE DIFFERENTIALS:
7.3.1. ConsiderationstoWageDDifferentials:

The Committee on Fair Wages recommended that wage differential s should be established onthe
basisof certain considerations.

i) Thedegreeof skill.

if) Thestrain of work.

iif) Theexperienceinvolved.

iv) Thetraining required.

V) Theresponsibility undertaken.

Vi) Thementd and physica requirements.
Vii) Thedisagreeablenessof thetask.

vii)  Thehazard attendant on thework.

iX) Thefatigueinvolved.

According to the Planning Commission, wage differentia sfor variousjobs should be maintained at
theminimum levelsjustified by the criteriawnhich had been suggested by the Fair Wages Committee.

7.3.2 FactorsinfluencetheWageDifferentials:

Robert E. Sibson has presented auseful list of factorsto explain wagediversity:
1) Thewidedifferencein the earning of employees.
2) The personnd policy of employees.
3) Imperfectionsof thelabour market.

4) Job security.
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5)
6)
7)
8)
9
10)
11)

12)

Regularity of employment.

Therdativebarganing strength of individua employersandloca unions.
Thevaueof labour to anindividua employer.

The proposition of total costsrepresented by labour costs.

Themarket conditionsof the employers product.

Vaidaioninindividua performance.

Thegrowingimportance of fringe benefitsin employee compensation.

Job disutilitiesconnected with thework and with specific jobsand hazardsinherent inthe occupation.

Wagedifferentialsmay bedueto any oneor combination of factorssuch as:

a
b)

9

h)

Degreeof skill and training period needed for discharging and assigned j ob.
State and nature of thework to be performed.

Mental and physical exertionsand riskin doing job.

Disagreeableness or unpl easantness of the assigned task.

Differencesintheefficiency of labour, which may beduetoin born quaity, education and conditions
of work.

Demand and supply of particular typeof labour service.

Existence of non-competing groupsduetodifficultiesin theway of labour mobility fromlow paidto
high paid employment.

Differencesin agreeableness or socid esteem of employment.

7.4 TYPES OF WAGE DIFFERENTIALS:

Thecommontypesof prevaent wagedifferentia sareoccupational or till differentids, inter-plant

wagedifferentia sinter-industry wagedifferentia's, regiona or geographic wagedifferentid sand differentids
based on theage or sex.

7.4.1 Occupational WageDifferentials:

Theseindicatethat different occupationsrequiredifferent qualifications; different wagesof skill and

carry different degreesof reponsibility, wagesare usualy fixed on the basi s of the differencesin occupations
and variousdegreesof kills. Thebascfunctionsof suchdifferentidsare:
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a) toincludeworkersof undertake “ more demanding more agreeable or dangerous’ jobs, or those
involving agreat chance of unemployment or wide uncertainty of earnings.

b) to provide an incentiveto young person’stoincur the cost of training and education and encourage
workersto develop skillsinanticipation of higher earningsin future,

c) to performasocia function by way of determining the socid statusof workers.

In countries adopting acourse of planned economic devel opment, skill differentidsplay animportant
rolein manpower and employment programmes, for they considerably help in bringing about an adequate
supply of labour with skills corresponding to the requirements of product plans.

Inter - Occupational Differentials:

Inter-occupational differentialsmay comprise skilled, unskilled and manua wagedifferentid's; non-
manual and manual (white and blue collar); and genera skill differentialsoccupational wage differentials
generaly follow the changesin therel ative supplied of |abour to variousoccupations.

7.4.2. Inter-firmdifferentials

Inter-firm differentialsreflect therelativewagelevel sof workersin different plantsinthesamearea
and occupation. Themain causeof inter-firmwagedifferentiasis:

a) Differencesinthequality of labour employed by different firms;
b) Imperfectionsin thelabour market; and
C) Differencesintheefficiency of equipment, supervision and other Non - labour factors.

Differencesin technologica advance, managerid efficiency, financia capacity, ageand sizeof the
firm, relative advantages and di sadvantages of supply of raw materia's, power and availability of transport
facilitiesthesed so account for considerabledisparitiesininter firmwagerates. Lack of co-ordination among
adjudication authorities, too, isresponsiblefor such anomalies.

7.4.3. Inter - areaor Regional Differentials:

Inter areaor regiona wage differential sare arise when workersin the sameindustry and the same
occupational group, but living in different geographical areas, are paid different wages. Regional wage
differentials may be conceived in two senses. Inthefirst sense, they are nearly apart of inter-industry
differentiasinaparticular region. “Theindustry mix variesfrom one areato another, and for thisreason
alone, thegenera average of wageswould be expected tovary. Inthesecond sense, they may represent redl
geographica differentias, resulting inthe payment of different ratesfor the sametype of work. 1nboth cases,
regiona differentid saffect the supply of manpower for variousplantsin different regions.
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Such differentid saretheresult of living and working conditions, such asunsatisfactory or irksome
climate, isolation, sub-standard housing, disparitiesinthe cost of living and theavailability of manpower. In
some cases, regiond differentia sare al so used to encourage planned mobility of labour.

7.4.4 Inter -industry Differentials:

Inter - industry wage differential sari sewhen workersin the same occupation and the same areabut
indifferentindustriesare paid different wages. Inter - industry differentialsskill differentids. Theindustries
paying higher wageshave mostly been industrieswith alarge number of skilled workers.

Whilethose paying lesshave beenindustrieswith alarge proportion of unskilled and semi skilled
workers. Other factorsinfluencinginter - industry differential s arethe extent of unionisation, the structure of
product markets, theability to pay, |abour - capita ratio and the stage of devel opment of anindustry.

7.45. Sector Differentials:

Wage differentia s between agricultura sector and industrial sector are generally acharacteristic of
developing economieslikelndia Themainreason for such sectora differencesin wageratesarethenature
of theworkersgroupswhether they arean organised group or unorganised group, and thelevel of economic
development of sector.

7.4.6 Sexor Gender Differentials:

Persond wage differentid sarise because of differencesinthe persona characteristics (ageor sex) of
worker who work in the same plant and the same occupation. “Equal pay for equal work” has been
recommended by thel.C.O. convention (No. 100), asd so by Industria courts, |abour tribundss, theminimum
wagescommittee, and fair wagescommittee. Butin practicethis principle has not been fully implemented
becausein occupationwhichinvol ves strenuous muscular work, womenworkers, if employed arepaid less
than women employees, lessmobility among them, their lower subsistence and their weak congtitution are
other reasonswhich bring them lower wagesthan their mal e counterpartsreceive.

To give effect of article 39 of India constitution, the Government of India passed the Equal
RemunerationAct, 1976. Theact providesfor the payment of equal remuneration for men and women
workersand for the prevention of discrimination ontheground of sex againgt women inthemetter of employment
and for other incidental matters connected herewith. 1t also seeksto providefor increasing opportunitiesfor
womenin the specified employments.

7.5 GEOGRAPHICAL WAGE DIFFERENTIALS IN INDIA:

All Indiaaveragewagesdo not reflect theleve of variationinwagelevel sacrossregions. Ingenera
it has been argued that wages are highly suppressed in the poorer regions, whilethedevel oped regionshave
fairly highwagelevels. Apart from thefact that general wagelevels(particularly rura casua wages) arevery
low inthepoorer states, the rural-urban and casua-regular dualismsare stark in most of the poorer statesin
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India Rura casua wagesvary fromahighleve of Rs120 per day in Keralato alow of Rs34in Chhattisgarh,
followed closdly by Rs 36 in Madhya Pradesh and Rs 38 in Orissaand Maharashtra. Most of the devel oped
states, such as Punjab, Haryana, Gujarat, Himacha Pradesh, and Tamil Nadu, have higher casua wagesin
both rural and urban areas as compared with thoseinthe poorer statesand thedl IndiaaverageAlthough two
poorer states, Chhattisgarh and Madhya Pradesh, have very low casual and regular wages, most of the
poorer states such asAssam, Bihar, Jnarkhand, Karnataka Orissa, and Jammu and Kashmir have high urban
regular wages.

In most of thelessdevel oped states such as Orissa, Karnataka, Chhattisgarh, Madhya Pradesh, and
AndhraPradesh, theratios are approximately similar, with therural casua wage being approximately one-
fifth of the urban regular wage. In other less devel oped states such as Assam, West Bengal, and Uttar
Pradesh, theratiosarelittle better thantheall Indiaaverage. In contrast, most of the devel oped state shows
acomparatively lower disparity across casud and regular wages and also acrossrural and urban areas. The
least disparity inthisregard isin Kerala, wheretherural and casual wagesare almost equa and therural
casual wages are gpproximately two-thirds of theurban regular wages.

7.6 DESIRABILITY OF WAGE DIFFERENTIALS:

Wage differentials perform avery important and useful economic functioninthat “they providean
important incentivefor labour - mobility and bring about ared | ocation of labour forceunder changed conditions,
however imperfect the market mechanism may be”’. Inacommunist society thereisaforcibledirection of
labour inaccordance with the needs of the society but in acapitalist society the same objectiveisachieved on
avoluntary basisthrough theinstrumentality of wagedifferentids. Inaplanned economy wherewage cannot
and should not be determined by the market faces of demand and supply, wagedifferentiad shave animportant
roleto play intheregulation of wages and devel opment of anationa wagespolicy. Anunder developed or a
devel oping economy requires the devel opment of new skillsand creation of new occupations. Shortage of
workersskilled aswell asunskilledin the basic and key industries and isbackward and underdevel oped
regions may create serious bottlenecksthat might impair the efficiency of planning and check the growth of
theeconomy. The maintenance of proper wage differential stherefore, becomes an essential aspect of the
nationd wagepolicy.

Further, wagedifferential sare desirablewithin certain limitationsto provide astrongincentiveto the
low paid workerstowork hard and produce morewith aview to enhancetheir earnings. Thisisthespecific
advantage of piecerates. Thoughtheworkersmay exert themsel vesfor noneconomic motivesaswell, the
economic motive- reward intermsof money isvery important.

7.7 WAGE DIFFERENTIALS IN INDIA:

Duetothe paucity of relevant dataon wagedifferentials, itisnot possbleto andysetheminindia; yet
themain features of theIndian wage structure may be stated thus: “ Asacharacteristic the unorganised |abour
market, persond differentid sbecause of job sdling, individua bargai ning and wagedi scrimination havetended
toperdstinindia egpecidly intheunorgani sed sector of theeconomy, and evenin the organi sed and unorgani sed
sectionsinindustry.
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Thetendency appearsto be towardsthe elimination of wage differentia sbecause of government
interference through thefixation of the minimum wagesand of |ate, through the appoi ntment of wage Boards
and pressuresfrom trade unions. Wagedifferentialsby sex aremorein India. Both economic and socia
reasons account for this phenomenon. Despitethefact the constitution of Indiaenjoinsuponthe stateto
directitspolicy towardssecuring “ equal pay for equa work for men and women, awardsof someIndustria
Tribuna s providefor “ different wagesfor men and women workers, not one the ground that the wages of
womenworkerssupport asmaller family that the cost of employingwomenworkersishigher”.

Asregardsinter-firmandinter-industry differentiasin Indian, theformer were quiteimportant and
frequent inthe pogt, particularly inthejuteindustry. Of late, however, there hasbeen atendency towardsthe
diminaionof inter-firmdifferentids. Theforceswhichtendtodiminatenworkersinter-persond differentias
inthecountry operateinthiscaseaswell.

Indiawitnessed amere 1% hikein wages against a 5% growth in productivity during thelast two
decadesto empl oyees, according to arecent study by Internationa Labour Organisation (ILO).The country
ranked ninthinthelist of countriesoffering highest disparity in wageand productivity growth between 1990
and 2007. Altogether 32 countrieswere surveyed by theILO. Chinahad offered among the best wagestoiits
workerswithits productivity to wage growth ratio standing at 9:10.While Brazil wastheworst, withits
productivity to wage growth ratio standing at adismal 3.5:-3.5.Thereport, titled * World of Work Report
2008: Incomeinequalitiesin theageof financial globalisation’ produced by the ILO'sInternationd Institute
for Labour Studies, concluded that the gap between richer and poorer househol dswidened sincethe 1990s,
despiterapid globalisation and boom in economic.

7.8 PUBLIC SECTOR Vs. PRIVATE SECTOR:

Examination of wagesin public, formal-privateand informal-casua sectors showsthat differencesinwages
between workersin the public and private-forma andinforma sectorsarepositiveand high. Theaveragered
wageinthepublic sector wasabout 2.1 timesthat in the organized private sector. Thedifferenceinrea wages
between the public and private-informal sector isevenlarger at 3.8 times. The public sector tendsto employ
workerswith morehuman capita . Sincethel abour market placesapremium on moreeducation and experience,
adjugting for these differencesin characteri sticsbetween public and private sector workersreducesthesize
of thewagedifferentia. The public sector wage premium remai ns, ranging from 62%to 102%, over private-
formal, and from 164% to 259% over casual-informal sectors, Thewage differentialstend to be higher in
rural ascompared to urban areas Thewagedifferential also tendsto behigher for low-skilled workers.

The paucity of evidence on themagnitude of thewage differentialsfor the Indian labour market asa
wholeisusualy blamed onthescarcity of suitable data. Even though many agenciescollect someinformation
on employment and wages, the comparability of public and private sector wagesis complicated because
wagedataarerarely collected in conjunction with information on the qualifications of workers. Thus, the
notion of aternativewagesisrarely used. Yet, somedatafrom formal sourcesexist and severd authorshave
andyzed wagesand wagedifferentiad susngindividua-leve data. Overdl, theinformation on the differences
inwagesislimited to thefactory sector, to the segment of thelabour market, which employshighly skilled
workers, and to some geographic areas. Data on wagesfrom the 1997-98 Annual Survey of Industries
(Central Statistical Organization, Government of India), which coversthefactory sector, suggest that the
public sector offers higher remuneration for workers compared to the private sector. Thereare substantia
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variationsin pay within the public sector. Workers empl oyed in units owned by the Central government
receivewagesthat are nearly twice ashigh asthe sector average; followed by workersin unitsowned jointly
inthe public sector. Workersin“wholly” private enterprises appear to receivethe lowest wagesamong all
considered categories M ost of these studies used the survey of Degree Holdersand Technical Personnel
(DHTP) conducted, dongwiththe 1981 Censusof India, on behdf of the Division of Scientific and Technica
Personnel of the Council for Scientific and Industrial Research. Datawere collected on the basisof a20%
Censussamplein 12 statesand using the compl ete enumeration samplesin other statesand union territories.

7.9 SUMMARY:

Wagedifferentialsareinevitablein any type of economy. Whether capitalist or socidist. They are
necessary bothintheinterestsof efficiency andintheinterestsof justice. But widedisparitiesinwagelevels
and consequent expl oitation of low wage earnersbel onging to aparticul ar section of society arenot to be
justified under any circumstance. Wagedifferentialsfor variousjobs should be maintained at the minimum
levelsjustified by the criteriawhich had been suggested by the committeeonfair wages. Itishearteningto
notethat over aperiod time, variousinfluences such astrade unionism, government intervention by compulsory
adj udi cation, minimum wage enactments and the process of standardisation of occupation, have helpedto
reducethewagedifferentialsin our country. Thereisno doubt that workers expectationsare such that the
Indian society of thefuturewill movetowardsmuch lower disparitiesinincomethanisat present keepingthis
inview, thereisagenera needto evolveapolicy onwagedifferentids.

7.10. KEY WORDS:

WageDifferentials. Wageisdifferentiating with severd factorsi.e. skill, occupation, industry, and
region.

Inter - Industry WageDifferentials. Inter - industry wage differentia sarisewhenworkersinthe
same occupation and the same areaabut in different industriesare paid different wages.

Regional WageDifferentials. Inter - areaor geographica wagedifferential arisewhenworksin
the sameindustry and in the same occupational group, but living in different geographical areas, arepaid
different wages.

7.11. SELF ASSESSMENT QUESTIONS:

1 Wagedifferentialsare essential, discuss.
2. Wage differential shave consi derable economic and socid significancefor anindustry discuss.
3. Briefly discusstheprincipa sof wagedifferentia sand writevariousfactorscausngwagedifferentids.

4, What do you mean by wage differentia s? Explain briefly the varioustypesof wagedifferentids.
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5. Indicate an account of disparity inwageratesin different industriesin India

6. Examinetheprincipleof “Equa pay for Equa work” inthe context of itsimplementationin India
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LESSON - 8

METHODS OF WAGE FIXATION IN INDIA

8.0 OBJECTIVE:
After reading thislesson, the student isableto:
- Know the Need for Wage Fixation.
- Study the Principlesof Wage Fixation.
- Understand the M ethods of Wage Fixation.

- VisudisetheWageFixation Practicesin Indian Industries.

STRUCTURE:
8.1 Introduction

8.2  Needfor WageFixation
8.3  Principlesof WageFixation
84  Normsand Proceduresfor the Fixation of Wages
8.5 Institutions/Methodsfor Wage Fixation.
8.5.1 Satutory Fixation/L egidations
8.5.2 CollectiveBargaining
8.5.3 WageBoards
8.5.4 Pay Commissions
8.5.5 Adjudication
8.6  WageFixation Practicesin Public Sector
8.7  Summary

8.8 Keywords.
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8.9  Sdf Assessment Questions

8.10 Further Readings.

8.1 INTRODUCTION:

Thehistory of wagefixationin Indiaisof arecent phenomenon. Therewaspractically no effective
machinery until the Second World War for the settlement of disputesfor thefixation of wages. Under the
Industrial DisputesAct 1947, varioustribuna shave passed awardsresulting wagesin anumber of important
indugtries. Immediately after attainment of Independence, industrid relationsin our country started deteriorating
rapidly. Therewasaphenomend increaseinthenumber of industrid disputes, mostly over wages, leading to
asubstantial loss of production. Realising that industrial peace was asine-qua-non for progresson the
industrial aswell as economic front, the Central Government convened in 1947 atripartiate conference
consisting of therepresentatives of theemployers, labour and government.

8.2 NEED FOR WAGE FIXATION:

The spirit of trucewasincorporated by the Government of Indiainitsdeclaration of Industrid Policy
Resolution of 1948. In the statement embodied in the Resol ution, the Government included two itemswhich
havebearing on wagesnamely;

i) Statutory fixation of minimum wagesin sweated industries; and
if) Promotion of fair wages agreement in more organised industries.

Tofulfil thefirst objective, theMinimumWagesAct, 1948 was passed to lay down certain normsand
proceduresfor the determination and fixation of wagesby the Central and State Governmentsin sweated
scheduled employments.

Tofulfil the second objective, the Government of Indiaappointedin 1949 atripartiate committeeon
far wagesto determinethe principleson which fair wage should befixed and to suggest lineson which these
principlesshould applied.

8.3 PRINCIPLES OF WAGE FIXATION:

A st of principlesof wagefixation haveemerged over thelast few yearsasguiddinesfor theadjudicating
authoritieson wagedemands. Thefair wage committeein itsreport observed that “ any attempt to evolve
principlesfor governing thefixation of wages must be made agai nst the background of general economic
conditionsof thecountry and thelevd of nationa income’.
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The principleslaid down by the Fair wage committeewere di scussed at |ength by the Supreme Court
inthecaseof CrownAluminiumWorksv/stheir workmen (1958 | LLJ I), and wereexpoundedindetail in
the case of Express Newspapersv/s Union of Indiaand others (1961-1 LLJ 339). Inthe case of Crown
Aluminiumworks, the Supreme Court madethefollowing well known and off quoted observation: “ Thereis,
however, one princi plewhich admits of noexceptions. No industry hasaright toexist unlessitisableto pay
itsworkmen a least abareminimumwage. Itisquitelikely that in devel oping countries, where unemployment
prevailsonavery large scd e, unorganised | abour may beavailable on starvation wages. but the employment
of labour on starvation wage cannot be encouraged or favoured in amodern democratic welfare state. If an
employer cannot maintain hisenterprisewithout cutting down thewages of hisemployeesbel ow evenabare
subs stence or minimum wage, hewould have no right to conduct hisenterpriseon such terms’.

Inthe caseof expressNewspapers, it was held that the upper limit of wages must be set by capacity
to pay, not of aparticular unit then of but onanindustry - cum - region basis. Another principlewhichthe
Supreme Court has stressed isthat, whilefixing thewage - scalesthetotal emoluments, including thebasic
wages and dearnessalowance, haveto betakeninto consideration.

84 NORMSAND PROCEDURES FOR THE FIXATION OF WAGES:

Thewagefixation policy should ensure prevention of exploitation of labour through the payments of
unduly low wages, particularly inthose empl oymentswhere sweated conditions exist and wheretheworkers
arevulnerable because of lack of organisation. Itisastepinthedirection of realising theobjectivesof wage
inthedirection of realising the objectives of wage policy in adevel oping country like India; namely, the
abolition of mal practicesand abusesin wage payment, and fixation of minimum wagefor workerswhose
bargaining positionisweak becausethey are unorgani sed wages cannot beleft to be determined entirely by
themarket facesand the government hasapositiverole play in ameliorating the conditions of thelow paid
workers. Thefollowing normsshdl befollowed whilefixation of wages.

1 Thewageshaveto befixed on an industry-cum-region basis.

2. Uniformity shdl bemaintained inthewageleve sof different concernsof the sameindustry working
inthesameregion.

3. Wages prevailing in an establishment must be comparable with those given toworkmenonsmilar
grade and scale by similar establishment in the sameindustry.

4, Empl oyees getting the same wages shoul d get the same dearness a lowance, irrespective of whether
they areworking asclerks or membersof subordinate staff of factory workmen.

8.5 INSTITUTIONSMETHODS OF WAGE FIXATION IN INDIA:

Wageand sdary incomesin Indiadetermined through severd ingtitutions. There arefive methods of
wagefixationinIndia: 1) Statutory Fixation, 2) Collective Bargaining, 3) Wage Boards, 4) Government
Appointed Pay Commissions, 5) Adjudication and Tribunds.
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85.1 STATUTORY FIXATION/LEGISLATIONS:

Themaor wagelawsinclude the Payment of WagesAct, 1936 and its subsequent amendments, the
Minimum WagesA ct, 1948 and the Equal RemunerationAct, 1976.

1 The Payment of WagesAct, 1936:

Except Sikkim, The Payment of WagesAct, 1936, extendsto the whole of Indiaand appliesto
personsemployed inany factory asdefined in the FactoriesAct, 1948 and in therailways, receiving wages
and salariesbelow Rs. 1,600 amonth. Neither employers can withhold the wages earned by workers nor
can they make any unauthorised deductions. Payments must be made prior to theexpiry of aspecified day
after thelast day of thewageperiod. Whilethereisaprovisontoimposefinesfor only thoseactsof omisson
which have been approved by theappropriate government, thefines cannot exceed an amount equal to three
paseinarupee of thewagepayable. If the payment of wagesisdelayed or wrongful deductionsare made,
theworkersor their tradeunionscanfileaclam.

2) TheMinimum WagesAct, 1948:

TheMinimum WagesAct, 1948 rel ates to the empl oyment Situationsembodiedinpart | and I1 of the
ScheduletotheAct. Theappropriate governmentsare empowered to include other employment situationsin
the scheduleandfix or revisethe minimum wagerates. Itisobligatory on thepart of theemployer to pay the
minimum rates of wagesfixed interms of the procedures prescribed by law, irrespective of employer’s
capacity topay. TheAct providesfor fixing minimumwagesin certain employment Situationswhere swested
labour prevailsor wherethereexists possibility of exploitation of labour. However, minimumwagesarenot
to befixedin anindustry which employslessthan 1,000 employeesin theentire state, although thiscondition
has been relaxed in a subsequent amendment of theAct. Thus, the Act empowersthe central and state
governmentsto fix minimum rates of wagesinwool en, carpet-making or shawl-weaving establishments, rice,
flour or dall mills, tobacco or bidi-making industry, plantations, oil mills, road shed or insufficiently organised.
Inadeved oping economy, with severe unempl oyment, construction or building operations, stonebreaking or
stone crushing, lac manufactories, micaworks, public motor transport, tanneriesand leather manufactories
and agriculture. TheAct providesfor thefixation of aminimum time-rate, aminimum piece-rate, aguaranteed
time-rate, and an overtimerate suitablefor various occupationsand classes of workers. A minimum wage
rateincorporatesabasic rate of wageand acost of living alowance or abasic rate with or without acost of
living allowance, and the cash va ueof the concess onsregarding suppliesof essentid commoditiesat normal
rates. TheAct further prescribesfor the payment of wagesin cash, athough the appropriate government is
empowered to pay inwholly or partlyinkind. TheAct further providesfor the appointment of committees,
subcommittees, advisory board for ass sting thegppropriate government infixing and revising thewages. The
Actdsoprovidesfor revisonof minimum ratesfixing a suitableintervas, not exceeding fiveyears. Accordingly,
wagerevisonsaredone by different state governmentsand union territory authorities. Thefactstakeninto
account for initia fixation of wagesaswell asfor the subsequent revisionsunder theAct include minimum
wageratesfixed by other satesin amilar industries, prevailingwageratesin adjacent areas/industries, increases
inthecost of living sincethelast fixation, etc.

TheAct, however, doesnot provide any guidanceto thewagefixation authoritieswith respect to the
content of minimum wages, factorsto betaken into account whilefixing the minimum rates of wages, Size of
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thefamily unit for which minimum wagerates haveto befixed, we ghtage to be assigned to different factors
suchascost of living, needsof workers, etc. Therefore, itisleft totheindividua committeeor thegovernment
to determinetheir own standardsand arriveat conclusions. Historicaly, thefirst tolay downthe guidelines
for fixation of minimum wageswasthefifteenth session of theIndian Labour Conferenceheldin July 1957. It
passed aresol ution stressing that the minimum wage shoul d be need-based to meet the minimum requirements
of theworkers. Theresolution embodiesseveral normsfor thefixation of suchwagesinindustry.

Theone-man committeeheaded by K.I. Vidysagar, in hisreport dated 19th December 1966, suggested
anumber of normswhich must be taken into account whilefixing/revising minimum wages. Likewise, the
Nationad Commission on Labour (1969) provided anumber of recommendationswith regardto the statutory
minimumwage. A committee of secretariesbelonging to six stateswith additiona secretary of theMinistry of
Labour aschairmanwasformed in 1981. The committee madeanumber of recommendationswith respect
to the criteriafor fixation of minimum wagesand evolve aformulafor variable dearnessalowanceto be
attached thereto.

AlthoughtheMinimumWagesAct origina ly included 13 industries/employments, theminimumrates
of wageshave been fixed in 197 employmentstill 30 June 1985. During July 1995 to June 1996, minimum
wageswererevisedin 426 employments.

Viewpoint of National L abour L aw Association on theMinimum WagesAct, 1948:

Inthe opinion of National Labour Law Association, whilesignificant progress hasbeen madein
extending thecoverageof theAct, the effort has neither been systematic nor uniform. Thereisalsono means
to verify or to ensurethat al the employmentsfor which minimum wagesneed to befixed areactua ly included
inthe schedul e, and minimum wage have been fixed in respect of al of them.

Fixation of minimum wagesisakind of “safety net” to protect workersfrom expl oitation by payment
of unduly low wages. This protection should be available to every worker who needsit. Thereisno
justification to deny this protection to thoseempl oyed in employmentswhich arenot included inthe schedule
totheAct unlessthereisproper arrangement for regul ation of their wagesby collective agreement or otherwise.
Itis, therefore, proposed to makelaw applicableto dl employeeswith the provision that wherethe minimum
wasfixed or revised under thiscodeis|essthan thewagefixed through collective bargaining, arbitration,
adjudication, wage board or otherwise the employee shall beentitled to be paid thewagesat the higher rate
goplicabletohim.

Finaly, thereislimitationintheAct asit does not define the term minimum wages. While severa
satescong der that the concept of minimum wage ascurrently applied to sweated industriesneedsno change,
trade unionshave urged that to avoid differencesininterpretation by wagefixing authorities, “minimumwage’
should be spelt out in preciseterms. Accordingly, the minimum wagesvary from region to region and even
within the sameregion from timeto timedepending upon particular situations. 1t hasbeen recommended by
the National Labour Law Association that the minimum wage be defined as“awagewhichisfixed with
referenceto the basi c needs of an employee so asto provide him and hisfamily consisting of hisspouseand
two children adequate meansof livelihood and adecent standard of living”.
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3) TheEqual Remuneration Act, 1976:

TheEqud RemunerationAct, 1976 providesfor payment of equal remuneration to men and women
workersfor the samework or work of smilar nature. It preventsdiscrimination on theground of sex against
women inthe matter of employment and for matter connected therewith except wherethe employment of
womeninsuchwork isprohibited or restricted by under any law for thetimebeinginforce. TheAct hasbeen
enforcedin severa spheressuch as plantations, local authorities, central and state governments, banks,
educationd institutions, mines, hogpitas, hotelsand restaurants, manufacture or textilesand textile products,
wholesdleandretail trade, construction, agricultureand air transport industry. In June 1978, it wasextended
to community, social and persond services.

852 COLLECTIVEBARGAINING:

Thephrase’ CollectiveBargaining’ originatedin thewritingsof * Sydney’ and ‘ BegtriceWebb'. This
term relatesto those arrangements under which waysand condition of employment generally aredecided by
agreements negotiated between the parties.

Collective bargaining isaprocessof joint decision - making and basically representsademocratic
way of lifeinindustry. It establishesacultureof bipartism and joint consultation inindustry and aflexible
method of adjustment to economic and technica changesinanindustry. It helpsin establishing industrial
peace without disrupting either the existing arrangementsor the production activities.

Bargaining may also take place at enterpriselevel and plant level. It may be conducted through a
union (or agroup unions) and an associ ation representing wages, hoursat work and other conditions of
employment. Broadly speaking thefollowing factorsaffect the wage determination by collective bargaining
process.

1. Alternate choiceand demands;

2. Institutional necessities, e.g. if ratification of an agreement requiresamgjority voteof employees, the
character of wage settlement would haveto be such aswould beacceptabletomagor 3.  The
right and capacity to strike.

‘ Joseph Shister has opined that collective bargai ning can best be analysed by listing itsprinciples
characteristics. Heligsfivecharacteristics: 1) Collectivebargaining involvesgroup relationships; 2) itisboth
continuous and evolutionary;  3) itinteractswith the socioeconomic climate; 4) itisprivate, but at times
involvesgovernment action; and 5) it variesfrom setting to setting.

‘John Dunlopand Derek Bok’ havelisted fiveimportant functionof collectivebargaining : i) establishing
therulesof thework place; it) determining the form of compensation; iii) standardising compensation; iv)
determining prioritieson each sde; and v) redesi gning the machinery of bargaining.
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Employer’ sfederation of Indiashowsthat collective bargaining system hasbeen adoptedinamost dl
indudtries.

TheBureau of public enterprise hasincreas ngly exerted unifying influence on collectivebargainingin
public sector undertakings.

Inamodern democrétic soci ety wages aredetermined by collectivebargainingin contrast toindividua
bargaining by workersinthe part. When wages are determined by individua worker bargaining separately
with hisemployer.

8.5.3 WAGEBOARDS:

The establishment of tripartite (non statutory) wage boards was recommended by the Fair Wages
Committee with aview to determining wageson anindustry-cum-regionwisebasis. InMarch 1957 thefirst
Wage Board was established for thetextileindustry (followed by the second formed in 1964). Theredfter,
severa wage boards were established for sugar (1957, 1965, 1985), cement (158, 1964), jute (1960), tea
plantations (1960), rubber plantations (1961), coffee plantations (1961), iron and steel (1962), iron ore
mining (1962), limestoneand dolomitemining (1963), cod mining (1962), workingjournalists (1963, 1985),
nonworking journaists (1964, 1985), ports and docks (1964), engineering (1964), heavy chemicasand
fertilizer (1964), leather and | eather goods (1966), d ectricity undertaking (1966) and road transport (1966).
The composition of wage boardsistripartitein character and thus, involvestherepresentatives of employees
and workersand anindependent chairman. Anequa number of representatives of theemployersand workers
areagppointed by thegovernment in consultation with them. Thechairman and two other independent members
(including consumers' representative) are nominated by the government. Usually, thechairmanisajudge
serving or retired, whilethe consumers’ representativeisaMember of Parliament. Thetotal number of
members of the wage boards formed hitherto varies from seven to nine. Although the wage structure
recommended by awage board remainsin operation for fiveyears, it may not be necessarily implemented by
themanagement.

Working of Wage Boards:

The objectives of wage boardsinclude moredurableresults, improved climatefor industrid relations,
promotion of interestsof consumersand the community, standardisation of wage structure and support to
socid and economic policiesof thegovernment. Explicitly, wage boards have not succeeded in accomplishing
these objectiveslargely. Specifically they havefailed to tacklethe problem of wage differentia sand payment
by results. Thereare several drawbacksin the system of wage structures. Despite several inadequacies, itis
admitted that the system has provided arity; machinery to pay for bipartite collective bargaining on wages
and dliedissueson anindustry wisebasisat thenationa level. It hasbeen suggested that wage boards should
be provided statutory support to make them effective. However, as Subramanian observes, if wageboards
aremade statutory and their recommendations madelegal binding, they will beinseparablefromindustria
tribunalsand | ose whatever advantage they have under avoluntary system of being aconvenient forumfor
collectivebargaining. Moreover, wage determination on al Indiabasesisincons stent with therequirements
of adeveloping country involving uneven level sof development in variousregionsand industries. Indeed,
collective bargaining of wage clamsislikely to be effectivewhen limited to anindustry inasmall areaor
region than when embracing thenational level.
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Viewpoint of National L abour L aw Association:

Although Indiahasalong experience of Wage Boards, observes National Labour Law Association,
the spirit of cooperation among parties evaporated and each started mistrusting the other. Accordingly, there
wasinordinate delay in completing thework and even when compl eted the recommendati ons cameto be
challenged inthe courts stalling their implementation. The practice of setting up wage boards has, therefore,
gradually been discontinued. Currently, thelaw requireswage boardsto be set up for the newspaper industry
under theWorking Journalists and other Newspaper Empl oyees (conditions of services) and Miscellaneous
ProvisionsAct, 1955 The only other wage board set up recently was for the sugar industry. In order to
minimiselitigation on the awards of the wage boards, the Association proposed to makethem final and
binding subject only to an apped to National Labour Relations Commission. Itisaso proposedto keepthe
awardsin operation for aminimum of three yearswhich may extended by mutual agreement between the
parties. Itisaso suggested that there should bean enabling provisionin thelaw for setting up wage boardsfor
any activity when necessary in consultation with the most representative organi sations of employeesand
employersconcerned.

8.54 PAY COMMISSIONS:
TheFirst Central Pay Commission:

TheFirst Central Pay Commission (1947) Justice Varadachariar assertsthat “the state must now
take some stepsforward in thedirection of giving effect totheliving wageprincipl€’. Thus, thecommission
stressesthat the*livingwage” should form the bas sfor determining the minimum wagewhich should not be
too low to cause under nourishment. Accordingly, the minimum wagewasfixed at Rs. 30 per monthinthe
lowest gradeof class|V employees. It asserted that astate should not attempt to be amodel employer and
accordingly “it will not befair to the country to encourage aclaim by civil servantsto betreated better than
their felow countrymen” . However, thecommission recognisesthat” thelower gradesof Government servants
with fixed incomesof small amountshavebeen hard hit, they must berelieved, at least to some persisting’”.
Notwithstanding thisobservation, it did not limit itsrecommendationsregarding dearnessa lowanceto “the
most vulnerable section” of the employeesbut also alowed it to higher salaried employees. Obvioudly, it
allowed morethan 100 per cent neutrdisationininstanceswherethebasic salary wasbelow Rs. 46.25. Thus,
it considered Rs. 55 as an appropriate minimum wagefor January 1947 at consumer priceindex of 80.

The Second Central Pay Commission:

The Second Central Pay Commission was constituted in August 1957 and submitteditsreport in
August 1959. Regarding principlesof pay fixation, thecommission observed, “Wehavereached theconcusion
that the minimum wage or sa ary not be determined merely on economic considerations, but should satisfy
asoasocid test—both becauseof itsintring c vaidity and becauseof itsbearing on efficiency”. It recommended
that minimum wage should befixed at Rs. 80 per month corresponding to consumer priceindex of 115
obtained at thetime of reporting. Thecommission visuaised dearness alowanceas” adeviceto protect to
agrester or lesser extent, thereal income of wage earnersand sdaried employeesal owanceto thosedrawing
asdary of lessthan Rs. 300 per month. Accordingly, for othersit asserts, “ Asit is, we consider that it would
be appropriatetofix theentireremuneration for such staff intheform of salarieswhich gppear reasonablein
the present conditions’. The commission further states, “If the Government were to function asamodel
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employer inthe sensethat they paid higher wages and sal ariesthan other good employersfor comparable
work... the community woul d be required to pay apricewhich the efficiency of the public servicedid not
demand and which should not infairness, be asked of the community. The Government cannot, therefore, in
our opinionbeamoded employer inthissense’.

TheThird Central Pay Commission:

TheThird Central Pay Commission submitted itsreport in 1973. It stressed on the reduction of
prevailing numerous pay sca esby compiling the postsof severd different categoriesand occupationd groups
inonesinglegrade. Regarding thefixation of the minimumwage, thecommission observes, “weare, therefore,
of the view that the starting salary need not be fixed higher than Rs. 185 per month”. Accordingly, the
minimum scal e devised by the commissionwas Rs. 185-2-193-3-220 based on the consumer pieceindex of
200 obtained in 1972. It asserts, “wenot consider it practicableto recommend morethan onelevel for the
semiskilled category withinthe pay rangeavailable” and thus, six scal eswere board-banded into one sca e of
Rs. 200-280 incorporating dearness allowance and interimrelief. Likewise, 13 existing scalesfor skilled
categories of working staff were board were broad banded into three new scales of Rs. 260-350, Rs. 260-
400 and Rs. 320-400. Again thegrades of highly skilled workersweredevised as Rs. 330-480 and Rs. 380-
560, whilethat of master craftsman asRs. 425-640. The gradesof lower division clerksand upper division
clerks were revised to be Rs. 260-400 and Rs. 330-560, respectively. The commission recommended
payment of dearnessalowanceto al employeesdrawing pay not exceeding Rs. 2,250 per month. However,
thereport of the commission recommended by the commission raising the minimum wagefor the lowest
category of class1V fromRs. 185 to Rs. 196. The commission denied therole of the model employer tothe
government. It observes, “Wewould be labouring under adelusion if wewereto suggest that the Central
Governments should now takeupon itself therespong bility of being apace-setter, and of bettering thewages
paid by reputable concernsintheprivate sector”.

TheFourth Central Pay Commission:

TheFourth Central Pay Commission, gppointed under the chairmanship of Justice PN Singha on
September 1, 1983, submitted itsreport on June 30, 1986. It was specifically asked to examinethe variety
of alowancesand benefitsin kind which are currently available to the empl oyeesin additionto pay and to
suggest ther rationdisation and s mplification to promote efficiency in administration. The commission’sreport
isdividedinto two parts.

Part | relatesto structure of emoluments, conditions of service of central government employees
including union territories, membersof al Indiaservicesand personnel belonging to armed forces.
Part 1l deal swith the pension structurefor pensionersincluding both past and future and the death-cum-
retirement benefitsfor al categoriesof employees.

It has been felt with the pension structure for pensionersincluding both past and employeeswith
those of public sector undertakings were not based on sound reasoning. Thereisalso need to rationalise
transfer / travelling dl owancerul esto resol vevari ous problems and hardshipswhich thetransferred employee
issubjected to. The commission has been appreciated for providing anew dearness allowanceformula,
liberdisation of HRA and withdrawd of overtimealowancefor nonindustrid employees.
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TheFifth Central Pay Commission:

TheFifth pay Commission wasformed onApril 9, 1994 under the Chairmanship of SR Pandian, a
retired Supreme Court Judge, The other memberswas Suresh Tendulkar and M K Kaw. The Commission’'s
report has caused immense contradi ctions and resentment. It has proposed atotal annual increase of Rs.
9,500 crore (as compared to Rs. 5,000 crore provision in the current year) in the central government’s
expensestowards:

Rs. (in crore)

Transport dlowance : 522
Housng : 2,000
Sdaries(civil and defence) X 2,333
Exemption of alowancesfromincometax : 132
Increasein pension : 9,000

Other expenses(servant dlowance, LTA,
entertainment alowances, medica cover, tc.) : 3,646

Thereisrecommendation for increasing the pay of lower level employees by 20t0 40 percent and
that of senior level bureaucrats by almost 130 per cent. Thereisalso proposal to reduce hiring, abolish
currently vacant posts, and restructure government department. It has made several recommendationsto
improve productivity. Theseinclude:

A six-day week instead for five, whichwill increase the number of working days by 40. the number
of gazetted holidays bereduced from 17 to three (Republic Day, Independence Day and M ahatma Gandhi’s
Birthday); aholiday be declared only on the death of anincumbent Prime Minister or President and on no
other degths.

All payment of overtimeallowanceto employees should be discontinued. Instead, staff deployed on
weekly off-daysmay be given compensatory leave.

The payment of atime-punching machine, to ensure punctuality in every office-applicableevento the
Cabinet Secretary.

Top executives (secretary-leve officers) should beentitledto T classor ACfirst classtraintravel;
senior executives (abovethe post of deputy secretaries) beentitledto ‘Y’ classair travel and ACfirst class
train-travel; executives (below theleve of deputy secretary) beentitled to economy classair travel andAC
second classtraintravel; and supervisory staff be entitled to AC second classtraintravel.
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Government should phase out staff carsby attaching such carsonly to top executives. beginning
common pool of private vehicles; freezing the cadre of staff car drivers; and abolishing vacant posts of
drivers.

Increasetimingsof government-run serviceingtitutionslike banks, hospitals, dispensariesand shopping
centres by introducing ashift-system inthese places.

All adhoc bonus schemes should be made productivity-related and aperformance-rel ated increment
scheme should beintroduced.

SIXTH CENTRAL PAY COMMISSION

In July 2006, the Cabinet gpproved setting up of the sixth pay commission. Thiscommission hasbeen set up
under Justice B.N.Srikrishna with atimeframe of 18 months. The cost of hikesin sdariesisanticipated to be
about Rs. 20,000 crorefor atotal of 5.5 million government empl oyeesas per mediaspecul ation onthe 6th
Pay Commission, thereport of which isexpected to be handed over inlate March/early April 2008. The
employees had threatened to go on anationwide strikeif thegovernment failed to hikethelr sdlaries. Reasons
for the demand of hikesincluderising inflation and rising pay in the private sector dueto the forces of
Globalization. The Class 1 officersin Indiaare grossy underpaid with an IAS officer with 25 yearsof work
experienceearning just Rs.55,000 ashistakehome pay. Pay arrearsare due from January 2006 till September
2008. Almost all the Government employeesreceived 40% of the pay arrearsin 2008 and bal ance 60%
arrears (as promised by Government) has al so been credited in Government employees account in 2009.
The Sixth Pay Commission mainly focused on removing ambiguity inrespect of variouspay scdesand mainly
focused on reducing number of pay scalesand bring theideaof pay bands. It recommended for removal of
Group-D cadre.

SEVENTH CENTRAL PAY COMISSION

The Government of India hasinitiated the processto congtitutethe 7th Central Pay Commission along with
findization of its Termsof Reference, the composition and the possibletimeframefor submission of itsReport
On September 25, 2013 the finance minister P Chidambaram announced that the Prime Minister Manmohan
Singh has approved the constitution of the 7th Pay Commission. Its recommendations are likely to be
implemented with effect from January 1, 2016. JusticeA.K Mathur will be heading the Seventh Pay commission,
announcement of which was done on 4 February 2014

855 ADJUDICATION:

Since, Independence, ad) udication has become one of the main instrumentsfor settlement of wage
disputes, improvement inwage scales, standardi sation of wagesand all owances. Though Courtsand tribunals
wereprimarily intended to ded with thesettlement of industria digputes, in practice, wagefixation hasbecome
animportant e ement intheir working and functioning. Thisisbecauseof alargenumber of disputesconcerning
wages and allowances. The Industrial DisputesAct 1947 which replaced the Trade DisputesAct 1929,
enablesthe government to intervenesin mattersinvol ving disputes between workersand employers. Theact
a 50 providesthe compul sory adjudication in the case of failureof conciliation proceedings. Numerouswage
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disputesinmany industries have been guided by thereferencefor adjudication to labour courtsand tribunals
during thepast four decades. Inthisexercisethey have been guided by the Fair Wages Committee. TheHigh
Courtsand Supreme Court have al so adjudi cated upon such disputes. Theawards given by these authorities
not only helpedintheformulation of abody of principlegoverning wagefixation but laid down thefoundation
for the present wage structurein many of themajor industries.

8.6 WAGE FIXATION PRACTICES IN PUBLIC SECTOR:

In the beginning, compensation plansfor the public enterpriseswere mainly borrowed from the
Government. In someorgani sationsthesewerebased on acomparison of Smilar industriesin privateenterprises.
Incaseof public sector stedl plants, the pay scaesand allowanceswereamixture of Government, TISCO,
[1SCO and Railways. In 1962, the minimum wage and wage structurewas suitably modifiedinlinewith the
recommendations of the Second Pay Commission for Central Government employees. For thefirst time, a
composite Central Wage Board for Iron and Steel Industry was set up in January, 1962 which finalised its
report in 1965. Thiswas, asit were, the foundation for determination of wages on industry basisboth for
public, privateaswell asjoint enterprise. TheWage Board produced an extensive document describing the
higtory of Iron and Stedl Industry and the\Wage Fixation machinery therein besides dealing with thequestion
of principlesof Wage Fixation and alied matters.

Theexperiment of bipartismwhichthusstarted successfully in 1970 1n stedd wasemul ated throughout
thecountry. INnBHEL, it startedin 1973, Cod IndiaLtd. in 1974 and in other public enterprises|ater. The
history of wage settlementsin other enterprisesis much the same. In most of the central public sector
undertakingstoday, bilateral committees cons sting of representatives of labour and management determine
wagesand allied fringe benefits, on anindustry basisor even enterprise bas's, through aprocess of collective

bargaining.

Thedepartment of public enterprisesissued guideinesfor new wage settlements. Under theguidelines,
managementsarefreeto negotiate wage structure cons stent with generation of resources/ profitsby individua
enterprises/ units. Wage increases are to be met from internal resource generation. The period of wage
settlementsisto be normally fiveyears and there should be no increasein labour cost per unit of outpuit.

8.7 SUMMARY:

Themethodsgeneraly followed in Indiawith regard to wage determination are col lective bargaining,
wage boards, governments gppoi nted pay commissionsand adjudi cation by courtsand tribunals. Collective
bargaining isoneof theimportant methods of wage determination processin India. Itspracticesveryin
accordancewith such factorsastheeconomic characterigticsof theindustry. Single plant or company bargaining
ismorewidespread ascompared to industry - wide bargaining.

The minimum wagesAct was passesin 1948 to providefor machinery for statutory fixation and
revision of minimum wagesin thescheduled employments,; including plantationsand agricultureit isapiece of
sociad |egidationwhich provides protection to workersin employmentsareto expl oitated on account of the
lack of organisation and bargai ning power. Themain object of theAct isto prevent the payment of unduly low
wageto workersemployed in schedul ed empl oyments and to secure certain basi ¢ conditions of work and
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employment. The setting up of tripartiate wage boardsfor thefixation of fair wageson anindustry - cum -
region basiswas one of the recommendationsmade by the Fair Wages Committee. Thefifteenth session of
Indian Labour Conferencereiterated that wage boards should be appropriate machinery for thefixation of
wageraes. Onemoreinstitution whichisgiving recommendationsfor thefixation and revision of wagesand
allowances of Government employeesisthe Pay commissions. Adjudication has become one of themain
ingrumentsfor settling wage disputes, improvement inwage sca esand standardi sation of wagesand dlowances.
Though courtsand tribuna swere primarily intended to deal with the settlement of industrial disputes, in
practice, wagefixation has becomeanimportant e ement in their working and functioning.

8.8 KEY WORDS:

Wage Fixation: Wageand Sd ariesare determined through several institutionsi.e. collective bargaining,
legidations, wage boards, pay commission and adjudication.

WageBoar ds: Theterm*“WageBoard” covers (i) avoluntary body set up by discuss ons between organised
employersand workersto regulate wages, working hoursand rel ated conditions of employment by collect
thebargaining. (ii) abody set up by law or withlegd authority to establish minimum wagesand other standards
of employment which arethen legally enforceablein the particul ar trade or industry to which the Board's
decisonrdate.

Pay Commission: The Commission appointed by the Central / State Government for thefixation and
recommendation on ages, saaries, Dearnessdlowance, H.R.A. and benefits.

Adjudication: Adjudicationisoneof themaininstrumentsfor settlement of disputeson wagesallowances
etc.

Tribunals: The Government shall congtitute or setup thetribuna swherethe dispute or problemisfor astate
orwhole.

8.9. SELF ASSESSMENT QUESTIONS:

1) What arethe principlesof wagefixation?

2) What arethe mechanismsof wageand sdary fixation in Industrial Sectors?

3) Any system of wagefixation must bejudged by how it worksin practice, Discuss.

4) Elaboratdly discussthe statutory methods of wagefixation.

5) Enumeratetheroleof pay Commissionsand wage boardsfor thefixation of wageand sdaries.

6) Define collective bargaining and explain itsimportancein wagefixation.
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LESSON 9
COLLECTIVE BARGAINING

9.0 OBJECTIVE

After going through thisunit, you should be ableto:

e Familiariseyoursdlf with gpproachesand emergingissuesin collective
bargaining;
Examinecollectivebargainingin Indian context;
Discerntherecent trend and specia provisionsin collective bargaining.

STRUCTURE

9.1 Introduction

9.2 Approachesto CollectiveBargaining

9.3 Emerginglssuesin CollectiveBargaining
9.4 CollectiveBargainingin Indian Context
9.5 Productivity Bargaining

9.6 CollectiveBargainingin Public Sector
9.7 Special Provisionsin Collective Bargaining
9.8 Summary

9.9 KeyWords

9.10 Sdf-Assessment Questions

9.11 Further Readings

9.1 INTRODUCTION

Collective bargainingisconcerned with therel ations between management representativesand union
representatives. Collective bargaining has been characterised asaform of industrial democracy and industria
government. Itinvolvesthe processof negotiation, administration, andinterpretation of collectiveagreements
coveringwages, hoursof work, and other conditions of employment for aspecific period of time. For some
issues, collective bargaining occurswhen one party’ sgod sconflict with those of the other party. Thestyleand
substance of the negotiations are affected by thelegal requirement to bargainin good faith. Thefina product
of negotiation processisacollective bargaining agreement. Effective administration of collectiveagreementis
vitd to thehealth of the union-management rel ationshi p. Successful administration of an agreement depends
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on mutual respect among empl oyees, management and union. Collective bargaining today facesacrisis.
Severeenvironmenta pressures, particularly competition and technol ogical changemakeitincreasingly difficult
for the partiesto reach amutualy satisfactory settlement.

9.2 APPROACHES TO COLLECTIVE BARGAINING
CollectiveBargaining
TheWorld Labour Report of I1LO (1997-98) mentionsthat the collectivebargainingis

wesk asthestateintervention playsacrucid role. Thesystem of socid dialogueiscentralised at theindustry
or nationa level and leaveslittlediscretion at the enterpriselevel. However, anew pattern of unionisation has
appeared dueto the shift from organising workersin aregion/industry to theformation of independent trade
unions at the enterpriselevel. Accordingly, the focus of collectivebargaining has shifted fromtheregion/
industry level tothe enterpriseor even plant level.

Industry Bargaining

Theindustry leve callectivebargainingiscommoninthe caseof coreindustriesin public sector like
cod, sted, cement, ports, banks and insurance. The collective bargaining on industry basisis practiced by
traditional industry groupsliketextiles, plantationsand engineering in the private sector. Therecent trendin
thefield of collectivebargainingin Indiahasbeen agradua shift from nationa/industry level tolocal level
leadership; and enterprise/job level bargaining.

EnterpriseBargaining

Theimportanceof enterpriseisgrowing asabargaining leve astheindustry-widebargainingislosing
ground. Evenin caseof industry-wide bargaining, sufficient scopeisoffered for enterpriselevel negotiations.
Enterpriseleve agreementsare steadily increasingin number and becoming apoint of decison-making. Inthe
industriaised countries, thetrend i stowardsincreas ng autonomy of enterprisesand individudisation of [abour
relaions.

Concession Bargaining

Concession bargaining originated in U.S.A. asatemporary measureto savejobsin the period of
economic depression. Concess on barga ning was undertaken by theempl oyersto faceincreased competition
and copeup with higher productivity requirements. Thetrade unionspreferred wage cuts or wage moderation
to that of job losses and displacement. Thetrade unionsindicated their readinessto accept other optionsto
avoid labour redundancies. A part from accepting wage reduction, other options cons dered under concession
bargainingwere: (@) shorter working hours; (b) freeze on fresh recruitment; (c) restriction on overtime; and
(d) training and retraining of workers. In U.S.A. the concess on bargai ning agreementsincluded wagecutsin
caseof newly hired workers, curbing the cost of hedlthinsurance, and increased compensation for voluntary
separation. InIndia, it hastaken theform of downsizing of employeesand offering of voluntary retirement
schemes.
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CompositeBargaining

The contentsof conventiond bargaining aremainly wages, alowancesand benefits, and conditions of
work and employment. The composite bargaining callsfor astrategic shift from conventiona bargainingto
includeissueslikequality of work life, productivity improvement, enhancing of market shareor evenfinancia
matters. Composite bargai ning reflects achangein strategy from confrontation to coordination between
management and labour for the promotion of their common interest of survival and progressof enterprises.

9.3 EMERGING ISSUES IN COLLECTIVE BARGAINING

Union and management aregoing to facemany subgtantiveand procedurd issuesin collectivebargaining.
Someof theissues can probably be handled at the bargaining table by using existing structuresand strategies.
Someof thetraditionally handled issuesareasfollows:

WageBargaining

Wageswill remain at the centre stage of future contract negotiations becausethe size and security of
incomewill continueto beof vital importanceto workers.

Women'’s | ssues

Theexplosivegrowth inthe number of women employees may giveriseto fresh challengesto both
employersand unionsto squarely face the particular concerns and problems of females on-the-job. That
process has been going on for sometime now but will probably accel eratein the future aswomen become
firmly and permanently entrenched in thelabour force and inthe unions. Women issuesare going tofigure
moreand morein future collectivebargaining.

Job Security

The potential loss of jobs dueto technological change has always been amajor concern for the
unions. Use of automation and computerswill expand asIndian compani esattempt to increase productivity
and remain competitivein domestic and international markets. Thiswill continueinthefutureand may even
accel eratethe coll ective bargai ning process.

Productivity

Timehascome, according to many economists, for the unionsto bevitaly concerned with productivity
and toredlisethat employeewdfareistied directly to the success of theenterpriseand industry. At thesame
time, management must recognisethat to obtain anincreasein productivity, it must seek the co-operation of
the employeesand the union. In short, what isneeded in collective bargai ning i sre-approachment between
union and management that recogni sesthe necessity of co-operating to raise productivity.
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Technological Change

M anagement cannot expect workersand their unionsto moderate their wage demandsand attitude
toward technologica changeunilateraly. Asin every constructive coll ective bargai ning Situation, there must
beagiveand take. Further, the society cannot expect labour to bear thefull cost of technologica change. It
istruethat workerswill ultimately benefit from acompetitive product, but sowill management, stockhol ders,
and theconsumer. It seemsonly equitablethat al partiesbear some of the cost. In Jgpan and some European
countries, technological changeisnot normally opposed becausejobsare guaranteed.

Quality of Work Life(QWL)

Theissueof quality of work lifeisrelated to the need for organised | abour and management to work
co-operatively toward thegod of greater productivity. The attention now being paid to the QWL reflectsthe
growingimportance being attached to it. It isapparent that asubstantial number of employeesare unhappy
withther jobsand are demanding more meaningful work. Employeesare beginning to demandimprovements
in both economic and non-economic benefitsfrom their jobs. Theimportance of non-economic rewardsis
increasing rel ativeto theimportance of economic ones, especialy among white-collar and highly educated
employees. People are demanding greater control and involvement in thejobs. They do not want to be
treated asacog inawhed . QWL experimentswill continueinthe years ahead and may eventudly provide
someimpetusto the collective bargaining across countries.

9.4 COLLECTIVE BARGAINING IN INDIAN CONTEXT

Likemany other countries, in India, collective bargaining got someimpetusfrom various statutory
and voluntary provisions. The Trade DisputesAct 1929, the Bombay Industrial RelationsAct 1946, the
Industrial DisputesAct 1947, and the Madhya Pradesh Industrial RelationsAct 1960, provided machinery
for consultation and paved theway for collective bargaining. Among the voluntary measures, mention may be
madeto thedifferent tripartite conferences, joint consultative machineries, codeof discipline, and Centra and
State Implementation and Eva uation Units. In Indig, collective bargainingwasnot very popul ar till theend of
the Second World War. However, there had been afew instances where wages and working conditionswere
regulated by collective agreements even earlier. Thecoll ective bargai ning agreements have been concluded at
threelevels—at plant level, industry level, and nationd level.

Collectivebargai ning wastraditionally conducted at the plant level asinthe caseof TISCO, Indian
Aluminium Company, and Bata Shoe Company. In someindustrial units, detailed grievance procedureshave
been laid down by mutual agreements. The collective agreement signed between the TISCO and the Tata
Workers Unionin 1956 embodiesaprovision for grievance procedure and cl oser association of employees
with management. TheBelur Report of 1958, whichisastudy by Subbiah, Kannappan and hisassociatesin
the Indian Aluminium Company, isone of the best published casestudieson collectivebargaininginindia. It
throwslight onthefactorsresponsiblefor cregting afavourablebarga ning rel ati onshi p between the management
andtheunion.

The best exampleof anindustry level agreement isoffered by thetextileindustry of Bombay and
Ahmedabad. The agreement between theAhmedabad Millowners' Association and theAhmedabad Textile
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Labour Association, whichwere signed on June 1955, laid down the procedureto befollowed for the grant
of bonusand thevoluntary settlement of industria disputes. Thepracti ce of industry-wise bargai ning continues
to prevail inthe cotton textileindustry in Maharashtra, Gujarat, and Tamil Nadu; in Jute Textilesand inthe
plantation industry in Karnataka, Tamil Nadu, and West Bengal. In most other industries, particularly in
modernindustry groups, collective agreementsareentered into at the plant or enterpriseleve . Theagreements
a thenationa leve aregenerdly bipartiteagreementsand arefindised a conferences of [abour and management
convened by the Government of India. Thebonusagreement for plantation workerswas concluded in January
1956 between the representatives of the Indian TeaAssociation and the IndiaTeaPlanters' Association on
theonehand, and the Hind Mazdoor Sabha(HM S) and the Indian Nationa Trade Union Congress(INTUC)
on theother. The agreement was about the payment of bonusto about onemillion plantation workers.

TheEmployer’sFederation of India(EF) inastudy of collectivebargaininginitsmember organisations
inthelatesixties(published inamonograph in 1970) classified collective agreementsinto three categories. (i)
agreementswhich have been drawn up after direct negotiations between the partiesand are purely voluntary
incharacter for the purposeof their implementation; (ii) agreementswhich combinethed ementsof voluntarism
and compulsion, i.e., those negotiated by the parties and regi stered before aconciliator as settlements; and
(ii1) agreementswhich acquirelegal status because of successful discussion between the partieswhen the
mattersin disputeswere under referenceto industria tribunal/courtsand could be considered subjudice, the
agreementsreached being recorded by thetribuna s/courts as consent awards.

The EFI study covered 109 collective agreements, relating to 77 companies and 11 industrial
associations. Results of the study show that the collective agreementshaveincluded all levels. Industry-wide
agreementswere concluded in engineering, textiles, and teaplantations, and plant-wide or company-wide
agreementswerethe norminmost other industries. The EFI study found *two categories of subjects(which)
appear to havefigured prominently in the collective agreements, one having adirect bearing on the pay
packet and the other relatingto lelsureand leave.” Wages, dearness allowance, retirement benefitsand bonus
(appearinginamgority of agreements) areillustrations of thefirst category, and annual leave, paid holidays,
and casual leaveare (included inasmaller but substantial number of agreements) of the second. Out of the
109 agreementsana ysed, 96 dedt with wagesand 50 with bonus. Asfor the duration of the agreementsas
many as49 (i.e. 45 percent) werefor aperiod of 3 years, 18 werefor aperiod of 5 yearsand only asmall
number werefor aperiod of lessthan 2 years. Thereare 31 agreements, which dedlt with thewholerange of
topics comprising wages, conditions of employment, and fringe benefits. Therest of them covered oneor
more specific subjects. Thestudy makesthefollowing concluding observations:

“ Another notablefeature of the agreementsunder reference, whichisof considerableimportancefor
the devel opment and mai ntenance of harmoniousindustria relations, istherecognition of their mutua rights
and responsibilities by the representatives of management and empl oyees. Under anumber of agreements,
the uni onshave recognised the right of the management among other things, to introduce new or improved
methodsof production, establish production schedulesand standards, and makerulesfor maintainingdiscipline
and securing effective operation of the plant. Theright of the management to dischargeworkersfor just
cause, including inefficiency and lack of work, has a so been conceded. The managementsontheir part have
recognised theuni onsas barga ning agentsand pledged to desi st fromunfair [abour practicessuch asinterference
with theright of the workman to organi se and join aunion and discrimination agai nst them because of their
membership of aunion. In the samemanner, thetrade unionshave agreed to follow the constitutional methods
aslaid down in the grievance procedure to redress the grievances of their members and to desist from
indulginginor encouraging unfair [abour practices.”
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A sgnificant development of the 1970sistheemergenceof bipartite nationa industrial committeesin
certainkey industria sectorssuch ascoamining, textile, sugar, electrical machinery, sted and cement. These
committees compriserepresentativesof al major trade unionsand employersinagiven industry, and operate
under broad terms of reference, whichincludearevision of wage structure and conditions of employment.
Thesenegoti ating committeeshave covered both public and private sectors. Thedeve opment of joint negotiating
committeesisaclear indication of the preference of the partiesfor collective bargaining over other methods.
Although avariety of industrieshave been covered under thisapproach, wewould confine our examinationto
two of themost important ones, namely, sted and coal mine.

Thenew experiment, in theform of bipartite negotiating committeeswasfirst pioneered intheiron
and sted industry in 1970. Early inthat year aJoint Stedl Wage Negotiating Committee[later on re-christened
as Nationa Joint Committee for the Steel Industry (NJCS)] was formed. The NJCS is composed of
representatives of employersand employees. Theemployers sideisrepresented by Indian Iron and Steel
Company (I1SCO) and Tatalron and Steel Company (T1SCO), and from al the public sector stedl plants.
Ontheemployees side, therearethree memberseach from thecentral trade union organisations, namely, the
All IndiaTradeUnion Congress (AITUC), thelndian Nationa Trade Union Congress(INTUC), Centre of
Indian Trade Unions (CITU), and theHind Mazdoor Sabha(HMYS). Till now, the Committeehassigned six
agreements.

ThecodminesinIndiawerenationalisedin 1973. Therewere agitations by the unionsprior to 1973
because wageimprovements sanctioned by the Coal Wage Board in 1967 had not been implemented by
severd (private) mineownersand operators. The government wasnot in favour of appointing another wage
board for theindustry and fdlt, instead, that wagesand other mattersin coa mining should be settled through
negotiationsand collective bargaining. With thisend in view, aJoint Bipartite Committeefor Cod Industry
(JBCCI) was congtituted on August 14, 1973 with union representativesfrom INTUC, AITUC and HMS,
and management representativesfrom Coal MinesAuthority, Tatalron and Steel Company, and Indian Iron
and Stedd Company. Subsequently, the committee has s gned six bipartite settlementsregarding wagerevison,
working conditions, and other issuesrelating to coa industry.

TheNational Commission on Labour (1966-69) reported the existence of collective agreementsat
dl levels. Mogt of the collective agreementshave been at the plant leve , though in theimportant textile centres
like Bombay and Ahmedabad, industry-level agreements have been common. Such agreementsareasoto
befound in the plantation industry in the South and in Assam, and inthe cod industry. Apart fromthese, in
new industrieslikechemicals, petroleum, oil refining and distribution, a uminium, manufactureof dectrica and
other equipment, and automobilerepairing, arrangementsof settlement of disputesthrough voluntary agreements
have been commonin recent years. In portsand docks, collective agreementshave been theruleat individual
centers. On certain mattersaffecting dl ports, dl Indiaagreementshave been reached. Inthebankingindustry,
after aseriesof awards, employersand unionsarein recent yearscoming cl oser to reach collective agreements.
Onthewhole, therecord of reaching collective agreements has not been unsatisfactory, thoughitsextension
toawider areaiscertainly desirable. For promotion of collective bargai ning, the commission recommended,
among other things, statutory recognition of representative union asthe sole bargai ning agent.

Thefollowing steps may be considered for promoting coll ective bargaining in our country:

1) Callectivebargaining should bedeclared asanintegral part of India snational industrial relations
policy. Inorder togiveit acongtitutional sanctity, it should beincorporatedintheDirective Principles
of State Policy.
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2) Thetwordevantinstrumentssetting internationa standardsregarding collective bargaining, namely,
Convention 98 concerning theapplication of principlesof theright to organiseand to bargain collectively
adopted in 1949, and Recommendation 91 concerning collective agreementsadoptedin 1951, should
berdtified/implemented.

3) Coallectivebargaining should be adopted asapart of the corporate personnd policy inall public
sector enterprises, departmental undertakings, andin public utility services.

4) Thereshouldbedragtictradeunionreformssuch as: (a) recognition of themgority unionasabargaining
agent; (b) devel opment of atrained and educated cadre of worker-leadersthrough strong, enlightened,
responsible and democratic trade unions; and (¢) gradual delinking of trade unionsfrom political

parties.

5) Moreemphassshouldbegivenon mutud settlement of industrid disputesthrough collectivebargaining
rather than adjudication. A beginning hasto be madein thisdirection by declaring that collective
bargainingwill acquireprimacy inthe procedurefor settlingindustria disputes.

9.5 PRODUCTIVITY BARGAINING

Productivity bargai ning has been described as* an agreement in which advantages of onekind or
another, such ashigher wagesor increased leisure, are givento workersin return for agreement on their part
to accept changesin working practices or in methods or in organisation of work which will lead to more
efficient working. The prime purpose of productivity bargainingisto raiselabour productivity and lower unit
labour costs. It aimsat improving labour productivity, not so much by requiring workersto make greater
efforts, but by eliminating theimpedimentsto higher productivity. Moreover, it isan exercisein problem
solving and creating new gainsfor both management and labour. Productivity bargaining isacomplex process.
Itinvolves|engthy, detail ed negotiations about theimplementation of avariety of management techniquessuch
aswork-study andjob evaluation. The content of negotiation ismoreor lesscomprehensiveinthe sensethat
itincludesnot only bargaining over earnings but bargaining over other related matterssuch asreductionin
hoursof work, introduction or extension of shift working, manning of machines, and theintroduction of new
payment systemsand reallocation of job control.

Productivity bargaining generally occursat thelevel of the enterpriseor company and coversamost
all employees. It can be distinguished from conventiona bargaining. The conventiona bargaining tendsto
increase costs. Wageincreases which are unaccompani ed by productivity increase areinflationary. These
wageincreasesare often reflected in theform of increased prices and in monopolisticindustry theincreased
wage cost of the agreement i spassed on to the consumers. The significance of productivity bargainingis
three-fold. Firgt, it seemsto be more successful in tightening of the pay-productivity link within organisations.
Second, itisargued that it opensawhol e new source of untapped productivity potential withinan enterprise.
Third, it provides potentia opportunity for improving the climate of negoti ation between management and
trade union at company or organisational leve . Effective productivity bargai ning necessitates opennessand
trust between the partiesin the negotiating process. It isone of the most important methodsto increasethe
leve of indugtrid efficiency.
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Theproductivity agreements, which aregenerally devel oped by themanagement and interna union of
office bearersand shop floor representatives, |leave no meaningful rolefor the outside union officials. The
successof productivity agreement will depend upon how well the workers understand the principlesand
objectivesof thecompany. Thereshould, therefore, beacommunication structurewhereby thisunderstanding
and cooperation are secure. There should be departmental and plant-wide productivity committeesto review
theoverd| progressof production, and mekesuggestionsfor removingthehurdlesfor achieving higher efficiency.

Productivity Agreements
Thereareanumber of industriesin India, which have signed productivity agreements.

Many agreements begin with opening paragraphsabout productivity, work culture, and theroleto be played
by the union and the management. The productivity-linked wages settlement by Southern IndiaTextile
Association isaunigque exampleof joint agreement of systematic assessment of workloadsandthe principle
of sharing by workers of 50 percent of the savings by thetota category of basicworkers. Thirty millswere
party to theagreement.

The agreement that Bgjgj Auto enteredintoisasfollows:

“The Union and the Company agreethat in view of theincreased competitive environment in thedomestic
and globa markets, thecompany can survive, et d one prosper, only by gaining competitivenessand improving
levelsof production, productivity and ensuring better quality in all itsoperationsand activitiesby means of
maximum utilisation of plant, machinery, equipment, human and other resourcesat itsdisposa. Therefore,
both the parties agreeto achieve higher output and man/machine utilisation by continuoudly reducing cycle
time, work s mplification, up-to-date maintenance, upkeep of machinesand tools, gauges, fixtures, reduction
inconsumption of consumablesand energy, and by use of improved and latest technology. TheUnion and the
Company a so agreeto ensure continuousimprovement in productivity and qudity indl theoperationsof the

company.”

“TheUnion agreesthat the Company will continueto conduct time studiesto decidetherate of production
(output rates) and all workmen shall givethe production as per the output ratesfixed by the Company. The
Union also agreesthat these output rates may change from timeto time, depending on changesin work
methods, raw materid, jigs, fixtures, etc.”

Similar provisions, asshown bel ow, can befound in many productivity agreementssigned recently:

“Inview of theglobdisation of theeconomy | eading to acompetitive environment the union and the company
recognised the need to improve production and productivity.”

“Workersshal extend wholehearted cooperation for optimising performance of thecompany at dl levels”

“Purpose of the agreement isto increasetheleve of productivity and toimproveit further.”
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“Purposeisto become more versatile, moreflexible and moreinnovative so that the company can bemore
compstitive”

“All the above provisonsindicatethat both managements and workersare aware of the changed economic
environment and the need for working together to enhance productivity.”

9.6 COLLECTIVE BARGAINING IN PUBLIC SECTOR

Inall literatureonindustria relations, collectivebargaining isconsidered asacentra placearound
which other topicscomprisingindustrid relationsseemto revolve. Thereishardly any quditativedifference
between the coll ective bargai ning techniques adopted by the workersin the public sector enterprisesand
their counterpartsin the private sector. But the crux of the probleminthe public sector isthat withwhom do
thetrade unionsnegotiate with? Theowner of the enterpriseisthe government. Themanager isasmuchasan
employee asany worker and bound by awhole set of rules and regul ations and unableto take any decision
intheareaof industrid relations.

Further, theaccumulation of unattended individual grievancesfoul sup theatmospherefor collective
bargaining. Inthe public sector, theissuestaken up for collectivebargainingincluderevis on of wagesand pay
scales, dearness allowance, house rent and other allowances, |oans and advances, medical and residentia
facilities, welfare measuresand service conditions. Prior to negotiations, preparationsare madein advance,
at least ayear ahead of the date of expiry of wage agreement. Exercisesare carried out to collect voluminous
datafrom within the organisation and many other undertakings. Hikein annua expenditure on account of
increasein pay, dearnessand other dlowances, and fringe benefits are assessed. The organisation’s prospects
andfinancia positionsarereviewed. Thereafter, atentative allocation of resourcesfor the ensuing wage
revisionismade and modalities of extending the benefitsareworked out. Attention isthen paid to plan the
overd| strategy and tacticsto beemployedin conducting thenegotiations. Inthe courseof collectivebargaining
various pressures devel op and sometimes, powerful externa forcesintervene. Thenegotiationsdrag onand
thereisacompulsionto compromisein order to settletheissues by adeadline. Thedemand for higher wages
isseldom made on thebasisof higher productivity.

Thefollowing features characterise the collective bargaining scenario in public sector:

1) TheGovernment crested aspeciad body called the Bureau of Public Enterprises(BPE), whichissues
guidelinesto enterprise managementson ahost of matters concerning the management of an enterprise
including all aspectsof personnel andindustrial relations. It also providesguidelineson financia
commitmentsarisng out of collective agreements. Invariably, draft agreements between management
and union(s) haveto be sent to the BPE for approval with or without modifications. Obvioudly, the
delaysin processing collective agreements through the BPE undermined the role of enterprise
management in collective bargaining.

2) Coresectorindustrieslikested, coa, and ports and docks are characteri sed by nation-cum-industry-
widebargaining. The stedl agreement also coversthe Tatalron and Steel Company, aprivate sector
unit. Thereisone National Joint Committeefor the Steel Industry (NJCS), which entersinto an
agreement onceinthreeor four yearswith respective unionsof theplants.
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3) Public sector isengaged in awidevariety of economic, industrial and trading activities. Someare
high-tech and capita intensive (for e.g. computers, eectronics, and petrochemicas), whileothersare
labour intensive (coa for instance). Yet, over the yearsthe government has been insistent upon a
measure of uniformity in base wage/saary levelsand fringe benefitsin the entire public sector,
irrespectiveof thenature of industry.

4) Earlier inthepublic sector, the emphasiswas on greater parity across sectorsand reducing the gap
between thelowest and the highest paid employees. Now the gapiswidening. Over 100 out of about
240 public sector companies have not had pay revision since 1992. Thereisa so atrend towards
decentralisation of collective bargaining in key sectors, which tendsto reduce the power of unions,
but makespay more aligned to enterprise performance.

9.7 SPECIAL PROVISIONSIN COLLECTIVE BARGAINING

Collectivebargaining provis onsin wage agreements have cometo providean € ement of contingency
based on individual/group/ organisationa performance. They aremanifested in oneway or more of the
followingways.

a) Managerid discretionin setting new normsof production/productivity;

b) Proportionatedeductionsif standard output isnot achieved,

¢) Two-tier wage agreements;

d) Linkingdearnessalowanceto cost of production rather than to cost of living;
€) Wage cuts/freezesin sick enterprises;

f) Arbitration.
9.8 SUMMARY

Collective bargaining is a dynamic concept. Various types of collective bargaining have been
successfully used by both labour and management to respond effectivey to the changing demands of workplace
functioning and market pressures. Central to thefunctioning of collectivebargaining isthe concept of power.
At present, thereisadefinitetrendin favour of enterprise bargaining or even workplacebargaining rather than
for industry-widebargaining. Themainissueof collectivebargainingin Indiais(a) the mode of ascertaining
themagjority statusof atrade union; and (b) grant of exclusive bargaining rightsto themajority union. The
labour movement isfacing theimpact of globalisation, automation, and changing demand patterns asthe
nation movestoward a service-oriented economy. Such forces have reduced the number of blue-collar,
semi-skilled and unskilled workers and increased the number of white- collar, technical, and professiona
employees. Thelabour movement must devise organising and bargaining strategiesthat appeal to these
expanding groups. Sofar unionshave generdly been unsuccessful in thisendeavour. Additionaly, thelabour
movement hasto facethe growing management opposition to theunionsand collectivebargaining. Toremain
competitivein domestic and internationa market, many companies aretaking actionsthat will either reduce
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unioninfluenceat theworkplace or even diminatethe need to ded with aunion. However, union co-operation
isabsolutely essentid indl effortstoincrease productivity and ensureindustrial peace and harmony.

9.9 KEY WORDS:
CallectiveBargaining: Therelationsbetween management representativesand union representetives.
Quiality of Work L ife: Employee satisfaction or dissatisfaction with overall conditionsof work.

Productivity: A measure of the efficiency of aperson, machine, factory, system, etc., in converting
inputsinto useful outputs.

9.10 SELF-ASSESSMENT QUESTIONS
1. What arethe mainissuesin collective bargaining?
2. What istherecent trend of collectivebargainingin India?
3. What arethecentral issuesin productivity bargaining?
4. What arethe specid featuresof collectivebargainingin India?
5. What arethe essentia conditionsfor the successof collectivebargainingin India?

6. Collectivebargainingin Indiagot someimpetusfrom thevarious statutory and voluntary messures.
Discuss.
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LESSON - 10

WAGE COMPONENTS / STRUCTURE

10.0 OBJECTIVE :

After reading thislesson, you should beableto:
- Know the various Components of Wage Structure.
- Understand theimportance of Basic Wage.
- Study the Concept of DearnessAllowance and itsnecessity.
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10.1 INTRODUCTION :

Wage structure, according to Prof. Dunlop, “isthe complex of rateswithin firmsdifferentiated by
occupation and employees and the complex of inter-firm rate structures’. The concept of wage structure, as
such, isasignificant aspect of thewagerateanalysis. It hasno independent reality, nor doesit existinastate
of nature. Itisanintdlectua construct whichisuseful inthinking about wagesand arriving at decisionsabout
them. Theessential characteristic of awage structureisthat it movestogether in relation to both time and
space. But accordingto Prof. Dunlop, al wagerates do not movetogether either inthe short run or inthelong
period; anditisalso not completely rigid over time. Further, Dunlop statesthat the generd wageleve andthe
wagestructureare closaly rel ated.

“Thewagestructure of aplant or an unit, or more broadly, of anationa economy can beviewed as
aseries of wagerates designed to compensate workersfor thevarying skillsand abilitiesrequired in the
production process’. A sgnificant dimens on of wage structureisnot only the number of workersat eachrate
inthescaebut aso therelativeimportance of each rate. Ananaysisof wage structure can be donethrough
internal wagerate comparison of job content and job rel ationships and external comparison of jobratesinthe
firmsto labour market rates.

Annual Wage Supplement

TheAnnua Wage Supplement (AWS) iscommonly known asthe 13" month payment. Itisasingle
annua payment to employeesthat supplementsthetotal amount of annua wage earned by them. Payment of
AWS depends on the contractual agreement between the employer and the employeei.e. whether itis
provided for in the employment contract or collective agreement. If it isnot stipul ated in the employment
contract, AWS payment i s subject to negotiation and mutual agreement between theemployer and employee,
or thetrade union representing the employee.

Anemployer isnot alowed to pay anAWS of morethan threemonths saary if:

o He/sheagreed (either by way of an employment contract or collective agreement) to pay anAWS of
up to threemonths wages before the commencement of the Employment (Amendment) Act 1988 on
16 August 1988.

However, theempl oyer can negotiatewith theemployee, or thetrade union representing theemployee,
to vary the quantum.

Anemployer isnot allowed to pay an AWS of more than onemonth’swageif he/she:
e Hasnot paidany AWS prior to 16 August 1988.

If businessresultsare exceptionally poor for any year, an employer may negotiate with theempl oyees, or
thetrade union representing the employees, to adjust theAW S downwards.
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Bonus

Bonusisaone-time payment usualy paid to employeesat theend of theyear to reward themfor their
contributionsto the company. Payment of bonusesisnot compulsory. However, it isacontractud obligation
for theemployer to pay bonusif it isprovided for in the employment contract or collective agreement.

Variable Payment

A Variable payment isanincentive payment to employees:
o Toincreasether productivity; or
o Asarewardfor their contributions.

Theamount of variable payment can be based on trading results, productivity or any criteriaas agreed
upon between employers, employeesor trade unions. Variable paymentsare not compul sory unless such
payment isprovided for inthe employment contract or collective agreement.

10.2 IMPORTANCE OF WAGE STRUCTURE :

A study of wage structureisimportant from the academic aswell aspractical point of view. To
understand and appreci ate the economics of anindustry and inthelarger context of anation, itisessentid to
haveacd ear ideaof wagestructure. Thewage structure givestheinformation regarding all the pay particulars
or different components of ajob. Thejob holder or aspirant always compare the wage componentswith
other jobsor smilar jobswithin or outside theindustry. Wage structureisgenerdly thelevelsor hierarchy of
joband pay ranges. Itistheinterrelationship of theleve sof pay for different typesof employees.t may mean
theway thetota wage of aworker or group of workersiscomposed; for exampleincluding such elementsas
abasicrate, apiecework bonusand other formsof bonus, overtime, etc. It may also mean the established
system of pay differential s between groups of workers by occupation or the pattern of differentialsonthe
basisof grade or status.

10.3 WAGE COMPONENTS:

The pay structure of acompany dependson severd factors such aslabour market conditions,
company’spaying capacity andlega provisions.

Wages: InIndia, different actsinclude different itemsunder wagesthough dl theActsincludebasicwageand
dearnessallowance under the term wages. Under theworkmen’s compensation act, 1923 wagesfor leave
period, holiday pay, overtime pay, bonusand good conduct bonusform part of wages. Under the payments
of wagesact, 1936, section 2(vi) any awards of settlement and production bonus, if paid constitute wages.
Under the payment of wages act 1948, retrenchment compensation payment inlieu of noticesand gratuity
payableon discharge congtitute wages. However thefollowing typesof remuneration if paid do not amount
to wages under any of theacts.
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Bonus or other payments under aprofit sharing scheme which do not form apart of contract of
employment.

Va ue of any house accommodation supply of light water, medical attendance, travelling
allowances, or payment inlieu thereof or any other concession.

A sum paid to defray specid expensesentailed by the nature of the employment of aworkman.

Any contribution to pension, provident fund or ascheme of socia security and socia insurance
benefits.

Any other amenity or service excluded from the computation of wagesby general or specid order
of an appropriate governmenta authority.

ThetermAllowancesincludesamounts paid in addition to wagesover aperiod of timeincluding
holiday pay, overtime pay, bonus, socid security benefit etc.

Thelndustria wage structurein Indiaconsistsof variouscomponents. “ArunMonappa’ identified five
wage components on the monthly wage package of an industrial worker in India. The Principal wage
componentsare:

1. Basic Wage.

2. DearnessAllowance
3. Overtime.

4. Bonus

5. Fringe Benefits

Thereareanumber of other componentsal so but, they have no direct link with thewage structure of

aworker they aregenerally referred to as perquisites, incentivesetc.

We describe below thefive principal elementsof Indian wage packet. Fringebenefitsand incentives

have been described in separate | essons.

10.4 BASIC WAGE :

The concept of ‘ basic wage' iscontained in thereport of the Committee on Fair Wages. According

to thiscommittee, thefloor of thebasic pay isthe minimumwage’. Thebas cwagehasbeenthemost stable
and fixed as compared to dearness all owance and annua bonuseswhich usually changewith movementsin
thecogt of livingindicesand the performance of theindustry. Thebas cwage patterninindustrieswasset by
theindustrial tribunalsand courtsthrough their awards after the end of the Second World War.
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Therevisonsinthe basi c wage hasbecome progressively lessfrequent and insignificant because of
the ever growing dearnessall owance component. Therel ative stability in basi c wage coul d be attributed to
theindustria tribuna swhich demonstrated their reluctanceto award upward revision in basic wages. For
instance, inthe case of theArmy and Navy StoresLtd. Bombay Vs. Their Workmen (1951 11 LLJ 35), the
Labour Appellate Tribunal held that normally, abasi c wage oncefixed should stand for areasonable period
of time unlesssome changeintervenes. Evenwhen theconsumer pricesroseandtheworkers' organisations
demanded arevisioninbasi cwages, thetribunas granted them dearness alowanceinstead leaving thebasic
wages untouched. Clearly, the basic wage haslost much of itsimportancein the pay structure.

In some countries, arisein pricesisusually neutralised, not by giving aseparate allowancelike
dearness allowance, but by raising the wagesthemselves. In our country, theissue of merging apart of
dearnessdlowance with basic wage has beenin congtant debatefor anumber of years. Workers' organisations
haverecognised theincreaseinimportance of the dearnessalowance component in the pay packet and have
been demanding the merger of thiscomponent with basic wages.

TheGadgil Committee (1952) recommended that 50 per cent of the (then) prevailingrateof dlowance
betreated aspay for purposes of computing pension, provident fund, gratuity, travelling allowance, house
rent alowance, and city compensatory alowance. Thisrecommendation was accepted by the Government
of India

Thereareanumber of cons derationsin thefixation of thebas c wageembracing the tatutory minimum
wage, theawardsof Industrid Tribunas, directivesof the pay commissonsat the nationa and statelevelsand
collectivebarganing.

Thebasicwagein Indiacorrespondswith what has been recommended by the Fair wages committee
(1948) and the 15th Indian Labour conference (1957). The variousawards by wagetribuna's, wage boards,
pay commission reportsand job eva uation al so serveas guiding principlesin determining basicwage. While
deciding the basicwage, thefollowing criteriamay be consdered: (1) Skillsneededfor thejob (2) Experience
needed (3) Difficulty of work; menta aswell asphysicd (4) Training needed (5) Respons bilitiesinvolved (6)
hazardous nature of job.

10.5 THE DEARNESS ALLOWANCE (DA) :

Thesystem of * DearnessAllowance wasused for thefirst timeafter First World War, to enablethe
workersto meet the steep risein prices of essential commodities such asfood stuffs. Although called by
various names, thespecid dlowancethuspaid amed at neutraising the high cost of living and protect thered
wagesof thewage earners. Inother wordsthemajor purposeof D.A. payment wasto providerelief tothe
workers confronted with inflationary conditions by attempting to offset the cost of living with additional
alowance. Usudly, the Consumer Pricelndex (CPl) isusedtolink D.A. with the cost of living. However, the
prevailing practiceswith respect to thefixation of D.A. acrossindustries, regions, sectorsand governmental
and private undertakings. As National Commission on Labour (NCL) reports, “In some casesit waslinked
to theworking class Consumer PriceIndex.. in othersit wasnot. It was at flat rate and was applicablein
somecasestoal employeesirrespectiveof their wages, in others, it varied according to wageor salary dabs.
A graded percentage, linked towagesor sdaries, wasaso prevaent”. Inview of divergence, theD.A. issue
hasbeen usudlly referred to tribunal sand courtsfor adjudi cation.
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Theestablishing system of D.A. linked to movement of CPI numbersprovidesmoreimmediaterelief
to theworkersfrom theincreasing rate of inflation. This system hasabuilt-in mechanismto ascertain the
pointsof neutraisationintermsof fluctuationsinthe CPl whichisreated tothecost of basic necessitiesof life.
The corréd ation between theincreaseinthe number of pointsof the CPI to the magnitude of money tobepaid
must be ascertained to settlethe DA problem. There are divergent suggestionswith respect to the extent of
neutralisation. TheNCL had recommended that 95 per cent neutralisation should bealowed against risein
cost of living to those drawing aminimum wagein non-scheduled employments. Therehavealso been
suggestionsto providemaximum (i.e. 100 per cent) neutralisation a lower levelswith agradud tapering off as
wage/saary scaleimproves. Moreover, there has been agreat deal of controversy between point-to-point
adjustment and adj ustment from slab-to-slab. While D.A. can be equated to dab of pay in away that the
lower dabsreceiveahigher weightage and the higher dabsreceive alower weightage, the size of thedab
itself whether it should be 5 pointsor 10 pointsisfurther controversial issue. The DearnessAllowance
Commission (1967), also called the Ggendragadkar Commission, felt that the dab system would work
better than point-to-point adjustment. The NCL also recommended linkage of DA to a5 point dab.

Another controversy with respect to D.A. relatesto itsrel ationship with capacity to pay. The NCL
felt that the cgpacity to pay wasnot relevant consderation for payment of D.A. a theminimum leve. At other
levelsor where DA isfixed onthebas sof collectivebargaining or other methods, the* capacity to pay” may
bearelevant consideration.

Thereisacontroversy whether DA hasto befully or partly merged with thebasic wage. Themerger
of full DA or itslarger part, with thebasic wageis preferred by theworkers and their representatives. This
arrangement would providemorestability totheir pay packetsand enablethemto enjoy moreliberd perquisites
inview of increased basic wagesor salaries. However, it would increasethe wage cost of the employer. Of
course, many progressive employers have wel comed the merger of acertain position of DA withthebasic
wages and salariesof their employees.

Itistheallowance paid to employeesin order to enable them to face theincreasing dearness of essential
commodities. It servesasacushion. A sort of insurance against increasein pricelevel sof commodities.
Instead of increasing wages every timethereisarisein pricelevel. DA ispaid to neutraizetheeffects of
inflation, when pricesgo down. DA can dways bereduced. Thishas, however, remained ahypothetica
Situation as prices never come down to necessitate cut in dearness allowances payableto employees. DA
islinkedin Indiato threefactorstheindex factor, the point factor, and thetimefactor:

e All Indiaconsumer priceindex (AICIPI) Thelabour Bureau Shimlacomputesthe AICPI base
1960= 100 points) fromtimetotime.

o Timefactor: inthiscase DA islinked totheriseintheAll IndiaConsumer PriceIndex (AICPl) ina
related period, instead of linking it to fortnightly or monthly fluctuationsinindex.

e Pointfactor: Here DA risesinlinewith arisein the number of index pointsaboveaspecificleve.

e Other dlowances: thelist of alowancesgranted by employersin Indiahas been expanding thanks
to theincreasing competition in thejob market and the growing awarenesson the part of
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employees. Anillustrativelist of allowancesare: 1) Attendance 2) Books 3) Car 4)
Card (Credit card) 5) City Compensatory 6) Club membership 7) Computer 8) Deputation 9)
Driver.

10.6 OVERTIME PAYMENT :

Working overtimeinindustry ispossibly asold astheindustria revolution. Inthe early days, dueto
thethen existing socia order, perhapsthe concept of overtimedid not exist astherewere no defined hours of
work. With the passage of time, thegovernment came out with legidation to restrict excessiveworking by the
employees beyond certain limited hours. Whilethe need for such legidation waswe comein Stuationswhere
labour was expl oited, another situation started shaping up in which employees started will fully organising
work suchafashionwhereinthemanagementsarecompd led to give overtimeasmeansof achieving production.
During the postwar period, overtime hasbecome quite aregular featurein many industries. The employer
began to supplement production.

The payment of overtimeadlowanceto thefactory and workshop empl oyeesisguaranteed by law. Al
employeeswho are deemed to beworkersunder the FactoriesAct, 1948 or under the Minimum WagesAct,
1948 areentitled to overtimealowanceat twicethe ordinary rate of their wagesfor thework donein excess
of 9 hoursmorethan 48 hoursinany week. Theordinary rate of wages have been defined asthebasic wage
plussuchalowances, including the cash equivadent of the advantage accruing through the concessiond saleto
workersof food grainsand other articlesastheworker isfor thetimebeing entitled to, but not including a
bonus. Compensatory and house rent allowance aswell as the dearness allowance are to be taken into
account in computing compensation for overtimewaork.

Thereisno uniformity in the period of employment with referenceto which overtimeiscal cul ated.
Whereweekly working hours have been prescribed, overtimework isnormally computed on aweekly basis.
Under theAct, overtimeadlowance hasto bepaid onadaily or weekly basis, i.e., for work in excess of hours
inaday or for morethan 48 hoursin aweek. Thetotal number of hoursof overtimeshall not exceed 50 for
any period of three consecutive months, beginning on 1st of January, 1st of July, and 1<t of October.

There cannot be any compulsion under thetermsand conditionsto service of theworkmenthat they
should work overtimefor any specific number of daysinany month. It isnot obligatory for any workman to
work overtime and the management has al so no right to compel aworkman to work overtime. Further,
overtimework cannot beregarded aseither an express of implied term of the contract of employment (Hind
Art PressMangaloreV. ESICand Anr: 199011 LLJ195).

The Occupational Wage Survey (1986-87) revealsthat out of thefivetextileindustries covered by
the survey, overtimewasreported in 39 out of 44 occupationsin cotton textiles, 41 of 44 occupationsinjute
textiles, 25 out of 48 occupationsin synthetic textiles, 28 out of 38 occupationsin woolen textilesandinonly
2 occupations out of 33 occupations in silk textiles. About 5 per cent of workers were reported to be
working on overtimein thetextile sector. Asawhole, workerson over time accounted for 3.80 per cent of
thetotal work forceinthecotton textiles, 13.47 per centinthejutetextiles, 1.22 per cent in the synthetic
textiles, 4.29 per cent inthewoolen textilesand 0.13 per cent inthesilk textiles.
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Anaysisof theinformation on reasonsfor overtimereveal ed that 37 per cent of cotton textile units
reporting overtime put their workers on overtime to compl ete time-bound work. M eeting theincreased
demand for the product wasfound to bethereasonin 16 per cent of units. Shortage of workerswascited as
thereasonfor overtimeby 7 per cent of theunits. Maintenance and repair work wasfound to bethereason
for overtimein 7 per cent of units. A combination of reasons such as shortage of workers, need to complete
time-bound work, meeting theincreased demand for the products, urgent loading / unloading work, etc. and
other miscellaneousfactors contributed to overtimein the remaining 33 per cent of theunits.

The Bhoothalingam Study Group has observed, that “ excessive overtime can have the effect of
distorting the wage structure and even reducing employment, we suggest that, asfar aspossible, overtime
payment should be carefully adjusted to needsand should not be d lowed to becomesystematic’. The Fourth
Central Pay Commission has also pointed out that the present system of overtime payment in government
officesisneither satisfactory nor conduciveto efficiency in administration. It hasnot favoured the present
schemeto overtime allowance. On the contrary, the Commission recommended improved work culture
among the empl oyeesand extended working hours particularly for office staff.

10.7 ANNUAL BONUS:
BONUSSYSTEM ININDIA:

Theterm“bonus’ isnot defined under any enactment in India. Thereevant dictionary meaning of the
term bonusis* gratuity to workmen beyondtheir wages’ . The Bonus Commission hasdefineditis* sharing by
theworkersin the prosperity of the concerninwhich they areemployed”. Inthe case of low paid workers
such sharing in prosperity “ augmentstheir earningsand so hel psto bridge the gap between the actual wage
and need-based wagge’ . In the opinion of thecommission, aproperly concelved bonussyssemwhichislinked
to profit aso “impartsameasure of desirableflexibility to thewage structure’ and thus, enablestheworkers
to shareinthe prosperity of the concern without disturbing the underlying bas c wage structure.

For quite along time, bonuswas considered as an ex gratiapayment made by theemployer to his
employeeswithaview to simulaethear extraeffort inthe production process. Sometimes, it hasal so represented
thedesireof theemployer annua payment of bonus has become obligatory on the part of the employer under
the Payment of BonusAct, 1965.

STATUSOF BONUSBEFORE THE ENACTMENT :

Higtoricaly, payment of “bonus’ started probably at theend of WorldWear 1, AstheWhitley Commisson
observed, “ Suggestions have been made from timeto timethat the difficulty might be met by the genera
adoption of profit sharing schemes, but thismovement has made practically no progressin Indiaand, inthe
present stageof industria development inIndia, such schemesareunlikdy to proveether useful or effective’.

During WorldWar 11, bonuswas consi dered asa payment madeto theworkersout of theextraordinary
profitsearned by theemployer. Thelndian Labour Conference, 1943 discussed theissue of profit sharing
bonusand resolved that, it should betreated separately from the dearnessallowanceissueand that it had to
be settled by empl oyersin consultation with their empl oyees. Although many employerspaid bonusvoluntarily,
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severd disputesover thisissuewerereferred to adjudication under the Defense of IndiaRules. Theadjudicators
felt that |abour had aright to shareintheincreased profitsduring aparticular period. Thus, theclamto bonus
was accepted on the basis of justice, equity and conscience. For thefirst time, JusticeM.C. Chaglainthe
Bombay High Court held that payment of bonus could bedemanded by workersasaright intheform of extra
remuneration.

COMMITTEE ON PROFIT SHARING :

Inresponseto theIndian Labour Conference, 1948 the Government of Indiagppointed the Committee
on Profit Sharing to advise on theprinciplesof determination of : (1) fair wagestolabour, (2) fair returnonthe
capital employedintheindustry, (3) reasonabl ereservesfor maintenance and expanson of the undertaking,
and (4) labour’sshare of the surplusprofits, cal culated onadiding scalenormaly varying with production,
after provision hasbeen madefor (2) and (3) above. The committee could not evolveasystem through which
labour’s share of profit could be ascertained on adliding scaleto production. If felt that with aview to
promoatingindudtria peace profit sharing might be experimented in wdl-established industriesincluding cotton,
textiles, jute, steel (main products) , cement, manufacture of tyres and manufacture of cigarettes. It also
recommended that therespong bility for ascertaining surplusprofitsand certifying their disbursement according
to law should be laid squarely on the duly appointed auditors of the undertakings. However, the
recommendationsof the committee could not beimplemented, and theprofit sharing continued in theform of
periodic bonusesawarded by industria courtsand tribuna swithout any uniform basis.

BONUS COMMISSION :

The Bonus Commission wasformed in the year 1960 by the Government of Indiato examinethe
issueof profit bonus. The commission endorsed that bonus could be claimed asamatter of right by workers.
Themgjor dementsof theformulaevol ved by thecommissioninclude: (1) theavailablesurplus, (2) distribution
of theavailablesurplus, (3) the system of “ set on” and “ set of f” (4) applicationsto public sector undertakings
which arenot departmental ly run and which competewith private sector undertakings, (5) exemptionsasa
result of agreements between parties, (6) concessionsfor new concerns, (7) mode of payment, and (8)
retrogpective effect of therecommendations. The Government of Indiaaccepted therecommendationsof the
commiss onwith certainmodificationson September 2, 1964. The Union Labour Minister darifiedin Parliament
on September 18, 1964 in thelegidationto be promoted to giveeffect to the recommendations of the Bonus
Commission, suitable measureswould be taken to enabl e the labour to receive the benefits of theexisting
basisor onthebas sof the new formula, whichever washigher.

THE PAYMENT OF BONUSACT, 1965 :

An ordinancefor regulating payment of bonuswasissued in May 1965 which wasreplaced by the
Payment of BonusAct, 1965 in September of that year. TheAct hasbeen amended fromtimetotimeand
providesfor the payment of bonusto employeesin certain establishmentsonthebasisof profit or onthebasis
of production or productivity. It extendsto thewhole of Indiaand is applicableto every factory and all
establishmentswhich employed 20 or moreindividua son any day in the accounting year. TheAct prescribes
alocation of 60 per cent of theavailablesurplusfor distribution purposesto thedigibleempl oyees. However,
inrespect of foreign companieswhich do not pay dividendsin India, thisalocablesurplusis 67 per cent. The
eligible employees are all employees whose wages or salaries are below Rs.1,600 (at present raised to
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Rs.10,000) per month per employees and who are not apprentices. Thebonusispaid onthebasisof salary
or wage earned by the digible employeeswhi ch includes dearness all owance but excludes other alowances.
Asper provisionsof theAct, theavailablesurplusfor aparticular accounting year iscal culated by deducting
fromthegross profitstheitemsembodiedin section 6. Thesedeductionsinclude depreciation permissible
under theincometax satutes, devel opment rebateor investment dlowance or devel opment dlowanceadmissble
under theincometax law, direct taxes as specificin section 2(12) of theAct, subject to provisionsof section
7 and some additional deductions permissibleas per schedulelll of theAct.

ELIGIBILITY :

Every employee not drawing salary/wages beyond Rs. 10,000 per month who hasworked for not
lessthan 30 daysin an accounting year isentitled for the payment of bonus. An employeeisconsidered
disqudified for the payment of bonusif he/sheisdismissed from servicefor reasonsof fraud, riotousviolent
behaviour or theft, misappropriation or sabotage. The minimum amount of bonusis computed at therate of 4
per cent (8.33 per cent after the ordinance of September 23, 1972) of the salary or wage earned by an
eligibleemployeein an accounting year which should not belessthan Rs.40 (at present, raised to Rs. 100for
an employee above 15 year of ageand Rs. 60 for below 15 yearsof age). The minimum bonus 8.33 per cent
ispayableevenintheabsenceof profit. Theamount of the maximum bonushasnot to exceed 20 per cent of
the sdary or wage earned during an accounting year. Thereisaso provision for aproportionate reductionin
bonuswhen an employee has not worked for all theworking daysin an accounting year.

‘SET ONAND SET OFF' :

TheAct further providesthat if inaparticular accounting year the alocable surplusismorethan the
amount of maximum bonus payabl e to the empl oyees, the excessamount, subject to alimit of 20 per cent of
thetotal salary or wageof the employees employed in the establishment in that accounting year hasto be
carried forward for being set onin the succeeding accounting year and so on up to and inclusive of thefourth
accounting year for the purpose of payment of bonusasper the“fourth schedule’. If for any accounting year,
thereisno available surplusor thedl ocabl e surplusislessthan the minimum bonus payabl e, such minimum
amount or the deficiency iscarried forward for being set off in the succeeding accounting year or so onup to
and inclusiveof thefourth accounting year. While ca cul ating bonusfor the succeeding accounting year, the
amount of “seton” or “set of f” isfirst takeninto consideration. Inestablishmentswhich arenewly set up, the
employeesareentitled for bonusfrom thesixth year provided that theemployer earns profitin the proceeding
accounting year during which they are entitled for payment of bonus. The bonus hasto be paid to the
employeeswithin elght monthsfrom the close of the accounting year. TheAct specifiesfor deductionsof any
customary bonusor any advance towards bonus from the bonusamount payableto theemployeeswhichis
caculatedinthesameway asprovidedintheAct.

APPLICABILITY :

TheAct appliesto al the private sector establishments. Inthe caseof apublic sector establishment
which computeswith the private sector establishments and inwhich accrued incomefrom salesor serviceis
not lessthan 20 per cent of the grossincomein an accounting year, that particular establishment comesunder
the purview of theAct and will continueto be so governed evenif itsincomeform saesor servicesfalsbelow
20 per cent thereafter. Theemployeesin non-competitive public sector establishmentsareexcluded fromthe
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provisonsof theAct which arepaying bonusonanex gratiabasis. Thecentra government isnow aso paying
bonuslinked with productivity to employeesof someof their undertakingsincluding the Railways, Postsand
Telegraph, Mints, Ordinanceand other defence production establishmentsaswell asex gratiapayment equal
to 15 dayspay to central government empl oyees.

TheAct embodiesprovisionsfor recovery of bonus due from an employer, reference of disputes
under theAct, and presumption about accuracy of balance sheet and profit and lossaccount of corporations
and companies. The appropriate government may appoint ingpectorsfor the purpose of determining whether
or not any of the provisionsof thisAct havebeen compiled. Therearea so provisionsintheAct for penalty
inrespect of contraventionsand offencesaswell asprotection of action taken under it. Section 31-A embodies
aspecid provisonfor the payment of bonuslinked with production or productivity. Theemployeeswho have
entered into an agreement or asettlement with their employer prior to the commencement of the Payment of
Bonus (Amendment) Act, 1976, or who have entered into an agreement or settlement with their employer
after such commencement for the payment of an annua bonuslinked with production or productivity in place
of profit bonusas per thisAct, can receive bonusunder such agreement or settlement. Any such agreement or
settlement can nelther deprive them of theminimum bonus under section 10 nor entitlethem for payment of
bonus of morethan 20 per cent of the sdlary or wage earned by them during the accounting year in question.

TheAct doesnot apply to certain classes of personsemployed by the Lifelnsurance Corporation of
India, the Indian Red Cross Society, Universitiesand other educational institutions, the Reserve Bank of
India, theIndustrial Finance Corporation of India, financid corporations established under the State Financial
CorporationAct, 1951, the Deposit Insurance Corporations, the Nationa Bank of Agriculture and Rural
Development, theUnit Trust of Indiaand severd other organi sations specified under section 32 of theAct.
Thegppropriate government may exempt for specified period certain establishmentsor class of establishments
fromall or any of theprovisonsof thisAct.

PAYMENT OF BONUSISSTATUTORY :

Bonus payment has become compul sory under theAct and is no more dependent on agreement,
freely entered into between the partiesinvolved. In Stuationswherethereexist profits, bonus can be designated
asprofit sharing determined in advance under the law. However, the minimum limit which iscompul sorily
payableto theemployees even by alosing establishment, isdefinitely not aprofit sharingamount. Rather, it
has becomeapart of thewages. Although theAct has benefited alarger portion of workersthan had been
receiving bonusunder the earlier system akinto profit sharing schemes, the payment of bonushasfailedto
providestimulation to productivity andimproveindustrid relations. Rather, it has caused numerousindustria
conflicts, litigation andinflationinthecountry.

10.8 FRINGE BENEFITS:

Theremuneration that the empl oyeesreceivefor their contribution cannot be measure by the mere
estimation of wagesand salariespaidto them. Certain supplementary benefitsand servicesknown as“fringe
benefits’ aredso availableto them. Thecharacteristicsof fringe benefitsare:

o Thesebenefitsaredistinctly additional to theregular wagespaid totheworkers. Assuch, they are
not provided asasubstitute for wages or sal aries of the employees.
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e Thesebenefitsare meant primarily to be an advantageto theempl oyees.

e Theadvantagesaccrued to the empl oyeesthrough the provision of fringe benefitsare assuch they
cannot be secured through their ownindividual efforts.

e Onlythosebenefitsfall withinthe purview of fringe benefitswhich are or can beexpressed in cash
terms.

e Thescopeof fringe benefitsisdifferent from that of welfareservices. Fringebenefitsare provided by
the employersa onewhereaswelfare services may be provided by other agenciesaswell. Benefits
that have no relation to empl oyment should not be regarded asfringe benefits.

Fringe benefitshave been dassfied in severa ways. Intermsof their objectives, Meggison classifies
them into two groups: those providing for employees security and those purporting toincrease employees
job satisfaction causing reduction in labour turnover and improvement in productivity. Theformer group
includesretirement programmes, workmen's compensati on, unempl oyment compensation, socid insurance,
and other provisions. Thelatter group incorporates vacations, holidays, sick |eave, discounts on company
goods and services, and dlied tangibleand intangible benefits.

Fringe benefitsared so categorized as statutory, contractual, and voluntary. Statutory benefitsinclude socia
security and medical care, unemployment compensation, workmen’s compensation, provident fund, and
gratuity. The benefitsprovided by the employersin pursuance of agreementswith workersmay include
dearnessalowance, houserent alowance, city compensatory alowance, medica allowance, night-shift
allowance, heat alowance, transport, housing and educationa alowances. Voluntary fringe benefitswhich
areprovided unilaterdly by the company includegroup insurance, degth benevolent fund, washing dlowance,
leaveencashment, leavetravel concession, conveyancedlowance, incentivefor family planning, serviceawards,
and suggestion awards.

Currently fringe benefitsareasignificant part of employee compensation system and the employees
tend to takethem for granted and do not link theseitemswith wages or incomeasthey do not haveany direct
bearing on payments. They areno more on thefringe of compensation but form anintegral component of
individud’searningsinvolving spirding costsfor thecompany. However, thefringe benefit system can become
effectiveif attemptsaremadeto gear them to the needs of human resourcein organizational settings.

10.9 INCENTIVE SYSTEM:

Theterm*incentive’ hasbeen used inthewidest sense of financial motivation. Itisusedto signify
inducements offered to employeesto put forth their best in order to maximize production results. Incentives
aredassfied asfinancid and non-financid. Important financia incentivesaredtractivewages, bonus, dearness
alowance, traveing dlowance, housing alowance, gratuity, penson, and provident fund contribution. Some
of thenon-financia incentivesaredes gnation, nature of thejob, working conditions, status, privileges, job
security, opportunity for advancement and participationindecison making. However, avast diversity exists
inregard to policy and practice of incentive payments. Incentive systemsa so have been dassified into three
groups. (1) individua wageincentiveplan, (2) group incentive scheme, and (3) organi zation-wideincentive
system.
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1.

Theindividua wageincentive planisthe extracompensation paid to anindividua over aspecified
amount for hisproduction effort. Individua incentive systemsare based upon certain normsestablished
by work measurement techniques such as past performance, bargaining between union and the
management, time study, standard data, predetermined e ementa timesand working sampling. There
arefour typesof individual incentive systemssuch as measured day-work incentivewage system, an
individual receiveshisregular hourly rate of pay, irrespective of hisperformance. Piece-work system
form themost simpleand frequently used incentivewage. Inthis, individua’searningsaredirect and
proportionateto their output. Group plansembody aguaranteed baserateto theworkersin which the
performance over standard isrewarded by aproportionate premium over base pay. Gains-sharing
involvesadisproportionateincreasein monetary rewardsfor increasing output beyond apredetermined
standard. Asthe gains are shared with the entrepreneurs, the worker gets less than one per cent
increment in wagefor every one percent increasein output.

The group or area incentive scheme provides for the payment of a bonus either equally or
proportionately to individuaswithinagroup or area. Thebonusisrelated to theoutput achieved over
an agreed standard or to the time saved on thejob —the difference between all owed time and actual
time. Such schemes may bemost appropriate where:

people haveto work together and team work hasto be encouraged; and

highlevelsof production depend agreat dedl onthe cooperation existing among ateam of workersas
compared withtheindividua efforts of team members.

The organization-wideincentive system invol ves cooperation among employeesand the management
and purportsto theaccomplish broader organizational objectivessuch as:

to strengthen loyalty to the company;
toreducelabour materia and supply costs;
to promote harmoni ouslabour-management rel ations; and

to decrease turnover and absentegism.

One of the aspectsof organization-wideincentive systemis profit sharing under which an employee
receivesashareof the profit fixed in advance under an agreement freely enteredinto. Themajor objectiveof
the profit sharing system isto strengthen the unity of interest and the spirit of cooperation. Someof the
advantages of suchaschemeare:

itinculcatesinemployees asenseof economic disciplineasregardswage costsand productivity;

it engendersimproved communication and increased sense of participation.
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Itisrelatively smpleand itscost of adminigtrationislow; and

Itisnon-inflationary, if properly devised.

One of the essentials of a sound profit sharing system isthat it should not be treated as a substitute for
adequate wages but provide something extrato the participants. Full support and cooperation of theunionis
to beobtainedinimplementing such ascheme.

Prerequisites for sound incentive plan

1.

o o w DN

Proper climate 10.
Co-operativeworkers 11.
Workers participation 12.
Scientific tandards 13.
Smplicity 14.
Equitable 15.
Hexible 16.
Lesscostly 17.
Widecoverage

10 1I0NEED FOR SOUND WAGE POLICY

1.

o o w DN

It should berel ated with productivity

It should berelated with job requirements
Lower cost of production
Incentivesystem

Minimumwages

Efficency

Differenceinwages

Hexibility

Good re ation with trade unions

Careful planning
Guaranteeminimumwages
Sufficientincentives
Celingonearnings
Grievance settlement
Timdy payment

Review rates

Follow up
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10.11 THE AGRICULTURAL WAGE STRUCTURE :

Thewage structurein agricultureissomewhat different than that of industry. Themain difference
between them liesin thefact that industrial wages are compl etely moneti zed in contrast to agricultural wages
whicharepaidinkind aswell.

Another differenceistheirregularity of payment of agrarian wages. Inindustry wagesmay bepaid
daily, weekly, fortnightly and even monthly. In agriculture, the casua labourerswhether maleor femaeget
their wages sometimesdaily or by-weekly and sometimes even weekly.

Wagedifferentialsinagriculture, bothinter-regiona andintra-regiona or between men, womenand
children aremoreapparent thanin theindustry. But inter-regiona comparisonsof wagelevelsisnot easy due
to differencein mode of payment and commodity-wisevariationin pricelevel sindifferent regions. Inview of
these characteritics, thewage structure and agriculture, widdly different bothin spaceandtime.

Thewagesarenot uniforminall farm operations. A maelabourer may receivealittiemoreaday in
acertain farm and on aparticular season, but at the sametime hemay get lessin other farm operationsor in
lean or lack season.

Theother reasons of wage discrimination asexplained by the National CommissiononLabour, layin
thepoverty andilliteracy of agricultural 1abour; the causal nature of their employment and their ignorance of
thelaw, al of which apply particularly to women. Because of these handicaps, agricultura labour asawhole
and women in particular are not ableto employ methods now common to industrial |abour toimprovetheir
bargai ning power. Thereare considerabl e di spariti esinwages between men and women depending upon the
region, between cropsand the bargai ning power of labour. Apart from the differential sinwagesfor thesame
jobs, discrimination against women isstrengthened by having lower ratesfor thejobstraditionaly performed
by womeni.e., sowing, weeding, transplanting, winnowing, threshing and harvesting, asagainst ploughing
normally doneby menonly.

As per the Minimum WagesAct, 1948 minimum wages areto befixed by State Governmentsfor
agricultura labour and theratesareto bereviewed periodically at intervalsnot exceeding fiveyears. There
aredtill somestateswhich have not brought large areas of agyricultura employment withintheambit of theAct.
Themeachinery for thefixation and enforcement of minimumwagesisnot uniform.

TheNCL hascriticised theinadequateimplementation of theAct. Asobserved by it, “thefixation of
statutory minimum wages by the government has tended to narrow the gap between wages of men and
women.” The Commission, however, noted the continuation of wage differential s between men and women,
particularly in agriculture. “Inthelarger sectorswhere women are employed, viz., agriculture and small
industries, evidence shows that in fixing wages rates some state governments have not been free from
discrimination against women.”

Being essentialy an agricultura operation, the plantation industry attracts Part 11 of the Schedul e of
the Minimum WagesAct, 1948. Theminimumwagesfixed for agricultural workersgpply to plantationworkers
aswell. In practice, theworkersare mostly paid the minimum wagesfixed by the State Government for
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agricultura workers. However, in Kerda, wagesarefixed through negotiated settlementsor under conciliation
Settlements.

10.12SUMMARY :

TheWage structureisthe complex of various components and rateswithin firmsdifferentiated by
occupation and employeesand also the complex of inter-firm rate structures. Thewage componentsin wage
structure of our country are basic wage, dearnessalowance, overtime, bonus, incentivesand fringe benefits.
Determination of therel ativeimportance of each component inthe pay packetisadeicatetask. Furthermore,
indevising asuitablewage structure, abaance hasto be struck among conflicting interestsof theemployers,
the employeesand the public. Therecent trendinwage structure showsthat industriad wagesarestill low in
certain occupations and among certain categoriesof employees, and they differ from stateto stateand are
moving upward. Hencethereisneed toreview criticaly the existingwage and salary structurein order to
ensurethat they areeconomically viableand consonancewith the principlesof socid justice. Moreover, while
formulating awage structurein agiven case, considerations of right and wrong, propriety and impropriety,
fairnessand unfairness, interna and externa pay equity, stability and growth of theindustry and the economy;,
haveto betaken into consideration.

10.13KEY WORDS:
Wage Structure: Wage Structureisthe complex rates of wage componentsof particular job.

BasicWage: Thebasicwageiscontained inthereport of the Committee on Fair Wages, thefloor
of thebasic pay istheminimum wage.

DearnessAllowance: It isan additional payment made by the employer to his employees to
compensatethem to acertain extent for theraisein thecost of living.

OvertimePayment : Excessive wage/payment for the additional work done than, the regular
working hours.

Bonus: The EncyclopediaBritannicahas defined bonusasan award in cash or itsequivaent by an
employer to an employee, for accomplishment of desirableresults.

FringeBenefits: Certain supplementary benefitsand servicesfor wages arecall ed fringe benefits.
10.14SELF ASSESSMENT QUESTIONS :
1.  What arethevariouscomponentsof Industrial Wage Structure ?

2.  What stepshave beentakeninrevisng wage structureinindia?
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3. Shouldwagesbeadjusted directly ascost of living changes?

Why, or Why not ?

4.  Examinethestatusof bonussystem beforetheenactment inIndia Why and how canit belinked with
productivity in Indian Organisations?

5.  What aretherecent trendsin payment of bonusin India?

6.  Describevarious provisionsembodiedin the Payment of BonusAct, 1965 ?
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LESSON - 11
DEARNESS ALLOWANCE

11.0 OBJECTIVE :

After reading thislesson, you should beableto:
- Understand the concept of DearnessAllowance
- Know the Principles, Normsand Recommendationstofix D.A. inIndia
- Visudisethevarious Systemsof Payment of D.A. inIndia
- Review the Preva ent Practicesof D.A. Fixationin Indian Organisations.

STRUCTURE :
1.1 Introduction
1.2 Origin and Coverageof Dear nessAllowance
11.3 Principlesand Normsof D.A. Fixation
1.4 Recommendationsof Committeesfor Fixation of D.A.
115 Systems of Payment of Dear nessAllowance

11.6 Payment of Uniform D.A.

1.7 Rateof Neutralisation
11.8 Cellingon Dear nessAllowance
11.9 Merger of Dear nessAllowancein Basic Wage

11.10 Prevalent Practicesof D.A. Fixation
1.1 Sudy of Employer Federation of India
11.12 I mpact of Dear nessAllowance

11.13 Summary

11.14 Self Assessment Questions

11.15 Further Readings.
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11.1 INTRODUCTION :

Employees are employed with aparticular wage or salary rate. In due course of timedueto price
increase, thereal income of employeesgoesdown. It meanswiththesamelevel of wagesemployeesare
unableto buy goodsand services, which they were ableto buy beforeincreasein prices. DearnessAllowance
(DA) ispaid to employees by way of compensating them for the loss of real income caused to them by
increaseinthecost of livingduetoincreasein prices.

DearnessAllowanceisapart of thetotal compensation an employeereceivesfor having performed his/her
job. DA isacost of living adjustment allowance. Itiscalculated asapercentage of basicsaary to
mitigatetheimpact of inflation on people. Employeereceivesabasic sdlary or pensionthat isthen
supplemented by hous ng or dearnessalowance, or both. Ca culated amount isadded tothebasic sadlary
alongwith houserent allowanceto get thetota saary. Ratesvary asper rural/urban areasetc. Pensioners
andthefamily pensionersalso granted D.A. against thepricerise.

The percentageisreviewed and may be changed on asix-month cycle. Many changesto DA and its
computations have occurred over thelast 60 years. DA ispaid twiceeach year (January and July) based
on apercentageof pay intwo specific months. Numbersused to calculate DA include twelve month
averageof pay and asetindex level to get the percentageincreasein prices/cost of living. DA ispaidona
range of base-pay levels. The DA for central government employeesand pensionersincreased to 107%
fromJduly 1, 2014 onwards.

Inour country, at present, thereare several systems of paying dearnessallowanceto the employees
to meet thechangesinthecost of living. In practice, they differ from placeto place and industry toindustry.
Themethods of paying dearnessallowance, thefirst isflat rate, the second islinkage with consumer price
index numbers published periodically by the government, and thethird isgraduated scal eaccording to dabs.

DA calculation sheet
Formulafor calculating DA for central government employeesafter 1.1.2006is:

% DearnessAllowance%={ (Averageof AlICPI(Baseyear 2001=100) for thepast 12 months—115.76)/
115.76}* 100

Formulafor caculating DA for central public sector employeesafter 1.1.2007 is:

% DearnessAllowance %={ (Average of AICPI(Base year 2001=100) for the past 3 months- 126.33)/
126.33}* 100

Dearnessdlowance with effect from January or July of aparticular year inthefuture, oncetheAICPI(IW)
for aparticular monthispublished by the government, whereasfor PSU (Public sector undertaking) employees
itisdeclared quarterly by DPE (Department of Public Enterprise).
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Beginning 1 January 1996, the DA isgranted to compensatefor priceincreasestowhichtherevised
pay scaesrelate. Thiswill bereviewed twiceayear, on 1 January and 1 July.

Thefollowing tableshowsAll IndiaConsumer Price Index since 1.1.2006 with Base year 2001=100
Year Jan Feb March Aprii May June July Aug Sept Oct Nov Dec Average
2006 119 119 119 120 121 123 124 124 125 127 127 127 123

2007 127 128 127 128 129 130 132 133 133 134 134 134 131
2008 134 135 137 138 139 140 143 145 146 148 148 147 141.66
2009 148 148 148 150 151 153 160 162 163 165 168 169 157
2010 172 170 170 170 172 174 178 178 179 181 182 185 175.9
2011 183 185 185 186 187 189 193 194 197 198 199 197 1915
2012 198 199 201 205 206 208 212 214 215 217 218 219 209.33
2013 221 223 224 226 228 231 235 237 238 241 243 239 23216

2014 237 238 239 242 244 246 252 253
Source: http://labourbureau.nic.in/indtab.html
Pensioners

Both pensonersand their familiesaregranted DA and this continuesfoll owing reempl oyment with the Centra

or State Government, aGovernment undertaking, an autonomousbody or alocal body; that is, DA isalowed
inadditionto arecipient’sfixed pay or “timescal€’. In other cases of reemployment, accessto DA issubject
tothelimit of emolumentslast drawn. DA isnot alowed during apensioner’ stimeoversessif employmentis
undertaken; however, the DA remai nsaccessi bleto overseas pensionerswhilethe recipient isnot employed.

From 1 April 1979 to 30 September 1984 therewere 28 instalIments of DA paid to pensionersat certain
fixed ratesfor 13 groups of pension amounts. From 1 October 1984 to date, pensionersarepaid DA at a
certain percentage of basic pension. Thedlowanceisca culated on theorigina pension without commutation.
From 1 July 1986 the percentage has been revised every 6 months based on the cost of livingindex .72to0 80
DA may beallowance.

11.2 ORIGIN AND COVERAGE OF DEARNESS ALLOWANCE :

Thesystem of payment of ‘ DearnessAllowance ispeculiar to Indiaand someAsan countries. Inthe
advanced western countries, empl oyees are generally compensated through periodical saary revisionsor
salary indexation. Itsorigininour country may betraced to the First World War when it wasintroduced for
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thefirst timeinthe cotton textileindustry in Bombay and Ahmedabad, called “ dear food dlowance’. Ad hoc
allowanceswere paid to employeesto compensatetherisein thecost of living.

During the Second World War when the Bombay Working Class Cost of Living Index (base year
1933-34) rosefrom 105inAugust 1939, to 113in December 1939, thetextileworkersmade arepresentation
to the Provincia Government to undertakeimmediatelegidlation for the purpose of raising their wagesin
proportiontotherisein prices. Thisdemand resulted in the appointment of aBoard of Conciliation under the
Chairmanship of Sri S.S. Ranganekar, Retired High Court Judge, whichinitsmagority report recommended
the payment of ‘ DearnessAllowance’ at aflat rate of 2 annas per day with effect from December, 1939 to
cover thevariationsinthecost of living index figure between 105 and 123. The*DearnessAllowance’ paid
to theemployeeswasnot linked tothecost of livingindex. Later, thethen Government of Bombay prevailed
upon themillsto pay to their workers dearness allowance at arate of 1.75 pies per day point rise over 105
duringthelater period of thewar.

In 1946, the RashtriyaMill Mazdoor Sangh (RMMYS), therepresentative union for the cottontextile
industry in Bombay rai sed adisputeregarding standardisation of wagesand dearnessdlowance. Thelndustria
Court, Bombay, by itsaward dated 31st May, 1947 fixed Rs. 30 asthe minimum occupational basic wage
for mill workers. Asregardsthe demand for dearnessallowance, theIndustrial Court by itspart |1 award
dated 8th April, 1948 decided that therisein the cost of living over the pre-war level of 105inthe case of
employeesdrawing Rs. 30 per month of 26 working days should be neutralised to the extent of 90 per cent
and al employees should be paid dearnessall owance at theflat rate.

11.3 PRINCIPLES AND NORMS OF FIXATION OF D.A. :

At thelndex No. 279, which wasthe averagefor theyear 1947, the amount of dearnessallowance
at 90 per cent neutralisation cameto Rs.44/-. Therate of dearness allowance by arithmetical calculation
cameto 1.9 piesper point rise per day for the cost of livingindex over 105. Thiscameto beknownasOld
Textile DearnessAllowance. Dearnessallowance payableto theindustrial workerswasthus, for thefirst
time, linked the consumer priceindex. The Court dsodirected that if thecost of livingindex number reached
325, either party will beat liberty to ask for arevision.

After thelndex crossed thefigureof 325, the RMM S approached the Industrial Court in September,
1951 for arevision of therate of dearnessalowance. After hearing the parties, the Court gavean award on
9th April, 1953 raising the quantum of dearness allowance by 10 percent for the Consumer Price Index
number exceeding 325. TheRMMSaswell asthe Millowners Association went in appeal to the Labour
AppellateTribuna (LAT). TheLAT by itsdecision dated January 17, 1955 directed that if the consumer
priceindex exceeds 325, thenin addition to the dearnessalowance given by the Standardi sation Award, the
mill workers shall be given percentageincrease asshown below :
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C.P.I.Number Increase Neutralisation Per centage
Index upto 325 Nil 90.00%

For Index between 325 and 335 5% 95.4%

For Index between 335 and 350 7.5% 96.7%

For Index 350 onwards 10% 99%

Therate of dearnessallowance at 99 per cent neutralisation cameto 2.09 piesper day per point rise
over theconsumer livingindex 105. Thisiswhat isknown asthe Revised Textile DearnessAllowance.

Indecidingtherate of dearnessalowancefor Bomaby textileworkers, both the Industriad Court as
well asLabour Appd late Tribuna took into account thefinancia capacity of theBombay Textile Industry at
that point of time. It laid down that the near cent percent neutralisation shall bein respect of the minimum
wageearner of Rs. 30 p.m. and al workers, irrespective of their basic wage, shdl bepaid dearnessallowance
at aflat rate eventhoughit may result inalower percentage dearnessalowanceto the higher paid employees.

Anadditiond factor contribution to theextension of the system of dearnessalowance during thewar
period was the awards given by the adjudicators. Faced by the sharp rise in prices and cost of living,
undertakingsin thetextile and engineering industriesresorted to the practice of paying additiona allowance
instead of revising wagesto compensatefor theriseinthe cost of living. Gradually, the payment of dearness
allowance became a common phenomenon in most industries, government departments, government
undertaking and semi government bodies. Thisiswell borne out by thefinding of the occupational wage
surveysconducted by the Labour Bureau fromtimetotime.

The practiceof paying dearnessallowancerelatesnot only to the organi sed sector but hasalso been
extended to awide section of industriesin the unorgani sed sector under the Minimum WagesAct, 1948.
Though the dearness all owance constitutes anintegral part of thewage system, hardly anythingisknown
about thesize of expenditureincurred by industriesonitspayment. The study Group on Wage Policy set up
by the National Commission on Labour in June 1967 roughly placed the proportion of dearnessalowanceto
wagehill at about 30 percent. Onthisbags, thegroup estimated thetotal expenditureon dearnessdlowance
intheeconomy during 1965-66in thevicinity of about Rs. 1,419 croresout of thetotal estimated wagebill of
Rs. 4,728.43 croresin that year. 1tisnot only that the payment of dearness allowance accountsfor alarge
proportion of thewage bill of companies and the earnings of the employees; but it has also registered a
continuousrise over the past many years.

Thus, the system of payment of dearnessallowanceto offset the declinein the purchasing power of
money has becomeadominant feature of wagefixation inour country. However, the payment of dearness
alowancein our country isnot regulated by any law or aset of principles, butitisbeingincludedinanever
increasing number of wage fixation in our country. However, the payment of dearnessallowancein our
country isnot regulated by any law or aset of principles, but it isbeingincluded inan everincreasing number
of wage awardsand coll ective agreements.
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11.4 RECOMMENDATIONS OF COMMITTEES FOR FIXATION OF D.A. :

Thedifferent agpectsof dearnessdlowance havebeen examined by severd high-powered committees
and commi ssions appointed by the Central and State Governmentsduring thelast fifty years. Someof the
better known attempts arereflected inthe reports of the Gregory Committee (1944), the Committeeon Fair
Wages (1948), the First Pay Commission (1946-47), the Gadgil Committee (1952), the Second Pay
Commission (1957-59), the Das Commission (1964-65), the Ggendragadkar Commission (1967), the
Third Pay Commission (1970-73), Rath Committee (1977), the Study Group on wages, Incomeand Prices
(Bhoothalingam Committee) 1978, and the subsequent pay commissions.

The question of framing certain principlesto streamline the dearness all owance system wasfirst
considered at the 5th session of thetripartite Indian Labour Conference held at New Delhi in September
1943. The Conferencefavoured thefixation of dearnessalowance onaregiond basswith referenceto cost
of living. Following thisConference, the Government of Indiagppoi nted the Gregory Committeeto recommend
generad principlesfor thefixation of dearnessalowance. ThisCommittee, initsreport submittedin 1944,
made va uabl e suggestions on the subj ect and wasthefirst attempt to put the system of dearnessallowance
onamorerational basisinthepost-war period. The Committee recommended that:

1 The Payment of dearnessallowance should belimited to anincomeleve below Rs. 200 per month.

2. Theamount of dearness alowance should befixed in terms of rupees and not as a percentage of
actua income. However, asthere was disagreement in the Committee asto what incomefigurethe
absol ute amount of compensation should berdated, it suggested two aternatives, namely, (a) either
to equate the absol ute amount of dearnessallowanceto full compensationfor thewel ghted average
of theearningsof al wage-groups below thewel ghted averageascaculated in ().

3. The payment of additional dearnessalowance should bedeterminedinredationto thecost of living

index.

4, There should beasingle dearnessalowancein each regiontowhich theworkersinthat region should
beentitled.

5. Thedegreeof ass stance given towardstheincreased cost of living should diminish aswagesincrease
abovethesubs sencelevd; thisresult would follow from theadoption of either of theformulamentioned
in(2) above.

6. The payment of dearness allowance should be madein such away that it would raisethe allowance
bel ow the prescribed standard and lead to acheck in granting ahigher alowance.

7. There should not be an automatic increasein dearness allowancewith every small changeinthe
index.

8. There should beonly oneflat rate of dearnessallowancefor al workers.

Thegovernment, however, did not take any suitable decision ontherecommendationsof thereport.
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1141 THEFAIRWAGECOMMITTEE:

The Committee on Fair Wages has accepted the need for provision of dearnessallowanceinthe
followingterms: “Until the cost of living comesdownto thelevel of 160to 175 (All IndiaConsumer Price
Index), itisclearly necessary for thiscountry to continueto pay dearnessallowanceto neutralised, wholly or
atleast subgtantialy, theincreasesinthe cost of living. Thenecessity for the continuance of such analowance
has been admitted onall hands’.

11.42 THEFIRST CENTRAL PAY COMMISSION:

TheFirst pay Commission held the payment of dearnessallowance asanecessity inorder to bring
thetota emolumentsto correspond with the present day of cost of living.” The Commission opined that the
payment of such an allowancewas anecessity inthe case of lower grades of government servants“whose
pay only enablesthemtoliveonthemargina level in normal times’ and that the“ adlowance must be so fixed
astoneutralisetheriseinprices’. The Commission thusconceived dearnessalowanceasbeing relevant to
the needs of the most vul nerabl e section of the employees.

11.43 THE SECOND CENTRAL PAY COMMISSION::

The Second Pay Commission gave the concept of dearnessallowanceamuch wider connotation. It
held that dearnessallowanceis®adeviceto protect, to agreater or lesser extent, thereal income of wage
earnersand salaried employeesfrom theeffect of riseinprices.” 1t however, did not stateexplicitly, likethe
First Pay Commission, asto whether the payment of alowance should be confined only tothehighly vulnerable
sections. TheCommission stressed that dearnessalowance should be paid only in the case of bnormd rise
inprices. It current level of pricesdoesnot represent anormal situation and thereisareasonablelikelihood
of pricescomingdown. Andif thedearnessdlowanceisto beretained, itisnecessary to cometo aconcluson
astowhat should beregarded asastableleve of prices, aleve with referenceto which thebasicremuneration
can be determined and the dearness all owance adjusted”.

11.44 THE DEARNESSALLOWANCE COMMISSION:

The DearnessAllowance Commission (1967) under the Chairmanship of PB. Gajendragadkar, on
reviewing theviewsof thefirst two centra pay commissions, cametothe conclusonthat “havingregardtoits
basic character, dearnessalowanceis applicableto those employeeswhose salaries are at the subsistence
level or alittleaboveit”. It observed, “In our opinion, theword ‘ dearnessalowance’ primarily suggest and
refer to an allowance paid to employeesin order to enablethemto facetheincreasing dearness of essentia
commodities. Besidesdearnessallowance has aways been treated asatemporary expedient by the pay
commissionsinthe past and wethink that isitsmain feature’.

11.45 NATIONAL COMMISSION ON LABOUR RECOMMENDATIONS:

TheNationa Commission on Labour, however, viewed the concept inamuch broader perspective.
It held that the purpose of dearnessalowance wasbasically one of enabling “aworker intheevent of arise
incost of living to purchase the same amount of goodsof basic necessity asbefore’. It opined that themain
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function of any dearness allowance aswe envisageit, ought to beto provide adesired neutralisation of a
temporary or short-periodriseinthecost of living” (p.240). Thisview asshared by the Third Pay Commission
which expressed that dearness all owance should be treated as a compensation to the wage-earners and
sdaried employeesagang risein pricesover theindex level towhichthepay structurewasrdated. Accordingly,
it suggested aformulawhich visualised the payment of dearnessallowanceto all employeesexcept those
getting apay above Rs. 2,250.

11.46 BOOTHALINGAM STUDY GROUP:

The Bhoothalingam Committee emphasi sed the need for asingle national correctiveformulato
compensatefor therisein thecost of essential consumption basket. It arrived a aminimum pay of Rs. 260 for
thelowest divison clerk inthe Central Government ason 1st January, 1973 at theAll IndiaConsumer Price
Index of 200 (base 1960). Therate of dearnessallowanceof Rs. 1.30 per point wasarrived at for thefull
neutralisation of arisein consumer priceindex over 200. Inaddition, theindustrid tribunas, courtsand other
wage-fixing authoritieshave a so been actively invol ved in the examination of variousissuesrelated to the
determination of scaeof compensation and theextent of neutralisationitsalf.

11.47 THEFOURTH CENTRAL PAY COMMISSION :

The Fourth Central Pay Commission, while reviewing the extension of the principleof dearness
allowanceto higher pay bracketsstated”, .... The empl oyee should be assured that hisemolument will not
erode by increasesin the cost of living and government will make an effort to provideas muchrelief as
possiblewhenthedegreeof toleranceisexceeded. Failuretodo sowill giveriseto asenseof insecurity inthe
employee, for hewill not know what thefuture hasin storefor him, by dint of factorsand circumstancesand
their inter-play over which hehasno control, by way of increasethe cost of living by inflation. To savehim
from that predicament, consumption hasto be provided for not only in the present but dso in thefuture.....”

It recommended that the dearnessdlowancein futureisto be paid twicein ayear, payablewith the
sdary for March and September. The Commission has suggested under itsdearnessallowanceformulathe
payment of compensation to the extent of 100 per cent up to the pay level of Rs. 3,500 per month, at 75 per
cent for the pay between Rs. 3,501 per month and 6,000 per month, and at 65 per cent for the pay above Rs.
6,000 per month.

11.4.8 FIFTH CENTRAL PAY COMMISSION RECOMMENDATIONSOND.A.:

TheFifth Centra Pay Commission (1994-96), inthe context of principlesof pay determination, has
examined the concepts of inclusiveness, comprehens bility and adequacy, and the parametersof job eva uation,
fair comparison, equal pay for equa work, and model employer. The Commission observed that the Central
Government can no longer pretend to beamodel or even agood employer inthe context of other sectors of
the economy having forged ahead of it in thematter of compensation packageto employees.

The Commission hasevolved astrategy on pay determination by applying anumber of parameters
such asintrinsicvaueof ajob, asshown by the skills, the drudgery, thework environment, thequaification
required, the power, the prestige, the perquisites- al the quantifiable and non-quantifiable characteristics
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whichmakeajobwhat itis. It hassuggested for delinking of pay fromrank inthe hierarchy, which hasbeen
introduced through the assumed progression scheme. The Commission has suggested pay scalesmerger for
civil employeeswith aresult that thetotal of 51 pay scaleswhich exist today arelikely to bereduced to 34.

Asfar asdlowancesare concerned, the Commission hasnoted that theexisting formulaof differentia
ratesof neutralisation of cost of living through the dearnessdl owance has operated unjustly against themiddle
and senior management in Government. The Commission hasrecommended that inflation neutralisation be
made uniform at therate of 100 per cent at dl levels.

The Commission hasrecommended that pay revision should in future be entrusted to a permanent
pay commission. Further, pay should berevised annually asin other countries. Asan alternative, it hasbeen
suggested that dearness allowance should be converted into dearness pay every timethe cost of living rises
by 50 per cent over thebaselevel.

11.49SIXTH CENTRAL PAY COMMISSION RECOMMENDATIONSOND.A.:

The Sixth Central Pay commission was set up by Union Cabinet of Indiaon 5 October 2006 for
revisingthesalariesof central government’semployees. The commission was set up under Justice B.N.
Srikrishnawith atime-frame of 18 months. Other memberswere Prof. RavindraDholakia, Mr. J.S.
Mathur and Member-Secretary Smt. SushamaNath. Report of Sixth Central Pay Commissionwas
submitted to Finance MinisterP. Chidambaram by Justice B. N. Srikrishnaon 24 March 2008. The cabinet
has gpproved sixth pay commiss on recommendati onswith some modificationson 14 August. Revised pay
will beimplemented with effect from 01.01.2006 and alowanceswill be paid with effect from 01.09.2008.
Therecommendationsrel ated to the report were to beimplemented prospectively. Thereport led to a6%
increasein dearnessallowancefor central government employeesfrom 16% to 22%. It also changed base
year for DA calculation to 2001 (base year 2001=100)

11.4.10 SEVENTH CENTRAL PAY COMMISSION RECOMMENDATIONS ON D.A
(SUGGESTION FOR DAMERGERWITH BASIC PAY):

TheUnion Cabinet rai sed dearnessa |l owance to 100% from 90%, benefiting 50 1akh employeesand
30 lakh pensioners. The government has also cleared the way for merger of 50% DA with basic pay by
gpprovingit among thetermsof referenceof the Seventh Pay Commisson. Anofficid said now thecommission
can suggest the merger initsinterim report. 1t added that 50% DA merger with basic pay will roughly
increasethe gross salaries of central government employees by around 30%. The Cabinet approved the
proposal to release an additiona installment of DA and dearnessrelief (DR) to pensionerswith effect from
January 1, 2014, in cash, but not before the disbursement of the salary for the month of March 2014 at the
rateof 10% increaseover theexisting rate of 90%, said an officid statement.Central government employees
aswell aspensionersareentitled for DA/DR at therate of 100 per cent of the basic with effect from January
1, 2014, it said. The government has estimated that the combined impact on exchequer on account of both
DA and DRwould beRs 11,074.80 croresevery year.
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11411 THEHIGH POWER PAY COMMITTEE RECOMMENDATIONS:

The High Power Pay Committee appointed to examine the grievances of theemployeesin certain
public sector undertakings, initsreport of November, 1988, hasdealt with thetwin questions, viz., whether
thedearness allowancewas meant only to off-set therisein the cost of living or to protect thereal incomesof
theemployeesand whether the principleof “equdity of sacrifice” required that therea incomeof only those
who areat or near the subs stence or minimum wagelevel should be protect the purchas ng capacity of those
at thelevel of the minimum wagein relation to acertain basket of goods, but an alowancethat ismeant to
protect all categoriesof employeesfrom an eroson of their wagesand sdariesdueto priceincreases subsequent
toawagerevison. Justice, of course, demandsthat the minimum wage should be protected from any erosion
whatsoever, afteritisinitialy fixed.

11.5 SYSTEM OF PAYMENT OF DEARNESS ALLOWANCE :

It variesfrom centreto centre, industry to industry, and even within the same centreand industry to
industry, and even within the same centreand industry. Inmost industriesitislinked to theconsumer price
index number. Thesedifferent system of dearnessallowance have comeinto existence over aperiod of time
during thelast four decades asaresult of ad-hoc decision taken either inthe process of collectivebargaining
or aawardsgiven by thewagefixing authorities. Some of the dearnessallowance payment systemsareas
follows:

11.51 FLAT RATE:

Under thismethod, afixed amount, say Rs. 200 per month, ispaid to all categories of workers,
irrespective of their wagescaes. The Gregory Committee (1944) which advocated this system stated that
theamount of dearnessalowance should be an absolute amount i.e., it should beafixed amount interms of
rupees(aflatrate). Inrgected theideaof anautomaticincreasewith every small changein theindex (cost of
living). Themain advantage of thissystemisthat itissmpleand it givegreeter relief to thelow-paid workers.

11.5.2 GRADUATED SCALE:

It isamethod of paying dearnessallowance on agraduated scale according to slabs. Under this,
workersaredivided into groupsaccording to different wage dabs. They arepaid fixed amounts of dearness
allowance on agraduated scale. After alimit, therewill not be any increase in the amount of dearness
alowanceat dl, however highthewageratemay be. Thismethod of paying dearnessallowanceispopular
becauseitisconvenient and itisalso considered to be equitable.

11.5.3 COST OFLIVINGAND CONSUMER PRICE INDEX NUMBER:

The consumer Price Index Number isasystem of linking dearness allowance with the cost of living
index. Inthismethod, dearness allowance automatically increases and decreaseswith ariseor fall inthe
value of money. The Consumer Pricelndex Number isintended to show, over aperiod of time, theaverage
percentage changein the prices paid by the consumers bel onging to the popul ation group proposed to be
covered by theindex, for afixed list of goods and services consumed by them. The average percentage
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change measured by theindex is cal culated month after month with referenceto afixed period known as
“Based Period’. Theindex during the base period istakento be 100 so that theindicesfor later periodsare
automatically expressed as percentages of theindex of thebaseperiod. The dearnessalowanceiscalculated
on thenumber of points by which the consumer priceindex hasrisen abovethebaseindex.

Movement of Consumer Price Index Numbers determinesthe nearest gpproximation of the changes
inthecogt of living of theworkersand theseindicesare used for wageindexation. Onthebasisof measurement
of relative changein costsat retail prices, of baskets of goods and services consumed by theworking class
families of industrial workersand rural labour households, the labour bureau compiles (Consumer Price
Indices) for industrial workersand agriculturd and rural [abourersrespectively. Theconsumption pattern of
industrid workersisdetermined on thebasisof family incomeand expenditure surveys conducted by Labour
Bureau and that of agricultural and rura labour onthebasisof datathrown up by the Rural Labour Enquiry.
The CPI numbersfor industria workerson base 1982=100 are compiled on the basis of pricedatacollected
from variousmarketsonindustria centresspread over the country. The Consumer Price Index numbersfor
agricultura and rura labourers on base 1986-87 = 100 (w.e.f. Nov. 1995) are computed with the help of
price dataobtained from different villages spread over different states. On account of the nature of relevant
consumption baskets and thewide gap between the base periodsand thetwo series, theindicesdid not move
inanidenticd fashion.

The consumer priceindicesare compiled by the Labour Bureau, Simlabased on measurement of
relative changein costsat retal prices, of baskets of goodsand services consumed by working classfamilies
bel onging totheindustrial and agriculturd sectors. Theconsumption pattern of these segmentsof workersis
determined onthebasisof family living surveys conducted by the Labour Bureau. Based onthesesurveys,
consumption baskets or weighting diagrams are prepared as applicableto theseworkers. The consumer
priceindicesfor workersare compiled onthebasisof pricescollected from different marketsspread over in
variousindustrial centres. For agricultura labourerspriceindicesarecompiled on thebas sof pricescollected
from different villagesspread over in different states. On account of the nature of relevant consumption of
basketsand therel evant market prices, generaly indicesre aing to agriculturd workersfluctustemore sharply
than those concerning industrial workers.

The various studies carried out by the Labour Bureau indicates a variety of scales and rates of
dearnessdlowancewhich differed widely not only between one centreand another but al so between different
indugtriesinthe centre. TheLabour Bureau classified the schemesof dearnessadlowanceunder two systems.
Inthefirst system, dearnessalowanceisprovided without any linkageto the cost of living (i.e., Consumer
Pricelndex Number). Inthesecond system, the payment of dearness, dlowanceislinked to the cost of living
index number. Generally, thesetwo systems have adopted themethods of : (@) aflat rate; (b) asaspecific
percentage of basicpay ; or (c) under aformulawheretherate of dearnessdlowanceisarranged corresponding
to agrade scale of pay.

Thecdlassification of schemes according to themethod adopted under thesetwo systemsas preva ent
duringthefiftiesispresentedintable 11.1
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TABLE11.2

CLASS FICATION OF DEARNESSALLOWANCE

Systern of Dearness Allowance where 1t 15

Methods of Dearness
Allowance

Ay At Flat Rate

B) Asapercentage of

2 Dearness allow-
ance arranged on
a graded scale of

pay

Lmked to CPI Number Mot Linked to CPI
Numbers
Dearness allowance rate per A fixed amount 15 payable
point or slabs of poirt or slabs per month to employees in
of points 15 fized : this varies all pay groups regardless of
with the variation inpoints variation in CPI NMumbers.

i CPI Mutnber

Under this method, dearness Deamess allowance rate is
Pay allowance 15 fized aspercent-  prescribed asa percentage
age of pay per point or slabs of bastc pay which vartes

of the CFI Mumbers. Under with pay regardless of

few schernes thisrate dimin- variation in CEL

1shes with the rise in the CFI

Mumber.

Under this method, dearness
allowance payment which 1s
arranged on a graded scale

of pay consists of two parts,
viz. (a)a fixed rate (FDA)
usually prescribed at a flat

rate which differs with dif-
ferent pay slabs, and (b) a
variable dearness allowance
(VDA) which 15 prescribed as

a specific percentage of pay
and equated to a slabof 5 or 10
points of the CFI Number.
Anywariation by 5 or 10 points
overthe CFI slab to which variable
dearness allowance rate 15 equated
15 compensated by additional
dearness allowance which 1s
prescribed as a percentage of
basic pay and varymng with

pay slab. Under this scheme,
sometimes minimum dearness
allowance payable 1sindicated.
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Source: Report of the EFI Social and Labour Research Foundation on DearnessAllowancein India:
Concept, Practice, and Impact, p.56.

Over theyears, theré ativeimportance of the methods mentioned above hasundergone amarked
change. TheLabour Investigation Committee observed that in most cases, dearnessallowancewasbeing
paid onthe hedthy principle, namely, “that thealowanceispaid at afl at rateirrespective of incomeor ona
regressivescale”. It added that “thishasresulted in thelow-paid categories of workers securingamuch
larger quantum of relief than high-paid workers’.

Thestudy on Industrial Award published in 1951 and updated subsequently a so observesthat the
payment of dearnessalowanceat aflat rateand unconnected with thecost of living had been widely prevalent
inindustries. But, nearly two decades|ater, the Third Occupationa age Survey conducted by the Labour
Bureau (1974-78) reved ed apronounced shift towardsthe CPI linked system under which dearnessalowance

ispald.

The system of dearness allowance without any linkageis now relatively lessin vogue, whilethe
system based on linkage has acquired pre-eminence. The growthintheuse of the Consumer price Index
linked system in the organi sed segments of industry and services has, however, given riseto avariety of
schemes. The survey conducted by the EFI Socia and Labour Research Foundation (1987) hasdisclosed
seven variants of the system, including two variants providing for exclusivelinkagewith Consumer Price
Index and three based on adoublelinkage. Theseseven variantsare classified under four basic categories,
namely :

“A” Category. Thiscategory consstsof schemes belonging to two variants, namely thefirst, under
which dearnessdlowanceisfixed a asingleflat ratein rupeesper point or dab of pointsand linked exclusvely
and directly to CPI (Variant 1) and the second, under which different flat rateslinked exclusively and directly
to CPI areprescribed for different pay brackets (variant 2).

“B” Category. Inthiscategory falls schemeswhich conform to one specific variant (Variant 3),
namely, schemeswhere dearness alowance cons stsof two parts, namely (i) an amount representing afixed
sum of dearnessallowance (FDA) equated to acertain point or slab or pointson CPI and (i) variablerate of
dearnessdlowance (VDA) meant to provideadditiond alowanceto compensatefor achangein every point
additional allowanceto compensatefor achangein every point or slab of pointsto which FDA isequated.
Theamount of dearness allowance cal culated under thisarrangement isusually paid uniformly toal pay

groups.

“C” Category. Thiscategory consistsof schemeswhere dearnessallowancecomprising FDA and
VDA arearanged onagraded scaeinthreevariants. Onevariant providesfor thefixation of FDA and VDA
inrupeetermson agraded sca e corresponding to different pay dabs (Variant 4). Under the Second variant,
both the FDA and VDA at varied rates are prescribed as percentage of basic pay on a graded scale
corresponding to different pay slabs (Variant 5). Thereisdtill athird variant (Variant 6) under whichonly a
specific percentagerate of VDA varying with thecost of livingisprescribed”.
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“D” Category. Thiscategory coversonly onevariant which providesfor fixation of dearnessalowance
asaspecific percentage of textile scalein vogueinthetextileindustry.

Both thetypes of systems, namely, onewhich isbased on thelinkage with Consumer Price Index
and, theother, without linkagereveal certain meritsand drawbacks. Thus, thevariantsof dearnessdlowance
based on anon-linkagewith Consumer Pricelndex aressmpleto administer but sincethey do not providefor
adjustment in dearnessdlowancein relaionto Consumer Pricelndex, they fail to ensureadequate neutraisation
intimesof priceriseduetoflat nature of dearnessalowancerates.

11.6 PAYMENT OF UNIFORM DEARNESS ALLOWANCE :

The adjudicators have generaly favoured the payment of uniform dearnessallowanceto factory
operativeand clerica staff when they get thesame pay. The Supreme Court of Indiaarticulated thisprinciple
infollowing words; “...Time has now come when employes getting the same wages should get the same
dearnessallowance, irrespective of whether they areworking as clerks, or membersof subordinate staff or
factory workmen. The pressure of high pricesisthe same asthese variouskinds of employees. Further,
subordinate staff and factory workmen these daysare keento educatetheir children asclerica saff andinthe
circumstancesthere should be no differencein theamount of dearness allowance between employeesdifferent
kinds getting the samewages. Further, an employee, whether heisof onekind or another, getting the same
wage hopesfor the sameamenitiesof lifeand thereis no reason why he should not get them, smply because
heis, for example, afactory workman though he may be coming from the same class of peopleasamember
of clericd staff”... (Greaves Cotton & Co.v. Their Workmen, 1964-1 LL J 349).

11.7 RATE OF NEUTRALISATION :

Themethod and extent to which neutraisationinthe cost of living should be given have been under
constant examination by theindustrid tribunasand other wagefixingauthorities. The Fair Wages Committee
initsreport suggested that thel owest categories of employeesshould be granted compensation to the extent
of hundred percent of the increase in the cost of living. Further, it recommended that alower rate of
compensation must be based on salary scalesor dabs. The DearnessAllowance Commission set up by the
Government of Indiain 1967 recommended neutralisation at therate of 90 per cent inthe case of thelowest
paid Centra Government employees.

TheNational Commission on Labour pointed out that the only purpose of dearnessalowanceisto
enabletheworker, intheevent of ariseinthecost of living, to purchasethe sameamount of goods of basic
necessity asbefore. The purposeof neutralisation, therefore, isto ensurethat the employeeisnot worse of f
by reason of therisein the prices so far as basic goods necessary for hisliving are concerned. Sincethe
purpose of neutralisation isto ensurethat the empl oyee should bein aposition to buy the same basket of
goodsashefore, that purposewould be served effectively by only protecting that portion of thewage against
therisein priceswhich isnecessary to buy the same quantum of basic essentia s of life.

The Commission observed that unlessmonetary wagesrise asfast asthe consumer prices, it would
resultinanerosion of real wages. But theextent of thisimpact will depend onthemargin of cushionavailable
at different levelsof income. It proposed that neutralisation at the rate of 95 per cent should be granted
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against ariseinthe cost of living to those drawing minimum wagein non-scheduled employments. The
Commission, however, observed that thisshould not bedlowed to have any adverse effect on such agreements
or on award rates of dearnessallowance. The higher rates of neutralisation already achieved should be
protected. Thewage boards havea so considered the question of neutralisation. Theextent of neutraisation
granted by thewage boardsin respect of thelowest paid empl oyeesvaried from 90 per cent to 100 per cent.

TheThird Pay Commission recommended aneutralisation of 95 per cent on thelowest pay of Rs.
185 per month and adeclineof Rs. 50 per cent neutrali sation in respect of employeesdrawing upto Rs.1,000
per month and till lower to 22 per cent in case of those drawing up to Rs. 2,250 per men sum.

In aseries of decisions, the Supreme Court expressed the view that 100 per cent neutralisation
cannot bealowed asit would lead to aviciouscircleand add to theinflationary spiral. It wasobserved that
therewasno reason why theindustrial worker should not make sacrificeslikeal other citizens. InClerksof
CalcuttaTramways Co. Ltd. v. Calcutta Tramways Co., (1956-11 LLJ450), the Supreme Court observed
that inthematter of fixing rates of dearnessalowance, thetribuna must keepin mindtherulethat, exceptin
thecaseof thevery lowest class of manud |abourerswhoseincomeisjust sufficient to keegp thebody and soul
together, itisimpolitic and unwiseto neutralise keep thebody and soul together, it isimpolitic and unwiseto
neutralisetheentireriseinthecost of living by dearnessalowance. Moresointhecaseof themiddleclasses.
The same view was expressed in the Hindustan Motorsv. ItsWorkmen (1962-23 FJR 109), and was
reaffirmed in Hindustan Times Ltd., New Dehi V. Their Workmen (1963-1 LLJ108). Furthermore, inthe
case of Kamani Metals& AlloysLtd. v. Their Workmen (1967-32 FJR 64), it was held that 100 per cent
neutrauisationisnot advisableasit will lead to inflation and, therefore, dearnessdlowanceisoftenalittleless
than onehundred percent neutralisation.

11.8 CEILING ON DEARNESS ALLOWANCE :

InKillick Nixon Case (1975-11 LLJ-53), the Supreme Court considered the question of ceiling on
dearnessallowance. The Court observed.... “Wedo not wishtolay downasaninvariablerulethatin al
casesthere should beaceiling on dearnessalowance. Whenever acase of thisnaturecomesfor industria
adjudication, it will dwaysbeadelicatetask for the Tribuna to strike abal ance, keeping in view the above
principles, we ghtage of each one of which being variable according to conditionsobtaining. \Whether or not
there should beaceiling on dearnessalowancein agiven case must depend on thefactsand circumstances
of that case. There canbenoinexorablerulein that respect. We haveformulated the various principles
which must betakeninto account by the Tribunal in determining thisquestion, but themost dominant of these
must dwaysbethat of socid justice, for that istheidea which wehaveresolved to achievewhenweframed
our Congtitution.

Inthe case of Workmen of Indian Hume Pipe Company Ltd., Bombay V. Indian Hume Pipe Company
Ltd., (1986-1 LLJ520), the Supreme Court held that the theory of ceiling on the quantum of dearness
allowance cannot be accepted since under the prevailing conditions, thereisno control over the prices of
essentid commoditiesand assuch aceiling woul d not givesufficient cushionwhen pricesof essentid commodities
continuoudy rise.

TheDivison Bench of theBombay High Court initsdecisioninthecase of Hindustan Lever Mazdoor
SabhaV. H.L.L. (19891l CLR 558) set aside theimpugned order of asinglejudge and the award of the
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Tribuna granting aceiling on dearnessal owance and directed the company to continuetheexisting system of
dearnessallowance without any ceiling. Inthiscase, the court relied on the Supreme Court decisioninthe
Indian Hume Pipe’'sCase (1986 | LLJ520) that if the system of payment of dearness allowance aready
prevalent in theestablishment ismore beneficid to theworkmen, the same shoul d not be disturbed unlessthey
arecompelling reasonsto do so. The court hasalso observed in the same case that when thereferencefor
the changein the system for the payment of dearnessallowanceismade at theinstance of theemployer, itis
for himtojustify the need for such achange. Hencetherational of the decisionisthat when adjudication
bodies and the courtsare not called upon to introduce dearness al owance system for thefirst timebut to
replace the existing one by anew one, the courts should not replaceit by a system which would be less
beneficid thantheexisting one.

The Court cameto the conclusion that the existing dearness all owance system of Hindustan Lever
Limited doesnot result in over neutralisation of the cost of living index at any level of theincomegroup. It
mai ntal nsatapering sca e, though not asteeply declining one. The system also doesnot result indistortion of
total incomeseither of theworkmeninter seor between theworkmen and their superiors, namely, theexecutive
gaff. Thecompany doesnot plead any financid inability. Theindustry-cum-regionformuladoesnot warrant
itsreplacement. Thereareno other compelling reasonswhy theexisting system whichisbeneficia tothe
workmen should be replaced by the new onewhich isless beneficia to them and whichwouldresultina
segp dedlineintharincomethey would otherwisegain. Itisawdl-recognised principleof industrid adjudication
that the courts, wage bodiesand theindustria adjudicatorsshould not tinker with theexisting benefitsavailable
to theworkmen unlessit becomesunavoidable and obligatory to do so. Thecompany hasfailed to makeout
any such case.

The respondent -company, with manufacturing unitsat Bombay and Madras, had provided thedab
system of dearnessdlowance (DA) for itsemployees under whichthe DA paidwaslinked tothe cost of living
index aswell asthebasicwage. Thisdouble-linked DA schemewasincluded in various settlementsbetween
the respondent-company and itsworkmen and remai ned operativefor about 30 years. Thequestion arose
whether the respondent-company was entitled to restructurethe DA scheme by abolishing thedlab system
and substituting the same by ascheme prejudicia to theworkmen on the ground that the dlab system has
resulted in over-neutralisation thereby landing theworkmen in the high-wageisland and that the financia
position of the company had so much deteriorated that it was unableto bear the burden of thedab system of
DA. Thelndustria Tribunal, to which the question wasreferred, by itsaward abolished theexisting slab
system of DA and directed that, in future, dearness alowancein the company belinked only to the cost of
livingindex at 33 paiseper point over 100 pointsof the Madras City Cost of Living Index 1936 base.

On gpped totheHigh Court, asinglejudgeuphdd thefindingsof the Tribunad and dismissed thewrit
petitionfiled by theworkmen. Awrit appeal filed by theworkmen wasa so dismissed by theHigh Court. On
apped , the Supreme Court held that, having regard to themodern conditions of life, the Industrial Tribuna
wasnot justified in abolishing thed ab system of DA which had stood thetest of timefor dmost 30 yearsand
had been approved by various settlements between the parties.

11.9 MERGER OF DEARNESS ALLOWANCE IN BASIC WAGE :

With theacce erated rate of inflation and ever increasing basic wages, therisein dearnessallowance,
particularly under the double-linkage system hastended to be highly disproportionate bothin relation to the



— {{(Employee Compensation Management } — e | Dearness Allowance )

riseinthecost of living andinrelation to itsrel ative wel ght in the basi ¢ earnings of employees. Thishas
produced one serious consequence leading to the erosion of differential s between bargainable and non-
bargainable category; more sointhecase of supervisory and managerid staff whoinmost industrid enterprises,
notably in the private sector, received fixed dearness allowance or no dearnessallowanceat all.

The question of merger of dearnessallowancewas considered at somelength by the Central Wage
Boardsand the National Commission on Labour. The Boardswere generally anxiousto evolveawage
structure by merging aportion of dearnessalowanceinthebasic wage. Thefirst Central WageBoard for the
Cotton Textile Industry, for instance, suggested in 1957 the consolidation of dearnessallowancewith basic
wagein each mill at anindex whichyielded an amount equal to three-fourthsof theaverage dearnessdlowance
of thefirst ax monthsof 1959. M ost other Boards al so examined thisquestion, but thelr recommendationsin
thisregard wereinfluenced by the need to strike aba ance between the views of trade uni onsand management
which held contrary views.

Generdly, thetrade unionsfavoured themerger ontheground that it would makebasicwageredistic
inkegpingwiththeimproved level sof production and productivity whil ethoserepresenting empl oyersexpressd
against such merger on the pleathat dearness allowance being linked to an external factor likethe cost of
living, itsmerger in the basi c wagewould not reflect thetrueworth of theskill of workersor thetrueeconomic
value of their work. Some managementsopposed it on the ground that any such merger would upset the
incentive schemesin cases where incentive payment was related to basic wages. Additionally, several
associations of employers held the view that unless price stability was ensured, such merger would be
meaningless because otherwi sethe bas c wage woul d haveto berevised every now and then, thus, raisinga
hornets' nest of wage disputes. Most Central Wage Boardswerein favour of treating the components of
bas cwageand dearnessdlowance asoneintegra whole, but in practice, held them astwo distinct components
under theinfluence of opposite pullsand pressures.

11.10 PREVALENT PRACTICES FOR D.A. FIXATION :

Theexisting system of dearnessallowancein the public and private sectors present abewildering
variety of patternsin thematter of linkageto saary, the mechanism of linkage, degree of linkage, periodicity
of revision and theextent of neutralisation, bothinter-sectorally and intra-sectorally.

For Centrd Government employees, the dearnessdl owanceformulaisbased on the recommendations
of thePay Commission. Asregards State Government employees, there are varying systems, but, by and
large, these systems are based on the Central Pattern.

Inthe Banking Industry, the clerksand subordinate staff are being paid dearness allowanceonthe
basisof the Desai Award which provided for payment at therate of 3 per cent for every 4 pointsriseover 100
inthe quarterly average of theAll-IndiaAverage Working Class Consumer Price Index (1949=100). In
respect of sub-staff, they are paid 1.20 per cent ‘ pay’ for every rise of 4 pointsover 332 in the quarterly
averageof theAll IndiaAverage Working Class Consumer Pricelndex (General) Base 1960=100. Inthe
caseof clerical staff, itis1 per cent of ‘pay’ for every riseof 4 pointsover 332 inthequarterly average of the
All-IndiaAverage Working Class Consumer Price Index (Genera) Base 1960=100, subject to amaximum
of Rs. 15.80for every four points. Inthecaseof classlV employees, itis1.2 per cent of thebasic pay and
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thespecia dlowance, it any, for every four pointsin the quarterly average of theAll IndiaConsumer Price
Index above 332 points,

Inanumber of commercia establishments, pharmaceutical and other affluent companies, thedab
system of payment of dearness allowance predominates. Such aslab system wasfirst introduced by an
award in British Insulate Calendar CablesLtd., Bombay, in 1949 which was subsequently adopted by a
number of concerns. The dab system has been approved by the Supreme Court in Greaves Cotton & Co.
v. Their Workmen, (1964-1LLJ 751); and Unichem LaboratoriesLtd. v. Their Workmen (1972-1 LLJ576).

Thedab system providesfor payment of different rateon variousdabs. Normdly, for thefirst 100,
therateof variation is5 per cent, the second, 2 per cent and thethird and above, at therate of 2 per cent of
thebasicpay. Thedab system compensatesdifferentialy at different salary levelsand thedearnessallowance
payableto theemployeesunder the schemeissubstantialy high. Origindly, the schemeappliedtotheclerica
staff, but because of the decision of the Supreme Court in the case of Greaves Cotton, the schemehasbeen
extended to other categories of employeeson the principlethat there should be no discriminationin thematter
of payment of dearnessallowance. Oneof themost glaring faultsinthe systemisthat it often permitsmore
than 100 percent neutralisation, contributing to inflation. Thefact that the dab system provides 100 per cent
neutralisation was obvious from the decision of the Supreme Court in the case of Shri Chalthan Vibhag
Khand Udyog Sahakari Mandali Ltd. V. GS. Barot, Member, Industrial Court, Gujarat (1980-40 FLR
458).

Exampleof calculation and expected DA increasefrom 2013
Calculation of DARates

o DA ratesfor Government employeesareto be announced haf yearly which will be applicablefrom
first January andfirst duly.

e Onimplementation of Sixth Pay Commission recommendationswith effect from 01.01.2006 anew
method of caculaionof DA (dearnessalowance) ratesisadopted by Centrd (including Railways)and
State Governments.

o DAratesarefixed onthebasisof All IndiaConsumer Price Index (AICPI) for industrial workers
with Baseyear as 2001.

Method of DA calculation using thefollowing formul ae:

» DearnessAllowance= (Avgof AICPI for thepast 12 months—115.76)* 100/115.76 (Fractions
areignored)

Example: To calculate Jan 2013 DA rate Priceindex average from Jan 2012 to Dec 2012 istaken.
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AICPI datafor Jan 2012 to Dec 2012 as per Labour Bureau, Department Stati stics, Government of
Indiaisasfollows:

Jan-12 198
Feb-12 199
Mar-12 201
Apr-12 205
May-12 206
Jun-12 208
Jul-12 212
Aug-12 214
Sep-12 215
Oct-12 217
Nov-12 218
Dec-12 219
Tota 2512
Average 209.33

Source: Indian railway employee

Dear ness allowance (01.01.2013) = ( 209.33-115.76)* 100/115.76=80.83
o DA (after ignoringfraction)=80%
e So Rateof DA expected from 01.01.2013is80 %
e Therateof increasewill be8% (72% to 80%).

11.11 STUDY OF THE EMPLOYERS FEDERATION OF INDIA :

The Employers Federation of India(FFl), initsstudy entitled “ DearnessAllowance: Principles,
Practices and Problems’ (Monograph No. 19 on 1975), had disclosed that the methods followed by the
industrid organisationsbel ongedto thefour maintypesasfollows (i) Dearnessalowance computed according
to changesinthe consumer priceindex; (i) Dearness alowance linked to pay slabsand to consumer price
index; (iii) Dearnessallowance paid a aflat rate and not linked to the consumer priceindex; and (iv) Dearness
allowance prescribed in relation to graduated pay scales. The study shows that there are a number of
agreementsand awards bearing clauseson dearness allowance.

Thestudy hasbrought into sharp focusthe severa weaknessesin the system of dearnessallowances.
Accordingtoit, thecompulsion of paying progressively higher dearnessall owance has proved injuriousto
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industrial growth and stability. The study further point out that the automaticity of payment of dearness
allowance, beinglinked to the consumer priceindex, anditslack of relationship with either productivity or
paying capacity of theindustry, cannot be cons dered atogether wholesomefor the growth and stability of the
industry. Thestudy criticisesthe dearness all owance system on grounds of methodol ogy adopted for the
computation and payment of dearnessallowance. The problem, accordingtoit, isnot only economic, but
adsotechnica. Thedisparity intheratesof alowance, it alleges, can only beexplained by alack of uniformity
inthe method and procedures utilised for their computation.

11.12 IMPACT OF DEARNESS ALLOWANCE :

Thedifferent sysemsof dearnessalowance have created disparitiesinthedearnessdl owance payment.
The contributing factorsareitsautomatic linkagewith the consumer priceindices, payment on point-to-point
basis; cent-per-cent neutraisation and sometimes even more; absence of any celling, widediversitiesinthe
rates prescribed by industria tribunalsor settled in collective agreements. Inthe process, the fundamental
and sound principles governing wagefixation, viz., productivity of labour; prevailing rates of wagesinthe
sameor Smilar occupationsinthene ghbouring locdities; leve of nationa incomeand itsdistribution; placeof
industry intheeconomy of the country; and capacity of theindustry to pay have been compl etely ignored.

Thepayment of dearnessallowancelinked to consumer priceindex ishighly injurioustothefinancia
stability of the industry asit ensures automatic increase in the compensation to employees without any
correspondingincreasein productivity. Theexisting System of dearnessallowance payment hasnorelation
whatsoever with productivity, profitability or paying capacity of theindustry. Asemployeesreceiveautomatic
riseintheir pay, they tend to show indifferenceto the need to improvether performanceand productivity. It
isconductivetoinflation as, by raisingthewage cogts, it givesfurther filliptothepricerise, thus givingrise
tothewage-pricespiral. Augmentation inthe money earningsbrought about by its payment hasprovedto be
apotentid sourceof demand-pull and cost-pushinflationinour country. Further, it servesasagreat disncentive
to highly skilled workmen dueto the narrowing down of wagedifferentiass.

In some cases, supervisory and middle management cadre often draw |ess emolumentsthan thoseto
whom they superviseand manage. Such disparity inthelevelsof remuneration tendsto create asense of
generd discontent with thewage system. Furthermore, the system has contributed to disparity intheearnings
between workers engaged in the organi sed and unorgani sed sectors. Themain reason for thisbeingits
widespread adoption in the former and itsrestricted usein thelatter. In brief, the payment of dearness
alowance hasdistorted thewage structureand has contributed in no smal measureto thegalopinginflation.

Inview of the adverse effects produced by the dearness all owance system on the operation of the
industry, various suggestions have been put forward for itsreationalisation. Firstly, the present practice of
dearness allowance should be discontinued atogether and the sameisto be substituted by a system of
consolidated wagesby merging aportion of the dearnessalowancewith the bas c wages. Secondly, thedlab
system should be discontinued and instead aper point index system to be adopted wherein the question of
imposing aceiling on dearness alowancewould not arise. Thirdly no dearnessalowance should become
payabl e as soon asthetotal wages of an employee exceeds aparticular amount, say, Rs. 3,000 per month.
Fourthly, adjustment of dearness allowance should be made on the basis of the average variation in the
Consumer PriceIndex at theinterva of every sx monthsto prevent sharp changesinthe dearnessdlowance
payment. Fifthly, onesinglerate of dearnessalowance should bepaid uniformly to dl employeesregardiess
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of their pay. Sixthly, instead of the point-to-point adjustment, dearness allowance should be adjusted for a
variation of 10 points (1960-100) asit isonly asubstantial increase in the price level that needsto be
adjusted. Seventhly, the dearness alowance should be linked to arecent base year to avoid distortionsin
payment. Lastly, aproper scheme should be devised for supplementing the payment of dearnessalowance
with the provision of anetwork of fair price shopswith essentia supplies.

11.13 SUMMARY :

Inthe ultimateanalysis, the problem of spiraling dearness allowanceisbasically the problem of
controlling theincreasein the prices of food and other essential consumer goods. Unlessand until theprices
of thesecommoditiesare stabilised, it isnot possibleto find any satisfactory solution to the problem. Tying of
compensation to consumer pricesby the unionsand other groupsin society would lead to avast engine of
inflation, which, onceit begantoroll, would continueto gain speed. Itismost desirablethat government
should adopt appropriate measuresand policiesto control inflation asfar aspossible. Furthermore, aproper
wage policy dovetailed with aintegrated type of incomeand price policy assumes paramount importancein
the nationa economy of our country against the backdrop of futureeconomic andindustria perspectives. To
put the system of dearness allowance on sound lines, it isdesirableto bring out the necessary reformation,
rationdisation and reorientation.

11.14 SELF ASSESSMENT QUESTIONS :
1) DefineDearnessAllowance, discussitsimportancein India
2)  Briefly describePrinciplesand Normsof D.A. and Various Committees Recommendationson D.A.
3)  What arevarioussystemsof DearnessAllowance, Discuss.
4)  ExaminethePrevalent Practicesof D.A. inIndian Industries.
5)  FortheCaculationof D.A. the Consumer Price Index Numbers are necessary, Giveyour opinion.

6) Whatistheconcept of D.A. ?What arethe methods adopted for computing the cost of living index
for neutraisation?
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FRINGE BENEFITS
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12.1 INTRODUCTION:

Theprimary effect of fringe benefit type of compensation isto retain the employeein the organization
onalongterm basis. Thereislittleor no evidencethat thetremendous variety of supplementary pay plans
often termed fringe benefits served to motivate employeesto higher productivity. In astudy of 550 white
collar employees, it was concluded that theaverage empl oyeewas aware of aout onehdf of the supplementary
pay programmefesture- thisdespite an unusua ly comprehens ve and active programme of communication
with respect to employee benefitsavail able. One of thesefirms most costly and widely publicized benefits-
adisability wageswas essentially unheard of by 60% of those responding to the questionnaire. When asked
if they felt that they knew enough about these plansover three quartersreplied that they did. Inasecond study
in another company 249 new hireswere queried concerning their knowledge of benefitsexplained during a
comprehens veinduction programme. A correlation between knowledge and attitude towardsthe company’s
fringe benefit programmes proved to be quitelow. Despite the absence of motivationa affectsemployee
benefit programmemake up asignificant portion of most personned department budgets. Thereforeit should
beama or concernin any organization to maketheir empl oyeesabreast about thefringe benefit programmes
inorder to motivate them and thereby improving the status of their organization.

Management isconcerned with attracting and keeping empl oyees, whose performance meetsat least
minimum level sof acceptability, and at keeping * absenteei sm’ and * turnover’ totolerablelevels. Theprovison
of ‘benefits and ' services areimportant in maintaining the employeesand reducing or keeping turnover and
absenteaism low.

Theterm*“fringe” wasfor thefirst timeused by theWar Labour Board to apply to theminor benefit
awards. Employeeswerealowed to pay employeesfor vacations, holidays, sick leaves, work clothes, eating
time, trangportation, insurance protection, pension programmesand adlied issues. At that time, these additiona
compensationsdid not form animportant component of employees’ incomeand accordingly weredesignated
as“fringebenefits’. However, at present these paymentsareasignificant part of the* Employee Compensation

Management”.
TERMINOLOGY AND MEANING

Thebenefitsusually provided by employer to employeesare known as ' fringe benefits' asthey are
offered to theemployee asa‘fringe’ . Different terms have been used for these benefits, such as*Fringe
Bendfits’, “Welfare Expenses’, “Wage Supplements’, “ Subwages’ or “ Social Charges’, :Perquisitesother
thanwages’ or Transpecuniary Incentives the other termsused are: “ ExtraWages' * hidden payroll” “Non-
Wage Labour Costs’ or “ Selected Supplementary Compensation Practices’. It isdifficult to definewhat a
fringebendfitis, for thereisno agreement among the expertsonits preci semeaning, Sgnificanceor corporation.
Thechief areaof disagreement isbetween “wages’ and “fringe” onthe one hand and between “fringes’ and
“Company Personnel Services’ ontheother. Thereareaso differenceson whether the benefitswhich have
been usudly provided for should beincluded among the*fringes’.

Contribution of Other Factorson The Concept of ‘ Fringe Benefits

For instance,
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(i) Rising pricesand cost of living has brought about incessant demand for provision of extrabenefitsto the
employees.

(i) Employerstoo havefound that fringe benefits present attractive areas of negotiation whenwageand sdary
increasesarenct feasible.

(iii) Asorganizationshave devel oped more e aboratefringe benefitsprogrammesfor their employees, greater
pressure has been placed upon competing organi zati onsto match these benefitsin order to attract and keep
employees.

(iv)Recognition that fringe benefits are non-taxabl erewards has been amajor stimulusto their expansion.

(v) Rapid industriaization, increasingly heavy urbanization and the growth of acapitalistic economy have
madeit difficult for most employeesto protect themsel ves agai nst the adverseimpact of these devel opments.
Since it was workers who were responsible for production, it was held that employers should accept
responsi bility for meeting some of the needs of their employees. Asaresult, some benefits-and-services
programmes were adopted by employers.

(vi) Thegrowing volumeof labour legidation, particularly socid security legidation, madeit imperativefor
employersto shareequaly with their employeesthe cost of old age, survivor and disability benefits.

(vii) Thegrowth and strength of trade unionshas substanti aly influenced the growth of company benefitsand
Services.,

(viii) Labour scarcity and competition for qualified personnel has led to the initiation, evolution and
implementation of anumber of compensation plans.

(ix) Themanagement hasincreasingly redized itsresponsibility towardsitsemployeesand has cometo the
conclusion that the benefitsof increasein productivity resulting fromincreasingindustriaization should go, at
least partly, to theemployeeswho areresponsiblefor it, so that they may be protected against theinsecurity
arising from unemployment, sickness, injury and old age. Company benefits-and-servicesprogrammesare
among some of the mechani smswhich managersuseto supply thissecurity.

A “tripartite’ concept of individuad protection hasdevel opedin recent years. First, every individual is
expected to beat least partialy responsiblefor hisown present and future well-being. Second, industry is
now expected to protect itsworkersfromthehazards of life. Finaly, thegovernment isinvolved in supporting
and financing worker assi stance programmes. The contribution of thesethree partiesvariesin accordance
with the nature and purpose of the various empl oyee benefits-and services programmes.

A number of factorsinfluence the decision to set up aparticular employee benefitsand services
programme. According to Nielson, the criteriagoverning such aprogrammeare:

(a) Cost;
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(b) Theability to pay;

(c) Theneedsof theempl oyees,

(d) Thebargaining strength of thetrade union;

(e) Tax condiderations,
(f) Publicreations,
(9) Socid responsbility; and

(h) Thereactionsof theemployees.

Thefollowing table summarizesthefactors, key forcesand their potential impact on benefits:

Table 121

Factors Likely to Shape Future Benefits and Their Relative Impact

Relative Imp act of Forces on Benefits

2. Growth in white-collar
versus-blue-collar occupations
3. Relative growth of
minorities

and increased participation in

worl force
4. Growth in relative

youthfulness of work force

5. Growth  in female
comporient

of worl force

&. More technological changes
7. Moreurbanization

mfluence
2. Extension of

unionization, new unions
3. Medical advances (e.g.
transplants, life
extension)

4. Participativeplanning
with instittional
metnbers

Some Moderate Strong
1. Better labour-force
education 1.Eize in individual 1. More leisure time, vacations,

holiday
2. Pressure firom established

Unions
3 New
programime

public  welfare

4 Minorty, frustrations and
Pressures,
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12.2 CONCEPT OF ‘FRINGE BENEFITS':

The Glossary of Current Industrial Relations and Wage Terms have defined fringe & benefitsas
“supplementsto wages received by workers at acost to employers. The term encompasses anumber of
benefits-paid vacation, health and insurance planstec. Which usually add up to something morethan a
“fringe” and issometimes applied to apracti cethat constitutes adubious benefit for workers”'.

Internationa Labour Organi zation has defined * fringe benefits” asunder : Wagesare often augmented
by specid cash benefits, by the provision of medical and other services, by theprovisioninkind that form part
of thewagefor expenditure on the goods and services. In addition workers commonly receive low-rent
housing etc. Such additionsto thewage proper are sometimesreturned to asfringe benefits.

“Belcher” defines these benefits as “any wage cost not directly connected with the empl oyees,
productive effort, performance, service or sacrifice; according to Employer’s Federation of India“fringe
benefits’ include paymentsfor non—workingtime, profitsand bonus, legaly sanctioned paymentson socia
security schemes, workmen’s compensation, welfare cess, and the contribution made by employers under
such voluntary schemesascater for the post retirement, medica, educationd, cultural and recreationa needs
of workmen.

Theterm also includesthe monetary equivaent of freelighting, water, fudl, etc. Which are provided
for workers, and subsidized housing and rel ated services. “Cockman” views employee benefitsas“those
benefitswhich are supplied by an employer to or for the benefits of an employee, and which arenot inthe
form of wages, sdlariesand time-rated payments.

Wemay define’ fringe benefits thus: Fringe benefit isprimarily ameansin thedirection of ensuring,
maintai ning and increasing theincomeof theemployee. Itisabenefit which supplementstoaworkingordinary
wagesand which areof volumeto them and their familiesin sofar asit materialy increasestheir relation.

12.3 OBJECTIVES OF FRINGE BENEFITS AND SERVICE
PROGRAMMES:

An organization designsand established abenefit and service programmeto achieve thefollowing
objectives.

a) Tokeepinlinewiththeprevailing proactive of offering benefitsand serviceswhich aregiven by
smilar concern.

b) Torecruit and retain the best personnel/Human Resources.
¢) Toprovidefor the needsof employeesand protect them against certain hazards of life.

d) Toincreaseandimproveemployee moraeand create ahel pful and positive attitude on the part of
workerstowardstheir employers.
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e) Tomaketheorganizationadominant influenceinthelivesof itsemployeeswithaview togainingthar
loyaty and co-operation, encouraging themto greater productiveefforts;

f) Toimproveand furnishtheorganizationa imageintheeyesof thepublicwith aview toimprovingits
market position and bringing about product acceptanceby it;

g Torecognizetheofficid tradeunion’sbargaining strength, for astrong tradeunion generdly constrains
an employer to adopt sound benefitsand service programmefor their empl oyees.

In other words, fringe benefits satisfy threegoasviz.
12.3.1 SOCIAL GOAL.:

Human Resourceisthe most preciousof al resources. In other words of the Philade phiaCharter,
1944 of ILO; “Labour is not acommodity. It is entitled to afair deal as an active participation in any
programme of economic development and socid reconstruction.”

Article43 or the Constitution of IndiaProvides:

e al workersshould be given aliving wage condition of work ensuring decent standard of life
and fuller employment of ensuresocia and cultura opportunities’.

Thefringe benefitsact asasocia lever in helping conservation of thispreciousresource, by guarding
againg itsunnatural eroson and providing theclimatefor itsdevel opment inaworking environment.

12.3.2 HUMANRELATIONSGOAL:

Themanagement, through motivation, triesto develop and maintain“humanrelations  i.e., mutua
interest’, individud differences, motivation and human dignity. The management provideswith an environment
whichwill reasonably the economic, socid and psychol ogical needsof theempl oyeesso that their co-operation
could beobtained and productivity of the organi zation enhanced.

12.3.3 MACRO-ECONOMICAL GOAL:

F or maintai ning the growth of and stability in the economy of acountry, idedl utilization of thenon
human and humanresourcesisimperative. Fringebenefitsdo provide protection, during periodsof contingencies
of life, for training and devel opment of the employees, and for good working condition and assistanceto
supplement their mainin came, opportunitiesafro socid interaction through culturd, recreationa facilitiesetc.

12.4 NATURE AND SIGNIFICANCE OF FRINGE NENEFITS:

Theliterature doesnot provide any uniform definition of the concept “fringe benefits’. However, as
Megginson lucidly observes, the concept isso broad that it can embrace form regular employment at fair
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wagesto thepayment of tuitionfor empl oyees pursuing, management coursesor fromawidesafety programme
to athletic activitiesor from freemealsto free medicd or lega assistance. In addition, thereisdivergence of
opinion asto what items should beincluded in these systems. While on the one hand, attemptsaremadeto
excludeworkmen’s compensation, suggestion awardsand dlied items, on the other hand, shift differentials,
overtime premium pay and dlied payroll itemsareincluded inthese systems. Indeed, theinclusion of specific
itemsinthese systemsrelatesto one'sviewpoint.

Thus, theemployer while providing such benefitstakesinto account something of valuewhichincreases
theactud or potentia income of empl oyees by the magnitude of the contribution. However, the employees
tend to takethem for granted and do not link theseitemswith wages or income asthey do not havedirect
bearing on payment. Indeed, sometypes of fringe benefits, even if considered aswage arenot visuaized as
asubgtitutefor abasic, satisfactory intheform of socid obligationsor legd bindingsupon thecompany which
theemployershaveto provideastheir respons bility, and employeeshaveto obtain astheir right. Furthermore,
theemployersareincreasingly inclined to theview or afford to pay their part of the contribution. Again, the
management regards these benefits as aburden on the company.

125 TYPES OF FRINGE BENEFITS:

Benefitscongst of itemsor awardswhich are supplementary to normal pay. Some—such aspensions
and sick pay - areessentia entitlements, so thecommonterm *fringe benefits' isperhaps mideading.

Certain provisions of themaintenance of adequate standards of living have been underwritten by the
state, which haslegidated for employeesand employersadiketo, bear someof thecost. They areawarded to
anyonewho meetscertain quaifying conditionsand assuch areindependent of theemployer’sdiscretionand
performance considerations. Other benefits such ascars, medica insuranceand ‘ perks , aremorein the
nature of optional extrasand assuch may be part of the recruitment retention and incentives strategies of the
organization.

The National Association of Manufacturers hasindicated the following classification of fringe
benefits

(& Premium Paymentsfor the period of timeaworker hasworked; for example, payment ondaily or weekly
basis, holidays, overtime pay, shift differentids, thecost of living bonus, bonusin lieu of vacation.

(b) Payment for special duties, such asworking on grievance redressal procedures and labour contract
negotiations.

(¢) Payment for health and security benefits: Theseincluderetirement plans, socid security payments, savings
plans, profit-sharing plans, group lifeinsurance, medicdl, surgica and hospita insurance, accident and Sickness
insurance, supplementa employment benefits, payments under theWorkmen's CompensationAct, disability
insurance, old age and survivor insurance, and unemployment compensation.

(d) Payment for time not worked, which includes payment for sick leave and for time during which an
employeeisunder medical care, payment for holidays, vacations, witnesstime, voting time, excused absence,
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lunch periods, rest periods, work-up time, reporting pay, severance pay, payment for call dl time, call-back
time, dressing time, portal-to-portal timeand wet-time.

(e) Payment for employee services, including cafeteriasubsidies, union credit, housefinancing, parking space
operations, tc.

(f) Other expenditure, such asthat incurred on making Christmasgifts or offering Christmas bonus, on
educationa reimbursements, employee uniforms, work clothes, safety equi pment or allowance, laundry
allowance, supper money or med alowance.

Organizationsprovidevarietiesof fringebenefits. The United States Chamber of Commerceincludes
five categoriesof servicesand benefitsunder theterm fringebenefits. Theseare:

I. Legally required payments— old age pension, survival benefits, disability pension, health
insurance, unemployment insurance, separation pay, and payments made under Workmen's
CompensationAct.

il. Pension and group insurance and welfare payments
. Paid rest periods, waste-up time, lunch periods.
IV, Payment for time not worked —vacation and holidays.

V. Festivd Bonus

“DaeYoder” and Paul D. Standohar Classified the Fringe Benefitsfewer than four headsasgiven
under:

i) For Employment Security: Benefitsunder thishead include unemployment insurance, technol ogical
adjustment pay, leavetravel pay, overtime pay, leavefor negotiation, leavefor maternity, leavefor grievances,
holidays, cost of living bonus, call-back pay, lay-off pay, retiring rooms, jobsto the sonsg/daughters of the
employeesandthelike.

i) For Health Protection: Benefitsunder thishead include accident insurance, disability insurance, hedth
insurance, hospitalization, lifeinsurance, medical care, Sicknessbenefits, sick leavesetc.

iii) For Old ageand Retirement: Benefits under this category include, deferred income plans, pension,
grauity, provident fund, old ageass stance, old age counseling, medica benefitsfor retired employees, traveling
concession to retired empl oyees, jobsto sons/daughters of the decreased employeeand thelike.

iv) For Personnd Identification, Participation and Stimulation: Thiscategory coversthefollowing
benefits: Anniversary awards, attendance bonus, canteen, cooperative credit societies, educationa facilities,
beauty parlor services, housing, incometax aid, counsding, quality bonus, recreational programmes, stress
counseling, safety measuresetc.
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Robert H. Honge Classified the Fringe Benefitsasfollows:

1. Payment for timenot wor ked:

Benefitsunder thiscategory include: Sick leavewith pay, vacation pay, paid rest and relief time, paid
lunch periods, grievancetime, bargainingtime, travel timeetc.

2. ExtraPay for timewor ked:

This category coversthe benefits such as: Premium pay, incentive bonus, shift premium, old age
insurance, profit sharing and unempl oyment compensation, Christmasbonus, Diwali or Poojabonus, food
coat subsidy, housing subsidy, recreation etc.

Thefollowing classification of fringe benefitsisadopted for discuss on about thefringe benefitsin
India(SeeChart 12.1).

12.5.1 PAYMENT FORTIME NOT WORKED:

Thiscategory includes: a) Hour of Work, b) Paid Holidays, ¢) Shift Premium, d) Holiday Pay and €)
Paid Vacation.

a) Hour of Work: Section 51 of the FactoriesAct, 1948, specifiesthat no adult worker shall be
required towork in afactory for morethan 48 hoursin aweek. Section 54 of theAct restrictsthe
working hoursto 9in aday. In some organizations, the numbers of working hoursarelessthan
thelegd requirements.

b) Paid Holidays: Accordingto the FactoriesAct, 1948 an adult worker shall haveaweekly paid
holiday. When aworker is deprived to weekly holidays, he/sheiséeligiblefor compensatory
holidays of the same number on the same month. Some organizationsallow theworkersto have
two daysas paid holidaysin aweek.

¢) Shift Premium: Companies operating shifty system, pay apremium to theworkerswho are
required towork during the odd hours shift.

d) Holiday Pay: Generdly, organizationsoffer doublethenormal rate of the sdlary tothoseworkers,
who work on paid holidays.

e) Paid Vacation: Workersin manufacturing, mines and plantationswho worked for 240 days
during acalendar year are eligiblefor paid vacation at the rate of one day for every 20 days
worked in case of adult workersand at therate of oneday for every 15 daysworked incased of
childworkers.
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12.5.2EMPLOYEE SECURITY:

Physical and job security to theempl oyee should a so be provided with aview to promoting security
to the employee and hisfamily members. The benefit of confirmation of the employeeonthejob createsa
sense of job security. Further, aminimum and continuouswageor saary givesasense of security of thelife.
The Payment of WagesAct, 1936, The Minimum WagesAct, 1948, The Payment of BonusAct, 1965,
Provideincome security to theempl oyees.

a) Retrenchment Compensation: Thelndustrial DisputesAct, 1947 providesfor the payment of
compensationin caseof lay-off and retrenchment. The non-seasonal industrial establishments
employing 50 or moreworkers haveto give one month’snotice or one month’swagesto dl the
workerswho areretrenched after oneyear’scontinuous service. Thecompensationispaid a the
rate of 15 dayswagefor every completed year of servicewith amaximum of 45 dayswageina
year; Workers are eligible for compensations stated above even in case of closing down of
undertakings.

b) Lay-off Compensation: Incaseof lay-off, employeesareentitled to lay-off compensation at the
rateto 50% of thetotal of the basic wage and dearnessallowancefor the period of their lay-off
except for weekly holidays. Lay-off compensation can normally bepaid up to 45 daysin ayear.

12.5.3 SAFETYANDHEALTHBENEFITS:

Employee's safety and health should be taken care of in order to protect the employee against
accidents, unhealthy working conditions and to protect worker’scapacity. In India, the FactoriesAct, 1948,
i pul ated certain requirementsregarding working conditionswith aview to provide asafeworking environment.
Theseprovisonsrelateto cleanliness, disposd of waste and effluents, ventilation and temperature, dust and
fume, artificid humidification, over-crowding, lighting, drinking water, public utility and spittoons. Provisions
relating to safety measuresincludefencing of machinery, work on or near machinery in motion, employment
of young person’son dangerous machines, striking gear and devicesfor cutting off power, saf-acting machines,
easing of new machinery, probation of employment of women and children ear cotton openers, hoistsand
lifts, lifting machines, chains, ropes precautions against dangerousfumes, explosive or inflammabledust, gas
etc. Precautionsin case of fire, power to require specifications of defectivepartsof test of stability, safety of
buildingsand machinery etc.

a) Workmen’sCompensation: Inaddition to safety and health measures, provisionfor the payment
of compensation has a so been made under Workmen’'s CompensationAct, 1923. TheActis
intended to meet the contingency of invalidity and death of worker dueto an employment injury
or an occupational disease specified under theAct at the solerespons bility of theemployer. The
Act coverstheemployeeswhosewagesarelessthen Rs. 500 per month. Amount of compensation
dependsonthenatureof injury and monthly wages of theemployee. Dependents of theemployee
areeligiblefor compensation in cases of death of the employees.

b) Health Benefits: Today, variousmedical serviceslike hospital, clinica and dispensary facilities
are provided by organizations not only to employeesbut d so to their family members.
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Inorder to protect theemployees hedlth, the companiesprovidethefacilitiesfor physica exercises,
sportsand games.

Employees State InsuranceAct, 1948, ded scomprehensively about the hedlth benefitsto be provided.
ThisActisapplicableto dl factories, establishmentsrunning with power and employing 20 or moreworkers.
Employeesin these concerns and whose wages do not exceed Rs. 1000 per month areeligiblefor benefits
under theAct. Benefitsunder thisAct include;

(i) SicknessBenefit: Insured employeesare entitled to get cash benefit for amaximum of 56
daysinayear under this benefit.

(i) Maternity Benefit: Insured women employees are entitled to maternity leavefor 12 weeks
(six weeksbeforethe delivery and six weeks after the delivery) in addition to cash benefit of
75 paise per day or twice sicken benefit, whichever ishigher.

(iif) Disablement Benefit: Insured employees, who are disabled temporarily or permanently
(partid or tota) dueto employment injury and/or occupationa diseasesareentitled to get the
cash benefit under thishead.

(iv) Dependent’sBenefit: If aninsured person diesasaresult of an employment injury sustained
as an employee, his dependentsthat are entitled to compensation under the Act shall be
entitled to periodical paymentsreferred to as dependent benefit.

(v) Medical Benefit: Thisbenefit shall be provided to aninsured employee or to amember of
hisfamily wherethe benefit isextended to hisfamily. Thisbenefit isprovidedin thefollowing
forms

o Out-patient trestment or attendanceinahospital, dispensary, clinic or other institutions; or
¢ By vigitstothehomeof theinsured person; or
e Treatment asin-patient inahospita or other ingtitutions.

Aninsured person shal beentitled to medica benefitsduring any week for which contributionsare
payable, or inwhich he/sheiseligibleto claim sickness or maternity benefits or eligiblefor disablement
benefit.

c) Voluntary arrangements. However, most of thelarge organizations provide health services
over and abovethelegal requirementsto their employeesfreeof cost by setting up hospitals,
clinics, dispensaries and homeopathic dispensaries. Company’s elaborate health service
programmesinclude.
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() Providing hedth maintenance service, emergency care, on-the-job treetment carefor minor complaints,
hedlth counsaling, medical supervisionin rehabilitation, accident and s cknessprevention, hedth
education programme, treatment in empl oyee coloniesetc.

(i) Medica benefitsareextended to employee' sfamily membersand to theretired employeesand their
family members

(i) Small organizationswhich cannot set up hospitalsor large organization (in those where hospitals
cannot be set up because of variousreasons) providethe medical servicesthroughlocad hospitds
and doctors. Sometimes, they providethefacility of reimbursement of medica expensesborne

by theemployees.
Chart No: 12.1. Typesof Fringe Benefits
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12.5.4 WELFAREAND RECREATIONAL FACILITIES

Welfareand recreationa benefitsinclude: @ Canteens; (b) Consumer societies; (¢) Credit societies,
(d) Housing; (e) Legal aid; (f) Employee counseling; (g) Welfare organi zations; (h) Holiday homes; (i)
Educationd facilities; (j) Transportation; (k) Partiesand picnicsand (1) Miscellaneous.
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(a) Canteens. Perhapsno employee benefit hasreceived as much attention in recent years asthat of
canteens. Some organi zati ons have statutory obligationto provide such facilities as Section 46 of the
FactoriesAct, 1948, imposesastatutory obligation to provide canteensin factoriesemploying more
than 250 workers. Other has provided such companies providelunch roomswhen canteen facilities
arenot available.

(b) Consumer Societies: Mogt of thelarge organizationslocated far from the townsand which proved
housing facilities near the organization set up the consumer storesin the employees coloniesand
supply al thenecessary goodsat fair prices.

(o) Credit Societies. Theobjectiveof setting-up of these societiesisto encouragethrift and provide
loanfadilitiesat reasonabl etermsand conditions, primarily to empl oyees. Someorgani zationsencourage
employeesto form cooperative credit societieswith aview of fostering self-hel p rather than depending
upon money lenders, where as some organi zati ons provide loansto employees directly.

(d) Housing: Of al therequirements of theworkers, decent and cheap housing accommodation is of
great significance. The problem of housing isone of themain causesfor fatigue and worry wrong
employeesandthiscomesintheway of discharging their dutieseffectively. M ost of the organi zations
are located very far from towns where housing facilities are not available. Hence, most of the
organizationsbuilt quartersnearer to thefactory and provided cheap and decent housing facilitiesto
their employees, whilst afew organi zations provided and/or arrangefor housing loansto employees
and encourage themto construct houses.

(e) Legal Aid: Organizationsa so provideassistanceor aid regarding legal mattersto employeesasand
when necessary through company lawyersor other lawyers.

() Employee Counsdling: Organizations provide counsaling serviceto theemployeeregarding their
personal problemsthrough professional counsel ors. Employee counseling reduces absenteeism,
turnover, tardiness etc.

(g) Welfare Organizations and Welfare Officers: Some large organizations set-up welfare
organizationswithaview to provideall typesof welfareat one centre and appointed welfare officers
to providethewdfare benefits continuoudy and effectively to all the employeesfairly.

(h) Holiday Homes. Asameasure of staff welfareand in pursuance of government’spolicy, afew large
organi zations established holiday homesat anumber of hill stations, health resortsand other centers
with low charges of accommodation, so asto encourage employeesusethisfacility for rest and
recuperation inapleasant environment.

(i) Educational Facilities: Organizations provide educational facilitiesnot only to the employeesbut
dsototheir family members. Educeationd facilitiesincludereimbursement of fees, settingup of schools,
colleges, hostds providing grants-in-aid to the other school swhereaconsiderablenumber of students
arethe children of employees. Further, the organi zations provide reading rooms and libraries of the
benefit of employees.
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() Trangportation: Companiesprovideconveyancefacilitiesto their employeesform the place of their
residenceto the place of work asmost of theindustries arelocated outs dethetown and all employees
maly not get quarter facility.

(k) Partiesand Picnics Companiesprovidethesefecilitieswith aview toincul cating senseof association,
bel ongingness, openness, and freedom among empl oyees. Theseactivitieshd p empl oyeesto understand
other better.

() Miscelaneous: Organizations provide other benefitslike organizing games, sportswith awards,
setting up of clubs, community servicesactivities, Christmasgifts, giftsfor Diwai and other festivads,
birthday gifts, leavetravel concessionsand awards, productivity/performance awvardsetc.

12550LDAGEAND RETIREMENT BENEFITS:

Industrid lifegenerdly bresksthefamily system. The saving capacity of theemployeeisvery low due
tolower wages, high living cost and increasing aspirations of theemployeesand hisfamily members. Assuch,
employers provide some benefitsto theemployees, after retirement and during old age, withaview to create
afedling of security about the old age. these benefitsare called old age and retirement benefits. These benefits
include: (a) Provident Fund; (b) Pension; (c) Deposit Linked Insurance; (d) Gratuity and (€) Medical benfit.

(@) Provident Fund: Thisbenefitismeant for economic welfare of the employees. The Employee's
Provident Fund (Family Pension Fund and Deposit Linked Insurance) Act, 1952, providesfor the
Ingtitution of Provident Fund for employeesin factoriesand establishments. Provident Fund Scheme
of theAct providesfor monetary ass stanceto the employees and/or their dependents during post-
retirement life. Thus, thisfacility provides security against social risksand thisbenefit enablesthe
industrial workersto have better retired life. Employeesin all factoriesunder FactoriesAct, 1948,
arecovered by theAct. Both the empl oyee and the employer contributeto thefund. The employees
onataining 15 yearsof membership aredigiblefor 100% of the contributionswithinterest. Generdly,
the organizationspay the Provident Fund amount withinterest to the empl oyee on retirement or to the
dependents of the empl oyee contributionsto the Provident Fund to the tune of 1.5% of employee
wage.

(b) Pension: TheGovernment of Indiaintroduced Employees Pension Schemefor thepurposeof providing
Family Pension and Life Insurance benefitsto the empl oyees of variousestablishmentsto which the
Actisapplicable. TheAct wasamended in 1971 when Family Pension Fund wasintroduced in the
Act. Boththeemployer and the empl oyee contributeto thisfund. Contributionsto thisfund arefrom
the empl oyee contributionsto the Provident Fund to thetune 1.5% of employeewage.

Employee's Family Pension Scheme 1971 providesfor aFamily Pensionto thefamily of adeceased
employeeasper thefollowing rates:

This schemeisalso for the payment of alump sum amount of Rs. 4000 to an employee on his
retirement asretirement benefit and alump sum amount of Rs. 2000 in theevent of death of anemployeeas
lifeinsurance benefit.
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TableNo: 12.2
Pay for Month Rate
Es. 800 ar more 12% of the basic subject to a magmmum of Es 150 as

monthly pensiorn.
More than Rs. 200 but less than | 15% of the basic subject to a maximum of Rs. 96 and

Rs. 800 a minimum of Bs. 60 as monthly pension
Es 200 ar less monthly 30%% of the basic subject to a magimum of Bs 60 as
pension

(c) Deposit Linked Insurance: Employees Deposit Linked Insurance Scheme was introduced in
1976under the Provident Fund Act, 1952. Under thisscheme, if amember of the Empl oyees Provident
Fund dieswhilein service, hisdependentswill be paid an additional amount equal totheaverage
balancing during thelast threeyearsin hisaccount. (Theamount should not belessthan Rs. 1000 at
any point of time, Under the Employees’ Deposit Linked Insurance Schemes, 1976, the maximum
amount of benefit payable under the deposit linked insuranceis Rs. 10000.

(d) Gratuity: Thisisanother typeof retirement benefit to be provided to an empl oyeeether on retirement
or at thetime of physical disability and to the dependents of the deceased employee. Gratuity isa
reward to an employeefor hislong servicewith his present empl oyer.

ThePayment of Gratuity Act, 1972, isgpplicableto the establishment in the entire country. TheAct
providesfor ascheme of compul sory payment of gratuity by the managements of factories, plantations,
mines, oil fidds, railways, shopsand other establishmentsempl oying 10 or more personsto their employees,
drawing themonthly wages of Rs. 1600 per month.

Gratuity ispayableto dl theemployeeswho render aminimum continuousservice of fiveyearswith
apresent employer. It is payableto an employee on his superannuation or hisretirement or on hisdeath or
disablement dueto accident or disease. The gratuity payableto an employee shall beat therate of 15 days
wagefor every completed year of service on part thereof in excessof six months. Herethewage meansthe
average of thebas ¢ pay |ast drawn by theempl oyee. Themaximum amount of gratuity payableto an employee
shall not exceed 20 monthswage.

(e) Medical Benefit: Someof thelarge organizationsprovide medica benefitstothelr retired employees
andtheir family members. Thisbenefit createsafeding of permanent attachment withtheorganization
to theemployeesevenwhilethey arein service.

12.6 PERSPECTIVE ON FRINGE BENEFITS IN INDIA:

When theEmployers Federation of Indiaconducted astudy of fringe benefitsin thiscountry, it was
revealed that, in 1960,981 companies, which wereincluded inthe survey, paid alittle over Rs. 2,148.3
millioninwagesand fringe benefits, and that thelatter was about 21.3 per cent of their total wagenbill in that
year.
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Thefringe benefitswere highinthemining (24.84 per cent of thewage bill) and plantationsindustries (24.3
per cent of thewagebill), and were comparatively low in the manufacturing sector (19.99 per cent of the
wagehill). In each of thesethree sectors, however, variationswere considerable. Intheminingindustry, the
percentage of fringe benefitsvaried from 24.5to 27.88, whilein the manufacturing sector it varied between
13.42 and 32.11, followed by the cigarette industry (31.42) and a uminum, brass and copper industries
(30.56).

A bresk-up of fringe benefits by typesrevealed that, of thetotal amount paid onfringe benefits, that
whichwaspaid for thetimenot worked and for profitsand bonuswasthe highest, accounting for alittlemore
than 9 per cent of thetotal wage bill. Paymentswhich had to be made under legid ative enactmentswere
between 6.1 per cent and 7.5 per cent of thetotal, whilevoluntary welfare schemes accounted for 5.36 per
cent of thewagehill.

Intheplantation industry, however, thesewel fare schemesformed 9.4 per cent of thewagebill, while
intheother two (mining and manufacturingindustries), they respectively accounted for 4.12 per cent and 3.4
per cent of thetotal wagebill. A considerable proportion of fringe benefits wasin the shape of monetary
bonus and constituted about 5 per cent of thewagebill. The bonuswas of variouskinds - profits bonus,
attendance bonus, servicebonus, gratuity payments, etc. The quantum of the bonusvaried from sector to
Sector.

Paymentsfor Timenot worked:

These paymentswerefairly substantia inthemanufacturing industry (5.35 per cent), theminingindustry (4.81
per cent) and plantations (3.24 per cent). Inthe manufacturing sector, the percentage of expenditureonthis
item varied between 3.06 and 10.42.

Industrieswhich spent ardlatively large sum on thisitemwere cigarette manufacturing and distributing (10.42
per cent), petroleum refining and selling (7.15 per cent), chemicasand alied industries (7.11 per cent) and
shipbuilding (6.60 per cent).

Satutory Fringe Benefits

These benefitsare generally socia security, and include gratuity and pension payments, the employer’s
contributionto theemployees’ provident fund account and heal th insurance scheme.

Theemployers contributionto statutory provident fund congtitutes by far thelargest item of expenditure,
accounting for 4.23 per cent of thetota wagehill inthe plantati ons, mining and manufacturing industries put
together.

Theexpenditureon employees' state insurance contributions by the manufacturing industrieswas 0.36 per
cent, whilethat on gratuity account was 0.59 per cent.
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The* other expenditure’ incurred under statutory regul ationsand tribunal awardswason compensation paid
toworkers, welfare-cesspaymentsin the cod mining industry and on the supply of protectiveclothinginthe
plantationsindustry. Theexpenditure on maternity clothing in the manufacturingand miningindustries.

Voluntary Benefits

Retirement benefits, medical care, compensation for injuriesand disablement, subsidized food and
housing, educationda and culturd facilities, payment onlifeinsurance premium, the maintenance of canteens,
cafeterias, ass stanceto co-operative soci eties - these are some of the benefits accounted for 9.40 percent of
thetotal wage bill in the plantationsindustry against 3.74 per cent and 4.12 per cent in the mining and
manufacturing industriesrespectively.

Thesocia security benefitsvoluntarily provided by companiesinclude provident fund, gratuity and
pension. Themedica ass stance schemesvoluntarily provided by employerswerethelargest singleitem of
expenditure, and accounted for 1.80 per cent of thetotal expenditure of 5.36 percent voluntarily incurred by
them.

The plantationsindustry spent 4.78 per cent of itstotal wagebill on thisparticular voluntary service
againg only 0.84 per cent spent by themanufacturingindustries. Thelater’ sexpenditure on canteens, however,
was about 0.70 per cent of itstotal wage bill against that of 0.07 per cent spent by themining industries.

Inthemanufacturing industries, nearly two-thirdsof the benefitswereintheform of profit and bonus,
of paymentsfor timenot worked and of contributionsby employersto socid security benefits. Inthe plantations
and mining industries, however, this percentagewas 57 and dightly morethan 50 respectively.

Apart from thegeneral fringe benefitsfor empl oyees, therewasawiderangeof other benefitsaswell.
Someof these benefitsare: Riflealowanceto watchmen, cyclealowanceto peons, freedriving licensesfor
drivers, compensationfor awaiting period of three days, free quarters, water and e ectricity; freeuniformsto
certain categories of employees, conveyance alowance when no transport is provided by the company,
travel concessions, ass stanceto buy spectacles, provision of snacksduring night shifts, shoedlowanceof 20
paiseand an alowance of 37 paiseper hour if aworker attends education classes; s eof company products
at concessional rates, benevolent fund assistance if aworker is struck down by tuberculosis or cancer,
scholarshipsto employees’ children; employees’ toursof government projects, study leave, gift of awrist
watch after ameritorious service of ten years, presentsto employees on the occasion of their marriage, co-
operativebank facilities, festiva dlowance, freelibrariesand facilitiesfor inpatient hospital accommodations.

12.6.1 THEVIEWPOINT OF M.CHANDRA:

Chandralucidly describesfringe benefits provided by the empl oyersto their employeesunder the
statutory provisionsor on avoluntary basis. The social services provided under the FactoriesAct, 1948, in
the manufacturing industriesinclude canteen, rest shelters, creche, storageor lockers, sitting arrangement,
bathing and washing facilities, overtime payment and gppointment of welfareofficer etc. Other benefitsprovided
totheworkersincludefestival, year-end profit sharing, attendance and production bonuses, protective
equipments, free supply of uniforms, sodawater, sap, cigarette, gur, hair oil, food articlesand alied items
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supplied on concessiond rates. Social security system provides benefits such asprovident fund, employees
state insurance (ESI) scheme retrenchment compensation, lay-off compensations, employment injury
compensation, maternity benefits, and benefitsfor occupationd diseases, gratuity, pens on dependent dlowance
and contribution toward pension and gratuity claims.

Inaddition, other facilitiesenjoyed by theworkersinclude medical and health care, restaurant and
other food services, cooperative credit societiesand consumer stores, company housing, houserent dlowance,
recreational and cultural services, ladiesclub, cash assistanceto employeesat thetime of the degth, birth,
marriage, prolonged sickness, accident, fire, flood and alied items. Again, there arearrangementsfor adult
literacy, vocationa training and for education of workers children. Several employersrun primary schoaols,
middle schools and high school s providing books, scholarshipsto poor and meritorious students. Some
employersprovidetrangport facilities(free or subsidized) from hometowork place and back. Someemployers
make advancesfor the purchase of conveyance. Likewise, inminingindustriesthe MinesAct, 1952 and the
rulesframed there under impose astatutory obligation onthe management to provide severd amenitiesunder
hedlth, safety and welfare programmes. The Plantation Labour Act. 1951 and rulesframed thereunder make
it obligatory on the part of employersto provide many benefitsto theworkers. Some of the employers
organizationsa so providevarioussocia servicesto their employees.

Numerous methods are being adapted for financing socid services such asthrough cessor levy on
production, alocation of afixed percentage of thewagebill by employers, bipartite contributions, tripartite
contribution and government contribution. Again, socid servicesared so financed by welfarefunds crested at
industry, state and enterpriselevels. Explicitly, as Chandraconcludes, fringe benefits provided in large
establishmentsin different industries compare favorably with those provided in many advanced countries.
However, theworkersin the unorgani zed sector and small and medium-sized establishmentsinthe organized
sector and deprived of these services.

12.7 THE FINDINGS OF LAXMI NARAIN:

In conjunction with the abovefringe benefitsfor workersthe genera perspectiveon socia security
and perquisitesfor managers, there exist anumber of security programmesfor workers. Indeed, in India
social security legidationisquite comprehensive, Even before Independence, Workmen's Compensation
Act, 1923 and Maternity Benefit Act, 1941. Werein operationin severd states. TheWorkmen's Compensation
Act, 1923 which has been amended severa times purportsto impose an obligation upon the employersto
pay compensation to theworkersreceiving injury arising out of andin the course of employment resultingin
total or partia disablement for aperiod exceeding three days. The Act embracesall workerswhosewage
does not exceed Rs. 1000 per month, excluding casua worker. Thereexist four centra acts providing for
maternity benefitstowomenworkers, includingtheMinesMaternity Benefit Act, 1941, the plantations L abour
Act, 1951, the Employees State Insurance at 1948, and the M aternity Benefit Act, 1961.

TheMaternity Benefit Act, 1961 which hasbeen passed to provide uniform standardsfor maternity
protection, operativessinceNovember 1, 1963in every establishment whichisafactory, amineor aplantation
towhichthe provisions of the Employees State InsuranceAct are not applicable. In addition, several Acts
have been passed by the state governments. Thus, along withthe centra Maternity Benefit Act, 1961 which
providesfor the payment of amedica bonusof Rs. 25, some state actsalso providefor additional benefits
such asfreemedica aid, maternity bonus, and provision for créches. Additional rest intervals, etc. Payments
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under these actsare made by the employers. The period of rest for which payment ismadeisfrequently eight
months.

The Employees State InsuranceAct, 1948 formsasignificant part of social security legidationin
Indiaand isadministered by acorporation embodying representatives of employers, empl oyees, themedical
profession, the central and state governmentsand Parliament. TheA ct appliesto employeeswhosetotal
monthly remuneration doesnot exceed Rs. 1600 towhom it providesfor freemedical treatment in cases of
sickness and employment i njury, free maternity carefor women empl oyees, cash disablement benefitinthe
case of employment injury, life pensionin the case of permanent disablement and pension for thefamily or
dependents of decreased in the case of death. The schemeisfinanced by afund raised room contributions
collected from empl oyees and employers and grantsfrom the central and state governments. TheAct is
limited to perennial factoriesas defined under the FactoriesAct, 1948, using power and employing 20 or
more persons. However, the government isempowered t extend its application to any other industrial,
commercid or agriculturd establishment.

In addition, there are other social security schemes such asthe Coal MinesProvident Fund and
Bonus Schemes, 1948, and the Empl oyees, Provident Fund Scheme 1952. The Coad MinesProvident Fund
and Bonus, Schemeprovidefor the grant of bonus equivalent to four months basi c wageto persons sawing
up to Rs. 300 per month basi c wage and theinstitution of acompul sory provident fund. The Provident Fund
Act, 1952, hasbeen amended severa timesto have awider coverage and to place the public and private
sectorsat par in respect of the application of provident fund. Therate of provident fund at presentis 12 per
cent. Theschemeisadministered by acentral board of trusteesincorporating representatives of the central
and state governments. Employersand workers. Moreover, thereare severd retrenchment and lay-off benefits
provided under the Industrial DisputesAct, 1947.

12.8 THE VIEWPOINT OF NATIONAL LABOUR LAW ASSOCIATION ON
SOCIAL SECURITY IN INDIA:

AstheNational Labour Law Associationindicates, wein Indiahave severd lawsand schemeswhich
provide protection to certain specified groups of peopleunder certain contingencies. They arevery much
limited in scope bothintermsof coverage aswell asthe benefits provided.

Thereisnouniformity either intheir coverageor inthenatureand level of benefitsprovided. Whilethe
employeesof the Central government and a so, to alesser extent, the empl oyees of the State Governments
arewel| protected against |oss of income dueto sickness, maternity, occupationd injury, old age, etc. there
arewidevariationsin the natureand extent of protection extended to theemployeesin theprivate sector. The
existing schemes are applicable comparatively to larger establishmentsin certain specified industries or
employments. Whilethe ESI Corporation administersasocia insurancetype of scheme providing medica
and other benefitson acontributory basis, its coverage being limited to about 6 million persons, bulk of the
labour forceisoutsidethe scheme.

TheWorkmen’s CompensationAct, the Maternity Benefit Act and Payment of Gratuity Act provide
for some measureof protection againgt lossof incomedueto occupationd injury and maternity at theexpense
of theemployers, thereisno provision for medica or sicknessbenefit in such cases. The EmployeesProvident
FundAct providesfor an old age benefit and survivorsbenefit, but thereisno pooling of risksinthe Employees
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Provident Fund scheme. Theextent of protection providedisdirectly proportiond totheamount of contribution
madetoit. Although aninsurance e ement has been introduced through the Family Pension Schemeand the
Deposit Linked Insurance Scheme, thereismuch dissati sfaction about theworking of these schemeson the
part of the beneficiariesfor thereason that theleve of benefitsadmissibleislow. Sofar astheemployeesin
the unorgani zed sector are concerned, they remain largely uncovered by any statutory socid security scheme.
A few schemeshaverecently beenintroduced through executive ordersfor providing maternity and survivors
benefits. Their coverageislimited and they are subject to budgetary constraints. Thereisno schemefor salf-
employed persons. Non-employeesare given unemployment ass stanceand old age pensions, but thecriteria
for application of these schemes are somewhat rigid and thelevel of benefitsvery low.

12.9 SUMMARY:

Thecourseand extent of devel opment of fringe benefitshasvaried from country to country inresponse
to different economic, socid and political environment. However, they were mostly the outcome of purely
philanthropic and paterndistic attitudes of employers. Astrade unionsgrew in strength, they included fringe
benefitsin their demandsand were ableto securetheir incorporation in collective agreements. Also, many
employersrecognized that providing such benefitswasto their own advantage too, because by doing so, it
might lead not only to improvedindustria relationsbut a soto larger output and less|abour turnover.

Significantly, fringe benefitsareapart of employee compensation system and theemployeestend to
talethemfor granted. They areno more on thefringe of compensation but congtituteanintegral component of
individual earnings, involving spiraling costsof production. Increased |abour costs get transmitted to the
consumersinthesnapsof higher pricelevels. In spite of their adverse effects, fringebenefitswill continueto
besubstantid part of the compensation system in theforeseeabl efuture. They purport of devel op aharmonious
industrial relations climate, improve employee productivity and loyalty, and provide asense of individual
security. For better results, they should a so receiveequd atentionintermsof both research and administration.
They areto be planned in such away that they exert abeneficid effect ontheworkersand at the sametime,
contain thetotal wage cost within the control of managements.

12.10KEYWORDS:
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FringeBenefits
Indirect Remuneration
Insurance Benefits
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12. 11 SELF ASSESSMENT QUESTIONS:
1. Definefringe benefits. Bring out their importance

2. Bring out the various empl oyee benefits and services. Describeeachin brief.
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3. Outlinethe principlesof fringe benefits.

4. Explainthevarious stepsin the benefitsadministration.

5. Briefly describe the benefits that an organi zation might giveits employeeto providethem with greater
financid security.

6. Fringe Benefits serve as gol den hand-cuffs. Discuss.
7. Explainthevariouslegaly required fringebenefitsin India
8. Fringe Benefitshave psychologica and social base. Discuss.

9. Explainvarioussocid security measuresinIndia
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WAGE PAYMENT METHODSSYSTEMS

13.0 OBJECTIVE :

After reading thislesson, you should beableto:
e Review theimportance and need of different wage payment methodsfollowinginindustries

e Know thevarioustypesof payment methods.
¢ Visudizethedifferent methodsof paymentsimplementedinthe organization.

e  Observethe payment methodsin different countries.
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13.1 INTRODUCTON:

Employeeisremunerated through the payment of wages. The system of the payment of wagesisvita
significanceto theworkersasit hasan important bearing on thesize of their earnings. There aredifferent
methods of wage payment prevaent inthedifferent industriesin various countries. But anided wagesystem
shouldfulfill certain characteristics. Firstly, it should be conductiveto theinterests of both theemployer and
employees. If should also be capabl e of providing certain incentivesto workers necessary to accelerate
production. Secondly, thewage system should befairly smpleaswell asflexible.

Wage payment system consists of the pay structures and the methods used to motivate and reward
work forcefor their contribution to thegoa s of the organi zation. Various systems of thewage paymentshave
been devel oped in different industriesand in different countries. All of these systems may, however, be
regarded asvariantsor combinationsof different principlesof timerate system payment by results system,
placerate system, balance or debt system, incentiverate system, and job eva uation system. These systems
reflect the basi ¢ philosophy of acompany and its management.

Wageand Salary: Wage and salary are the most important component of compensation and these are
essentid irrespectiveof thetype of organization. Wageisreferred to asremuneration toworkersparticularly,
hourly-rated payment. Sdlary refersto asremuneration paid to white-collar empl oyeesincluding manageria
personnel. Wagesand salary are paid on the basi s of fixed period of timeand normally not associated with
productivity of an employeeat aparticular time.

I ncentives: Incentivesaretheadditional payment to empl oyeesbesi desthe payment of wagesand sdaries.
Often thesearelinked with productivity, either in termsof higher production or cost saving or both. These
incentivesmay begiven onindividua basisor group basis.

Fringe Benefits: Fringe benefitsinclude such benefitswhich are provided to the employees either having
long-termimpact like provident fund, gratuity, and pension; or on occurrence of certain eventslike medical
benefits, accident rdlief, hedth and lifeinsurance; or facilitation in performanceof job likeuniforms, Canteens,
recregtion, etc.

Per quisites. Thesearenormally provided to manageria personnel either to facilitatetheir job performance
or toretainthem in the organization. Such perquisitesinclude company car, club membership, freeresdentia
accommodation, paid holiday trips, stock options, etc.

Wages:. According to economic theory, wages are defined broadly as any economic compensation paid by
theemployer to hislabourersunder some contract for the servicesrendered by them. Initsactua sensewhich
isprevadent inthe practi ce, wages are paid to workerswhichinclude basic wagesand other allowanceswhich
arelinked with thewages|likedearnessalowances, etc.

Concept of Rewar d/ Wage Payments:

Arewardisan gppetitivestimulusgivento ahumanto dter itsbehavior. Rewardstypically serveasreinforces.
A reinforceis something that, when presented after abehavior, causesthe probability of that behavior’s



— {{(Employee Compensation Management } — —@- e | Wage Payment Methods )

occurrenceto increase. Notethat, just because something islabeled asareward, it does not necessarily
imply that itisareinforce. A reward can bedefined asreinforce only if itsddlivery increasesthe probability of
abehavior.

Reward or reinforcement isan objectiveway to describe the positive value that an individual ascribestoan
object, behaviord act or aninternal physica state. Primary rewardsincludethosethat are necessary for the
survival of species, such asfood, sexual contact, or successful aggression. Secondary rewardsderivetheir
vauefrom primary rewards. Money isagood example. They can be produced experimentally by pairing a
neutral stimuluswithaknown reward. Thingssuch aspleasurabletouch and beautiful musicareoftensaidto
be secondary rewards. For exampl e, thereisagood dedl of evidencethat physica contact, asin cuddlingand
grooming, is an unlearned or primary reward. Rewards are generally considered more desirable than
punishment inmodifying behavior.

13.2 PAYMENT BY RESULTS (PBR)

Thereare many different systems of wage payment under which theworkersearningsarerelated
directly to some measurement of thework doneeither by himvher or by thegroup or working unittowhich he
bel ongs. Such systems, known aspayment by results, cab beclassfiedin four maingroupssuch as: (1) inthe
same proportion asoutput; (2) proportionately lessthat output; (3) proportionately morethan output; or (4)
inproportionswhich differ a different level sof output.

Payment by resultsisapayment system under which money rewardsvary with themeasured changes
in performance according to predetermined rules. The PBR system relates the pay or apart of the pay
received by theworker to anumber of itemsreproduces or thetime hetakesto do acertain amount of work.
Under this system, theworker ispaid awage which bears somefairly direct and continuousrelation to his
output or performance, or to the average output of the group of workersto which hebelongs. Under this
plan, theworker working inagiven condition and with thegiven machinery ispaid exactly in proportionto his
physical output. Under PBR, theworkerspay during agiven period isdirectly related to thelevel s of measured
performance. Theessentid difference between PBR and timerate systemishow performance. The essentid
difference between PBR and timerate system ishow performanceisrelated to reward. Thebasic dternative
to PBRistime payment. The PBR systemvarieswiththevariationinindividua and group performanceat the
plant or enterpriseasawhole.

The most common scheme of payment by resultswhichispurely individua incharacteriswhat is
caled straight piecework. A workersearning can be cal culated on the bas s of the number of piecesproduced
and therate per piece. Thismeanspayment of uniform price per unit of production, and it ismost appropriate
where production isrepetitivein character and can easily bedivided into similar units. Thereisalsothe
differential piecework system wherethe wage cost per unit isadjusted in relation to output. Under this
schemetwo pieceratesmay befixed: one considerably higher than the going timewagefor thejob and the
other somewhat lower than the time wage. The lower rate is paid when the workersfail to achieve the
standard level of performance.

Themainideabehind establishing two differentid piecerateshasbeen to reward high productionand
to discouragelow production. Thissystem hasbeen used mainly by firmswith heavy non-labour costs. The
main problem in applying thissystemisthedifficulty of setting the standard and theamount of difference
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between thetwo piecerates. Further, it may |ead to excessive speeding by someworkers, who then get much
higher earningsthan others.

Thegroup PBRisgenerally viewed aslending itself to jobsthat areinterdependent, either because
they are performed in sequence, asin assembly work, or becausejoint effortsarerequired to ensure effective
performance. Instead of being limited to theindividua worker of hisgroup, the unite of accountability in PBR
schemes can extend to dl the departments, work divisions, entire plantsor evenall worker intheenterprise.

The PBR may beintroduced with certain safeguards such as; (a) quaity of output isto becontrolled
through strict supervision; (b) wastage of materia isto be prevented; (c) health of the worker isto be
protected; (d) supply of raw materials, maintenance of plant and efficiency of management areto assured; (€)
workersareto be guaranteed job security or continued employment; and (f) work-load isto befixed by

impartia experts.

Rates oncefixed should not be cut by management without justification. Thedesgn of an gppropriate
PBR schemeinvolvesbasically threedifferent typesof decisions. Thefirst concernsthe safeguardsand the
proceduresto beincorporated in the schemeto makeit acceptable and effective; the second concernsthe
amount of bonus, or incentive potential that the scheme should provide; and thethird concernsthe precise
way inwhichincreased productivity should be shared between theworker and the employer.

When asystem of payment by result isapplied in aparticular undertaking theinterest of employers
and workers may be serioudly affected. Theemployees, in adesireto raisether earnings, may attempt to
increasetheir output to alevel at which quality isadversely affected. Such deterioration of quality is, of
course, notintheinterest of the employersor of theworkers.

The safeguards needed to ensure the equitabl e operation of any system of payment by resultsinclude
(1) sefeguardsrd ating to theintroduction of the system, (2) safeguardsre ating to the operation of thesystem.

Systems of payment by resultsareto be gpplied in an equitable and reasonable manner. Thehealth
and safety of theworkersmay suffer if thetask isset too high. Again, inequitiesmay result if someworkersare
ableto earn considerably morethan their colleagues. Further, workers may betempted to neglect security
regul ationswhileon piecework. When such asystemisgpplied theinterest of both employersand employees
requireto be protected by suitable provisionsin collective agreements. Unlessasystem of payment by results
ingpplied equitably from both themanagementsand theworkers pointsof view, goodindustria relationswill
bedifficult to secureor maintain. District between management and workersand friction among theworkers
themsel ves may prevent the system from functioning properly, may lead to wasteful strikes, or may evenforce
the compl ete abandonment of the system.

A recent ILO study onincentive schemes makesit clear that most PBR schemesaretoday quite
distinct from the past, although links between pay and performance have been retained. The point made by
the study isthat piecework and other smilar incentive schemeswhich werefirmly established thirty years
ago, areonwane, giving placetowhat iscalled pay for collective or teamwork. Thisisto ensure production
and productivity inaplant or industry. Today, PBR tendsto reward teamwork. Many schemes have shifted
from being based on individua worker output to group and plant-wide outpuit.
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A survey inthe USA covering enterpriseswith at least 1000 employeesfound that only 7 percent of the
workersunder incentive planswere pad according to systemsbased onindividud output. Nearly one-third
or 31 percent were paid onthebasi sof group output, and 61 percent were covered by incentive planswhich
pai d bonuses according to acombination of individua and group output. In most devel oping countries, while
payment by resultsisstill based largely onindividual output, thereisagrowing trend to rely on group or
enterpriseincentiveschemes, perhapsbecause of thedifficulties of establishingindividua production standard.

The PBR hasmany advantage; (a) it paystheworkmen according to their efficiency asreflected in
theamount of work turned out by them; (b) itinvolveslesssupervision astheworkersarenot likely towhile
away their time; (C) being interested inthe continuity of hiswork, aworkmanislikely totakegreater carein
themaintenance of themachine.

Thedemeritsof thissystem are(a) apiecerateworker in hisanxiety to produce more may neglect the
qudity of output’ (b) hemay, in hisdesireto earn more, any work so hard astoimpair hishedth, unmindful of
thefact that thiswould ultimately reduce his earning power; (c) under this system, theworkersearning may
suffer because of causesbeyond hiscontrol, such asinadequate supply of raw materids, falureof machinery,
lack of demand in the market for the goods produce; and (d) trade union are often opposed to thissystem as
they are of the opinion that such asystem encouragesrivary among workersand endangerstheir solidarity in
labour disputes.

Thesuccessof any system of payment by results dependsin alargemeasureontheway inwhichitis
introduced and applied. First, the requirement for the success of asystem of payment by resultsisthat it
should be devel oped and applied with the arrangement of theworkers concerned and in an atmosphere of
goodsindustrid relations. Second, wherever possi bl ethe methodsto befollowed intheintroduction and
application of systemsof payment by results shoul d be settled by collective bargai ning between theemployers
and workers concerned.

13.3 WORK STUDY:

If workersareto be paid by results, these resultsmust be accuratel y measured. Thismeansthat the
nature of the task which theworker isexpected to perform and the quality of the product must be clearly
defined. Work study must cover such mattersasthelayout, equipment, materid's, process, machine speeds
and feeds, working conditions, thequdity of theproduct and dl other relevant and significant detailsaffecting
theoutput. It dsorequiresdetail ed study of work proceduresand of every operation of workersand supervisors.
In many undertakingsitsfollowed for the purpose of ensuring that the most effective useismade of the
organization, labour force and equipment at their disposd. It draws attention to unnecessary, ineffective or
wasteful proceduresand operationswhich need to be eiminated or to beimproved.

The work study techniques comprises of methods study and work measurement. Both are
complementary and must be used in sequence. Production methods and tasks are capabl e of improvement
by systematic and detail ed methods study. An important feature of many methods

improvement programmesisthe carewhichistaken to securethewidest possi ble participation of workers
and supervisorsin the devel opment and adoption of improved methods of working.
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Themethods study procedure cons sts of asequence of steps, namely, selection of study, recording
thefact, analyzing thefacts, devel oping an improved method, defining the new method, installing the new
method, and mai ntaining the new method.

A number of attempts have been made to measure directly thework content of different industrial
tasks. A number of alternative methods of work measurement have been devel oped and have been adopted
widdy inindustry in certain countries. M ost modern methods of work measurement, however, requirethat
the operation or task be broken downintoits constituent elements, each of whichisrated and timed separately.

Inflation has caused some awkwardness for those piece work schemes which have not been
modernized through work measurement. Pieceratesare till preval ent in many units established |ong ago.
Workersengaged in spinning and weaving inthetextileindustry haveusualy been employedin piecework. It
isoldest form of incentive payment that isstill widdly usedin our country. It isadopted generdly injobsof a
repetitive naturewheretasks can bereadily measured, inspected and counted. Thisunderminesmuch of the
smplicity and directnesswhich piecework seemsto offer.

13.4 BALANCE OR DEBT METHOD:

Thisisacombination of timeand piecerate. Theworker isguaranteed an hourly or aday ratewithan
aternative piecerate. If the earnings of aworker calcul ated at the piece rate exceed the amount which he
would haveearned if paid onthetimebasis, hegetscredit for the balance, namely, the excesspiecerate
earningsover thetimerateearnings. If the piecerate earningsare equal to histimerate earnings, thequestion
of excess payment doesnot arise. Wherepiecerateearningsarelessthantimerate earnings, heispaid onthe
basisof thetimerate; but theexcesspaid iscarried forward asadebt against him to berecovered from any
future balance of piecework earning over timework earnings. Thissystem pre-supposesthefixation of time
and piecerates on ascientific basis. The obvious merit of thissystem isthat an efficient worker getsan
opportunity toimprove hisearning.

13.5 INCENTIVE RATE SYSTEM:

Incentive Rates can be used more effectively in aproduction situation where output ismeasurablein
homogeneous units, where product specifications do not change frequently, and whereworkerseffort can
directly influenceoutput. Incentivesaredifficult toemploy whereoutput isfixed substantialy by therequirements
of production processand cannot be controlled by theworkers. Themost common typeof incentive system
isstraight piecework, which s mply meansaconstant rate of pay per unit of output. Bonus plans represent
another method of incentive pay and involve, in general, the determination of standard tasks. Bonusesare
paid for production above standard.

A great many problemsarisein connation with incentive plans. Of basicimportanceistheway in
which production standards are determined under either straight piecework or bonus systems. Under boons
plans, the extent to which increased production will be rewarded must be decided. Thequestion of incentive
rate adjustment in thelight of technical changesisal soimportant. Another crucial areaisthe guarantee of
minimum earningsunder theincentive systems.
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A substantial amount of controversy between labour and management has arisen over the use of
incentive pay methods. Organized |abour doesnot, however, have auniform positionin the matter. Some
unionsareopposed in principleto theincentive plans; others accept wage incentives and are concerned
primarily with the equitable determination of ratesand prevention of abuses,

13.6 JOB EVALUATION SYSTEM:

Job eva uation isamethod used to describe, analyze, compare and evaluate jobswithin aunit, a
branch, or anindustry on thebasi s of thework content and thejob requirementsin order to placethem under
particular wageor sdary grades. Themain characteristics of job eva uation may be summed up as.

1. Itisamethod with asystematic approach

2. ltisanandysisof thework involvedinitsstarting point.

3. Itisanattempt to determinetherequirements of thework involved for any incumbent
4. ltisaprocessby whichjobsinan organization are appraised.

5. Itisaprocessof analyzing and describing positions, grouping them, and determining their relative
vaueby comparing thedutiesof different pogitionsintermsof ther different responsbilitiesand other
requirements. Different methods of job evaluations of wage determination werediscussed inthe
earlier unit.

13.7 CHOICES IN PAYMENT SYSTEMS:

Themanagement hascertain broad choi ces concerning payment systems. Thechoicesarenot dways
mutually exclusive, so it may bebetter to think of these choice of emphasis . Thefirst choi8ceof emphasisis
between smplicity or complexity in payment systems. An exampleof simplicity would be, for example, aflat
rate system or one based on traditional piece work methodswithout any additional features. A complex
system would be onewhere, for example, job eval uation was used in conjunction with various types of
incentives, bonusor profit-sharing schemes. A second choice of emphasis, closely related but not identical to
thefirst,iswhether to hold to relatively fixed and rapid payment system, or to prefer aflexibleand adaptable
one.

13.8 CHANGES IN PAYMENT SYSTEM:

Thereisatendency towardsrapid changein payment systems. A wide range of factor has been
involvedinthischange process. Thereissome movement away from thetraditional system of payment by
results dueto changesin technology and production arrangements. Moreover, there have been growing
doubts about the motivational effectivenessof thetraditiona schemesand thewillingness of workersto
tolerate fluctuationsin earningsfor reasons beyond their control. The shift has been towardseither time
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payment schemesor tot payment by results schemes, base partly at least on non-output related measures of
performance.

Another development hasbeen that owingto changing socid attitudes, employer-employeere aions,
equal pay for equal work, and influence of trade unionism, the employers haverationalized their payment
practices and followed more open policiesabout pay. They have adapted their pay structuresto makethem
both equitableinternaly and competitive externdly. Particularly for non manual workers, therehasbeenan
increasing recourseto variousformal job eval uation procedures. And those directly affected have beengiven
anincreasing say inthe devel opment of thenew pay structures.

13.9 PAYMENT SYSTEMS IN DIFFERENT COUNTRIES:

Thereisno uniformity in wage payments of different countriesasthereisawidevariationinthe
methods of negotiation and settlement, base on historical, cultural and national factors. Thereisawide
variation asregardsgovernment intervention inindustria relationsfidd; thetypeof collective bargaining; the
extent to which payment by result methods are being replaced by standard grades based on job eva uation;
theamount of range benefitsincluded in thewagebill; the gaps between the pay of men and women; and the
strength of organizelabour in different countries. However, the system of free collective bargaining at the plant
andindustry level covering both blue and white collar workersbecamethe cornerstone of wage determination
insevera countries. A brief review of payment systemsin some countriesisgiven below.

13.9.1 PAYMENT SYSTEM INUNITED KINGDOM:

TheU.K. hassuffered from the disadvantages of being the world's oldest industrial country. An
important consequence of itsearly industrial devel opment wasto enableagreat diversity of methodsand
practicesto grow up invariousindustries and occupations. Thisfragmentation continuesto manifest itsdlf in
employment systems, inindustria relaion systems, andin payment systems, athough therearetendenciesin
morerecent yearsfor integrating factorsto emerge.

Wagein Britain arefixed by avariety of methods. The British Parliament adopted the minimumwage
legidationin 1909 aimed at abolishing “ sweeting” . Wage council scontinueto exist but their importanceis
declining. About threemillion workersinthelesswell organized and underpaidindustries (e.g. food, clothing,
laundries and catering) are covered by wage councilswhich fix minimum remuneration and conditions of
employment. Thereisalso awage board for agriculture. Thesebodiesconsist of equa number of employers;
andworkersrepresentativesplusabout threeindependent members. Inthemain, however wagesand conditions
are determined by collective bargaining. Plant level bargaining is based on an el aborate system of shop
stewards and shop committees. There have been two major attemptsto control wages statutorily and to
prevent inflation-first under the Labour Government in 1966 and later under the conservativesin 1972-73.
The system of voluntary bargai ning wasrestored by Labour in summer of 1974, and the official pay board
wasabolished athough strict control wasmaintained over certain prices. Most national collective agreements
lay down ratesof pay, holidays, hoursof work, and also cover suchissuesas shift working, overtimerates,
apprenticeships, redundancy and pensions. Piece work rates, bonus payments, merit money and work
arrangementsare normally dedlt withlocally and involve substantia additionstothenationally agreed rates.
Productivity bargaining first became established inanumber of oil refineries. Themgor stimulusto thewider
adoption of productivity bargaining camethrough government intervention.
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Inthemiddleof 1950samgor devel opment tool placeinwork measured individua incentive schemes
in manufacturing industry. Thefoundations of the new payment systemswere provided by thetechniques of
work study and method study. M any companiesat thistime set up work study department. Work-measured
incentiveswereintroduced on alarge scaleboth inindustrieswith atradition of piecework methodandin
thosewheretimework predominated. Piecework istill the oldest form of incentive payment that iswidely
usedin Britain. Itsretentioninanumber of industries, especidly textiles, footwear and clothing, seemsto be
partidly afunction of the strength of thetradition there. System of job evolution and job grading for manua
workerswerenot developedin Britainasearly asinthe U.S. and certain other European countriessuch athe
Netherlands.

Thereisno nationa minimum wagein Britain. Built-in cost of living agreementshavelong existedin
many industries, e.g., building. A recent innovation has been theintroduction of there should agreements
which providefor apay risswhentheretal priceindex increasesby acertain amount. Though most employers
prefer negotiationsto be conducted onanational basis, there has been an increasing tendency towards plant
agreements. Inthis, shop stewardsplay amajor part. Thegrowth of productivity bargainingwhichwasa
feature of the 1960s slowed down in the 1970s when unemployment started to rise. Some, but not all
agreements, include proceduresfor the settlement of grievances. Thereisno system of compulsory arbitrations
asexisted during the Second World War.

Thereared so widedifferentials between the highly paid and thelower paid and great attentionis
given towardsmaintai ning these. Fringe benefits continueto be the most significant form of reward for labour
inBritain. Inthemanufacturing industriesthey steedily rose, asaproportion of averagepre-tax tota remuneration
from 11.1 percent in 1964 to 19.4 percent in 1981. Similar risestook placein other sectors. An Equal Pay
Act wasintroducing in 1970 whose obj ective wasto implement the principle by theend of 1975. Thegap
between men’sand women'’srates, though progressively narrowed by incremental increases, hasremained
wide.

TheBritish coad minershavetraditionaly been among the higher paid blue collar employeessince
1920. But dueto hydro-e ectric developmentsand use of oil fuel stogether with more economica useof cod,
therewere attemptsto bring coal minersat par with other blue collar employees. Therewasasix month
unsuccesstul strikeby coa minersin 1974 when the government took atough stand. Soon after, duetotheoil
crisisand change of government the minerswere ableto stake special clamsand their specia statusas
aristocracy of labour continued.

A striking feature of the British scene during the 1970s has been the emergence of militancy among
thewhitecollar workers. Loca government officers, teachers, civil servantsand hospital workershave been
among thosewho have resorted to someform of industrial action to win concession and to reducethe gap
between their pay and that of manua workers. White collar workersunions have represented the highest rate
of growthamong TUC unions.

13.9.2 PAYMENT SYSTEM IN GERMANY:

Thethen Federd Republic of Germany (FRG) isfortunatein possessing arationd tradeunion sructure,
FRG had only 16 union groups organize done an industrial basis. The apex trade union organization had
about 8 millionworkers, and itspowerful constituent wasthe M etal Workers Unionwhich could, and did, set
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thepacein negotiations. The DGB exerciseapowerful coordinating and educativeinfluence and enforced a
grongdisciplineover itsaffiliates.

In Germany, negoti ations can be conducted on anindustry-wideor nationd basis. Theright of collective
bargaining islegally guaranteed. Collective agreements do not need government approval but haveto be
reported to the federal minister of labour. Both the DGB and the employers’ organization (BDA) issue
guiddinesfor thecoordination of wage movements.

Thereisnolegal minimum wage as such, but agreementsusual ly lay down minimum wages and
working conditionsand normally include provision for conciliation, undertaken by labour courtsat local,
provincia or federd level. Both sidesare obliged to maintain socia peace during the currency of acollective
agreement, which usualy lastsfor 1-2 yearsand outlawsresort toindustrial action or lockouts.

Rates of pay vary widely according to industry, areaand degree of organization. The highest paid
groupsintermsof earningsare printing and publishing, chemicals, petroleum, automobiles, iron and stedl,
metdlic oremining, cod, transport and metd manufacture. Thelowest paid groupsincludefood manufacture,
clothing furnitureand transport. Ingenerd, however, the gap between skilled and unskilled workersissmall
thanintheU.K.

Fringe benefitsrepresent an important part of remuneration and can add more than 50 percent to
cash wages. The gap between the pay of weekly and monthly paid workershas progressively been narrowed,
except for acategory of senior salaried empl oyeeswho are not bound by collective agreements.

In common with other European Union countries, Germany isbound by the Treaty of Rome and by
itsown Constitution, to provide equal pay for men and women. Owing to the nature of women’swork
pattern, thereisagap andin 1971 in FRG, the average of women’s earningsin manufacturing represented 70
percent of those of themen. Theaim isto reduce progressively thelength of the working week to 40 hours.
Overtime rates are usually about 25 percent above the basic rate and are higher for those working on
Sundays or public holidays. M ost companies provide canteen and transport facilitiesand in some cases
subsidized housing. Profit sharing schemesarewiddy operated and there are numerous schemesfor saving,
including acquisition of companies shares. Now, thereisagrowing tendency for group bonus schemesto
replace systemsof payment by results. The practiceof direct plant bargaining isgrowing. Recent agreements
havetended to give priority to thelower paid sections. German unionsareasmuch concerned withtheraising
of statusof workersthrough co-determination system aswith the physical size of the pay packet.

13.9.3 WAGE PAYMENT METHODSIN USA

Anemployeewill havethemethod by which they arepaid (by cash, chequeor bank transfer) defined by their
contract of employment. Thereisno statutory right to havewagespaid in acertain way, for example, in cash.

All employees, irrespective of the number of hoursthey work, arelegally entitled to awritten statement of
their mainterms and conditionsof empl oyment within two monthsof thedatewhen their employment started.
Thisstatement must provide information on how frequently wageswill be paid, for example, weekly or
monthly. Thewritten statement i sevidence of the contract of employment but does not contain everything that
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would beinthe contract. The contract should aso give detailsof when wagesare paid and if thesearepaid
inadvanceor inarrears.

If the employer changes the method or timing of paying wagesthis could be achangeto the contract of
employment. Any changesto acontract of employment must be agreed by both parties.

Most employeeshaveastatutory right to receive adetailed written pay statement fromtheir employersat or
beforethetime of the payment of wages. Every pay statement must givethefollowing information:

Thegrossamount of thewagesor sdary;

e Theamountsof any fixed deductionsand the purposesfor which they are made, for example, trade
union subscriptions,

e Theamountsof any variable deductionsand the purposesfor which they are made;
e Thenet amount of any wagesor salary payable;

e Theamount and method of each part payment when different parts of the net amount arepaidin
different ways, for example, the separate figures of acash payment and abalance credited to abank
account.

An employer may chooseto giveeither apay statement which specifiesthe amounts and purposes of every
fixed deduction separately or apay statement which specifiesonly thetotal amount of all fixed deductions
without any explanation of their purpose. Inthiscasetheempl oyer must givetheemployeeastanding statement
of fixed deductions (whichidentifiesal deductionsfromthewages) at or beforethetimethe pay statement is
issued. If astanding statement isused it must bein writing and must for each item deducted state the amount,
theinterva sat which the deductionismade and the purpose or description of the deduction. Thisstatement
must bereissued at intervalsno longer than twel ve months apart i ncorporating any changes.

If an employer failsto provide anitemised pay statement or, there are queries about what should beincluded
inthe pay statement or standing statement of fixed deductions, or an employee has had certain deductions
madewhich are unauthorised, the employee should raise agrievance with their employer.

13.9.4 POPULARPAYMENT METHODSINAUSTRALIA

Therangeof criteriaon which minimum wage upratings are based isbroad. The objective of the
Nationa Minimum Wageisto* establish and maintain asafety net of fair minimum wages, taking into account:
(a) the performance and competitiveness of the national economy, including productivity, business
competitivenessand viahility, inflation and employment growth;, (b) promoting socid inclus onthroughincressed
workforce participation; (c) relativeliving standards and the needs of thelow paid; (d) theprinciple of equa
remuneration for work of equal or comparablevalue; (e) providingacomprehensiverangeof fair minimum
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wagestojunior employees, employeesto whomtraining arrangements apply and employeeswith adisability”
(Section 284 of Fair Work Act 2009).

Inaddition, the objectiveof the‘ modern award’ isto* ensure that modern avards, together with the
Nationa Employment Standards, provideafair and relevant minimum safety net of termsand conditions,
taking into account: (a) the relative living standards and the needs of the low paid; and (b) the need to
encourage collective bargaining; and (c) the need to promote socia inclusion through increased workforce
participation; and (d) the need to promote flexible modern work practi ces and the efficient and productive
performance of work; and (e) the principleof equal remuneration for work of equa or comparablevalue; and
() thelikdy impact of any exerciseof modern avard powerson bus ness, including on productivity, employment
costsand theregul atory burden; and (g) the need to ensureasimpl e, easy to understand, stable and sustainable
modern award system for Australiathat avoids unnecessary overlap of modern awards; and (h) thelikely
impact of any exercise of modern award powers on employment growth, inflation and the sustainability,
performanceand competitiveness of the national economy” (Section 134, Fair Work Act 2009).

Audtrdiadoesnot havean officid poverty line, but it followsinternationa conventions, suchasusing
40% of the average wage. Poverty indicators provided by charitableingtitutions area so published, but there
isnoforma nationa poverty line ca culated and used for purposes of setting the national minimum wage.

13.9.5 PAYMENT SYSTEM INNETHERLAND

M ost peopl etaking up employment inthe Netherlands must obtain awork permit beforethey start.
Thereareexceptions, including thoseworking for Internationa Organisationssuch astheInternationa Court
and the European Space Agency wherethe organi sation will take care of al necessary paperwork, and the
citizensof the European Union nations (except Bulgariaand Romania). Highly skilled migrantsmay also be
exempted. A work permit can be obtai ned by employer from the UWV Werkbedrijf (Uitvoeringsi nstituut
WerknemersVerzekeringen), whichistheofficefor re-integration, unemployment benefitsetc. (formerly the
Centre of Work and Income)

TheForeign Nationa sEmployment Act (Wet Arbeid Vreemdelingen or WAV) requiresemployersto
first recruitin the Netherlands and other Western European countries. Thisisintended to protect the Dutch
and Western European labour markets. Thework permit system allowsthe Ministry of Social Affairsand
Employment to regul ate the intake of labour in the Netherlands. Thework permit application procedure
requirestheemployer in most casesto show that no qualified Dutch or EU nationasareavailabletofill the
vacancy. Thisneedsto bedoneafter advertising for at |east fiveweeksprior tofiling thegpplication. Applicants
for work permitsmust be between the ages of 18-45.

Themaximum length of awork permitisthreeyears. Peoplewho have had work permitsfor three
consecutive years, and who have not moved their residence outside the Netherlands since then, become
exempt fromthework permit requirement. Their residence permits can be endorsed with anote stating
“Employment freely permitted” and “No work permit required”. If theres dence permit isnot approved (for
example, theIND discoversthat the gpplicant hasacriminal record), then thework permitisautomatically
withdrawn when theresidence permit isdenied. If you are all owed to work in the Netherlands, then your
spouse/partner isusudly allowed to work aswell.
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13.9.6 PAYMENT SYSTEM INJAPAN

Itistypicd for Japanese companiesto pay wageson amonthly basis, and to pay employeessummer
and winter bonuses. One characteristic of Japanesewagesisthe make-up: monthly wagesusually includea
basic wage and arange of allowances, which may include accommodation, family and transportation
alowances. Another characteristicisthat theamount paid in bonusesmakes up ard atively high proportion of
total wagespaid to employees (* 1). An effect of the high proportion of wages made up of variousalowances
and bonuses consequently isto lower therate of overtime pay paid for work outside normal working hours.
Thissystem al so allowslabour coststo beimmediately reduced in the event of arecession, for example.
Although morebusinesses are adopting ayearly wage system, there are often few benefitsfor employersin
practice under Japaneselabour law (* 2). Further information isavail ablethrough the Basic Survey onWage
Structure statistics collated annually and provided by the Ministry of Health, Labour & Welfarein both
Japaneseand English.

1. InFY 2011, the average bonuspaid by private-sector companieswas 3.94 months' worth of prescribed
monthly wages (for clerica and technical occupations). (Source: National Personnel Authority)

2. Whether or not ayearly wage system isintroduced or extrawagesare paid for overtimework isirrelevant.
If acompany in Japan introducesayearly wage system, it amost always only covers management-level
employees.

13.10GLOBAL PAYMENT METHODS

Itisstill too early to know precisaly which sectors and which occupations have been most affected by
thecrigs, astoo few countries have published dataon the structure of wages. The principal source of such
dataat theinternationd level, thelLO’s" October Inquiry”, isbeing revised to capturetrendsin occupationa
wages. in particular, awide consultationis seeking to determinethe most relevant industriesand occupations
for which labour market variablesareto be collected global ly, and the unitsin which these variables should be
reported. The consultation seeksto takeinto account the significant differencesinindustry structuresand
staffing patternsin different economies around theworld by consulting with expertsfrom awide range of
devel oping and devel oped countries.

Inthe meantime, country-specific dataneverthe esssuggest that wages may have been moreadversely
affected in the private sector than in the public sector. According to cal cul ations by the Public Services
International Research Unit, largely based on Eurostat’s L abour Cost Index dataset, nominal earningsinthe
public sector haverisenfaster —or fallen less—than earningsin the private sector in 11 out of 18 European
countriesfor which dataareavailable. Thesameistrueinthe United States, where, in the two-year period
from March 2008 to March 2010, private sector workerswerefound to have experienced ad ower risein
earningsthan state and municipa workers. Preliminary datafor 2010 suggest, however, that thistrend may be
reversed in some of the countriesthat haveimplemented austerity measuresto contain public debt and/or
which have signed recent agreementswiththe IMF.

Themorerobust nature of public sector wagesisprobably linked to thehigher leve of unionizationin
the public sector than in the private sector, and al so to ahigher degree of coordination among public sector
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employees. At thesametime, the evol ution of the public sector to private sector wageratio a so reflectssome
sector-specific factors. Inthe United States, for example, during the past two years pay hasrisen faster than
averagein the education and health sectors, in both the public and the private sectors. By contrast, wage
growthinthefinancid sector —which had outpaced averagewage growth beforethe criss—hasfdlen behind
inrecent quarters. In Europe, too, wagesand salariesin financial servicesgrew moredowly than thegenera
movementsinwages. Inthe United Kingdom, for instance, nomina grossaverage weekly pay increased by
an averageof 1.6 per centin 2009, compared to 1.4 per cent infinancial and insurance activities, —0.4 per
cent in manufacturing and —3.5 per cent in accommodation and food serviceactivities. 1Also, UK bonus
payments declined sharply by morethan 25 per cent during thefirst year of thecrisisto£19 billion at theend
of 2008/early 2009, before climbing back to £22 billion oneyear | ater.

13.11 SUMMARY:

Thesystem of wage payment isthemethod adopted by manufacturing concernsto remunerateworkers.
Itistheway of giving financia compensation to theworkersfor thetimeand effort invested by themin
converting materia sinto finished products. It indicates the basi s of making payment to theworkers, which
may beether ontimebasisor output basis. The sdection of the system depends on thetype and nature of the
concern anditsproducts.

13.12KEYWORDS:
Wage Payment Methods
Wageand Sdary
TradeUnions

Fixed Deductions

13.13SELF ASSESSMENT QUESTIONS:
1. Explainwagepayment methodsin brief.
Definework study. Discussthe Rolework study inwage payment.

Explaintheessence of incentiveratesystemin brief.

A w D

Explainthepayment syseminvariouscountries.
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WAGE INCENTIVES
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14.1 INTRODUCTION:

Besdeswagesand sd aries, employeesare paid incentives depending upontheir performanceincentive
payments arequitesubstantial and arepaid asregularly aswagesand saaries. Incentivesarethemost likely
driversof attracting and retaining the best employeesin startups. They areuniversdl. Incentivesarepaidinal
sectors-manufacturing, service sector or medica transaction etc. thislessonisdevoted to adetailed discussion
onthenature, sgnificance and typesof incentives.

Theterm “Wageincentives has been used both in therestricted sense of participation and inthe
widest senseof financia motivation®. It has been defined differently by different authors. Wegivebeow a
few of thesedefinitions.

“Itisaterm which refersto objectivesin the external situation whose functionisto increase or
maintain, somealready initiated activity, either in duration or inintensity”. Accordingto‘Hummel and
Nickerson’. “It refersto all the plansthat provide extrapay for extraperformancein addition to regular
wagesfor ajob. - Horence obsarves, it referstoincreased willingness asdistingui shed from capacity. Incentives
do not create but only aimto increasethe national momentum towards productivity”.

14.2 MEANING AND DEFINITION:

Accordingtothe’National Commissionon Labour ‘, “wageincentivesareextrafinancial motivation.
They are designed to stimulate human effort by rewarding the person, over and above the time rated
remuneration, for improvementsin the present or targeted regul ations.

“ A wageincentiveschemeisessentidly amanageria deviceof increasingaworker’s productivity.
Simultaneoudly, itisamethod of sharing gainsin productivity withworkersby rewardingthem financidly for
their increased rate of output.”

Accordingto‘ Suri’ thisdefinitionisbased on the principlethat “an offer of additional money will
motivateworkerstowork harder and moreskillfully for agreater part of their working time, whichwill result
in astepped-up rate of output.”

We may define a®wageincentive asasystem of payment under which the amount payableto a
personislinked with hisoutput. Such apayment may also be called payment by results.” Thetermincentive
has gradually acquired awide connotation and includes al the possible factors, besideseconomic gains,
which can possible motivate human bel ngstowards better and greater performance.

Incentivesare monetary benefits paid to workmen in recognition of their outstanding performance.
They aredefined as* variablerewards granted according to variationsin theachievement of specific results.”
The'*International Labour Office’ refersto incentivesas* payment by results . But it isappropriateto call
them ‘incentive systems of payment’ emphasi zing the point of motivation, that istheimparting of incentivesto
workersfor higher production and productivity. However, both thesetermsare used in thischapter. Unlike
wagesand sdarieswhich arerdatively fixed, incentivesgenerdly vary fromindividud toindividua, and from
periodto period for thesameindividual.
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14.3 NEED FOR INCENTIVES:

It istruethat monetary compensati on does constitute very important reason for theworking of an
employee. But thiscompensation alone cannot bring job satisfaction to the workers. One cannot expect
effective performancefrom aworker whoisdissatisfied withitsjob, evenif heiswell paid. Sociologistsand
industrid psychologistsa so view thet thefinancd agpect isnot theonly dominant motivating force. Confidence
inthe management, pridein thejob and in firm and concern for the overall good cannot be brought by a
bonus. Hencethe modern authorities on management science have recognized the need for the provision of
incentivesto build up good morde.

14.4 IMPORTANCE AND ADVANTAGES OF INCENTIVES:

Theprimary advantage of incentivesistheinducement and motivation of workersfor higher efficiency
and greater output. It may not bedifficult to get peoplefor fixed wagesand sl aries. But with fixed remuneration,
itisdifficult to motivateworkersto show better performance. Fixed remuneration removesfear of insecurity
inthemindsof employees. A feding of secured incomefailsto evoke positiveresponse. Positiveresponsewill
surely comewhen incentivesareincluded asapart of thetotal remuneration.

Earnings of employeeswould be enhanced dueto incentives. Thereareinstanceswhereincentive
earnings exceed two to threetimesthetime-rated wages or salaries. Increased earnings would enablethe
employeestoimprovether sandard of living.

Therewill bereductioninthetotal aswell asunit cost of production, throughincentives. Productivity
would increaseresultingin greater number of units produced for giveninputs. Thiswould bring downthetota
and unit cost of production.

Production capacity isalso likely to increase. The Bangd ore-based Rail Plant, for example, hasnow
aproduction capacity of 77,000 wheelsand 48,000 axlesas against theinitial capacity of 56,800 wheelsand
23,000 axles. Thehigher capacity hasbeen achieved asaresult of implementation of therecommendations
for the adoption of agroup-incentiveschemecarried out by theRail IndiaTechnica and Economic Services.

The other advantages of incentive payment are reduced supervision, better utilization of equipment,
reduced scrap, reduced | ost time, reduced absenteei sm and turnover, and increased output. Furthermore,
systemsof payment by resultswould, if accompanied by improved organization and work measurement,
enablefirmsto estimate labour costsin more accurately than under the system of payment by time. This
would facilitatethe gpplication of cost-control techniqueslike standard costing and budgetary control.

Apart from the benefits cited above, incentive packages are a very attractive proposition for
managements because they do not affect employer’s contribution to the provident fund and other employee-
retirement benefits.
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14.4.1 DISADVANTAGESOFINCENTIVES:

Ontheother hand, systemsof payment by results may have disadvantages. Thereisatendency for
thequality of productsto deteriorate unless steps are taken to ensure maintenance of quaity through checking
and ingpection. Thisinvolvesadded expenses. In some cases, it may not be possible or may betoo expensive
to maintain quality fully, and the benefit, gained intheform of increase output and lower cost may be offset to
aconsderabledegreeby deteriorationinthequality of the products.

Difficultiesmay ariseover theintroduction of new machinesor machines or methods. Workers may
oppose suchintroduction for fear that new pieceor bonusrates set, whenthejobisrestudied at interval s of
time, may yieldlower earnings; or when new machinesor methodsareintroduced; they may dackentheir rate
of work inorder to avoid rising output to alevel which would make arestudy of thejob necessary. Costs may
not, therefore, belowered to the extent that would be necessary if the workerswere on time-based work.
Most trade unionsagreethat cutsin piece or bonusratesarejustifiablein such circumstance. But individual
workersmay not sharethisview, and output and theleve of costs may be affected accordingly.

Workerstend, moreover, to regard their highest earningsas normal and may, therefore, pressfor a
considerabl e higher minimum wage when they are paid by results than when they are paid by the hour.
Payment by results may, therefore, lead to higher labour costsin certain industries such as paper-making and
coal mining whereworkersexperience, for reasons beyond their control, good and bad runs. Their earnings
on the daysthen have good runs are apt to be regarded by them asnormal earnings.

Besides, thereisevidencethat someworkerspad by resultshavedisregarded security regulationsin
order to achieve high output, thus, increasing the danger of accidents. Some workerstend to overwork
during the normal working day and sometimeskeep onworkingin their lunch hour. These practiceswould
affect their hedth.

Another disadvantageisthat jeal ousies may arise among workers because some areableto earn
morethan others. In the case of group-incentive schemes, theworkerswho arefast in their work may be
dissatisfied with thosewho ared ow. Whereheavy work isinvolved, older workersarelikely to becriticized
for being too slow.

Oneof thegreatest difficultieswith theincentive systemsin the setting of pieceor bonusrates. Rate
fixing involvesdelicate problemsof judgment inwhich thereisalwaysarisk of error. If ratesare set too low,
workersare bound to be dissatisfied and will beunder pressureinto work very hard. If ratesareset too high,
workersmay dacken their effortsat times so that their empl oyersmay not have causeto ask for arevision of
rates becausethe earningsare too high. Workers sometimes deci de approximately how much they feel they
wishtoearnand are, therefore, not interested inworkingfor that part of the day which remainsafter they have
earned theamount they want.

Difficulty d so arisesin determining the standard performance many organi zationsfollow asaferoute
tofix thestandards—whichisusualy theaverage of past year’ sperformance. Past performance may not be
theideal basisfor fixing production norms.
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Since preparing incentive schemesis such acomplex business, managementsusualy outwit their
employees. For instance, the period over which incentivesare payableisan important factor in determining
how much aworker earns. At bharat gears, for example, anincentive a payable on the average of three
month’s production. Thisgivesthe company theopportunity to recover theproductionlost asaresult of late
deliveriesof raw materiass, technica breakdowns, and so forth. Evenif theworkersproducefor acertain
period, in excessof the norm, they may not bedigiblefor incentive pay.

14.5 OBJECTIVES OF WAGE INCENTIVE SCHEMES:
Wageincentive schemesam a thefulfillment of oneor moreof thefollowing objectives:
1) Toimprovetheprofit of afirmthrough areductionintheunit costsof Iabour and material or both;
2) Toavoid or minimize additiond capital investment for the expans on of production capacity.

3) Toincreaseaworker’searningswith dragging thefirminto ahigher wagerate structureregardless
of productivity; and

4) Tousewageincentivesasauseful tool for securing abetter utilization of manpower, better production
scheduling and performance control, and amore effective personnel policy.

14.6. PREREQUISITES FOR EFFECTIVE INCENTIVE SYSTEM:

All thingsconsidered, it may be concluded that in many industries or undertakingsand for alarge
group of operations, well-designed systems of payment by resultsshall yield advantagesto al concerned.
Many of these advantageswill berealized provided sufficient safeguardsare provided. Such prerequisites
ae

1. Theco-operation of workersin theimplementation of anincentive schemeisessential becausethe
employeessomehow devisg, if they do not like ascheme, ingeniousways of evading or sabotaging
the plan, often with the tacit connivance of the foreman or supervisor. Worker’s co-operationis

necessay in:
() Themethodsfollowed in measuring the resultsor output upon which payment is based;
(i) Themethodsfollowed in setting wageratesfor different classed of work; and

()  Appropriate safeguards concerning earnings, job security and settlement of disputesover
piece-work ratesand allotted time.

To provethat schemeswere often introduced without workers' cooperation and consequently met
withfalure, wequotethefollowing:
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The practiceadopted by severd industria establishmentsintheMumbai regioninregardto
the preparation of anincentive schemeisto hireanindustrial consultant and to make him
work intheestablishment under thecloak of secrecy, until aschemehasbeenfindly prepared.
Itisonly after several monthsthat theworkers of the establishment and their unionsbeginto
suspect that some schemeisunder preparation. Trade union leaders, who are not employees
currently, are not even alowed to which how standards have been evolved. Naturally, the
workersreect out-of hand, ascheme prepared so surreptitioudly.

2. Theschememust be based on scientific work measurement. The standards set must beredlisticand
must motivate workersto put in better performance. Workers must provided with necessary tools,
equi pment and materia sso asto enablethem reach their standards.

3. Indirect workers, such as supervisors, foremen, charge hands, hel pers, crane operators, canteen
staff, store keepers, and clerical staff should a so be covered by incentive schemes.

4. There should be management commitment to the cost and time necessary to administer incentive
schemes properly and these must be carefully assessed before embarking on anincentive programme.
Thereare many situationsin which thepotentid gainsarejust not worth the cost and effort invol ved.
It d so meansacommitment intermsof integrity to the spirit aswell astheletter of the programme-
having the courageto abideby it when the payout deteriorates and the honour to own up when results
arenot forthcoming.

5. Thereisgreat need for planning. Many incentive scheme, started hurriedly, planned carelesdy, and
implemented indifferently havefailed and have created more problem for the organi zation than they
havetried to solve. Thiswaswhat happened to the threebig plantsof Hindustan Stedl (now SAIL),
whereanincentive schemewasintroduced during 1960s. Though theinitia objectiveof raisingthe
output of steel was achieved, problems arose regarding production of sophisticated items and
improvement of thequdity of products. The scheme did not function of sophisticated from the point
of view of maintenance of plant and equi pment, which, inturn, affected output. The performance of
ancillary unitslikerepair shop, was unsati sfactory becauseincentivesin these shopswere based on
theoverdl sted production and not theunits own performance. Thus, theneed for careful preparation
for theingtalation of anincentivescheme.

6. Theother safeguardsare:

® Theincentive scheme should be appropriate to thetype of work carried out and theworkers
employed

(i) Thereward should beclearly and closaly linked to the efforts of theindividua or group.

(i) Individual or groups should have areasonableto cal cul ate thereward they get each of the
levelsof output they are capable of achieving.
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(iv) Individuasor group should have reasonableamount of control over their effortsand therefore
their rewards.

V) The scheme should operate by means of awell-defined and easily understood formula.
(M)  Theschemeshould be properly installed and maintained.

(vi)  Providgonsshould bemadefor controlling theamount paid, to ensurethat they areproportionate
toeffort.

(viii)  Provisonsshould bemadefor amending ratesin defined circumstance.
(ix) Createincentivesfor performance and disincentivesfor non-performance.
) Set and review specific objectivesfor each employeeperiodicaly.

14.7. SCOPE OF INCENTIVE SCHEMES:

Although theincentive payments have auniversal appeal, their application isconfined to certain
important industries. Sated differently, payment-by-resultsschemesaredifficult toapply in:

1. Industriesinwhich measurement of individual or group output isrendered difficult or impossible
either by technical consideration or by psychological circumstance shich might bepregjudicid to
output.

2. Industriesinwhich thecontrol of quality isnecessary and isparticularly difficult, or inthe case of
certain classesof workers, where high quality and precision of work isof primeimportance; and

3. Indugtriesinwhich thework isdangerousandit isparticularly difficult to ensurethe observance of
adequate saf ety precautions.

Barring the abovethree categories, incentive schemescan be applied to al industries. Specificaly,
they arebeing successfully employed inthetextilesand metalurgicd industries, themetd trades, mining, and
many branches of clothing, |eather and rubber industries. Incentive schemes have also been successfully
appliedincertain countries, and in certain circumstancesin the building industry and in chemical and other
indudtries.

Generally speaking, systemsof payment by results can be most successfully employedinthelarge
companieswhich can afford to employ administrative and engineering staff needed to ensure an efficient
organi zation of production, quality and measurement of work. However, such systemsfrequently yield
appreciableresultsin smaller undertakings which may, in case of need, take recourse to the services of
expertsfor thedesign of incentive schemes.
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Itisoftenargued that incentive schemesaremoredesirableinlabour-intens ve manufacturing processes.
Their applicationinfully automate plantsisdoubted. It may be stated that the schemes of payment by results
havetheir rolein mechanized enterprisestoo. But thejustification comesfor thewrong reasons. It would be
easy for an operator to damagea CNC machineor for aprogrammer to damagesthat incentive schemesare
recommended infully automated plants.

Asarule, incentives must not beintroduced in anewly set-up unit. Workers must be content with
time-rated earnings, at least during thefirst four to fiveyears. Thistime period isnecessary for theunit to
carveanichefor itself inthemarket. Thisbeing achieved, it would be easy for the unit to sell theincreased
output brought in by incentives. Furthermore, aswasnoted earlier, incentivesarelikely to affect thequality of
output. Any defect inquaity would serioudy affect fortunesof thenewly setup unit, particularly initsformative
years.

14.8. WORKING OF INCENTIVE SCHEMES:

Incentive schemes are regarded as beneficial to both employersand workers. They are accepted as
asound techniquefor the achievement of greater productivity and good performance. The main advantage of
any wageincentiveschemeisthat for alittleexpenditure of capital, there can besizegblegansin productivity;
the gestation periodisalso small. Therole of supervisors changesto that of managersof “machinesand
materials’ fromthat of being“watchdogs’. Theworkers chasethe supervisorsfor materia, tools, and other
accessories, instead of supervisorschasing theworkers. Theexperiencegained in Indiaand in other countries
indicatesthat wageincentives haveresulted inraising productivity, increasing output and earnings, reducing
direct |abour costs, and curtailing absenteai sm. The NCL hasreached the conclusion that, under our conditions,
wageincentiveisthe cheapest, quickest and surest means of increasing productivity.

Despite certain merits of incentive schemes, their actual working isnot quite happy. Somecritics
point out that the output of modern industry does not depend so much onindividua human effortsand onthe
capacity of machinesand on good organi zation. Themost effectiveincentive, they clam, isacombination of
good regular wages, good working conditions, and good human relations. Thereisatendency for thequdity
of productsto deteriorate unlesssteps aretaken to ensurethe maintenance of quality through astricter system
of checking andinspection. Their applicationin some caseshas ot only failed to increase production over a
period of timebut has caused an actual reduction inemployee productivity. One company, for instancefound
that asubgtantid increasein pay through wageincentivesysemsmerdy resulted in higher bsenteal smrestricted
output and lower work standards.

Some studiesindicatethat incentives schemes have adubious va uefor increasing output. It may
generatetens onsamong the different partsof an organization. Such tens onsoften createdifficult managerid
problems, increase administrative cost, and may eventualy affect employer-employee rel ationsand outpuit.

14.9. PRINCIPLES AND PROCEDURE FOR INSTALLING INCENTIVE
SYSTEM:

Whatever may betheincentive scheme, itsproper implementationisvery important. Certainprinciples
and guiddinesareto befollowed to make any incentive scheme more effective and workable. Theseare:
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Situationd characteristicsand constraints of an organization should be andyzed and recognized before
anincentive schemeisintroduced. These constraintsmay rel ateto technol ogy, labour market, product
market, raw materials, work standards, and structura factors.

2. Theincentive plansshould be devised with great care and foresight to enableworkersto reasonably
understand thefoundation and rational e upon which their incentive earnings are based.

3. Theworkersshould betaken into confidencefrom thebeginning and al thefeatures of the proposed
scheme should be carefully explained to them in advance. Theincentiveformulashould not only be
understandabl e but shoul d al so establish somedirect rel ationship between the earningsof theemployee
and thequantity and quality of hisoutput. Further, provision should be madefor the participation of
workers' representativesin theintroduction and implementation of the systemin an atmosphere of
good industrid relations,

4. Aswage incentives are intended to reward differential performance, it should not be used as
compensation for low wage. They should not become asubstitutefor general increasein base pay.

5. Production processes, job methods, plant layout, equipment, and materid should beimproved before
the commencement of awage incentive scheme. The organization should engineer each task to
determine the base method, then set standards based upon that best method, and finally instruct
workerstofollow thesame.

6. If any changesin methods study, work measurement, and job eval uation are contempl ated, workers
should betrained in those new methods.

7. Theincentiveschemeshould cover asmany employeesas possibleto do away with market inequities
inearnings.

8. Iftheseareseriousirrationditiesinthe pay packet or wage structure, they should be correctsbefore
theschemeisactudly introduced.

9. Theincentive earningsshould be sufficiently generousto convince employeesthat they arebeing
adequately paid for their extraeffort.

10. Thebasisfor sharing gainsof productivity should befair to employeesand areto beworked out in
agreement withunions.

11. A periodicreview of theworking of the scheme should be undertakenif the schemeistoretainits
dynamic character and with aview to applying timely correctives.

12. If expertisefor designing and implementing theincentive schemeisnot availablein an organization,
adviceand ass stance of an outside expert or aconsultant should betaken. Anincentive scheme, if
not properly worked out and implemented, can do more harm them good.
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13. If thechoicefor increasing production lies between the system of overtime and incentive bonus, the

latter should be preferred. Overtimeinducesworkmen to earn more by slackening their pace of work
during the scheduled hours. Thus, it representsaform of disguised unemployment.

14.10. RECOMMENDATIONS OF THE NATIONAL COMMISSION ON

LABOUR:

Employersthroughout the world continueto pressfor the more extended use of wageincentive
Plans. Thedrivefor such plansisbased primarily uponthebelief that wageincentives|ead to:

Greater output;
Lower cost per unit of production;

Higher earningsfor employees and supplementary advantagesin the way of reduced absenteeism,
easier supervision, and soforth.

TheNCL hasformulated anumber of guidelinesfor theintroduction of incentive schemes. Theseare

1.

Employersand workers should formulate asmpleincentive system at the unit level andimplement it
on someagreed basi sthrough collective bargaining. In every case, introducti on of incentives schemes
should be preceded by an agreement with trade unions.

In evolving wageincentive schemes, it should be ensured that these do not lead to rate-cutting. The
workers normal wages should be protected whereit isnot possiblefor him under circumstances
beyond hiscontrol to earn anincentive.

Individual or group incentives can beframed to cover both direct and indirect groupsof worker.

Anincentive scheme cannot be evolved without awork study undertaken with the co-operation of
workers. Nevertheless, it should always be open employers and workersto evolve ascheme by
agreement or on any other acceptablebasis.

Efforts should be madeto reducetimerated categoriesto the minimum. Thiswill ensurethat all
employeeshavean equa chancetoincreasetheir earningswithincreasein productivity.

Wageincentivesshould generdly provideextraearningsonly after amutudly agreed levd of efficiency
hasbeen achieved.

Toensurequality of production, incentive payments should begenerdly alowed only if the output has
been approved on ingpection by the management. Relevant normsin this connection should belaid
down and made knownto workers.
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8. Incentiveearningsshould not fluctuate very much. Thisrequiresacertain degree of planning so that
material delays, machine breakdowns, etc., are controlled.

9. Theschemeshoulditsdlf safeguard adequately theinterestsof theworksif heisforcedtoremainidie
dueto circumstances entirely beyond hiscontrol such asnon-supply of raw materids, and machine
breakdown.

10. Apart fromfinancia incentives, non-financia incentiveslike better security of employment, job
sati sfaction and job status have also aplaceinincreasing productivity.

In short, to be successful, awage incentive plan must be carefully planned, properly installed, and
administered in conformance with sound ethical principlesof human relations. Any plan, hastily adopted,
improperly installed, caredlessly administered, or basically unsuited to an individua company cannot succeed.
Certain principlesor essentia sto be bornein mind whileingtalling of anincentiveprogrammeare: (i) theplan
must smple; (ii) theplan must beequitable(iii) the plan must provideanincentive (iv) the plan must be based
on sound job standards (v) the plan must have the backing of the empl oyees and management (vi) theplan
must havean in-built provision for areview; and (vii)the plan must not be used to induceworkerstowork so
fast that they areunduly fatiguesand their health suffers.

14.11. INCENTIVES AND MOTIVATION:

Theincentivesareexternal to theindividua and thus, differ from amotivewhich from higher interna
drives. It impliesthat management incentivesrather than “motivates’ peoplein organizationa settings. The
processof incentive enablesthe management to devel op their motivation and link it with organizational goals.
It servesas ameans of satisfying some of their basi ¢ needs and thus, motivating them to spend energy in
several forms. However, incentives are considered by them in comparison with other characteristicsof the
work situation rather thanindependently. Indeed, thereisinterplay among different typesof financid and non-
financid incentivesand they can be considered within theframework of cognitivedissonance. Thecognitive
dissonanceimpliesthat when the divergence between their input and outcome becomes excessive, people
tend to changethe situation in somefor,. Accordingly, when the outcomeof their work isnot perceived as
being cons stent with their input, they may bede-motivated. Explicitly, incentive sysemsmotivate performance
when certain specific conditions exist in organizational settings, and they are perceived to belinked with
effective performance.

14.12. LINKAGE OF INCENTIVES TO PERFORMANCE:

However, linkage of incentivesto performance necessitates an understanding of appropriate measures of
performance and specifictypesof incentivesreevant to particular individuds, ability to control their magnitudes
whichtheindividualsreceive and existence of aclimate of trust and confidencein the organization so that
people perceive a distinct connection between incentives and their performance. Although incentive
compensationisasignificant motivator initsalf, it can aso be used in asupportiveway in relation to other
motivatorsinthebehaviora and environmental domains. Of course, individua stend towork morewhenever
they are confronted with acrisis, or when their work is critical to successof aproject. However, itisaso
supportiveto understand that they are getting paid commensurately with theway they raiseto the challengeor
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thecrises. Explicitly, incentive compensation, irrespectiveof other considerations, involves prompt pay-offs
and provides more mileagein termsof improved performance than other components of thetota package.
Asmovementinasdary rangerequiresboth ability and length of serviceandisbased onlong-rangejudgments
of performance, one. Likewise, utilization of fringe benefitsfor improved resultsisdifficult aswell asprovides
littleincentivepull.

14.13. IMPROVING THE ROLE OF INCENTIVES:

Notwithstanding theaboveddimitations, recent behaviorad scienceliteratureembodiesenough guiddines
toimprovether role. Thus, Lawler formulatesaset of propositionsrelating to the determinants of satisfaction
of individualsand characteristics of effectiverewardswhich must betaken into account indesigning any
compensation (especiadly incentives) programmeinan organization. Thepropositionsrd ating to thedeterminants
of satisfaction of individua sareasfollows: (1) satisfactionwith anincentiveisafunction of both how much
peoplereceiveand how muchthey fed should bereceived (2) their fedingsof satisfaction areinfluenced by
comparisonswith what happensto others (3) overall satisfaction at work isdetermined by how satisfied
peoplearewith both theintrinsic and extring cincentivesthey receivefromtheir jobs (4) peoplediffer widdy
inther desirefor incentivesand inhow sgnificant thedifferent incentivesareto them, and (5) severd extrinsic
incentivesaresignificant and sati sfying only becausethey lead to other incentives.

Likewise, the propositionsrelating to the essential characteristics of anincentive systemin the
organization are: (1) the organization must provide enough incentives so that basi c needs of peopleare
satisfied (2) theincentivelevel sinthe organi zation must comparefavorably withthosein other organization,
(3) theavail ableincentivesmust bedistributed in away that people have aperception of equitabledistribution
Intheorganization, and (4) theincentive system must deal with organization membersasindividudsandthus,
must takeinto account differencesamong peoplein what incentivesthey want.

When the above determinants of satisfaction of peopleand characteristics of incentivesare obtained
inorganization settings, they arelikely to effectively perform thefollowing functions: (1) motivate peopleto
jointheorganization, (2) motivation them to cometo work, (3) motivatethemto perform effectively, and (4)
reinforcethe organizati on structure by specifying their positionsin the organi zation.

14.14. CLASSIFICATION OF INCENTIVE SCHEMES:

Incentivesmay broadly be classified into monetary or non-monetary. Monetary incentiveshave animportant
contribution to makewithin thetotal motivetion pattern. They provideextra-financia motivation, by rewarding
theworker over and abovehisregular remuneration for performing morethan thetargeted work. Someof the
financia motivationsare overtimewages, higher basic wages, incentive bonus, merit increments, suggestion
rewards, various alowances, promotion and fringe benefits.

Theseincentivescan befurther sub-dividedinto variouskinds. Thesekinds can beexplained with the
help of thefigurebelow:
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Figure14.14.1. Typesof I ncentives

| Figure 14.14.1. Types of Incentives ‘

Financial or Pecuniary Incentives Non-financial Incentives

1. Wages 1. Job SBecurtty

2. Balary 2. Recognition

3. Premium 3. Participation

4. Bonus 4. Pride n Job
5. Delegation of Responsibil
6. Quick Promotion
7. Facilities for Developmen
8. Labour Welfare Amenitie;

Thevariouskindsof incentives arediscussed bel ow:
1. Financial I ncentives

Financia incentivesor pecuniary incentivesarethemost origind of dl theincentives. Itisgiveninthe
form of money. Thefinancid incentivesstill form the most important influencing and motivating factor uptoa
certainlimit. Becauseitisonly by virtue of the monetary compensation that the workers can satisfy their
fundamental needssuch asfood, clothing, shelter etc. Thefinancia incentivesmay beeither direct or indirect.
Direct incentivesincludewages, bonusand other incentivesdirectly given to theworkersin theform of cash.
Indirect financid incentivesinclude subs stence al owance expenses, medica expensesetc.

2. Non-financial I ncentives

Non-financia or non-pecuniary incentivesincludeall other influences planned or unplanned, which
gimulateexertion. Meremonetary incentive cannot hel p themanagement insolving dl the problemsof industrid
unrest. Further additiona cash wage may a so tempt theworkersto misusethemoney inviceslike gambling,
drinking etc. Under such circumstances, the non-financia incentiveshave asignificant roleto play. Such
incentives createahealthy amosphere and changethementa outlook of theworkers. They maketheworking
classmore stabilized and economically sound. Thus, in short, theworkers by virtue of the non-financial
incentivesareenabled to enjoy aricher and fuller life. Experiences of foreign countriesparticul arly countries
like Britain, Americaand Japan have shown that thereisahigh degree of positive correlation between non-
financial benefit schemesand labour productivity.

Examplesof Non-Financial | ncentives
Non-Financia Incentivescan takeavariety of forms. Some of the popular onesare given below:

1. Job Security: Themanagement must try itsbest to create asense of job security. Thereshould beno risk
of retrenchment, demotion and termination. Experienceshave a so shown that the productivity islessinthose
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concernswhereworkers have no fedling of safeand secure. But it ishighinthose concernswherethey have
afedling of job security.

2. Recognition: Recognition of work istheessence of securing good work. Efficient peoplewould naturally
liketo get recognition for their skill and excellenceintheir work. Such recognition can do many thingsthat
what acash reward can do. Of courseitisnot practicablefor the superiorsto praise everybody for everything
doneby them. But thetechnique of praise must be practiced asfar aspossible.

3. Participation: Workersfeel more satisfied when they are given an opportunity to raisetheir voicein
handling theaffairsof theenterprise. Sincethey actudly take part in the decision-making their co-operationis
assured.

4. Sincerelnterest in Subordinatesasindividual Per sons: Theworkersmust be madetofed pridein
their job. Vari oustechniques can be empl oyed to devel op prideto work. Food products, dynamic leadership,
fair trestment, ethical conduct etc. can effectively stimulatetheworkers prideintherjob andinthefirm.

5. Prideinjob: Theworkersmust bemadetofed prideintheir job. Varioustechniques can be employed to
deveop pridetowork. Food products, dynamicleadership, fair treetment, ethical conduct etc. can effectively
simulatetheworkersprideintheir jobandinthefirm.

6. Delegation of Responsibility: Delegation of rightsand responsibilitiesto execute agiven task often
provesto beastrong motivating factor. By del egation the superior trusts hisworkers and stimulatesthemto
show better results.

7. Other Incentives: Other incentiveslike quick promotion, provisionsof facilitiesfor devel opment and
training, provision of labour welfareamenitiesetc. a so have asignificant roleto play in motivating the
employees.

Meritsof Incentives
Thefollowing arethe advantagesderived by providing incentivesto employees.

1. Higher output: By providing incentivesto hisemployees, theemployer isableto inducethemto work
better. Thisleadsto higher outpuit.

2. Greater profits: Needlessto say, higher output resultsin greater profitsfor thebusiness. Thishappensin
two ways. First, the cost per unit becomeslessand second, theenterpriseisableto kegp theselling pricelow
andthisresultin greater sales.

3. No prablem of idletime: In an organization whereno proper incentivesareavailablefor theworkers, the
tendency will beto whileaway thetime. When suitableincentivesare avail able, theworkers becometime
conscious. They begin to seeevery minuteintermsof money.
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4. Supervision doesnot poseany problem: When suitableincentives areavailable, the workersbecome
duty conscious. Theneed for close supervision, thus, doesnot arise.

5. Efficient worker sareableto earn more: Such of thoseworkerswho are highly efficient areableto
earn more by way of performance bonus, higher commission and soon.

6. Possibletoidentify inefficient and dull workers: If, in spite of theincentive schemes, someworkers
areableto earn only their normal wage, it should mean that they arebasically dull. Theemployer, therefore,
hasto decidewhether to retain them or subject themto rigoroustraining.

7. Rateof labour turnover isbound to below: If adequateincentivesareavailabletotheworkers, they
may not have afeeling of dissatisfaction. Such workers are sure to have greater work commitment and
therefore may not leave the organization. Therate of labour turnover, asaresult, isboundto below.

8. Reduction in complaintsand grievances. Astheorgani zation makesavailable suitableincentivesto the
workers, they may not haveanything to complain about. Thisleadsto reductionincomplantsand grievances.

14.15. PROBLEMS ARISING OUT OF INCENTIVES:
Thefollowing problemsare bound to arise whileimplementing anincentive plan:
Quality of work may suffer:

Theworkers, thosein the production department in particular, may give undueimportanceto the quantity of
output produced neglecting the quality of output. Such aproblem can be overcomeonly if theorganization
hasaperfect system of quality control.

I nter-personnd relationshipsmay suffer:

Only thoseemployeeswho arered |y efficient will be benefited out of incentives. Thismay promoteill fedings
among theemployeesof an organization.

Wear and tear of machinesmay bemore:

Astheemployeesarekeen onincreasing theoutput dl thetime, they may handlethemachinescarelessly. This
increasesthewear and tear of machines.

Health of theworkersmay get affected:

Someworkerstend to overwork in order to earn moreand thismay affect their hedlth.
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I ncreasein accidents:

Thereisadwaysapreferenceto step up output disregarding even safety regul ationsand thismay increasethe
rate of accidentsintheworkplace.

Increasein paper work:

Proper administration of any incentive schemeinvolves|ot of paper work. It necessitatesthe maintenance of
proper records and books.

Requirementsof asound incentiveplan:
A goodincentiveplanshdl fulfill thefollowing requirements:
Trust and confidence:

The successof any incentive plan dependson the existence of an atmosphereof trust and confidence between
theworkersand the management. In the absence of such an atmosphere, the workers may resist any such
proposa by the management.

Consensusrequired:

Themanagement should not takeaunilateral decisonwhileevolving anincentivescheme. Consensusbetween
theworkersand the management isnecessary for the success of the plan.

Assured minimum wage:

Payment to any worker should not betotaly related to his performance. Every worker should be assured of
aminimum wage notwithstanding performance. Only then theworkerswould have asense of security.

No scopefor biasor favoritism:

The standards set under theincentive plan should be based on obj ective analysis. It should not expect too
much out of the employeenor should it give scopefor biasor favouritism.

Simpleto oper ate:

Theincentiveplan should not involvetediousca culations. It should be so smplethat theworker will beina
positiontowork out histotal earningshimsalf.
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Beneficial toboth thewor ker sand the management:

Theincentive plan should be beneficia to both theworkers and the management. From the management’s
point of view, it should be cost effective. From theworkers' point of view, it should offer return, at arate
higher than thenormal rate of wages, for the extraefforts made by them.

Sound system of evaluation:

A perfect system of eval uating theempl oyee' s performance should be created in the organi zetion. Theresults
of evaluation should be made known to theemployeesat theearliest.

Redressing grievances:

Grievances and complaintsare bound to arise whenever any incentive planisin voguein the organization.
Proper machinery should beinstalled for thequick handling of al such complaints.

Review:

The progress of theincentive scheme should be periodically reviewed. Only then it would be possibleto
notice and remove defects, if any, intheplan.

4.16. SUMMARY:

Theterm‘incentive’ isgradually acquiring awide perspectiveso astoincludeall possiblefactors,
bes deseconomic gain, which can poss bly motivate human beingstowards performance. Infact intheWestern
countries, which haveacquirehigh level of economic development, particularlyintheU.SA., itisbeingfelt
that economicgainisceasing to bea source of motivation and greater emphasisis being placed on non-
economic factors, such as status, position, emotional satisfaction, sense of participation etc. under Indian
conditions, for obviouseconomic reasonsand very low level of living, economic gain fill continuesto bethe
mainmotivation factor, particularly at workers level. Assuch thetermincentivein the context of conditionsas
inIndiaisused intermsof monetary gains. Anincentive schememay be called amonetary incentive scheme
itinvolves*giving aworker an opportunity to earn something morein exchangefor more productivity.

14.17. KEYWORDS:
Wagelncentive
Remuneration
Deterioration

Performance

Management
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14.18. SELF ASSESSMENT QUESTIONS:

1. What ismeant by wageincentives? Giveattributesof agood incentive plan.

2. Bothmonetary and non-monetary incentives are necessary for inducing worker to do more
work.

3. Isthereany relationship between incentive system and motivations? Examinethe potential
advantages and disadvantages of incentives.

4. Whatisthedsgnificanceof incentives? Describethedifferent typesof incentives.

5. Areincentivesrdevant inIndialndustry? Suggest measuresto effectuatethem at enterprises
levd.

6. Define‘incentives . Bringout their advantagesand limitations.
7. Bringout the perquisitesfor the successof incentive payments.
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15.1 INTRODUCTION:

In our country, theroleof financid incentivesasajprimary tool for motivatingworkerscannot beover
emphasi zed. Besides, the necessity for raising the productivity of Indian Labour isa so getting dueattention.
Different five-year plans have recommended theintroduction of incentive schemesunder certain conditions.
Theneed for introducing wageincentive schemesin our country hasbeenfelt because of: () theefficiency of
the Indian worker isvery low, and as such thewageincentives can lay an important part inimproving his
efficiency; and (b) theaverage Indianworker isfinancially poor, and therefore, incentives arelikely to tempt
him to work better. Themost widely prevaent incentive schemein Indianindustriesisthepiecerate system.
Apart fromthisthereisal so the system of payment of production bonus, usually at adifferential ratefor the
output produced in excessof thenormal output for aunit of time. Further, thereare group incentive plans, or
individua incentive plans, or acombination of both. Oneor the other schemes have been gpplied extensively
inmany industriesin our country, particularly intextile, metallurgical, themetal trade, mining, leather and
rubber.

A survey covering the mining and manufacturing sectorsfound that 45 percent of theunitssurveyed
had incentive payment schemes of one sort or another. Of these, 76 per cent were group incentive schemes,
22 per cent wereindividua incentive schemes, 8 per cent were piecerate schemeswith aguaranteed minimum
and theremaining 14 per cent were classified variousy asmulti-factor schemes, attendance bonus schemes,
and indirect workers' incentive schemes, and soon. InIndia, theintroduction of incentive payment in avast
number of mediumand small scdeindustriesmay resultinimproving theutili zati on of equi pment and manpower
and given animpetusto productivity, result in higher earningsto theworkers, and bring down costsof the
products.

Incentiveisan act or promisefor greater action. It isalso called as astimulusto greater action.
Incentivesare something whichisgivenin addition to wagers. It means additional remuneration or benefit to
anemployeein recognition of achievement or better work. Incentives provideaspur or zeal intheemployees
for better performance. Itisanatural thing that nobody actswithout apurpose behind. Therefore, ahopefor
arewardisapowerful incentiveto motivate empl oyees. Besides monetary incentive, there are some other
stimuli which candriveapersonto better. Thiswill includejob satisfaction, job security, job promotion, and
pride for accomplishment. Therefore, incentivesreally can sometimeswork to accomplishthegoalsof a
concern. Theneed of incentivescan bemany:

1. Toincreaseproductivity,

2. Todriveor arouseastimuluswork,

3. Toenhancecommitmentinwork performance,

4. Topsychologically satisfy aperson whichleadstojob satisfaction,
5. Toshapethebehavior or outlook of subordinatetowardswork,

6. Toinculcate zed and enthusiasm towardswork,
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7. Togetthemaximum of their capabilitiesso that they areexploited and utilized maximaly.

Therefore, management hasto offer thefollowing two categories of incentivesto motivate empl oyees:

1. Monetary incentives: Thoseincentiveswhich satisfy the subordinates by providing them rewards
interms of rupees. Money hasbeen recognized asachief source of satisfying the needs of people.
Money isa so helpful to satisfy thesocia needs by possessing various material items. Therefore,
money not only satisfies psychol ogica needs but a so the security and social needs. Therefore, in
many factories, variouswage plansand bonus schemes areintroduced to motivateand stimulate the
peopletowork.

2. Non-monetary incentives. Besdesthemonetary incentives, thereare certain non-financia incentives
which can satisfy the ego and self- actuaization needs of empl oyees. Theincentiveswhich cannot be
measured in terms of money are under the category of “Non- monetary incentives’. Whenever a
manager hasto satisfy the psychologica needsof the subordinates, he makesuse of non-financial
incentives. Non- financial incentives can be of thefollowing types:.-

a.

Security of service- Job security isanincentivewhi ch providesgreat motivation to empl oyees.
If hisjobissecured, hewill put maximum effortsto achievetheobjectivesof theenterprise.
Thisalso helpssinceheisvery far off from mental tension and he can give hisbest to the
enterprise.

Praiseor recognition- Thepraiseor recognitionisanother non- financia incentivewhich
satisfiesthe ego needs of the empl oyees. Sometimes prai se becomes more effective than any
other incentive. Theemployeeswill respond moreto praiseandtry to give thebest of their
abilitiesto aconcern.

Suggestion scheme- The organization should look forward to taking suggestionsand inviting
suggestion schemesfrom the subordinates. Thisincul catesaspirit of participationinthe
employees. Thiscan bedoneby publishing variousarticleswritten by employeestoimprove
thework environment which can be published in various magazines of thecompany. Thisaso
ishelpful to motivate the employeesto feel important and they can also bein search for
innovative methodswhich can be applied for better work methods. Thisultimately helpsin
growing aconcern and adapting new methods of operations.

Job enrichment- Job enrichment isanother non- monetary incentiveinwhichthejob of a
worker can beenriched. Thiscan bedone by increasing hisresponsibilities, givinghiman
important designation, increasing the content and nature of thework. Thisway efficient worker
can get challengingjobsin whichthey can provether worth. Thisalso helpsinthe greatest
motivation of the efficient employees.

Promotion opportunities- Promotion isan effectivetool toincreasethespirittowork ina
concern. If theempl oyeesare provided opportunitiesfor the advancement and growth, they
fedl satisfied and contented and they become more committed to the organi zation.
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Theabovenon-financial tools can beframed effectively by giving due concentrationto theroleof employees.
A combination of financid and non- financia incentiveshel p together in bringing motivation and zed towork
inaconcern.

Pogtivel ncentives. Postiveincentivesarethoseincentiveswhich provideapositiveassurancefor fulfilling
the needsand wants. Positiveincentivesgenerally have an optimigtic attitude behind and they are generally
givento satisfy the psychol ogica requirements of employees. For example-promotion, praise, recognition,
perksand alowances, etc. It ispositive by nature.

Negativel ncentives: Negativeincentives arethose whose purposeisto correct the mistakes or defaul ts of
employees. Thepurposeistorectify mistakesin order to get effectiveresults. Negativeincentiveisgeneraly
resorted to when positiveincentive does not work and apsychol ogical set back hasto begivento employees.
It isnegativeby nature. For example- demotion, transfer, fines, penalties.

15.2 NEED FOR WAGE INCENTIVESIN INDIA:
Theneed for wageincentive schemesin Indiaisfelt dueto thefollowing reasons:

(i) Theefficiency of theIndianworker isvery low, and needsto beraised. Wageincentives can
play animportant part improving hisefficiency.

(i) Theaveragelndianworker isfinancialy very poor. Financid incentivesthereforearelikey to
temp himto work better.

(i) Indiaisat alow level of technol ogy, and wageincentives can help in promoting the use of
electronicdevices.

(iv) A proper application of wageincentive schemescan so affect the pricesthat the community
would be benefited.

(v) Inthenationd interest, itisfelt that wageincentive schemes should be gppliedto all economic
activities.

15.3 FEATURES OF INCENTIVE PAYMENTS IN INDIA:

Introduced in 1946, incentive payments have becomehighly popular in our industries. They areas
common as monthly wagesand sd aries. But the schemesin operation defy any generdi zation because notwo
plantsfollow anidentical scheme. Theschemesdiffer fromindustry toindustry, and from plant to plant within
anindustry. Someof theincentive schemesdescribed by thelLO arefollowed here, but not intheir origina
from. They have been modified to suit theloca requirements. Thisisnecessary becausetheimplementation of
incentive schemes, intheir origina form, necessitateswork measurement and standardi zation of operations
which, in many cases, arenot possiblein our industries.
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Thus, thefeaturesof incentive paymentsare:

1)

2)

3)

4)

5

6)

7)

154

Though incentivesare asold asindustriesthemselves, it wasonly in 1946 that they wereintroduced
inour country. Evento thisday, theincentive schemesareintheir infancy.

Inmost industria establishments, theintroduction of incentive schemes has not been preceded by
work studies, consultationwithworkers' representativesand rationdization of wagestructurethrough
jobevauation.

Incentive schemesdiffer from industry to industry and from plant to plant within anindustry.

Most incentive schemesin operation fall under one or the other of thefour classes mentioned by the
ILO. But the schemesarefine-turned to suit the requirements of the organi zation.

The schemesin public sector plantshave an extremely varied coverage, some applying only to day-
rated employeeswhile other are being made applicableright up to the top management.

Inflation hasreduced the motivationd effect of incentives. Hence, incentiveshaveto besubstantid, if
workersareto bemotivated for higher efficiency and greater outpuit.

Inmany cases, incentives seem to have achieved their objectives, that isincreased productivity and
enhanced earnings.

INSTALLING AN INCENTIVE SCHEME:

Incentive programsare not new: weren’t werewarded if you brought home agood report card or

cleaned our room? That, initsmost basic form, isan incentive program — rewarding good behavior.

However, employeeincentive programstend to compensate those empl oyeeswho go “aboveand

beyond” their typica dutiesand excel inwaysthat hel p the company achieve ahigher profit margin, make
more sales, garner more leads, etc.

Anincentived so givestheemployeeamorepersond stakein thecompany’smisson; if the company

excels, theempl oyee benefits.

Depending on our company’sgodss, an incentive program can push workersto perform moreefficiently,
accordingto VictoriaDowning, president of RemodeersAdvantage and aregular REMODELING
columnist. “It'sacarrot to get peopleto do their work faster and better,” she says, adding that one of the
trickiest partsabout incentivesisbeing surethegod isclearly understood and thinking through how it will
affect thewhole company.
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Thereareasmany types of incentive program asthere are usesfor duct tape. Depending on what you
hopeto achieve, you haveto decide which typeworksfor your company and your employees. According
to Jennifer Loftus, national director at Astron Sol utions, aNew York—based human resources consulting
firm, therearethree main categoriesfor incentive plans: individua, group, and company. “ Individud plans
reward each employeebased on their own meritsand can betail ored to suit theemployee,” sheexplains,
adding that the rewards can rangefrom cash or gift cardsto trips, tools, and so on.

Group plansarefor individua work groups. Each group would need to adhere to aset standard or
measure. “ For every singleemployee, therehasto bealineof sight,” Loftussays. “ Anemployee must
understand how his performance affectsthe company’sgoals.”

The companywideplanistypically astandard profit-sharing program: if the company meets— or exceeds
— itsgoalsfor theyear, quarter, or month then the entire company getsapiece of the action.

Loftus saysthat whilecompany-wide plansweavein very nicely throughout an organization, some
employeesmay il not havethat clear line of sight asto how their job affectsthe company’soverall
profitability. “If an employer wantsto send amessagethat ‘ We areateam,’ an organi zation-wideincentive
or profit-sharing planisbest,” shesays.

It’'snot unusua to reap unexpected rewardswhen weinstitute any type of new management program for
our business. Incentive programs havethe potentia to provide awed th of unintended consequences. When
Bob Ender at Dream-Maker Bath & Kitcheninstituted theincentive programsfor hissalesand |abour teams,
heredlized some surprising benefits.

Equitablepay structure: Now there’ sone pay structure acrosstheboard, according to Ender. “ So
there’ s no bickering amongst employees and no animosity because everyone's on the same pay
scale,” hesays.

I ncreased customer satisfaction: Inanindustry notoriousfor runningjobslonger than
estl mated, Dream Maker cons stently beats deadlines, Ender says, adding that thishasled toimproved
customer satisfaction numbersin hisGuild Qudity survey results.

Better cost control: Becausedeadlines are being met, there are fewer unplanned man hoursto
pay for. Idletimeand lumber runsarea so down.

I mproved estimating: “ Becausethe databaseisimproved, we seelessgenerd dippagefroma
company standpoint and therefore we re seeing fewer change orders,” Ender says. Thisnot only makeshis
clientshappy, it d soleadsto more thorough proposalsby the salesteam.

M or e checksand balances. Now the workers keep an eye on one another’s progress because
they don’'t want someone' slackluster performanceto affect their own compensation.
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I nstalling a schemeof payment by resultsmust proceed on thefollowinglines:

1)

2)

3)

4)

5

6)

7)

8)

Definethe objectives of the payment systemand, if necessary, challenge theassumptionsheld about
the purpose of the system and how it should operate.

Collect factsabout the existing system-the structure, thetypesof payment schemesin use, the number
of peoplepad under each arrangement, thelevelsof earningsin different occupation, and the make-
up of earnings, including overtime payment.

Anayzethecircumstancesinwhich the payment system operates.
Comparetheexisting or proposed arrangement against the criteriafor eva uating system listed above.
Anadyzethe effectivenessof the pay structure and payment systemsby:

I. Comparing the results achieved with the objectives of the system under such heading as
ability to attract and retain staff, effect of productivity, and effect on management employee
relaionships.

il. |dentifying particular problem areeswherethesystemisproducinganomaiesinpay or earnings
between occupations or units, where the requirements of the equal-pay legidation arenot met or
whererates of pay are not competitivewithloca going rates.

Consider conducting an attitude survey to obtainthe views of workers, ratefixersand supervisors
about the present system and the changes need to be made.

Consult asrequired with unions and empl oyees on the present arrangements and what needsto be
done about them.

Conduct pay surveysasrequired to establishloca market rates.

Tipsfor developing anincentivestructure:

1. Creatingan appropriateand optimal mix of incentivesof different types:

a. Financial incentivescan beimportant, but don’t dwayswork and aremost effectiveif combined
with non-financid incentives

b. In particular merit based schemesfor recruitment, promotion and professiona devel opment
opportunitiesareeffectiveincentives. Merit incentivesdo not haveto beforma —smplerecognition
of effort and results can be highly motivating. Pride, prestige and public recognition arealso
powerful incentives.
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c. Accountability isanother non-financial incentive. The external environment can be both the
source of ‘demand-side’ calls for good performance and accountability. There are many
opportunitiesto introduce accountability incentives|inked to service standards and customer
sati sfaction, for beneficiaries groups, management, local or national politicians, and or donors

d. Another typeof non-financia incentiveisbenchmar kingand competition, to stimul ate healthy
competition between different work units.

e. Training needsto be used with caution asit can becomeaperverseincentive
f. Itisimportant to be careful of unintended negative consequences.

2. Linkingincentivesand good human resour cemanagement: akey factor inimproving public
sector performanceisto havein placeincentive structuresthat attract, retain and motivate staff and
hold them accountablefor their performance. Internal incentivestherefore need to beusedin
conjunction with staff management and performance processes that are embedded in the
organizationa cultureand how performanceisrewarded and punished.

3. Targeting: whoismost likely to contribute towards sustainable capacity if appropriately motivated
and rewarded?

4. Sequencing: someincentivescan bedealt with quickly at an operational level, but some need
policy level changethat will taketimeto resolve, soitisimportant to sequencetheintroduction of
incentivesaccordingly.

5. Attention tocultureand context: the enabling environment ishighly pertinent becauseit can be
themost powerful sourceof both forma andinforma incentivesthat either provideor block capacity
devel opment and the source of incentive resources. Where officialy sanctioned and supported
formd incentivesaremissing, thedtuation often createsinformd incentivesthat work againgt cgpeacity
development

o

Creativity: smdl expenditureon activitiesliketeam building or workplace upgrading that are not
usualy thought of as capacity devel opment can create the conditionsfor capacity devel opment to
happen.

15.5 CATEGORIES OF INCENTIVE PLANS:

Incentive plans are used to motivate empl oyeesto increase production. According to the business
resource Bus ness Town, employees given an incentive plan tend to feel more attached to the company’s
success and may work harder to help achieveit. Incentives can comein many forms. Beforeyou formulate
your motivational program, it would hel pto understand different typesof incentive plans.
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A stock optionisanincentive offered to empl oyeesthat want to invest their money into the company
stock by purchasing stock with pre-tax money. According to HR Guide, employeesthat participatein astock
optionincentiveplan areableto defer paying incometax onthegainsredized by their stock purchasesuntil
thestock issold. The company itself doesnot get any kind of tax break by offering astock optionincentive,
but it doesreap the benefits of selling more stock.

According to the Society for Human Resource Management, onetype of incentive plan for executives
isknown asthe performance unit. Intheexecutive' sagreement thereisaschedule of financiad milestonesthat
the company must achievefor the executiveto get awarded apre-determined amount of units. The amount of
aperformance unit varies by company. Performance unitsare paid out based on aschedul e agreed to by the
executiveand the company.

Thebonus pay structureiscommon in professions such as sales, marketing and production. When
the employeesreach apredetermined goal, the company may create anincentive plan that paysabonusfor
going beyond that goal. For example, if amanufacturing plant hasagod of 100 unitsinamonth, thecompany
may offer to pay each employeeabonusfor each unit manufactured beyond 100 in that month.

Individud incentive plansand group incentive plansboth haveasmilar god. They striveto providean
incentivethat will drivetheright kind of performancefor the company. For the company to determinethe best
incentive options, they must first know their goal sand ensurethosegod sarewithin theindividua’sability to
impact. InaBLR webinar titled “ Compensation 101: Essentid Secretsand Strategiesfor HR Professonals,”
Paul R. Dorf outlined some of the consi derationswhen determining whether individual or group incentive
plans aremost appropriate.

Under thisplan, earningsaredirectly rd ated to the performance of theindividua employee, Individua
incentivesmay be based ontime or output. In time based plans, astandard timeisdetermined and incentive
ispaidif an employee completesthejobinlessthan the standard time. In Output based plans, astandard of
output determined and an employee produce morethan the standard output isgiven incentive.

Output linked incentivesare of thefollowing types;
1. Earningsvaryinginproportion to output.
2. Earningsvarying proportionately lessthan outpuit.
3. Earningsvarying proportionately morethan outpuit.
4. Eaningsvaryingdifferently at different levelsof output.

1. Individual I ncentivePlans: Individud incentive sysemsattempt tore ateindividud effort to pay. Individud
incentive plansare based on meeting work-rel ated performance standards, such as quality, productivity,
customer satisfaction, safety, or attendance. They aremaost appropriate when:
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Performance can be measured objectively
Employeeshave control over theoutcomes
Plan doesnot create unhealthy competition

Individud incentiveplansrequiremonitoring, and itisimportant to remember that theincentive schemeisnot
asubstitutefor good management.

Spot bonuses can a so be used for individual sto show appreciation or giverecognition for ajob well done.
Thiscanbearewardfor devel oping new skills, contributing new ideas, obtai ning licenses, or finishing projects
early. Typically, aspot bonusisgiven asaone-timediscretionary payment. Thesearemost prevaent among
non-executives.

Conditionsnecessary for theuseof individua incentiveplansareasfollows:

1.Identification of individual performance: The performance of eachindividua can bemeasured and
identified because each empl oyee hasjob responsibilities and tasks that can be categorized from those of
other employees.

2. Independent work: Individua contributionsresult from independent work and effort given by
individud employers.

3. Individual competitivenessdesired: Becauseindividuasgenerally will pursuetheindividual
incentivesfor themsd ves, competition among employeeswill occur. Therefore, independent competition
whereby someindividuals“win” and othersdo not must be desired.

4. Individualism stressed in organizational cultur e: The culture of the organization must be onethat
emphasizesindividua growth, achievements, and rewards. If an organization emphasizesteamwork and
cooperation, thenindividual incentiveswill be counterproductive.

Individual Incentive Plansarea sotwo types. Theseare
1. Time based Plans

2. Output- based Plans
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Figure15.5.1. Individual Incentive Plans

| Figure 153.5.1. Individual Incentive Plans

Time- based

FPlans: Output-based Plans:

1. Hasley's Plan 1. Tavlor's Differential Piece Rate Plan
2. Rowan's Plan 2. Merrick's Multiple Piece Eate Plan
3. Emerson's Plan 3 Gnatt's Task Flan

4. Bedeaux's Plan

15.5.1 Time-based I ndividual I ncentive Plans
15.5.1.1 Halsey’'sPlan

F.A .Hd sey, an American engineer, introduced thisplan. Under thisplan, standard timeisdetermined
for eachjob. A worker who completesthejob by taking the standard timeor even exceeding itispaid normal
wages calcul ated at thetimerate. In case, he completesthejob inlessthan the standard time, heisgiven
bonusequal to 50% of themoney va ue of thetime saved.

Thebonus payableto theworker and histota earnings, under the Halsey’'splan, are cal culated asfollows:
Bonus=50% (Time Saved x Time Rate)

Total Earnings=Time Ratex TimeTaken + Bonus

Merits of Halsey’s Plan

Thefollowing arethe pluspointsof Hasey’splan:

1. Itissmpleto understand.

2 Theworkersare assured of aminimum wage.

3. Theemployer and theworker shareequally the benefit resulting from savingsintime.

4. The plan encouragesworkersto be more efficient in their work.

Demerits

Hdsey'splan, however, suffersfrom thefollowing limitations:



—— -(Centre for Distance Education) ——— —— —(Acharya Nagarjuna University )_ ——

1. Theefficiency of theworker isrewarded to the extent of50% only.

2. Thetime saved iswholly dueto the efficiency of theworker but the management gralbs 50% of theresulting
benefit.

3. The plan does not say anything about, the quality of thework done.
15.5.1.2Rowan’sPlan

James Rowan devised thisplan. Under thissplan, the manner of cal culating bonusisdightly different
from that under the Halsey’s plan. Bonus, under Rowan’splaniscal culated asfollows:

Bonus= % of Timesaved x TimeWage
Standard Time

Total Earningsof theworker = TimeWage+ Bonus
Merits

Thefollowingarethe positive aspectsof Rowan’s plan:
1. Minimumwageisguaranteed todl workers.

2. When compared with Hal sey’splan, bonusunder Rowan’s planismoreathough thebasictimewageisthe
same under both theplans.

3. Theplan providesacheck against over-speeding by workers. Astheworker savesmoretime, hisbonus
and total earningsonly beginto decline. Inthe aboveillustration, suppose, theworker completeshistask

within onehour, i.e. he saves 4 hours, hisbonuswill only be Rs.16. He earns the same bonus of Rs.16 by
completing thetask in 4 hours, saving just one hour.

Demerits
Thedrawbacksof Rowan’splan aregiven below:
1. Itisnot aseasy asHalsey’splanis.

2. Theearnings of theworker becomeless as he saves moretime. Thisdiscourages efficient workers.
15.5.1.3 Emerson’sEfficiency Plan

Herrington Emerson devised thisplan. Under thisplan too minimumwageisguaranteed todl workers.
Payment of bonus, however, isrelated to the efficiency of theworkers. Efficiency isdetermined by theratio
of timetaken to standard time. Usudly, aworker isgiven bonusonly when hislevel of efficiency, intermsof
percentage, isabove 66.67%.
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Earnings= (Timetaken x Rate per hour) + (% of Bonus x Timetaken x Rate per hour)

Merits

Thefollowing arethe advantages of Emerson’sefficiency plan:
1. Minimumwageisguaranteed.

2. It paysbonusto workersbased ontheir level of efficiency.

3. The66.67% or two-third efficiency criterion iswithinthereach of many workers.

Demerits
Thedisadvantagesof theplan areasfollows:
1. Itisnot astraight-forward approach to determining bonus.

2. If thestandard timeallowed itself islow, it may not be possiblefor many workersto fulfill the efficiency
criterionlaid down under theplan. .

15.5.1.4 Bedeaux'sPlan

CharlesBedeaux devised thisplan. Under thisplan, the standard timeand timetakenfor eachjobis
reduced to minutes, and eachminuteisreferredtoas”B”, i.e., onehour isthesameas 60 B’s. Thebonusand
total earningsof theworker, under theplan, arecalculated asfollows:

Bonus = 75% (Standard Time- Time Taken) x Time Rate

Total Earnings=TimeWage + Bonus

Merits

Thebenefitsof Bedeaux'splanare:

1. It guarantees minimum wagesto theworkers.
2. It enablesefficient workersto earn more.

3. Thebenefit of three-fourth of thetime savedisgivento theworker.

Demerits
Theweaknesses of the plan may be stated asfollows:

1. Theunit nameof ‘B’ inplaceof the*minute’ doesnot maketheplan altogether different.
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2. Theentire benefit of time saved by theworker isnot passed onto him.

15.5.2 output-based individual incentive plans
155.21 Taylor’sDifferential Piece Rate Plan

F. W.Taylor, who is known as the Father of Scientific Management, devel oped the differentia
piecerateplan. Under theplan, two pieceratesarelaid down—

() A lower ratefor those workerswho are not able to attain the standard output within the standard
time and

(i) A higher ratefor thosewho areinaposition to produce thestandard output within or lessthanthe
Standardtime.

Under the plan, standard timefor every work is determined on the basis of timeand motion studly.
Tworatesof payment aredetermined high rate and low rate. Workers compl eting their work within or before
standard time are paid according to the high rate and workers compl eting work in more than standard time
arepaidat low rate.

Taylor’sdifferentia piecerate plan hasthefollowing components:
() Standard Output.
(i) Sandard Time
(iii) A Lower Piece Rateand

(iv) A higher Piece Rate
Merits

Thefollowing arethemeritsof Taylor’sdifferentia piecerate plan:
. Itiseasy to understand and ssimpleto operate.
2. It enablesefficient workersto earn more.

3. Workers not reaching the standard are paid at alower rate. Such people, thus, are punished for their
inefficiency. Thisprotectstheinterests of the organisation.

Demerits

Thelimitationsof Taylor’splanaregiven beow:
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|. It does not guarantee minimumwage. Thiscreatesasense of insecurity for theworkers. .

2. Theremay beill-feelingsamong workersin view of thedifferentia piecerates.

3. Thequdlity of the output isignored.

155.2.2 Merrick’sMultiple Piece Rate Plan

Under thisplan too astandard task is set for the workers. But unlike Taylor’s plan that providesfor two
differentia rates, Merrick’splan contemplatesthreeratesas shown bel ow:

(1) Workers producing lessthan 83% of the standard output are paid at abasic rate.

(i) Workers producing between 83 % and 100% of the standard output will be paid 110% of thebasic piece
rate.

(ii1) Those producing more than the standard output will be paid at 120% of thebasic piecerate.

Merits

Themeritsof the plan may u~ stated asfollows:
1. Itisanimprovement over Taylor’splan.

2. Ithasgreater flexibility.

3. It offersgreater scopefor efficient workersto earn more.

Demerits
Thefollowing are, probably, the drawbacks of the plan:
1. Itisacomplicated plan.

2. Even aworker achieving 83%target isbranded asapoor performer.
15.5.2.3Gantt’sTask Plan

H.L. Gantt devised thisplan. Thisplan guaranteesminimum daily wage. Itsspecial featureisthat it
combinestimerate, piecerate and bonus. A worker who isunabl e to produce the standard output receives
only thetimewage. Hebecomeseligiblefor bonus only when heattainsor exceedsthe standard output within
the standard time. Therate of bonus varies between 20% to 50% of hig/her wages.
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Output Payment
Eelow standard Guaranteed time rate
At standard 120%% of titne rate
Ahoye standard 120%; of titne rate

Merits

Thepluspoints of Gantt’stask plan are:

1. It has, as mentioned above, timewage, piecerate and bonus. Itis, therefore, athree-in-one scheme.
2 It guaranteesdaily minimumwage.

3. It providesenough opportunitiesfor efficient workersto earn more.

Demerits
Theweaknessesof theplan are:
1. Itisnot easy to understand.

2. Thefluctuationsintheoutput levels, of different workersnot attaining the standard, areignored and they dll
receivethe samedaily minimum wage. Intheillustration given above, if two workersproduce 6 unitsand 8
unitsrespectively (against standard output of 10), eachisassured adaily wage of Rs.50.

15.6. GROUP INCENTIVE PLANS:

Group incentive plansareinitiatives des gned to encourage and reward exceptiona levelsof professiond
achievement. You can useincentivesinyour smal businessasmotivatorsfor stafferstowork collectively to
earn monetary and non-monetary rewards. It isalso away for small business ownersto boost overall
productivity and earningswhiles multaneously rewarding employeesfor ajob well done. The objective of
team incentivesisto encourage group goa-setting, collaboration and group work.

Groupincentivewage plans motivatethe group to produce moreunder individua incentive plans, bonusis
paid totheworkersonthe basisof individua performance and the amount of bonus payableto aworker is
not affected by the performance of another or other workers. But there are certain Situationswhereitis
difficult to measure the output of an individua worker conveniently or the performance of oneworker is
affected by the performance of other workers. In such situations, group incentive bonus schemesare
introduced. Under thisscheme, bonusismade payableto all theworkerson acollectivebasis. Thisbonus
ispromised by management in advance of the commencement of work for securing in effectiveteamwork.
Inall cases, afixed standard of performanceis established and thebonusisgiven for theresults shown
over the standard performance.
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Therearedifferent typesof group incentive schemes. Important anong them areasfollows:

(2) Priest man Plan: This system of wage payment wasfirst used by Priest man’sof Hull in 1917. Itis
applied to workerswho work in groups. It providesfor payment of group bonusin additionto theordinary
timeratetotheindividual workers. Thusif during ayear, an enterpriseisableto reach the predetermined
standard output or exceed the previousyear’ soutput, workersare paid increased wagesinthesameratioin
which output hasincreased. For example, if in 1990, the output per worker-hour was 10 unitsandin 1991,
it rises to 11 units per worker-hour, the wages in 1991 would be 10% higher than thosein 1990. An
advantage of the systemisthat it brings about team-spirit among theworkers of agroup. If thegroup asa
wholeworkswell, thisisbound to add to overall output of the enterpriseand in that caseall theworkers
would stand to benefit.

But itsdisadvantageisthat it may beinsufficient to motivateindividua workers, particularly thesewho possess
greater skillsand experience.

(2) Scanlon Plan: Named after Mr. Joseph Scanlon of United States; this plan isthe most popular for
shaving thegainsfromincreasein productivity. It providesfor payment of 10% participating bonusfor every
10%increasein productivity. The benefit isextended to dl employeesexcept the membersof top management.

Under the plan, workersare not paid the entireamount of bonusearned by themin any month. One hdf of the
first 15% of such bonusisset gpart for the creation of areservefund. Thisfundisused to neutrdisethe effects
of any fluctuationsin labour costs. In caseapart of such fund remainsunused, it too isdistributed amongthe
workersinthelast month of the year and then anew fundisacreated for theNew Year.

(3) Productive Bar gaining: Management and workers of an enterprise may reach an agreement under
which workers agreeto give up unproductive wasteful practicessuch asgo-slow andwork toruleandin
return, the management agreesto link thewages and concessions of increasein productivity. For this, itis
necessary that there should be a strong trade union to force theworkersto honour the agreement. In case
therearetoo many unions not cooperating with one another such agreement haslittle chance of succeeding.

(4) Co-partnership: Under this certain employeesare given the option of buying the sharesof theenterprise
at reduced pricein installments. The employees are chosen on the basis of seniority or wagelevels. Its
assumption isthat asashareholder of the company. An employeeislikely to show greater understanding of
the company’sviewpoint and behave moreresponsibly. Asfor management, it can cite such schemesas
proof of itsenlightened outlook and thusbrighten the publicimage of theenterprise.

(5) Profit sharing: Itisan agreement (formd or informal) fredy entered into, by which anemployeereceives
asharefixedin advance of the profits. In other words, Profit sharing isthe most popular method rewarding
theemployees. Under it, theempl oyeesare paid in addition to theregular wage, aparticul ar share of the net
profitsof thebusinessasincentive.

Characteristicsof Profit Sharing

Thekey featuresof profit sharing may bestated asfollows:
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1. Itisbased on an agreement between the employer and the empl oyees.

2. Itisapayment madeafter ascertaining the net profitsof thebusiness. Itisnot therefore, acharge on profits.
3. Theamount paid to the employeesisover and abovetheir normal pay.
4. Theamount to the paid is determined based on some agreed formulas.

5. The payments based on seniority and wagelevel of individua workers.
Meritsof Profit Sharing
Theadvantagesareprofit sharing areasfollows:

1. Better employer-employeeréeations- Thisispossible, asthe employer isready to sharethe profits of
theenterprisewith hisemployees.

2.Increasein productivity -The employees make every possible effort to increase productivity because
they know very well that higher profitsfor the enterprise would mean higher bonusfor them.

3. Better living standards - It helps to increase the living standards of the employees as the amount
recelvedisinaddition to the usua wages.

4. Reduced costsof supervision - Theworkersthemselves are duty conscious and, therefore, they need
no close supervision. Thus, costs of supervision arereduced.

5. Promotion of team spirit - The employees know theimportance of Teamwork, asonly such an effort
would result in higher output.

Limitationsof Profit Sharing
Thelimitationsof profit sharingareasfollows:

1. Regular incomenot assur ed: Payment to workers, by way of profit sharing, at aparticular rate depends
upon the profitsof theenterprise. If the enterprise makeslow profitsor incurslosses, it will not beinaposition
to pay bonus as agreed.

2. Suppression of profits: Attemptsmay also be madeto suppresstrue profits so that the employeesneed
not bepaid their share. Thisisdone by manipulating accounts.

3. Noinducement: Payment under the profit sharing schemewill be madeto the employeesonceor twicea
year when accounts are closed. Such, paymentsat longer intervalsmay not really motivate employees. Daily
or weekly incentive paymentsarefar more superior to profit sharing.
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4. All workerspaid alike: Payment to workers under profit sharing is made without considering their
relativeleve of efficiency. Thisamountsto doinginjusticeto thosewho haveredly madetarget attainment

possible

15.7 INCENTIVES FOR INDIRECT WORKERS:

Indirect workers such as crane operators, hel pers, charge hands, canteen staff, security staff, employees
in purchasing, sales and accounts, and maintenance staff also deserveincentivesat par with direct workers.
Incentives should be paid to such workerseither onthe ground that they contributeto theincreased production
which thedirect workers may achieve or onthe ground that their work hasincreased because of increased
production, or both. Such paymentsare desirableto avoid dissati sfaction and dissens on among theworkers
inaplant, or even strikes, which may result if indirect workersare paid at time-rateswhiledirect workers
recelve substantia bonus.

The payment of bonusto indirect workers poses aserious problem because the output of many of them
cannot beaccurately measured. For example, it isextremely difficult to measure the output of maintenance
staff, security personnd, or canteen employees, throughit isposs bleto assessthe performance of inspectors,
sweepersand packers.

But whether the output of indirect staff can be measured or not, asingle system of bonus paymentismade
applicabletodl of them. In some cases, the bonusisca cul ated according to some agreed percentage on the
output of the plant or of adepartment. In others, thebonusisaspecified percentage of theincentivesof dl or
someof thedirect workers. Much management, however, prefer to apply amerit-rating systemto indirect
workers, which rewardstheseworkersfor other qualities, in additionto their output.

15.8 THE FINDINGS OF SELECTED STUDIES ON INCENTIVES:
THE FINDINGSOF LABOUR BUREAU:

The Occupationa Wage Survey conducted by the Labour Bureau in 1958-59 revealed that 31.8 per
cent of workersin factories and industries, 75.4 per cent in plantations and 57.8 per cent in mineswere
engaged on piece-rate system connected with anincentive scheme. Thissystemwaslimited toindustriesand
occupationswheretheoutput of theworker or agroup of workers can be measured with reasonable accuracy,
and quality of the product can be controlled to a satisfactory extent. Asanother study conducted by the
bureau on incentive schemes operating inindustria unitsduring 1956-57 indicates, these schemesprevailed
mostly iniron and stedl, a uminum, engineering, cement, paper, cigarette, textiles, chemicasand chemica
products, mining and glassindustries, and they mostly started during or after 1946. In morethan half of the
unitsunder study, these schemeswereformulated in consultation with the concerned workers. Thegroup
system of incentive payment was morefrequently used thanindividud incentives,  nlargeorgani zationsespecidly
inironand sted, duminum, paper, and matchindustries, therewaslinkage of incentive paymentswiththetota
production of the plant or the organi zation asawhole. Therea so prevailed incentivesschemesrelated tothe
productivity of individua workersor groupsof workersin engineering and cigarette manufacturing industries.
In addition, gold mines, some glassand cement factories, and printing presseswere marked by incentive,
bonustoworkersfor performance beyond the prescribed norms. Therewasa so apractice of differentiating
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production workersfrom non- j production workersin termsof incentive bonus. Even whereboth types of
workerswere entitled tojincentive bonus, the ratesfor non-production workerswerelower than production
workers. Thej period of payment of incentivesranged from afortnight to ayear depending upon the nature
of theincentivescheme.

15.9 THE FINDINGS OF NPC:

TheNationa Productivity Council (NPC) conducted asurvey to explorethe status of incentivesin Indian
industry inthemid-sixties. Out of 1,000 undertakings sel ected for survey, 85 responded to the questionnaire.
Of these 85 organizations, 60 had somekind of incentive schemeand covered varied industriessuch aslight
and heavy engineering, textiles, aluminum, chemica sand mining. Nearly one-third of these organizations
possessed astraight piece-rate system without a“fall back” wage, whilethe remaining two-thirdsof them had
the piece-rate systemwith a“fall back” wage. Nearly one-third the undertakings provided incentivesto all
workers, whereastwo-thirds of them limited incentivesto production workers. Inall cases, theincentive
bonuswaslinked to output. Other factorswhich were considered in cal culating incentive bonusincluded
quality, regularity in attendance, waste reduction and reductionin breakdown repairs.

15.9.1 ANOTHER STUDY'SFRINGE:

A study conducted by Sethuraman and M uthu krishnan to analyzetheimpact of monetary incentiveson
productivity indicatesthat incentive schemesexerted apositiveimpact on productivity, [abour cost andindustria
relations. They concluded that “money” had a“sautary” effect on production.

15.10INCENTIVE SYSTEM IN PUBLIC SECTOR UNDERTAKINGS:

A team of Russian experts assessed the rel evance of incentive schemesfor public sector undertakingsin
1960. Asthe study reved ed, the wage system in the public sector organi zationswas based on the length of
service of theworkersrather than ontheir efficiency and thus, there prevailed divergent wagesfor doing the
samequdlity and quantity of work. Theteam recommended reduction of wagedivergencefor smilar occupations
and linkage of wageswiththeworkers' levelsof skill and thecomplexity of equipment operated by them. It
stressed the need for agradual switch over to asystem of payment based on quality, quantum of labour and
skill for al workersand progressivewithdrawal of the system of fixingwageson aseniority basis. Theteam
a so recommended payment of bonusto al personne including engineersand technicians, and administrative
personsinvolvedinit. It aso suggested the need for creation of afund out of the profitsand savingsstemming
from increased production equipment. A study cited by National Commission on Labour reveal ed that
productivity had been progressveincreasing and unit costsfalling in the Chittaranjan Locomotive Works
whereincentive schemeswereoperating since 1954.

‘Lobo’ whiledescribing theincentive schemein Visvesvarayalron and Stedl Industry Ltd. (VISL) points
out that the system of incentives adopted in public sector enterprisesin Indiahasbeen usudly such that it
resulted in provided aflat rate of additiona wages mostly based on production. But the problem faced by the
government isthat if incentivesintheform of bonusaregiven at acertainrateto oneindustry, theworkers of
other industriesdemand the same, and invariably the story endswith the government yiel ding to such demands
and declaring bonusat acertainratefor al workersirrespective of productivity of theindividua industry. With
such aspolicy, bonus ceasesto beabonus.
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At thetimeof thestudy therewerethree bonus schemesinforcein VISL including the production bonus
scheme and ascheme of incentive bonus. The production bonus scheme providesfor aminimum bonus of 2
per cent ontheleve of production reaching & O per cent. The bonusisincreased to 8 per cent if thelevel of
production approaches 102 per cent and to 18 per cent if the level reaches 120 per cent. Thisis supply
presented by aspecial incentive bonus schemeto providefor production exceeding 120 per cent.

Theworkersin the maintenance departmentsand those directly related to the production departments
areentitled tothefull production bonus as per norms. Employees of semi-production and servicedepartments
receive 25 per cent of plant average bonus. However, al employeesof VISL are covered by the production
bonus schemeincluding thoseinthegenera administration and township. Thevertical coverageextendsupto
the head of the department. Thereare certain cellings on thetotal quantum of bonus payableto the officers.

In addition to the above two schemes, there prevail sathird scheme of incentive bonus. It wasintroduced
in 1963 on the basis of manpower studiesto provideanincentivefor improving manpower performance of
thedepartments. It involves payment of bonusin termsof theimprovement in the performanceindex which
formsaratio between the standard and hours and the actual man hours.

Apart from the abovethree schemes, thereisa so aprovision for attendance bonus paid at therate of
Rs.1.60 per day and Rs.2 per night. Thisschemewasintroduced in 1S52 for specified categoriesof employees.
Now withstanding thisscheme, it may be noted that thereisa 30 to 40 per cent rate of absenteeisminVISL
ascompared to the Karnataka State’ saverageannual rate of absenteeism of 16.6 per cent. Thereasonisthat
nearly 50 per cent of theemployeesown agriculturd landsin nearby places, whileacons derabl e percentage
of them have somekind of businessin thetown of Bhadravathi. It isinteresting to notethat eveamovie-hal
owner isworkinginthetimeofficeof theenterprise.

15.11 THE VIEWPOINTS OF WAGE BOARDS AND NCL:

Thefirst wage Board for the cotton textileindustry observed that both the empl oyersand theemployees
didliked any system of progressiveratesof incentives. They were satisfied with the prevailing system of
piece-rates which embraced 50 per cent of theworkers. Thewage boardsfor sugar and cement industries
found little scopefor incentive wage system. Whilethe coal wage board did not recommend the extension of
the piece-rate system because of “ certaininhabitation factorsin thevery nature of productionintheindustry”,
extension of the piece-rate system was recommended by thewage boardsfor jute, rubber, coffee and tea.

The National Commission on Labour makesthefollowing recommendationswith respect toincentives:
(1) theapplication of incentive schemeshas usualy to be sel ective and restricted toindustriesand occupations
whereitispossibleto measurein an agreed basi's, the output of workersor agroup of concerned workers
and maintain asubstantid amount of control over itsquality, (2) incentive schemes haveto embrace asmany
employees of an enterprise as possible and need not belimited only to operativesor direct workers- the
extens on of incentive schemesto the supervisory personnel can exert amarked impact onimprovement of
efficiency, (3) acareful selection of occupationsshould be madefor launching incentive schemeswith thehelp
of work study teams commanding the confidence of both the employer and empl oyees, (4) theincentive
schemeisrequired to be smpleso that workersare ableto understand itsfull implications, (5) theemployers
need to ensurethat externa factorssuch asnon-availability of raw materia and components, transport difficulties
and accumul ation of stocksdo not exert an unfavorableimpact onincentive schemes, and (6) production has
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to be organized in away which does not provideincentive wage on one day and unempl oyment onthe other
day - there should be aprovision of afall-back wage as safeguard againgt it.

15.12THE VIEW POINT OF SUBRAMANIAM:

Subramanian providesasummary of the mgjor conclusions and observationsonincentive systemsin
India. Ashe observes, incentive systems, in properly designed, canimprove productivity, enhanceworkers
earningsand minimizeproduction cost. Introduction of incentive schemes can bring about effective utilization
of human resources. However, these schemes should not introducein haste. Thereare severd prerequisites
totheeffectiveinstallation and operation of payment system by results.

1. It should bedevel oped and introduced with theinvolvement of theworkersconcerned inharmonious
climateof industrid relations.

2. Work study should precedetheingtalation of incentive programme.

3. Thewagestructure should berationalized onthebas s of job evaluation before devisinganincentive
plan.

4. Theobjectivesto be accomplished through incentives should be defined and accordingly, an attempt
should bemadeto select aschemewhichismost suitableto accomplish them.

Frequently, “ systemwith workers earningsvarying proportionaly lessthan output” appear suitable
under present conditions. Incentive bonus should bepaid if productionincreasesasaresult of extrahuman
effortsrather thanin aview of technol ogica improvement. Thepiece-work plan, the standard hour plan, the
Hd sey plan and the Rowan plan arelargely most suitableunder variousconditions. Study of effectivenessof
prevailing systemishampered in view of inadequateinformation about them. M ost of theemployershavenot
yet redlized thes gnificance of seeking worker cooperation informulating incentivesystems. Thereissubgtantid
scopefor theextension of incentive systemsto several other categoriesof workersnot yet covered aswell as
for making the present schemesmoreeffective.

Insevera industries, there areloose standard and excessi veincentive payments becausethey arenot
based on work study. Frequently, incentive payments are based upon thetotal output of theplant. In public
sector enterprises, application of incentivesisvaried ranging from rank-and-file daily wage empl oyeesto top
management. Thisindicatesaneed for uniformity in such schemes. Further, in public sector organizations,
attempts should be madeto identify smaller groups, the performance of which can be assessed to providea
basi sfor payment of incentives. Effort should be made by state agenciesto collect dataabout the working of
the present schemesto deve op typicd plansfor themgor industries. Thefactorsresponsiblefor |low cooperation
between |abour and management should be analyzed and communicated for improvement purposes. The
Iabour cooperation can be accomplished by organi zing an gppreci ation coursefor union members. Beforethe
installation of incentive schemes, an attempt should be madeto rai se productivity by using ad hoc financia
inducements. Inview of highinflation, substantial amountsof incentivearerequired to stimul ate the efforts of
human resources. However, incentives should not bepaid at the cost of the consumer and tax payer. Effective
measures should be taken to use appropriate types of incentiveto accomplish desired resultsand redress
workers' grievancesstemming from theworking of these systems.
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15.13SUMMARY:

Employeesarepaidincentivesin addition to wages and salaries. Incentives arelinked to performance.
Thisleadsto better motivation among employees. Reduced cost, reduced supervision, reduced scrap and the
likearetheother benefitsof incentives. Thereare problems, neverthel ess. Quality of the productsislikeyto
decline. Introduction of anincentive schemeisdifficult, too. Jead ousiescreepinamong workers. Problems
associ ated with incentive schemes may be overcome and the plans may be madeto servetheir purpose,
provided severd safeguardsaretaken. Consultation and co-operation of workersare only examplesof such
pre-requisites.

ILO classifiesincentiveschemesintofour categories: (i) schemesinwhich earningsvaryin proportionto
output, (ii) schemeswhereearningsvary proportionately lessthan output, (iii) schemeswhereearningsvary
proportionately morethan output, and iv) schemeswhereearningsdiffer at different level sof outpuit.

Thereareincentive schemesfor direct workerswho work in batches, aswell asfor indirect workers.
Incentiveschemesarehighly popular inIndianindugtries. Schemesthat arein operation fal intotheclassfication
made by thelL O, but the schemesarefine-tuned to meet individual organizationa requirements; installation
of incentive schemesinvolves 12 steps. The schemesneed to bereviewed every 10 years.

15.14KEY WORDS:

Accderated Premium systems BarthVariable Sharing Plan
Bedauix scheme Emerson’'sPlan

Gantt Task system Hasey plan
Incentivesystems Merrik Differentid plan
Payment by Results Piece-rate

Piecework Rowan plan

Standard Hour

15.15. SELF ASSESSMENT QUESTIONS:
1. Explanthedifferent typesof incentive systems.
2. Bringout thestepsin theintroduction of incentive payments.
3. Bringoutthesdient featuresof theincentive schemesfollowedin Indianindustries.

4. Debate on the assertion “If selection and placement decisions are done effectively, individual
performance should not vary agreat dedl, therefore, an incentive systemisnot necessary”.
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5. Doyou bdievethat an employee sbehaviour isalwaysinfluenced by therewards expected? Discuss.
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LESSON- 16

LINKING WAGES WITH PRODUCTIVITY

16.0 OBJECTIVE:

After reading thislesson, you should beableto:
Study thesignificanceof Linking Wageswith Productivity.
Know thelmportant waysfor Linking Wageswith Productivity.

VisudizetheLinking Wageswith Productivity inIndian Experience.

STRUCTURE:
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16.2. Recent Issueof LinkingWageswith Productivity
16.3. Significanceof LinkingWageswith Productivity
16.4. Thelmportant Waysfor LinkingWageswith Productivity
16.4.1. Controlling performancefor thewagespaid
16.4.2. LinkingSatutory Bonuswith Productivity / Profits
16.4.3. IncentiveBonus
16.4.4. Productivity Bargaining
16.5 Recent Trendsand Developments
16.6 LinkingWageswith Productivity - Indian Experiences
16.7. ImprovingProductivity
15.8 Report of theSudy Group for Productivity
16.8.1 Task Charges
16.8.2 Task Redesign
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16.8.3 Work Flow

16.8.4 Automation
16.8.5 Office Design
169 Summary
16.10 Keywords
16.11 Sdf Assessment Questions

16.12 Further Readings

16.1 INTRODUCTION:

Onceof themogt effectivewaysof enhancing organisationa performanceisto link wageswith productivity.
Thel.L.O. definesproductivity astheratio of the output of wedl th produced and theinput of resources used
up intheprocess of production. Thus productivity can beincreased by conserving and optimizing the use of
al inputs, bethey labour, capital, raw materia or energy. Productivity isthe net result of combination of all
theseinputsinthe best possibleway.

16.2 RECENT ISSUES OF LIKING WAGESWITH PRODUCTIVITY:

Annua wageincrements should berestricted toincreasein val ueadded productivity. Thisisthecrux
of company’sability to pay. It isused extensively by Japaneseindustry asacorporatetool to eval uatethe
ability to pay and in wage determination. Wage hikes not linked to productivity trigger inflation; thisinturn
resultsin adeteriorating standard of living. In South K orea, economic growthslackened because wage
increaseswere higher than increasesin productivity. In order to stabilizethe cost of livingand maintain high
growth, awage price spiral must be avoided.

An enterprise createsweal th by adding va ue. It usesraw materias, capital and labour only asinputsto
createaproduct with additional value. Therefore, the primary obj ective of any company isto add value, to
continueto do so and to constantly increasetheva ueit adds. Thisva ueadded will then bedistributed among
thevarious contributorsto the productive activitieswhich went into its creation. Various costsareincurred
when acompany addsvalueinits operations. Some of these aredirect operating costs- the cost of labour,
capital, raw material's, and so on. And then there are other costs, not directly connected to the enterprises
operationslike excise and other government imports.

Some mi sconceptionsabout productivity areto becleared:
1.  Productivity doesnot signify more production;

2. Itdoesnot mean making the manua worker work harder;
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3. Itdoesnot resultin workinglonger hoursor more number of days;

4 It does not mean regimentation, austerity and lessvariety to the custome;
5. Itisnot confined to factoriesand manufacturing organi zationsa one;
6 Itisnot merely for the shop floor or the office desk;

7. Itisnot somebody else’sjob; and

8.  Itdoesnot normaly lead to retrenchment or redundancy.
16.3SIGNIFICANCE OF LIKING WAGESWITH PRODUCTIVITY:

Linking wages, at least asignificant part of it, to the changesin productivity is of vital concern to
managements. Wage increases unrel ated to improvementsin productivity or efficiency would only add to
costswhich may bereflected inthe prices of products. From the point of view of employees, anindiscriminate
upward movement of wages (or payment of monetary wage- supplements) may prove less beneficial.
Inflationary pressuresfoll owing suchincreaseswould dmost certainly neutrdizetheinitid gains. Whereincrease
inproductivity out-stripsincreasein wagesor compensation, al thebenefitsof higher productivity obvioudy
gototheemployer. But wherewages do not grow in correspondence with productivity but overtakeincreases
inproductivity, thereisevery possibility of awage-pushinflation being triggered off. Basicaly, thereisalink
between the standard of living and productivity - higher the productivity, higher the standard of living.

Thebas cdifficulty in productivity rel atesto measurement of the contribution of each factor or production.
Whenthequestion of sharing productivity isdiscussed, thetwo man stumbling blocksare, first theformulation
of an acceptable means of measuringincreasesin productivity ingenera and labour productivity in particular,
and second, devising afully acceptable formulafor fixing the share of labour and capita intheincreased
productivity. With theincreasein production dueto capita intensity and technological sophistication, the
problem of measuring the contribution of each factor assumeslarger dimensions. The numerouscomplications
in measuring productivity and sharing the gainstherefrom have to be sorted out.

Itisnow generally accepted, in theory, at any rate, that thefruits of new technology should be shared
between the variouselementsinvol ved in the production process, so that onthe onehand, theworkersare
not to be denied ashare, while on the other, they are not entitled to claim the Whole of the credit for an
increasein output that dependsinlarge measureon theinventivenessof others, on managerid skill, and onthe
investment of capital in new technology.

16.4 THE IMPORTANT WAYS FOR LINKING WAGES WITH
PRODUCTIVITY:

Theeementsof pay packet which areamenableto linkagewith productivity and performanceare: (a)
profit bonus; (b) basic wage; (¢) incentivewage; and (d) overtimewage. Thenumerousways of linking
wageswith productivity are discussed bel ow.
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16.4.1 CONTROLLING PERFORMANCE FOR THE WAGESPAID:

It impliesthe determination of normal output or performance and the devel opment of aprocedurefor
measuring performance. Performance standards may belaid down for anindividual worker or agroup.
These standards may or may not beannounced. They provideakind of internal management control system.
Consequently, lineand gtaff officid smust assumedirect regponsibility for administering performance standard.
Disciplinefor inadequate performancewill bean essentia ingredient of thisresponsbility. Thismeansthat the
causefor poor performance must beidentified and discipline should be based on thiscause. Neverthel ess,
performance standards must not be viewed in astatic sense. Search for improved work methods, layout and
flow of work must continue. Thequality of supervision and staff management should beimproved. Such
measureswill make possiblean upward revision of performance standard and wages.

16.4.2 LINKING STATUTORY BONUSWITH PRODUCTIVITY /PROFITS:

Bonusasan eement in the pay packet isintended to represent s multaneoudly: (a) adeferred wage; and
(b) aprofit-sharing element. It isregarded asadeferred wage, becauseirrespectiveof profit or loss, aunit
falingwithinthe purview of the payment of BonusAct, 1965, hasto pay the minimum bonus. It hasalsoa
profit-sharing e ement, because the percentage of bonusis supposed to be determined by the profit-sharing
formulaembodiedintheAct. The productivity-linked bonusplaninanindustria organizationwill cal for.

(@ Developing aprocedurefor measuring productivity;
(b) Determining thelevel of productivity beyond which thebonusisto bepaid; and

(© Determiningisscaeof reward whichwill gppropriately index productivity with bonus.

Some organizations haveintroduced such bonus schemesin lieu of statutory profit bonus. Any such
scheme hasto betailor-made to the needs and objectives of the organization concerned.

The productivity-linked bonus, though theoretically sound, may also create problems. No doubt, under
thisarrangement, the empl oyers, employees and the entire economy aregoingto gainin casethereisan
upwardtrendin productivity. But, thepoint is, workersa oneare not respons blefor fluctuationsin productivity
trends. Thisapart, in case of low productivity, theworkers may not be prepared to accept alower bonus.
Moreover, it may be easy to measure production but difficult to measure productivity and even moredifficult
to gpportion the contribution of |abour to productivity and even moredifficult to gpportion the contribution of
labour to productivity. Further, increased production and productivity would not mean moreprofitsasthe
latter isdetermined by market conditionswhich areexternal to the unit of production. Productivity may
increasebut profits may fal if thefirmisfacing adversemarket conditions.

16.4.3 INCENTIVE BONUS:

‘“While productivity - linked or statutory bonus yields an average increasein wagesfor the covered
employeesasawhole, anincentive bonusschemeisusually designed to recogni ze differencesin performance
of individualsor small groups. The scheme providesfor monetary payment and rewardsfor differential
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performance. Thebasisfor sharing gainsisdetermined by agreement with theunions. Theextrapaymentis
made out of savingsin costs, which are made possible by performance abovetheexisting level.

16.4.4 PRODUCTIVITY BARGAINING:

Productivity bargainingisanegotiation undertaken by employers associationsand unionsintowhicha
gpecific productivity element isinjected. It indicatesthe process of striking adeal between thetwo bargaining
partieswith theobject of improving productive efficiency and reward for work. Itisan agreementinwhich
advantagesof onekind or another such as higher wages, increased le sure, aregiventoworkersin returnfor”
their agreement to accept changesinwork practices, and methods of work. Productivity bargaining, however,
doesnot mean anincentiveschemeor wageincreaseinreturnfor promisesfrom unionfor achieving production
targets. Thismethod implies:

(@ A detailed analysisof firm’soperation;
(b) Theidentification of Action possibilities; and

(©) Estimation of savingsin cogs.

Thestarting point for any redlistic productivity agreement isan examination of thetotal work situation,
and acomprehensive analysis of the problemstherein. A detailed feasibility study needsto be carried out
when acomprehens ve productivity agreement iscontemplated. Themaindementsinsuchastudy areproduction
analysis, sociologicd andysis, economicanaysis, and wageandysis.

16.5RECENT TRENDS AND DEVELOPMENTS:

Appreciableprogress hasbeen registered in productivity bargainingin countriessuch astheUSA, Germany;,
Britain and France. Animportant and well-known productivity agreement, which has served asamodd for
othersisthe Fawley Productivity Agreement. It was concluded in July 1960 between the management of the
ESSO refinery a Fawley, near Southampton, inthe UK and thelocal representatives of thetrade unions of
theworkersfor the purpose of augmenting productivity and introducing work incentives. In essence, these
agreementsmight becalled a“ productivity packageded” which embodied the company’ sel dborate measures
of work’ incentivesand innovations, such as40 percent increaseinwagerate of al categoriesof employees
inreturn for the acceptance of some well-defined working practicesintroduced by the management for
improving labour productivity.

Likeother usua collective agreements, the Fawl ey agreementswere concluded for aperiod of two years
and the agreementswere, signed after fivemonths of protracted negotiations. Prior to the negotiation, the
‘BlueBook’ containing the proposalsof changeswerereferred to the union by the management.

An outstanding feature of the Fawley agreement wasthat it offered a40-hour week and upto 45 per cent
increaseinwages, if certain conditionsre ating to productivity weresatisfied. Theseconditionswerereduction
inovertime, eimination of craft demarcation, doing away with rest-pausesinwork such asteabreak, walking
time and washing time. The agreement a so provided for abolishing specid paymentslike heat money, dirt
money, and soforth. Thedirect outcome of thisagreement wasthat within aperiod of two years, productivity
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registered a50 per cent increase, apart from areduction in overtimefrom 18 per cent to 8 per cent. The
publicity given to productivity bargai ning since the announcement of the ESSO agreement at the Fawley
refinery, and the subsequent attention it hasreceived, have had anumber of effects, perhgpsthe most important
isthechangein atitudetoindustria relations.

The Fawley wasfollowed by many other smilar agreementsat ESSO Mill for haven Refinery. Imperia
Chemicd IndustriesLtd., British Oxygen Company and Alcan IndustriesLtd., among others. Thegrowth of
productivity agreementsinAmericawasaclose pardld to Britishexperience. Itisonly recently that productivity
bargai ning has gai ned recognition and usagein India. In severd agreements, references have been madeto
productivity. Theusua criticism that productivity cannot be measured, however, has not prevented many
organi zationsto go ahead in thisdirection.

Anextract fromthe Memorandum of Agreement, Nationd joint Committeefor the Sted Industry, regarding
productivity isreproduced bel ow:

Both the partiesrecognize that steel industry should grow at afaster ratein order to meet the nation’s
economic needs. Thiswould necessitatefurther intengfication of effortsby both the partiesto achievefinancid
viability of theindustry and al o to generatethe required resourcesto meet the urgent needsto modernizethe
sted plants. Tothisend, the partiescommit themselvesto work together to attain higher level sof production,
productivity and profitability. Joint effortswoul d be made continuoudy inthefollowing aress.

(@ Efficent handling of raw materia sand reducing wastes.

(b) Improvement inyieldsand reducing operating costs.

(o Procurement of materialsat economic prices.

(d) Reducingenergy consumption

(e) Improvingqualityindl operations.

(f) Improvementin housekeeping.

(@9 Necessary improvement inworking conditions, health and safety of workers.
(h)  Continuoudy adopt better working practices.

() Reducingunauthorized absenteaism.

() Improvingcustomers serviceand ddivery.

(k) Improveeffectiveutilization of al resourcesincluding human resources.

() Attain 95-100 per cent capacity utilizationineach sted plant.
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Redepl oyment, retraining consistent with skill, dignity and earnings of employees, would be necessary in
the context of modernization and changing requirementsof theindustry.

It isrecognized by both the partiesthat disciplineat al level sisessentia for the smooth functioning of the
ged plants. They, therefore, assurefull cooperation for maintaining discipline and optimizing production and
productivity.

Based ontheabove parameters, each plant will mutudly identify areasof wasteful practicesand expenditure
with aview to devising pecific measuresfor increasing operationd efficiency and reducing coss.

Another extract from the Memorandum of Settlement”, of Tata Engineering and Locomotive Co. Itd.
(TELCO), Jamshedpur, regarding productivity isgiven below:

Theunion and the management agreethat TELCO canremainvial only through improved standards of
productivity throughout the Jamshedpur worksand by optimizing utilization of plant, equipment and human
resources. Both partiesrecognizethat iswill be essentia to utilize* State of theArt” of thelatest technol ogy
availablein manufacturing methodsin order to remain competitive, and both will work jointly to ensurethat
the company remains modern, current and maintai nsthe highest sandards of productivity.

The union recogni zes that adherence to production quotas or any restrictive practice which inhibits
production and productivity should beremovedintheinterest of the company and itsemployees.

Theunion recognizesthat the productivity principleisbased on the concept of return ability with respect
toinput and agreesto work jointly with the management to ensurethat an improvement in productivity at the
rate of 10 per cent intermsof output per man per year isachieved. In order to achievethisproductivity level,
theunionwill work with themanagement toremoveadl restrictive practiceswhich comeintheway of increasing
productivity of plant and equipment.

All technicdl, clerica and other indirect empl oyeesworking in areaslike mai ntenance, inspection, shop
cleaning, sanitation and hospitas, will also achievethetargeted level sof productivity intheir respectivearess.
They will also make commensurate effortsto hel p enhance productivity.

Theunion acceptsthat an individual’sunwillingnessor inability to attaintargeted performancelevels
retardstheimprovement inoveral performance. Theunion, therefore, agreesto cooperatewith themanagement
in counsaling and training such individua swhereby they can achievetargeted performanceLevels.

Theunion a so agreesto support themanagement in itseffortsto identify and iminatewasteful practices
and toimprovequdity through replacement of out-dated methods, equi pment tooling and systemswith more
effectiveand efficient dternatives.

Theunion and themanagement recognizethat participation of employeesin®small group activity” will go
along way in promoting goals of productivity, quality of product, and quality of work life. The parties,
therefore, agreeto encourage employeesintheir rolefor achieving their goa sthrough participationin small
group activities.
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The management and the union believethat quality is produced and not inspected. Hence, joint efforts
will be madefor self-certification of products by concerned empl oyees backed by an effective feedback
system so asto ensure products and services of thehighest quality.

Theunion and the management agreethat special attention needsto be paid and resultsachievedinthe
following areasthrough joint efforts of both parties: (i) Full capacity utilization of each plant | equipment |
facility, (ii) Improved/ effective utilization of resources, including human resources, (iii) Optimizing energy
consumption, (iv) Improving quaity inal operationsand of products, (v) Efficient handling of raw materids
and reduction of wastages, (vi) Improvement inyieldsand reduction of operating costs, (vii) Improvementin
housekeeping (viii) Improvement in environment, (ix) Continuous adaptation of better working practices, (x)
Reducing unauthori zed absenteei sm, (xi) Improving customers servicesand delivery.

Theunion and the management agreeto di scusseach of theseissuesin detall department- wise/ division-
wiseand arriveat specifictargetsand to jointly implement plansto achievethesame.

For attaining productivity tergetsasindicated above, the management will identify non-performing workmen
andwill mutua ly negotiatewith the union to plan corrective actions.

16.5 LINKING WAGESWITH PRODUCTIVITY —INDIAN EXPERIENCE :

Inmost devel oping countriesincluding India, theproductivity isnot rising asrapidly asit should due
tovariousreasons. Thecrux of the problemisthat productivity must grow faster than pricesaswell aswages
inorder to bring about amorerapid expans on of investment, output and empl oyment.

Our fiveyear plans, recommended theintroduction of incentivesto promote labour productivity,
reduce unit cost of production and ensure minimum wages. However, we do not find any accepted uniform
approach to productivity-wagerelationship in India Theemployers and workers' organizationsdid not
follow any cong stent approach to productivity criterion. Thewage fixing authorities also do not appear to
havegivenimportanceto productivity factor. Wages areincreasing, whilein many vitd sectorsof theeconomy,
productivity isether faling or remai ning constant. Based on purchasing power parity, thelabour productivity
inIndiacomparesunfavorably evenwith theneighboring Asan countries. However, Indianworkersproductivity
hasbeen gradualy increasing since 1950 in almost al sectors.

Dr. S.C. Srivastava studied the rel ationshi p between wages, profits and productivity in selected
industriesin Indiaduring 1950-64. Hisstudy reveal ed that in the cement and cotton textileindustry, therewas
astrong correl ation between total value added and wages paid to the workers. Total wage billsin these
industriesborealinear relationship with value added. Itstrend value was positive. Thestudy aso revealed
that in the case of cement industry there had been asix-fold increase in the average money value of the
benefitsand privilegesfrom 1950 to 1964. The corresponding valuefor the match industry was 1.25, 4 for
paper and paper boards, 5 for sugar, 24.5 for cotton, 8 for woolen, 6.5 for jute and 5 for iron and steel
industry.
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16.6 IMPROVING PRODUCTIVITY :

Productivity isameasure of efficiency with which resourcesboth human aswell asmateria are converted
into goodsand service. Faster rate of economic growth can be ensured through excellent production and
higher productivity in all branches of economic activity. Human resource being animportant input, their
productivity playsasignificant rolein determining the overall economic growth of anation. Apart fromthe
level of human skills, the quality of raw material s and the technol ogy employed are a so responsible for
productive human resources.

One of themost effective ways of enhancing organisational performanceisby increasing productivity.
Theinternational Labour Organization defined productivity asthe* ratio of the output of wedl th produced and
theinput of resources used up in the process of production”. The American Productivity Centre defines
productivity astheefficiency with which an organization usesitslabour, capitd , materid, and energy resources
to produceitsoutpuit.

16.8 REPORT OF THE STUDY GROUP FOR PRODUCTIVITY:

The Report of the Study Group for Productivity and Incentives, constituted by NCL, definesit asthe
process of optimizing/ maximizing theeconomic utilization of all available resourcesand investigating and
utilizing thebest known resources, asa so creating new resourcesfor different activities, bethey industrial,
commercid, agricultura servicesor any economic activity. Thus, productivity isthe net result of acombination
of inputs-men, machines, and capita - inthe best poss bleway. Productivity which reatesto menor labour is
called labour productivity and isusua ly measured astheratio of output to labour inputs. It istheoutput per
unit of labour employed, reckoned in termsof man-hours or man-days.

There are some common misunderstandings about productivity. Quitefrequently, productivity and
production aretreated as one and the same. Productivity isnot production; it isaratio between output and
input. Thetwo vitd agpectsof productivity areefficiency and effectiveness. Productivity isthekey to profitability
and away of doing things better and working smarter, not just harder. There are many waysto improve
productivity.

16.8.1 TASK CHARGES:

What people do at work hastwo significant effects on productivity. Oneimpact isaresult of how the
worker reactsto thejob or tasksitself and theother impact isthearrangement of the separatetasksdistributed
among the other impact is the arrangement of the separate tasks distributed among the employees and
departmentsintheorganizationin order to producethefinal product. Whereasthefirst effect isthrough task
design, the second isthrough thework flow.

16.8.2 TASK REDESIGN:

Thefirst job redesign approach that can be used to improve productivity is called job enrichment.
However, job enrichment islimited initsimpact on employeesbecauseit can only serve design overcomes
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someof theselimitations. Thesocio-technical approach restson the notionsthat jobsaremanmadeinventions
designed to suit anumber of technical and socid systems needsand are constantly changing. The objective of
the socio-technicd design such asthefamousoneat Volvoisto bridge thetwo aspects (technica and socia)
so that theresources of thetwo are optimally used to co product an outcomethat isdesired by the employees
of theorganization.

16.8.3 WORK FLOW:

Work flow changesresult inimproved productivity based largdy on’ the principlesof industria engineering
and organi zation design. Thiscan be applied in the office, factory, and al so to white collar servicework as
well asblue-collar manufacturingwork.

16.8.4 AUTOMATION:

Automationisso sgnificant that islikely to beamgor contributor to improving productivity. Automation
isespecidly critica snceit hasthepotentid of changingthe nature of so many jobsand in creating many new
jobs. Automation will soon changetheface of factories and offices. Computer-controlled systemsarebeing
introduced that arelikely to replace human beings on plant floorsand improve productivity and profitability.
Automated equipmentsare al so moving into offices. Assuch factoriesand officeswill never bethe same.

16.8.5 OFFICE DESIGN:

Thephysica environment influences employee performance and quality of working life. Officedesign
shdll dlow employeesto have some privacy, and sometimeto work uninterrupted. An entire office department,
division or company can hep makeail employees successful when they observe qui et timeasaunit. Everyone
should beincluded inthe processof officedesign. Whendl employeesin theofficearemaking aspecia effort
to do their work quietly and not bother their co-workers, thelevel of interna officeinterruptionsisgreatly
reduced. Externd interruptionsareto be minimized wherever possible. Thegreater thenumber of interruptions
that areeliminated during the quiet period, themorework will be successfully accomplished.

Whileitisimportant to beacquai nted with theindividua techniquesor programmestoimproveproductivity,
itisnecessary torealizethat programmesfor productivity improvement rarely work well inisolation. They
work best under conditionswhere:

(@ Topmanagement visibly supportstheprogrammes,
(b) Thereisaphilosophy of productivity improvement;
(0 Employeesareadequately trained;

(d) Employeesarefairly rewarded;

(e Employeesareinvolved and receivefeedback; and

(f) Appraisa systemsareseen asfair and used in compensation decisions.
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In other words, productivity programmeswork best only when they are part of atotal management
approachto productivity. Theseactivitiesare:

(@&  Management by teamwork and consensus,

(b)  Recognitionand praise by management for good work done;

(©  Awillingnessonthepart of supervisorsto listen to empl oyeesand make suggested changesif gppropriate;
(d)  Anopen-door, open-communications policy that ispracticed; and

(& A consstent gpplication of fair and human resource-oriented personnd policies.

The benefitsof awell-planned, successful productivity improvement programmesare manifold and
ggnificant. Productivity programmesbenefit employersintermsof profitability and viability. A higher productivity
benefitsemployeetoo asit enablesthemto earn more and givesthem job security. In addition, consumers get
abetter valuefor their money. Productivity growth meansincreased profitsfor theorgani zation which may be.
Neededforitssurvival, expanson, diversification and growth.

Productivity improvement does not just happen asamiracle. It hasto be planned. Technology alonewill
not guarantee productivity increase. It must be combined with thedynamicinteraction of humanskills,, physicd
assets, and organi zational and ingtitutional settings. Productivity improvement programmes are associ ated
with processinnovation and product innovation. In addition, all employeesmust be given the opportunity to
beinvolved inthe productivity improvement schemesinitiated by employers. Moreover, the success of any
productivity improvement programme depends on arational approach to productivity measurement. The
type of measurement used variesfrom organi zation to organization and fromindustry toindustry, although
somenormsareavailablefor certaintypes of manufacturing and serviceindustries.

Some may look at productivity in terms of the value-added concept. Thus, productivity istheratio
between the resources put into aprocess and the val ue of goods that come out of that process. If wecan
increasethevd ue being added to some methods, then productivity improves. These methods can bereducing
costs, increasing or improving effort and skill and so on. When the value added per worker ishigherinan
organization, it hasthe ability to pay higher wages. The organi zation must make an effort to check thevalue
being added to the goods and services produced and explore ways to improve the value in order to be
productive.

Faster rate of economic growth can beensured through accel erated production and higher productivity in
al branchesof economicactivity. Human resourcesbeing animportant input, their productivity playsasgnificant
roleindetermining the overdl economic growth of anation. Apart fromtheleve of human skills, thequaity of
raw materials and the technology employed area so crucially connected with the productivity of human
resource. Infact, themodern concept isthat of Total Factor Productivity (TFP) in whichthe productivity of
al factorsof productionisreflected - land, |abour, capital and entrepreneurship. Although Indian productivity
haskept up arisngtrend, it hasnot been sufficiently high to makeIndian products compete successfully inthe
internationa market. Thisisacauseof concerninview of theglobalization of the Indian economy. Thereisa
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need both for modernizing technol ogy so that theworker isenabled to give better productivity per unit of
labour and for establishment of wage policieswhich arelinked to productivity.

16.9 SUMMARY:

Thereisastrong casefor awage-productivity linkage. Necessary efforts are to be made not towards
raising money wages but towardsrai sing productivity in order to ensuresteady increasein therea income of
labourers. Incentive wage system plays animportant part inimproving productivity. Hence, productivity
linked incentive schemes areto beintroduced in theinterest of the workers, employers and the society.
However, any incentive schemehasto be adapted to the conditionsof each industry and even withinsmilar
industry roam plant to plant. Intheinterest of higher productivity and faster economic devel opment, apositive,
dynamic, and novel approach to productivity bargaining should be adopted on amuch wider scae.

16.10 KEYWORDS:
Labour
Productivity
Wagedetermination
Trendsand Devel opments
Automation
Manufacturing

Total Factor Productivity
16.11 SELF ASSESSMENT QUESTIONS:
1. Explaintheissuesof linking wageswith productivity.
2. Explainthe possblewaysto aign thewageswith productivity.
3. Writeanote on recent trendsin linking wageswith productivity.
4. Explain preparation of report for productivity in brief.

5. Writeanote onimpact of wage on productivity.
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LESSON - 17
EXECUTIVE/MANAGERIAL COMPENSATION

17.0 OBJECTIVE :

After reading thislesson, you should beableto:
- |dentify the Components of Executive/Manageriad Compensation and describethem
- Point the uniquefeatures of Executive/M anagerial Remuneration
- Arguefor and against payment of higher Remuneration to Executives

- Answer effectively theissuesraised in paying moreto Managerial Personnel

STRUCTURE :
17.1 Introduction
17.2 Meaningand definitionsof managerial/executive compensation
17.3 Executiveincentives
17.4 Natureof work of executives
17,5 Executivecompensation system and policy
17.6 Legal Environment of executivecompensationin India
17.7 Elementsof executiveremuneration
17.8 Special featuresof executiveremuneration
17.9 Methodologies-cum-strategiesfor managerial compensation
17.10 Relevant issuesin executiveremuneration
17.11 Remedies
17.12 Summary
17.13 Keywords
17.14 Sdf Assessment Questions

17.15 Further Readings
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17.1 INTRODUCTION :

Executive/M anagerid Compensation systemisdesigned onthebasisof certainfactorsafter andyzing
thejob work and responsibilities. The compensation system was designed on the basis of job work and
related proficiency of theemployee. Managersare probably themost important group of employeesinthe
organization. Whilethey represent asmall percentage of theworkers, they represent amajor portion of the
cost of compensation. The managerial job isone of high stress, agreat dea of variety, and the need to
exercisecongderablejudgment. Managersarehighly committed to theorgani zation, havean action orientetion,
and aneed to expresstheir power motive.

Compensation programsfor executive/managers are acombination of base pay and incentive pay.
Managerial incentive programsaredividedinto short and long range. Short-rangeprogramsaretypicaly
rewardsfor performancein aparticular year based on how well the manager didin achieving hisor her goas
but withameasure of overdl organizationd performanceforming the baseof the bonuspool fromwhich these
fundsemanate. Long-term managerial incentivesareintended to tiethe executiveinto the organization, both
so theexecutive will stay with the organization and continueto perform highly. Most of these plansarea
variation of astock option plan that grants stock or money, based on overall organizationa worth, to the
executive over along time period. These plansaretypically deferred income. Managersarealso granted a
variety of benefitsand perquisitesthat are not availableto other employee groups.

Managers especidly senior level managers have becomevery critica to organizational success. They
areasoin short supply, therefore, organisations are competing with each other to attract, retain and motivate
leader managersfor their strategic requirement. In India, too, the demands of such managershaveincreased
manifold after the economy hasbeen opened up.

Executive remuneration has assumed considerableimportancein recent years. Salariesand perkspaid to
highest decison-makersin organisations are skyrocketing, and thissudden spurt in managerial remuneration
istheresult of economic deregulation and the consequent entry of MNCsinto the country. Thislessonis
devoted to adetail ed discussion of three aspects- (i) What and how much arethe executivespaid? (ii) Why
arethey paid hefty remuneration? (iii) What issuesareinvol ved in payment of higher remuneration?

17.2 MEANING OF MANAGERIAL/EXECUTIVE COMPENSATION

Executive Compensation meansany reward given to top ranking executives such as Chairman, Vice
Chairman, Executive Cha rman, Managing Director, Joint Managing Director, Dy. Managing Director, Directors,
Chief Technology Officer, Chief Financid Officer, Chief Operating Officer, and other upper-level managers
for servicesand expertise rendered to an organization. Itisusud themembersof the” C-Suite.” (A widdy-
used dang term used to collectively refer to acorporation’smost important senior executives. C-Suitegets
itsname becausetop senior executives' titlestend to start with theletter C, for chief, asin chief executive
officer, chief operating officer and chief information officer.)

Definitionsof managerial compensation

» Robert W. Kolb (2006), “ Executive Compensation refersto thetota reward provided by thefirms
tothetop level of executivesinacorporation, such asthe CEO, COO, CFO, and ahandful of other
executiveswho occupy thevery highest level of management”
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» Tapomoy Deb (2009), “ Executive Compensation refersto short-term and long-term financia and

non-financia rewardsgiven to top ranking executives under acontractual, legal and contractual
mandate.”

Componentsof executive compensation

17.3

Basesdary
Incentive pay, with ashort-term focus, usually in theform of abonus

Incentive pay, with along-term focus, usually in some combination of stock awards, option awards,
non-equity incentive plan compensation

Enhanced benefitspackagethat usualy includesa Supplementa Executive Retirement Plan (SERP)
Extrabenefitsand perquisites, such ascarsand club memberships

Deferred compensation earnings

EXECUTIVE INCENTIVES

Organizations offer heavy incentivesto executivesto retain the talented workforce. Theimmense
competitioninthemarket hasforced the organizationsto officer lucrative compensation packages. Performance
based incentives comes out to bethe only sol ution for the demand-supply disparity. Incentivesaremore
effectivein themarketing segment asit resultsin moreand moresales. Thebusinessdevel opment executives
strivefor moreincentivesand inthe effort produce more business and receive heavy perks.
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Figure17.1 Executive Incentives
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Objectivesinfluence executive compensation

v Ensuring that thetotal compensation packagesfor executivesare competitivewith the compensation
packagesin other firmsthat might employ them, and

v" Tyingtheoverdl performance of the organization over aperiod of timeto thecompensationthat is
paid to executives. It isthe second objectivethat critics of executive compensation believeisnot
being met. In many organizations, it appears that the level s of executive compensation may be
unreasonable and not linked closely to organi zationd performance.

17.4 NATURE OF WORK OF EXECUTIVES

Thenatureof theresponghilitiesof other highleve executivesdependson thesize of the organization.
Inasmall organization, such asindependent retail storesor small manufactories, apartner, owner or generd
manager oftenisrespong blefor purchasing, hiring, training, quality control and day-to-day supervisory duties.
Inlarge organizations, the duties of executivesare highly specialized. Some managers, for instance, are
responsiblefor theoveral working of the organi zati on such asmanufacturing, marketing, general operations,
manager’splan, direct, or co-ordinatetheir operationsof companiesor public private sector organisations.
Their dutiesincludeformul ating policies, managing daily operations, planning the use of materials, human
resources, but are to diverse and general in nature to be classified in any one area of management or
administration, such aspersonnel, purchasing or administrative services.

17.5 EXECUTIVE COMPENSATION SYSTEM AND POLICY

Executive compensation sysemisvery important, but the establishment of an efficient process, system
and policy ischalenging. Not only are the contribution and efforts of executivesdifficult to quantify, their
decisions affecting the performance of the organization cannot always be accurately assessed. Thus, the
executive compensation process, system and policy must rely upon proxiessuch as corporate profit or share
priceto assess the performance of executives. These proxieswill beinfluenced by factorswhich are not
under thecontrol of executives.

The compensation system and policy in respect of executive compensation areasfollows:

a) Legal compliance: Complyingwith relevant legidation like The CompaniesAct, 1964 guidelineson
managerid remuneration.

b) Market position policy: Refersto whererel ative to compensation surveys, and organi zation wants
to compensateitsexecutives.

c) My compensation-my way: Refers to structuring the employment contract and conditions of
employment inthe most flexibleway. Theimpact isgreater than total package.

d) Rand hedging of compensation: Compensation practices designed to protect salary against a
dideincurrency.
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e) Compensation committee: Thegppointed committee, usualy comprising executiveand non-executive
directors, that decides on compensation policy and important compensation decisionssuch asthe
executive' scompensation.

f) Compensation governance: The governanceissuesthat apply to compensation including how
decisonsaretakenand limitsof authority.

g) Compensation mix: Themix or ratio between guaranteed compensation (e.g., short-termincentives,
long-termincentivesand share schemes).

h) Retention strategies. Strategiesput in placeto retain executives.
17.6 LEGAL ENVIRONMENT OF EXECUTIVE COMPENSATION IN INDIA

Giventhenature of executive compensation, various committees have been set up by thegovernment of
Indiato suggest appropriate and effective measuresfor regul ating executive compensation (or manageria
remuneration, asmentioned in The CompaniesAct, 1965). Thereports of Bhoothaingam Committeeand
Sachar Committeeare noteworthy. Theviewsof thesetwo committeesare divergent and asnapshot of their
most relevant observationsisgiven below:

% Boothalingam Committee:

e Compensationdifferential between lowest and highest salary wasin therange of 1:10.

e Suggested for setting up of Nationa Pay Commission for fixing executive compensation.
% Sachar Committee:

¢ Roleof government in regul ating executive compensation shoul d be reduced.

e Universa normsto be prescribed for everyonetofollow.

e Shareholders should betaking adecision on executive compensation.

Theprovisonsof The CompaniesAct, 1956, govern executive/managerial compensation. Section
198 providesdirections on executive/manageria remuneration asdiscussed bel ow.

Thetota managerial remuneration, excluding any fees, payable by apublic company or aprivate
company whichisasubsdiary of apublic company, toitsdirectorsand itsmanager in respect of any financid
year shdl not exceed 11% of the net profitsof that company for that financia year computed inthe prescribed
manner, except that theremuneration of thedirectors shal not be deducted from thegrossprofits. However,
11% ceilingisapplicablefor companiesfor onewholetimedirector. If thenumber of wholetimedirectorsis
morethan one, then thecellingis5%.

Withinthelimits of the maximum remuneration, acompany may pay amonthly remunerationto its
managing or wholetimedirector in the prescribed manner. However, if in any financia year, acompany has
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no profitsor itsprofitsareinadequate, the company shal not pay to itsdirectors, including any managing or
wholetimedirectorsor manager, by way of remuneration any sum, exclusive of any fees payableto directors,
except withthe previousapproval of the Centra Government.

Managerial remuneration asreferred to abovemeansand includes:

Any expenditureincurred by the company in providing any rent free accommodation, or any other
benefit or amenity in respect of accommodation free of chargeto directorsand manager's;

Any expenditureincurred by the company in providing any other benefit or amenity freeof chargeor
at aconcessional rateto any of thedirectorsand managers,

Any expenditureincurred by the company in respect of any obligation or service, which, but for such
expenditure by the company, would have been incurred by any of the directors and managers, and

Any expenditureincurred by the company to affect any insurance on thelife of or to provide any
pension, annuity or gratuity for any of thedirectors and managersor hisspouseor child.

A manageria person shdl aso bedigibletothefollowing perquisites, which shdl not beincludedin

the computation of the ceiling onremuneration asunder:

Contribution to provident fund, superannuation fund or annuity fund to the extent theseeither sngly or
put together are not taxable under the Income Tax Act, 1961,

Gratuity payableat arate not exceeding half amonth’'ssalary for each compl eted year of service; and

Encashment of leave at theend of thetenure.

In addition to the perquisites specified above, an expatriate managerial person (including anon-

resdent Indian) shdl bedigibleto thefollowing perquisites, which shdl not beincluded inthe compuitation of
thecellingonremuneration:

Children’seducation allowance: In case of children studying in or outside India, an allowance
limited to amaximum of Rs. 5,000 per month per child or actuad expensesincurred, whichever isless.
Children dlowanceisadmissibleup to amaximum of two children;

Holiday passagefor children studying outside | ndia/Family staying abroad: Return holiday
passage oncein ayear by economy classor onceintwo yearsby first classto children and to the
membersof thefamily from the placeof their study or stay to Indiaif they arenot resdingin Indiawith
themanageria person;

Leavetravel concession: Return passagefor salf and family in accordancewith therules specified
by the company whereit is proposed that the leave be spent in home country instead of anywherein
India
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17.7 ELEMENTS OF EXECUTIVE COMPENSATION

For the purposeof remuneration, an executiveisconsdered to beanindividua whoisinamanagement
positiona thehighestlevels. Specificdly, thiscategory indudes Presi dents, Vice-presidents, Managing Directors
and Genera Managers. At the heart of most executive compensation plansistheideathat executivesshould
berewarded if the organization growsin profitability and value over aperiod of years. Because many
executivesarein high tax brackets, their compensation often isprovided in waysthat offer significant tax
savings. Therefore, their total compensation packages are more significant than their base pay. Their
remuneration generally comprisesfiveeements. (SeeFig17.2) They are:

a) ExecutiveSdary

b) ExecutiveBonusPlans

¢) Peformanceincentiveslongtermvs. short term
d) ExecutiveBendfits

€) ExecutivePerquisites

Long ws

shott term

inrentives

Executive

Eemuneration

Figure 17.2 : Elements of Executive Remuneration
a) Executivesalaries

Sdary isthefirst component of executiveremuneration. Salary issupposed to be determined through
job evaluation and serves asthe basisfor other types of benefits. But job evaluation may be only apartia
solution because executives must be paid for their capabilities - for what they can do - rather than for job
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demands. Thisisthereason why normsof wage and salary fixation are generaly not observed whilefixing
salariesfor executives. Salary asacomponent of total remunerationisnot significant asit issubject to
deductionsat source and is also capped by government regulations. In order to make good the cutsand
cellings, executivesare offered hefty incentivesand atractive perks.

Sdariesof executivesvary by typeof job, size of organization, region of the country, and industry. On
average, s ariesmake up about 40-60% of thetypica top executive' sannua compensationtota. A provison
of a1993tax act prohibitsapublicly traded company from deducting pay of morethan $1 millionfor each of
itstop five officers unlessthat pay is based on performance criteria approved by outside directors and
shareholders.

b) Executivebonusplans

Bonus playsanimportant rolein today’scompetitive executive payment programmes. Thistype of
incentiveisusually short-term (annual) and isbased on performance. There are almost as many bonus
systemsasthereare companiesusing thisform of executiveremuneration. Because executive performance
may bedifficult to determine, bonus compensation must reflect somekind of performance measureifitisto
bemeaningful. Asan example, aretail chainwith over 250 storestiesannual bonusesfor managersto store
profitability. Thebonuses have amounted to as much as 35% of astore manager’sbasesaary.

Bonusesfor executivescan bedeterminedin severd ways. A discretionary system whereby bonusesare
awarded based onthejudgments of the chief executive officer and theboard of directorsisoneway. However,
the absence of formal, measurable targetsisama or drawback of thisapproach. Also, asnoted, bonuses can
betied to specific measures, such asreturn on investment, earnings per share, or net profitsbeforetaxes.
M ore complex systems create bonus pool s and threshol ds above which bonuses are computed. Whatever
method isused, it isimportant to describeit so that executivestrying to earn bonuses understand the plan;
otherwise, theincentiveeffect will bediminished.

c) Performanceincentives-longtermyvs. shortterm

Performance-based incentivesattempt to tie executive compensation to thelong-term growth and
success of theorganization. However, whether theemphasisisredly onthelongterm or merely representsa
seriesof short-term rewardsis controversid. Short-term rewards based on quarterly or annual performance
may not result in the kind of long-run-oriented deci s ons necessary for the company to continueto do well.

A stock option givesanindividual theright to buy stock inacompany, usually a an advantageous
price. Different typesof stock options have been used depending onthetax lawsin effect. Stock options
haveincreased in use asacomponent of executive compensation during the past 10 years, and employers
may useavariety of very speciaized and technical approachesto them, which are beyond the scope of this
discusson. However, theoverdl trendistoward using stock optionsas performance-based long-termincentives.

Wherestock isclosaly held, firmsmay grant “ stock equivalencies’ intheform of phantom stock or share
appreciation rights. These planspay recipientstheincreased value of the stock inthefuture, determined by a
base val uation madeat thetimethe phantom stock or share appreci ation rightsare given. Depending on how
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these plans are established, the executives may be ableto defer taxesor betaxed at lower capital-gainstax
rates.

d) Benefitsfor executives

Aswith benefitsfor non-executive employees, executive benefitsmay take severd forms, including
traditiond retirement, hedth insurance, vacations, and others. However, executive benefitsmay include some
itemsthat other employeesdo not receive. For exampl e, executive health planswith no co-paymentsand
with nolimitationson deductibles or phys cian choice are popular among smal and middle-szed businesses.
Corporate-owned lifeinsurance on thelife of the executiveispopular and paysboth the executive' s estate
and the company intheevent of death. Trusts of variouskindsmay be designed by the company to help the
executive dea with estateissues. Deferred compensation isanother possible meansused to hel p executives
with tax liabilities caused by incentive compensation plans.

e) Executiveperquisites

Inaddition to theregular benefitsreceived by al employees, executivesoften recelve benefitscalled
perquisites. Perquisites (perks) are specia executive benefits—usually noncash items. Perksareuseful in
tying executivesto organizations and in demonstrating their importanceto the companies. It isthe status
enhancement va ueof perksthat isimportant to many executives. Visiblesymbolsof statusallow executives
to beseen as* very important people (VIPs)” bothinsdeand outsdetheir organizations. In addition, perks
can offer substantial tax savings because many perksare not taxed asincome.

Perks constitute amajor source of incomefor executives. In addition to thenormally alowed perks
like provident fund, gratuity and thelike, executives enjoy special parking, plush office, vacation travel,
membership in clubs and well-furnished houses. Perkstake care of all possible needs.. Their holidays,
servants, telephonebillsand even eectricity and gasbill saretaken care of by their companies.

17.8 SPECIAL FEATURES OF EXECUTIVE REMUNERATION
Executiveremuneration hascertain uniquefeatures

First, remuneration cannot be compared to thewage and sd ary schemes meant for other employees
inorganisations. Factorsand variabl esare more numerousin management jobs, and Ssmple comparisonsand
ratingsmay not bepossible.

Second, executives aredenied the privilege of having unionised strength. They cannot demand for
higher salariesand perks, hoist red flags on factory gates, shout slogans, pelt stones, and burn buses. Itisthe
workerswhoresort todl theseand if they succeed in their efforts, executivestoo benefit. Put inanother way,
executives often prompt workersto goon astrike.

Third, secrecy ismaintained in respect of executive remuneration. What A recelvesisnot made
knownto B and what B gets, C cannot know. Secrecy ismaintained because notwo executivesintheprivate
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sector, inthe same grade, recel vethe same pay. Remunerati on depends upon such factorsas competence,
length of serviceand loyalty to thefounders.

Fourth, executive pay isnot supposed to be based on individual performance measurebut rather on
unit or organisationa performance. Thisisbecause an executive'sown performanceisassumed to berather
directly reflected in measuresof unit or corporate performance. However, in practice, an executive pay may
not belinked to the organisation’s performance.

Findly, executiveremuneration, aswas stated earlier, issubject to statutory cellings. As per thelatest
guiddines, themonthly salary variousfrom Rs.40,000 to 87,000 subject to an overall limit of Rs.10,50,000
per annumincluding perquisites.

Remunerationisrestricted to five per cent of itsnet profit if the company has oneexecutive, but the
total remunerationisnot to exceed 10 per cent of itsnet profit the number of managerial personnel ismore
than one.

These ceilings, however, do not apply to privatelimited companies.

Extent of pay :
Theoreticaly, remuneration of manageria personnel issupposed to be guided by job descriptions,

jobevauations, sdlary gradeswith ranges of pay in each grade, and sdlary surveys. But in practice, thenorms
seem to have been thrown to windsand exorbitant amountsare paid to decision makersin organi sations.

Average compensation for CEOsat somelndian firms

Company Name Remuneration Rs. in
crorve (Mardh 2013)
Hindalco Inds D. Bhattacharya-MD Rs. 20.61 crore
L&T K. Venkataramanan-MD & CEO Es. 14.28 crore
Welspun Corp Braja K Mislhra-MD Rs13.72 crore
Tata Motors Karl Slym-MD Es10.97 crore
Indian Hotels Ravinend N Bidison-MD Rs 10.33 crore
Hind. Unilever Nitin Paranjpe-MD & CEO Rs10.12 crore
Ranbaxy Labs Arun Sawhney-MD & CEO Rs9.72 cvore (Dec 2012)
Nestle Ind Antonio Helio Waszyk-Charman & | Rs9.47 crore
MD

Idea Cellular Himanshu Kapania-MD Rs8.75 crore
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Bossestake homeup to 70% of pat (profit after tax)

CEO sdlaries have been a hot topic in the West, back home it has not caught the attention of
shareholdersfor public limited companies. It'shightimeit did. Thestudy findsout that therearealarge
number of corporate whosetop executivesdraw remunerationsthat vary anywhere between 10% & 70% of
the companies reported Profit After Tax (PAT).

Takethe case of optical storage mediamanufacturer Moser Baer. The promoter-cum-managing
director, Deepak Puri, grossed an annual package of Rs. 2.08 crorewhich is44% of the net profit of the
company. Add the pay packet of executivedirector Ratul Puri Rs. 1.25 crore and the due took homean
amount which was 71% of the net profit of their company last year.

Other individua exampleswherethe executives annual packageisdisproportionateto thenet profit
of their company include-iGate Global’s CEO Phaneesh Nurthy, Ashok Chaturvedi of Flex Industries, Ashok
Geol of Essdl Oropack, S. Narayanan and H. Nandi of NRO-TEK, Kayan Ganguly of United Breweries,
Hemendra Kothari of DSP, Merril Lynch, Kaanithi Maran and Kavery Maran of Sun TV, and Prathap
Reddy of Apollo Hospitalsto namejust afew.

The study looked at 400 corporate directors belonging to 245 companies who have a declared
annual packages of Rs. 1 crore and above as per the annual reports, and cal cul ated their compensation
figuresasapercentage of net profit.

Vivek Paul asVice-Chairman of Wipro rakesin an annual salary of Rs. 4.5 croreayear. For therecord, he
isalso the highest paid non-promoter executivein alisted Indian firm. Infact, Paul’sbossAzim Premiji,
Chairman and Managing Director of Wipro, takeshometwo croreless.

Thetop Indian executiveworking for alised MNC wasM.S. Banga, Managing Director of Hindustan
Lever. The company paid BangaRs. 1.58 crorelast fiscal. The top woman on thelist of highest paid
executivesin IndiawasLalitaD. Gupte, joint Managing Director, CICI, who took homeRs. 1.29 crorelast
year.

179 METHODOLOGIES-CUM-STRATEGIES FOR MANAGERIAL
COMPENSATION

e Sday/Basicsdary/Consolidated salary continuesto remain amajor component, though sdlary scales
areoften discarded thesedaysor used only asguides. Itisperformance contribution that determines
the pay and futurerevisions, which vary widdy from individua manager toindividua manager. Sdary
broad binding isa so getting recognition and acceptance.

¢ Grade-wiseflat dlowancearebeing consolidated, except wheretax exemption benefitsareavailable.
Allowancesmay belinked tothe salary asapercentage or by dabs, but preferenceisfor flat amounts,
which do not increase automatically andincreases at the discretion, and therefore, controllable.

e Reimbursement of expensesincurred on company’swork hasbecomelimited, andinlineto conform
tothetax laws.
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Annua payments- Bonusor commission, and leavetravel are common features. Sometax relief
appliesfor thelatter.

Benefitsgeneraly comprisesof unfurnished/furnished company owned or leased accommodation,
useof company owned or |eased vehicle, medicd coverage, retird benefit, covering provident fund,
pension, or superannuation and gratuity, post retiral medical assistance, easy |oan schemeat low or
zerointerest ratesfor housebuilding, car or vehicle, furnitureor utility items, etc., renting employee's
owned housing, club entrancefeerembursement, tec. Minor benefitscould beprovision of security,
driver, gardening assistant, sdle of productsor assetsat aconcessiond rate, therelocation and transfer
expenses, including admission etc., feesfor children, credit card fees, phonesetc.

Employees Stock Option Plans, which have been popular in I T industry isnot extensively used yet,
for not being tax advantageousto other industries, nor seen as being very attractivewhich lesser
growthtrendsfor their sharevaues, especialy in thewell-established ol der companies.

Most of thecompaniesaremoving away from traditional compensation packages(Basic, DA, HRA,
etc.) to cost to the company basis. Companies are talking in terms of gross salary and asking
managersto do their own tax planning.

Companies, specia the multinationa s, are observing transparency in pay packagekeepingin view
thetotal cost. 1t meansgiving managerstheflexibility to chooselifestyleof their ownlivingwithinthe
certain parameters. But such acafeterialmenu/in-basket benefitsare onthewane.

Performance linked payments-bonus + generousincrement + merit awards, areincreasing. The
trend isto move away from seniority and hierarchy system and attach valueto performers. The
conceptsof star performersaregiving ground.

Lifestyle perks(good accommodetion, club membership, liberd furnishing, holiday abroad withfamily,
etc,) continuesto bethe practiceevenif these aretaxed.

Ten highest paid CEOsof I ndia

Company Name Remuneration in $
Tindal Steel and Power | Naveen Jindal $14.68 nullion
Linmuted

Sun Group

Kalamtlu Maran-

$11.4 nullion

Aditya Bula Group

Kumar Manealam Birla

$9.42 nullion

Hero MotoCorp Linuted

PawanlIunjal

$6.89 nullion

Hero Honda motors

BriymohanL AlIMunjal

$6.88 nullion

Madras Cement Lid

P. R. Subrahmaneya Fajha

$5.86 nullion

BGR Energy B G Raghupatlyy $5.19 nullion
TSW Steel Sajjan Jindal $5.06 nullion
Divis Laboratories Dr. Divi $4.63 nullion

Bharti Airtel

Sl Bharth Wattal

$4.25 nullion
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Determining “reasonableness’ of executive compensation

Measurement of executive compensationisoften justified by compari son to compensation market surveys,
but these surveysusually providearange of compensation datathat requiresinterpretation. Variousaspects
have been suggested for determining if executive pay is“reasonable” in aspecificinstance, including the
following:

Would another company hirethis person as an executive?

How doesthe executive' scompensation comparewith that of executivesin similar companiesinthe
industry?

Isthe executive' s pay consistent with the pay of other employeesin the company?

What would aninvestor pay for thelevel of performance of the executive?

Undoubtedly, the criticism of executive compensationwill continue ashuge payoutsoccur, particularly if
organizational performance hasbeenweak. Hopefully, boardsof directorsof morecorporationswill address
theneedto better link organizationd performancewith variable pay rewardsfor executivesand other employees.

17.10 RELEVANT ISSUESIN EXECUTIVE REMUNERATION :

Several issuescrop up in the context of remuneration provided to the highest decision-makersin
organisations. Surely, there are many number of empl oyeesin an organi sation whose competency isnoless
sgnificant but their remunerationisin noway near to that of amanaging director or ageneral manager.

Assuming that an executiveisworth that much, the success of an organi sation doesnot depend only
ononeindividua (thought failuredouse). Thehedthy bottom line of an organisationistheresult of combined
effortsof technicians, scientists, financid wizards, marketing experts, HR specidists, canteen staff, sweepers,
driversand ahost of others. If it were not so, TISCO should not have survived after theexitsof Russ Mody,
SAIL after V. Krishnamurthy and HLL after T. Thomas. Obvioudy, the CEOsa one should not begivenaal
thecredit for hedthy bottom lines.

If thereisoneindividua who redly deserves applause and handsomerewards, it isthefounder of the
organisation. Intheinitia stages, thisgentleman shedshisblood for the organi sation. When banksrefuseto
sanction additiona |oans, he pledgesfamily assetsto raisemoney for buying raw materia sand paying sdaries
to employees. He spends d egpl ess nightsdevis ng strategiesto market hisproducts, to tacklelabour militancy
andto satisfy government agencies. Itisastruggleand acha lengedl| theway till theunit startsdoingwell. He
then needsadeputy to ass st in managing the busi ness. The executive demands 100 times morethan what the
founder had been drawing al dong. Such demandsnaturaly defy logic.

Yet another issuerelatesto the gap between the pay drawn by an executiveand thewagespaidto a
worker. Hugedisparitiesinincomesare often dysfunctiona. Disparitiesin pay increasethe probability of top
executives getting alienated from front-lineemployees. It createsapsychol ogicd distanceand dso alife-style
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disparity. That iswhy executivesat variouslevelssometimestend tofed out of touch and uncomfortablewnhile
dedingwithfront-lineemployees.

Oneof the popular argumentsin favour of hefty pay scalesto executivesistheir motivation. They
should be paid moreto put in better performance. Looking at theflip side, money ceasesto bethe motivator
beyond acertain point. Onemust haveahouse, vehicle, bank deposits, insurance policiesand good education
for children. And money induces anindividual to acquire and enjoy these. Beyond this, money becomes
irrelevant and often makes peopl e extravagant and wasteful . Children aretheworst affected by thiskind of
affluence. Thenthereisthe constant fear of raids by tax authorities. Surplusmoney thereforeresultsin needless
tension.

Assuming that money motivates, thesehigh-flying executiveshardly stick to oneorganisation. Afew
thousands more offered by arival organisationwill inducethemto put intheir papers. Mgority of manageria
personnel areknown for organisational rootlessness; gratitude and loyalty arewords of the past.

Findly, thereisthe question of equity. When hundreds of people arelanguishing inthe unorganised
sector, it may beunethica to pay huge sdariesand perksto select ditesin the society. The haplessemployees
work hardfor eight to ten hoursaday but get paid apaltry sum of Rs. 500 to Rs. 600 per month each. Added
tothisistheendless uncertainty of tenure. A lecturer with adoctoral degreedogsinacollegefor amere
Rs.1200 per month and stayseternally ‘ temporary’ on hisor her job. An MBA demandsan entry level pay of
Rs.60 |akh per annum whereas the professor who trainsthe MBA stakes 25 years of continuous serviceto
earn amonthly salary of Rs.20,000.

Hike-Spike: Indian firmspay better than MNCs

Thelndian firmsare paying better than the much-coveted multinationals. AslIndiatakesonthe
world, there’ sanincreased willingnessto pay top rupeefor the best talent. Thereisalmost acrossthe board
acceptance of variable pay - sdlary being linked to meeting targets. But theration of fixed to variable pay
varies. For investment bankers, thispay isalmost 33% of total package, whereasit islessthan 10%inthe
caseof pharmaexecutives. A long-established trend isthuslikely to be bucked with thel T sector, reigning
champ for thelast fiveyears, relinquishingitstitle asthemost generouswhen it comesto pay increases.

From 1991-92, when we entered the age of liberalilzed and gl obalized economy, the manageria
compensation packages have zoomed. Thereasonsfor thisarethe same ashasbeen explained beforei.e.
the quest for attraction, retention and motivation of talented manager, such managersbeing in short supply, the
competitorsing dethe country and throughout the globe are paying higher compensation packages.

MNCsarefinding high caliber managersfor their Indian aswell asgloba organisationsfrom India
Itself. Infact, Indiais provingto beagloba managerial pool. The pay packagesof MNCsin Indiaare
comparableto their counterpartsin the parent country and other locations acrossthe globe. Withthison
doughtsfrom MNCs, the Indian family owned companies could not remain complacent. They areturningto
professiond's, even going to the campusesfor taent hunting. Theresult issenior managersinfamily owned
companiesaregetting higher pay than others. MNCspay dtractive remuneration to their executives, bethey
home-country or host-country nationds. Thelndian chiefsof Peps and Coke, for example, arepaididentica
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scaesliketheir counterpartsinthe US or elsewhere. If executives of Pepsi and Cokein Indiaget paid so
well, why not their equivaentsin Indian businesses?\Wetdk of globaising trade, technol ogy, and managerid
practices, why not executive saaries? Why not salaries of all employees?

17.11 REMEDIES:

Actiononthefollowing linesmay partly answer theissue raised with regard to high managerial
remunergtion

1 Income beyond acertain limit must be subject to higher taxation. Statutory guidelinesgoverning
executiveremuneration arenow libera . Payment beyond specified limitsneedsthe prior gpprova of
the government. And the government does not generaly deny approval.

2. Executive, ontheir own, must take up moreand more socially responsi ve actions such as adopting
and uplifting villages, sustaining ecol ogy, caring for the hungry and thehomel ess, supporting acause,
sponsoring cultura programmes, contributing to education, and thelike. Such actionswill makethe
business and its executives more acceptabl eto the society.

3. Consciouseffortsmust be madetoincreasethe supply of managersand technicians. Thereis, therefore,
greater need for starting more collegesand ingtitutesto train young MBASs, BEsand other technicians.

4, Partici pative management needsto be encouraged. Employeesmust be offered stock option schemes
and be encouraged to become owners of the undertakingsfor which they serve asworkers, clerks,
and supervisors.

The concept of corporate governanceishighly hel pful in resolving theissues. The Kumaramangdam
BirlaCommittee on Corporate Governance recommendstheformation of a‘ remuneration committee which
will determine, on behdf of shareholders, theremuneration to be provided to executives. With this, asense of
equity will prevall inexecutiveremuneration.

Following the recommendation of the Kumaramangalam BirlaCommittee, only some companies
have congtituted remuneration committees. Such companiesareAdan Paints, Lupin, Bgg and RicoAuto. As
pointed out by theN R NarayanaMurthy panel on corporate governance, most companieshad been tardy
ontheissueof setting up remuneration committees.

Therearealso other safeguardslikethe Board of Directorsand AGMswhich need to okay salary
increase of chief executives.

17.12SUMMARY :

Executiveremuneration comprisessaaries, bonus, commiss on stock option and perks. Perksgenerdly
outstrip other eementsin the package of remuneration.
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Executiveremuneration differsfrom wagesand saariespaid to other empl oyees. A major chunk of
the sdlaries of managerial personnel istake away by taxes. Executives are denied the privilege of enjoying
unionised strength, though they stand to gain when workers go on strike and succeed. Secrecy ismaintained
inrespect of salariesand perksto executive.

Certain generali sation can be madein respect of executiveremunerationinour country. First, norms
of wageand sdary administration are observed only in part; salariesand perks are subject to annua reviews,
‘composite’ salariesare gaining acceptability; salariesare sought to belinked to performance; rat raceexists
among riva firmsto attract talented individua's, and thereislarge-scale migration of senior managersfrom
public sector unitsto thosein the private sector.

Thereare severa reason why executives are paid more. They areworth lakhs of rupeesin termsof
talent and brain power. They need to be attracted, retained and motivated, and their greed must be satisfied
so that they can adopt honest business practices.

Certain socia and ethical issuesarerelevant in thiscontext. First, high remuneration seemsto be
merely ahypedisregarding individua intrins c worth. Second, executives alonearenot responsiblefor an
organisation’s healthy bottom line. Third, there must be some parity between salaries of an executiveand
wagesof aworker. Findly, higher salariesand perksdo not guarantee motivation.

Moreand more socialy responsive actions, stiffer incometaxation, increasing supply of managers
?ggetde.chni ciansand encouraging empl oyeesto become owners of enterprisesarethe answerstotheissues
17.13 KEYWORDS:

ExecutiveRemuneration

Perquisites

Performanceincentives-longtermvs. short term

Stock Option
17.14 SELF ASSESSMENT QUESTIONS :

1 Justify the high remuneration paid to executives.
Write about manageria/executive compensation.

Describethe d ementsof executiveremuneration.

What arethe characteristic features of executive compensation?

a &~ 0w DN

Discussthepresent trend in theexecutive remuneration
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18.1 INTRODUCTION :

Compensation refersto asalary component, variousfringe benefits performances- linked bonuses
stock optionsetc. Theterm compensation isused inthe sense of total cost of employment. Itincludesal
tangibleitemsincurred by an organi sation on theemployees. In recent yearsIndiaincludes, haswitnessed a
mgor revamp - both quditativey and quditatively of compensation packages offered to professond managers
and executives.

The executive group istheking pinin an organisation, making asit doesthe difference between
successand falure. Their motivation and performanceare, thereforeof particular Sgnificanceto an organisation.
The executive compensation thus has become an integral part of management. Dueto thegrowth of the
servicesector inIndiamany compani eshave witnessed ag gnificant upward revison of remuneration packages,
making thetraditiona salary structure uncompetitiveand antiquated.

For instancethereisagreat demand for competent professionasinthefinancia servicesector. These
financia instructions haveto completein the maketo attract and retain capable employees. Thereforein
addition to hedthy emoluments, these companieshave started giving incentivesto their employeesintermsof
performance- linked benefitswhichincludebonus, profit sharing and stock options. Companieshave sarted
looking at executive compensation more systematically and more proactively so that they can expect better
performancefrom theexecutives.

Withthetechnologicd developmentstaking placeat ahigher rate, thesdary packagesaretooincreasng
at amuch higher rate. Pay packagesin Indiahavewitnessed an increase of morethan 14%in 2006 over last
year’ssalary packages. The compensation package comprises of monetary and non-monetary benefitsthat
includessalary, specia allowances, houserent allowance, travel allowance, mobile allowance, employee
stock options, club memberships, accommodations, retirement benefitsand other benefits. Globalizationis
being considered asthe causefor such salary hikes. The establishment of multinational companiesand
privatization hasled the Indian industry to witnesshigher sdary package. With theimmense competition of
attracting and retaining talented human resource, compensati on packageistheonly motivation factor available
withtheorganizationsbeit Indian origin organizations or foreign-owned multinationds. With the high attrition
rate organizationsareincreasing their salary packagesto attract and retain talented human resource. Inthe
race, Indiahasbegged first positionfollowed by Lithuaniaand China

Compensation Trends

M ost executive manageria compensation comesfrom stock options, and defenders of thissystem
arguethat you should compare the executive pay system to thereturnsexecutivesearn for their companies.
The government set pay level sfor executive compensation at companiesthat received federal assistance
during the 2008 financid crisis. However, after paying off these obligations, most companiesreturnedtoa
system that uses bonuses and stock optionsto compensate managers

The CEOspaid morein theworld, often bringing inannua compensation packagesworth millions of
dollars. Inthelast three decades, CEQ pay grew at afaster rate than any other top executive. Infact,
CEOswere paid 273 timesmore than their average employeein 2012, according to astudy by the
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Economic Policy Ingtitute. Oftentimes, these highly paid CEOs can count ontheir hefty paychecks
whether their companiesaredoingwell or poorly.

Interestingly, Yahoo'sMarissaMayer isthe only woman who madeit on our list, with $36.6 millionintotal
compensation in 2012 - afigurethat, whileimpressive, palesin comparisonto Oracle CEO Larry Ellison’s
$96.2million.

Compensation strategy for special groups

Themgor chdlengein compensating supervisorscenterson equity. Previoudy, thesupervisor’scompensation
wasjust likethat of lower level managers. Duetowhichthey makelessmoney and littleincentive. Atypical
board of directorscomprises 10 outside the company and 3 insidedirectors, each having aterm average of
threeyears. But modern boards have changed considerably, approximately two thirds and boards now
includemoreoutsidedirectorsthanin sidedirectors(e.g., CEO, corporate officers) and thismoveto more
outsidedirectors comeswith aprice-higher compensation. The companiesare planningtoincrease board
pay because of competition been found that total director’scompensation rangesfrom $40,000tothelow $
50,000. In addition to cash compensation, thereisan increasing emphasison directorsrewardsthat attempt
tolink to corporate performance. Our survey sample of morethan 75 proxiesfrom fortune 500 companies
givesusrichingght into theeffortsboards are pursuing to secureand improvethe appropriateness, fairness
and effectiveness of compensation pay, for performance has been embraced by 100 percent of our sample
group asthe guiding philosophy for executive compensation.

Four to fiveyears ago, thefigurewasroughly half and two yearsago it was 30 per cent less. In contrast,
multinational corporations (MNCs) spay about 50-70 per cent lessto their top CEOsin the same sector for
asimilar-sized company. The hefty packages, however, areavailable only to an iteclub, offered by big
Indian corporate groups with turnovers between $3 billion and $10 billion. And, they are concentrated in
resourcesindustries, including energy, petroleum and metdss, to name afew. In sectorssuch asfast-moving
consumer goods, telecom, information technol ogy or consumer goods, CEOs do not command suchlarge
sdaries.

Uniquefeaturesof managerial remuneration

Manageria remuneration cannot be compared to wage and sal ary schemesmeant for non-managerid
employeesinorganization. Factorsand variablesaremore numerousin manageria jobsand smple
comparisonsand ratingsare not possible.

Managersare denied the privilege of having unionsand collectivebargaining. Their competenceand
contribution aretheir strength for determining their pay package.

Secrecy ismaintained in respect of managerial remuneration. Thisisdone because notow managers
intheprivate sectors, in the same gradereceive the same pay. Compensation and reward depends
upon such factors as competence, length of service, contributionsand loyalty to the company.
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Managerial pay isnot supposed to beindividua performance measure but rather on the unit or
organisationa performance. Thisisbecauseamanager’sown performanceisassumed to berather
directly reflected in measure of unit or corporate performance.

Manager’s compensation issubject to statutory sedling. Asper thelatest guidelines, monthly salary
variesfrom Rs. 40, 000to 87,500, subject to an overall limit of Rs. 10,500,000 per annumincluding
perquisites.

Remunerationisrestricted to 5 per cent of net profit if the company hasone executive, but thetota
remuneration isnot to exceed 10 per cent of net profit if the number of manageria personnel ismore
than one. These sedling, however do not apply to private limited companies.

Findly, theoretically, remuneration of manageria personnd issupposed to beguided by job description,
job evaluations, sdary gradeswith rangesof pay in each gradeand salary surveys. Butin practice,
the norms seem to have been thrown to winds and exorbitant amountsare paid to decision-makersin
organisations. Theannual salariesof CEO’srangefrom Rs. 50 lakhsto few crores.

THE 3-PCOMPENSATION CONCEPT

The concept of paying for the 3 P'sconsists of three parametersthat are considered by the management of
any organization whiledeciding thesaary aswell astheincentives of employees. Itisto pay for the Position,
the Person and the Performance.

Pay for Position

Thefocusof the compensation policy trand ated into thewidth of the grade, inrelation to Pay for
Position. Thewidth of thegradeisthe degreetowhichjobsof different szeareincludedinthe samegrade.
Therefore, awidegrade, in effect, reducesthe emphasi son Position sincemany jobs of varying job Sizesare
encompassed inthesamegrade. In suchinstances, other factors, such asperson’s capabilitiesor competency
(i.e. Pay for Person) or anindividud’sachievement of objectives(i.e. Pay for Performance) will haveamuch
greater impact on the total pay level than the grade level. Broad-banding is an example of thistype of
approach. By contrast, narrow gradesemphasispositionssinceasmal increasein respons bility would lead
to apromotion and anincreaseingrade. A gradewidth not only determinesthe overall importance of Postion
to pay but aso can beused to vary the emphasi s of thethree pay e ements-position, person, and performance
at different levelsof theorganization.

Credtingagrading structure: Theranking of positionsasaresult of position eva uation can beconverted
into gradesbased on the unique requirements of each organization. ThisprocessiscaledtheInternal Position
Evduation (IPE). Thesegradesare created from | PE by answering three questions: One, how many employee
groups aretherein the organization? Two, how many level sare there within each employee group? Three,
how many level sare there within each employee group? Theentire organization isfirst divided into broad
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classifications depending on designationsor levels. Consistent policies arethen designed for each of the
groups.

Pay for Person

The second Pinthismodel isthe*Person” - considered one of the hardest and most subjective part
of compensation management. Pay for Person takesinto account, aperson’s capabilitiesand experiencein
setting apay level that isboth equitable and competitive. It also considersthe market demand of aperson’s
unique skillsand experience. Pay for Person ismost commonly associated with “ competency-based pay”.
However, it dso incorporates amarket-based pay approach.

The gtarting point for thisapproachistheposition. Anindividual’s assessment | ooks at theperson’s
capabilitiesand experiencerdativeto the position requirements. Thus, thefirst stepin Person for Pay isto
determinethe position requirementsfor competenciesand experience. This* position competency profile’
lays out the experience and competencies (gptitudes, attitudes, skills, and knowledge) that the organization
idedlly wantsin apersonfor agiven position.

Organi zations shoul d be looking for aprocessthat assesses position and people against the same
competency criteriawithintheframework of the organi sation’s philosophy, image, value, andidentity. The 3-
P competency profiling formsand process are designed to ensure that competenciesare carefully identified,
defined and wei ghted for the specific cultureand need of the organization. Each position and person hastheir
own profile, which enabl esthe organi zation to match positions and persons against each other.

Thelinchpin between Pay for Positions and pay for person isthe Reference salary whichisaset
based on the market-competitive pay for someonewho fulfilsthe position’srequirementsfor competency
and experience. Inthe 3-P system, the actual salary variesrelativeto the Reference Salary based on the
Position/Person ratio and the number of yearsthat theindividua hasbeenin the position. Each grade hasits
ownrangeof Personfor Pay. Theminimum pay for each gradeisbased on theminimum competency accepteble
for the position and the corresponding market pay level required to atract aperson withthat level of competency.
On theother hand, the maximum pay for the range of each gradeiscloseto the Reference Sdlary thelogic
being that an organization should pay for only those competenciesrequired to fulfill aposition’sresponsbility.

The Position/Person profileand ratio providesabasisnot just to eva uate the Pay for Person (i.ethe
actua sdary) but also providesguidanceintitling, training, and devel opment. An organi zation can set thetitles
within agrade based on the person’s competenci es rel ative to the position requirements. Companies can
arrangetraining for the person based on the areaswhere the person’s competencies havefallen short of the
position requirement and determinethe person’sdevel opment plansand potentia for promotion based ona
amulation of profile.

Pay for Person may a so includeamarket premium in casethe competenciesrelated to the position
arerare and under market pressure. Usually market pressureistemporary since over time, supply and
demand equdizespay levelsfor jobsof thesamesize. Thus, market premiumsshould bepaid separately from
sdary and adjusted up or down based on changesin market conditions. In the present day market scenario,
itistheskillsand thetd entsthat mattersthe most. Companiesare paying theleast attention towardsthe sky-
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rocketing remunerations of the deserving employees. 11M graduated drawing astronomical packagesand
breaking their own recordsyear after year are perhapsthe biggest exampleof this.

There aretwo exceptions that may warrant a permanent premium incorporated into the Pay for
Person. Theseinclude permanent shortages of skills, capabilities competencies and experiencelinkedto a
specificindividual. Permanent shortages of skillsand capabilitiesare usualy dueto controlled and limited
supply. Thismay bethe casewhen aqudlificationisrequired to assumeaposition and thequdificationsare
limited regardlessof demand. Thiscan happen for positionssuch asdoctors, lawyers, actuariesand certified
public accountants. In these cases, an organization may pay position holdersasalary that incorporatesa
permanent premium over other jobsinthesamegrade.

At senior levelswithin an organization, anindividua may possess specific experienceand capabilities
that uniquely qualify that person for the position. In such cases, an organization may bewilling to pay for
abovethemarket to secureandretaintheindividual.

Pay for Performance

Thethird prefersto Pay for Performance. In 3-P compensation management, the performanceof theindividua
isnottheonly consderationinsettingthesdary or grantingasadary increase. Thelogicisthat snce performance
isvariableand fluctuatesfrom year to year, so should performance pay be variable and fluctuatesfrom year
to year. Granting asalary increase based on oneyear’s performanceis equivalent to repeatedly paying a
bonusyear after year for performanceddiveredinasingleyear.

Inthisnew form, anindividud’sperformanceis managed through a* performance contract” which
comprisesthedarification of therole, thesetting of objectives, and thereview of performance. Asan outcome
of the performance contract process, ameasure of performance at the corporate, unit and individual level
becomesthe basisfor setting the performance pay.

Thepurposeof Pay for Performanceisto defineall incentive schemes- short —termor long-termand
efficiently reward the employee's contribution to itsimmediate and long-term results. An efficient scheme
impliesthat it includesagreed-upon, chalenging, and redigtic targets, that it motivatestheemployeeby linking
targetsto sizeablerewards, and that it openly and clearly recognize the employee' scontribution.

The management choosesfrom all possibilitiesoneor several typesof plansthat areinlinewiththe
organi zation’sactivities, thetypesof objectivesassgned to the employees, and the corporate culture. Rules
of digibility should then be established for each plan. It isvery important to remember that for whatever plan
each category of employeeisédligible, thetotal amount of possible rewards should be equitablefrom one
person to another. In other words, asimilar performance eval uation should bear similar amountsor value of
rewards, evenif thenature of theincentive planisdifferent. Finally, in assessingwho should bedigiblefor
what plan, it isuseful to remember how each planisfunded.

Background

Traditionally, thefollowing have been the characteristics of the compensation structure of awhite-
collar, non-unionized Indian: high“basic” pay, variable pay restricted to senior management in afew private
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sector companies, government pay scal es often used asthe benchmark, an amost guaranteed annud increase
irrespective of the organization’s performance, and promotionin the hierarchy based on number of years of
servicecompletedin the organization.

During thelast two decades, the compensation philosophy and, indeed, the compensation structure
of Indian organizations, have undergoneradical change. Itisnot surprisingthat thereasonfor thischangeis
the growth ininformati on technol ogy-enabled services (ITES) and, morerecently, in the business process
outsourcing (BPO) industry. Thetaent war in both of theseareas, and the consequent globalization of the
workforce acrossorganizationsin India, iscompelling thefinance, human resource (HR), and tax expertsto
constantly study, benchmark, and redefinethe compensationimperatives.

Suchjobsinvolveamorethought-driven solution from theemployee. Thesejobs, termed collectively
as“knowledge processoutsourcing” (KPO), emphasi ze thefact that the Indian outsourcing industry has
matured and theworld has begun to acknowledge the country’ s specialized capabilities, the high quality of
work, and theimportancethe country placeson intellectua property rights. Given thehunt for high-quality
jobs, itisnot surprising that today the approach to Indian compensation is changing and compensation
packagesare, infact, thefattest at senior management levels. While onewoul d expect that thiswould betrue
of managersinthe United Statesor any other Western country, surprisingly it isIndiathat hasthehighest paid
senior managersintheworld. Accordingto aglobal study conducted by the Hay Group, Philadel phia, PA,
and the synopsis published in the Daily Newsand Analysis, aregiona daily publishedin Mumbai, Indiaisin
thepolepostionintermsof globd averagered sdary of senior managers, followed by Germany and Switzerland.
For perspective, India s per capitaincome stands at 12,416 rupees (Rs) per year.

18.2 GOVERNMENT GUIDELINES:

Whilefor public sector enterprisesmanagerid remunerationisfixedin termsof therecommendation
of the pay commissionsand parity with the remuneration of thecivil servantsismaintained, for theprivate
sector enterpriseswhich are compani es, Government has certain power to regul ate the emol ument of thetop
level managers(Directors, Managing Directors, and Functional Chairman etc.)

- According to sec 198 of CompaniesAct. 1956, the total managerial remuneration payable by a
public company toits Directors, Secretariesand Treasurers or Managersin respect of any financia
year shall not exceed 11% of the net of the company for that financial year.

- See 309 (3) prescribesthat the managing director and/or wholetimedirectorsmay be paid up to 5%
of the companiesnot profitsfor onesuch director and where thereismorethan onesuch director up
to 10%for al of them put together.

- Under theAct, the Government iscompetent to [ay down from timeto time guideinesfor thefixation
of managerid emolumentsand perquisites.

1) In 1961 thefixed celling of slary + perkswas Rs.1,20,000 p.a.

2) In 1967 it was Rs.1,80,000 p.a. + perks.
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3) 1n 1969 the guiddlinesvisuaised the maximum remuneration of thetop level management inthe
private sector asRs.2,23,000 p.a.

4) The Sachar Committee madetwo recommendationsin regard to managerial remuneration.

() It would be regulated by the company itself or the share holders without consulting the
Government subject to overdl adminigtrativeguidelinesof November 11, 1969, issued by Government under
the CompaniesAct, or as per the recommendati ons of the Boothalingam Study Group i.e. salary maximum
Rs.6,000 p.m. and perks 25% of the pay.

(i) Companiesshould beclassfied asA, B, Cand D onthebasisof effective capitalsemployed
by them. A category companieswould bethosewith an effective capital of Rs. 10 crores& above. “B” those
withRs.5to 10 crores, “ C” with Rs.1to 5 croresand “D” below Rs. 1 crores.

TheGovernment should indi catethe maximumand theminimum sdary that could bepaidto managerid
personsunder such category of the companies.

5) In1978‘K.K. Ray’, Member Secretary of the Sachar committee submitted adissenting note
comparingtheratesasper 1969 guiddinesfor private sectorswith centra government’ sratesand recommended
rationd cellingsfor thefour categoriesof the private companieskeegpingin mind the* JanataParty’s manifesto
of 1:10ratio onthehighest paid and lowest paid categories or employeesin the private sector.

Accordingto 1978 guiddinesthemonthly salary for private sector top manageria personnd worked
out to be Rs.18,500 p.m. or Rs.2,23,000 p.a.

Whereas top most executives of public sector were paid :

Centrd Government Rs. 67,421.00 p.a.
ServicesChiefs Rs. 1,33,844.00 p.a.
Comptroller and auditor generd Rs. 67,412.00 pa.
Public Sector Rs. 83,740.00 p.a
Banks Rs. 83,934.00 p.a.

Salary ceilings for the four categories of private companies are :
Category ‘ A" Company In scaleafixed sdary up to Rs.6,000/- p.m. or
Rs. 72,000/- p.a.

Category ‘B’ Company - In scaleafixed salary up to Rs.5,000/- or
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Rs.60,000/- p.a.

Category ‘' C' Company- In scaleafixed salary up to Rs.4,000/- or
Rs.48,000/- p.a.

Category ‘D’ Company- In scaleafixed salary up to Rs.3,000/- or
Rs.36,000/- p.a.

6) The Government of Indiaannounced new guidelinesontheceiling of remuneration and perquisites
on November 9, 1978.

Under the new guidelinesthe perquisiteswoul d berestricted to amount equivalent to annual salary
subject to amaximum of Rs.60,000 ayear with separate noninterchangeable medical trestmentsand housing
within thelimitsand acommission of net profit up to 1%. Thisshould beonly up to 20% of thesalary subject
to an overdl ceilling on the salary plus commiss on which would not exceed Rs.72,000 p.a.

But these guidelines caused widespread reactions. The empl oyer organi sations and associ ations of
executiveswereextremely critical of thoseguidelines. They were of theview that thesewould encouragethe
growth of mal practicesof al kindsbecausethe existing guideinesdo not prescribetheremunerationsof the
executivesbelow thetop level.

Secondly to restrain conspi cuous consumption Government has only thought of one category of
personsi.e. managersin the private sectors. It has a so been argued that in the public sector certain superior
perquisitesareavailable e.g. heavily subsidised; medical care etc. and these are being ignored in case of
private sector manager’s.

7) OnOctober 5, 1979, someliberdisationson theguiddineswereissued. Theused guidelineson
management remuneration give only amargina concession on houserent, over dl celling onthe perquisite
remainsat 60,000. Therevised celling will haveretrospective effect from Nov. 9, 1978.

8) Asper 1983 guidelinesthe ceilingson sadary, commission and perkswereasfollows:

Say : Rs. 90,000 pa.
Commisson : Rs. 45,000 p.a.
Perks : Rs. 88,000 p.a.

Totd : Rs. 2,23,000 p.a.
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9) Asper 1987 guidelinesit wasRs.4,05,000 p.a. The CompaniesAct wasamendedin 1974 and
hencefurther called asthe CompaniesAmended Act 1974 to lift/easy to control on managerspay inthe
private sector.

Theentry of multinationals, thereturn of expatriates and the scouting of talent for the globalising
economy resulted in Sky rocketing risein executive remuneration in severd sector, occasiondly influenced by
thelogic of dollar parity remuneration.

18.3 ARGUMENTS IN SUPPORT OF GOVERNMENT REGULATION OF
MANAGERIAL COMPENSATION :

1 The per capitaincomeislow and alarge portion of India s popul ation has remained poor over time.
2. High sal ariesencourage congpi cuous consumption which will haveundesirable socio-economic effects.

3. Thepublic policy seeksto reduceincomedisparities. Some committees noted that the differencesin
chief executiveremuneration’s public sector (including nationalised banks) and privatesector is1:3
and between civil servantsand private sector chiefsitis1:4.

4, To safeguard theinterest of consumer and publicincluding minority share holders.

5. Avoid unfair competition in managerial remuneration to attract talent which may have undesirable
impact onthe social welfare sectorsof the economy.

18.4 CRITICAL COMMENTS:

Whatever betherationaeand extent of regulationin actua practiceironically, it appearsthat thereis
no statutory limit for managerial remuneration (in private sector). If thecompanieswilling to bear thetax on
thedisallowed portion of the pay, it isnot necessary to have any Government gpproval, unlessthe executive
desireasesat, ontheboard of director. A changein designation from director to vice-president isenough to
comeout of statutory restrainson compensation. Inthe processhowever company board may be deprived
of professonds. Thefact that theremuneration of the chief executivein the public sector continuesto beonly
1/3rd that of their counterpartsin private sector hasimplicationsfor flow of talent from one sector to another,
though at that |evel compensation alonemay not bethedriving force.

The Gujarat High Court struck downin May 1980, the guidelinesof November 1978 modifiedin
1929 inacasefiled by Cibatul Ltd., DrA.R. Naik.

Section 309 (3) of the CompaniesAct providethat withintheoverdl limit of 11% of net profit of the
company as stipulated in Section 198, remuneration to amanaging director or awholetimedirector shal not
exceed 5% of acompany’snet profit for only one such director and 10% wherethereismorethan one.
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INn 1961, an administrative ceiling wasRs.1,20,000 p.a

INn 1967, an administrative ceiling wasRs.1,80,000 p.a
In 1969, an administrative ceiling wasRs.1,35,000 p.a
INn 1978, an administrative ceilingwasRs.1,32,000 p.a

On 25thAugust 1978, De hi High Court struck down 1978 guidelinesmodifiedin 1979 asviolative
of Section 637 AA of the CompaniesAct, onthe apped filed by the Government, the Supreme Court granted
to operatetheseguiddinesonly inrespective of these compani es, which consent to thefixation of remuneration
as per those guidelinesto keep in obeyance proposal s of thosewho object to such fixation. Thesameruling
holdsgood for 1983 and 1987 guidelinesal so.

18.5 MANAGERIAL COMPENSATION IN PRIVATE SECTOR :

Aswefoundthat previoudy, the Government guidelineswere somewhat strict with respect to manegerid
compensationinprivatesectors. But soon after liberdisation and globdisation, theguiddinesof the Government
have become somewhat liberd.

The findings of the Business Today’s survey for 1997-98 conducted by Delhi based HRD and
Consultancy Firm, Oman Consultantscovering 100 corporateacross 19industriesreved that middlemanagers
has morereason to cheer than both their basesand their juniors.

Inayear of indifferent growth and dropping profits, the middle manager out jumped the senior
manager whose average monthly compensation roseby 14.90%in 1977 and theentry level MBA, who was
offered just 9.60% more on campusthe same year.

Moreover a theentry or junior level theemolumentsarehigher in public sector than their counterpart
in private sector. However at themiddle and top levelsit isthe private sector where compensation ismore
atractivein comparisonto PSU’s.

Unfortunately very littleresearch has been conducted about the higher level executivesand junior
managersto probe deeply into the rel ationshi p between variousforms of compensation and motivation, so
concentration hasbeen givento middlelevel managers.

Redlisticaly however, middlemanagerid pay hasentered theredl of posts-rightsizing compensation.
There can beno doubt that there arefewer middle managerstoday in most companiesthat they werein 1995.
Having shed the deadwoods of corporatesarenow lavishing thenlargest on thoseinitsmiddlerangeswhom
they have chosentoretain. Crucidly, the speciaised skillsnow required a thislevel nolonger dlow managers
to besubgtituted easily. And with targeted staffing replacing the nation of filling up thenumber, specificabilities
arenot only indemand but dso carry higher pay tags. Post-rightsizing themiddlemanager whoiisleftisquaity
resourcesfor any company. Retaining themisobvioudly atop priority.
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TheMiddleMangersareclassified into 2 categories:

1. MiddleManager | - Companies al those who head of department e.g. Deputy Generd
Manager, Senior Manager and Manager.

2. MiddleManager I - Conggsof thosewho either head asectionwith in adepartment as second
incommand e.g. Senior Manager, Deputy M anager, Asst. Manager.

The Oman Consultants, survey (conducted in 1998) compared the compensation packages offered
to themiddle managements| and Il during theyear 1996 & 1997. The average monthly pay for the upper
level middle manager at Rs.61,039 roseby only 22% over its 1996 levels. In the case of thelower rangethe
average monthly compensation at Rs.41,176 increased by 22.09% well below the 38% jump in 1996. But
then shorter hopswere the warm up and down organi sationsin ayear when corporate India srulesrose by
only 18.60% and profitsactualy fell by 8.40%.

Besidestheincrease appear larger inreal termswhen compared to low rate of inflation of 6% that
prevailed. Itisabasicrationadisation of compensation that istaking placeinrespectiveof levels. Therefore
packages at thetop have constricted rai seseven more. And the bad of opportunitiesat theentry level were
reflected in the classhandsome sd ariesthat were offered.

Clearly the middle managers has fought obsol escence and become competent and the most of the
transformation hascomefrom hisability to adapt to the changing environment. After being cut to the bone
once bloated middle management isdevel oping new muscle now.

18.6 MANAGERIAL COMPENSATION IN PUBLIC SECTOR
UNDERTAKINGS (PSU) :

Thecentral PSUsin India, comprising 242 enterpriseswith atotal employed capital at Rs.202,022
croresclassified into 4 schedul es and 22 cognate groups, plays asignificant rolein the Indian Economy.
Employing 19.78akhspersonnel of which 6.4 1akhsin manageria and supervisory cadres, compensationin
public sector isacomplex issuegiventhediverse nature of bus nessactivities, talent may beattached, corruption
reduced and disciplineensured by gppropriate pay scalesand perks. At thesametime, the pay bill should not
be allowed to strike economy. It isimport to compare the pay of Govt. employeeswith per capitaincome
which may be obtained by dividing the gross nationd incomeby popul ation.

Historical perspective of compensation in PSUs :

Compensationin PSUsevolved from ad-hoc fixation by Govt. in 1960’ sto devel oping compensation
structureson arational and uniform basisover aperiod of 4 decades. Thisevol ution passesthrough many
important stages.

Classification of PSEs and fixation of CEOs pay in 1960's:

The pay scaesof executivesat aswell asbe ow the Board level werefixed on an ad-hoc basisby the
Govt. by maintaining some parity with comparable positionson the Govt. This practice changed when PSUs
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wereclassfiedinto four schedulesand pay scaesof chief executivesfixed bases onthe schedulesas per the
recommendation made by the committeein the case of executivesbelow the Board level, the respective
administrative ministersfixed with the Bureau of Public Enterprisesand Ministry of Finance, whichled to
some homogeneity inthepay scales.

Restoration of relativity and party - 1980's

In 1982 aneed wasfelt for revision of emolumentsfor executivesat the below Board level in order
to restoretherd ativiti es between the emolumentsof officersinthe scheduled post and other officers. It was
then decided that such revision would have effective for five yearsfrom 18t August 1982. Thiswasthe
beginning of seriouseffortsto rationaisethemanageria compensationin PSUS.

Uniformity and flexibility - 1990's

Theguiddinesissued by the Govt. in 1990, based on therecommendation of high power pay committee
headed by Justice R.B. Mishramade asignificant effort to streamlinethe pay structurein PSUsand aso
attempted to bringin uniformity by rationalising the pay scale. Thepay revision that took effect from January
18 1992 was based on the guidelinesissued by the department of Public Enterprise. Theseguiddlinesindude
14 scalesof pay for theexecutivesbelow the Board level and non-unionised supervisors.

18.7 CONSTITUTION OF JUSTICE MOHAN COMMITTEE :

A pay revision committee consisting of five memberswas constituted under the chairmanship of
‘JusticeMohan’ in 1997. Thefour other membersof thecommitteeare

1. Former R.B.I. Governor - Mr. S. Venkataraman
2. Chairman of the Housi ng Devel opment Finance Corporation - Dr. Degpak Parek.
3. TheJNU Professor - Dr. Degpak Nayyar.

4. The Secretary, Department of Public Enterprises- Mr. PG Mankad.

Theterm of referencefor the committee were, to examinethe present structure of pay, allowance
perquisites and benefitsfor the executives (both at aswell asbelow the Board level) and non-unionised
supervisory categoriesin central PSEs, taking into account thetotal package of benefitsavailableto them
including non-monetary ones, and suggest changesthat are both desirableand feasible. It wasal so suggested
that the committeetakeinto account the report of the 5" Pay Commission. The Committee submitted its
report on October 30, 1998. Thecommitteedirectly interacted with senior officers of Govt. of IndiaCEOs
Executive of PSEsRepresentativesof Officer Associations, SCOPE and Central Trade Union Representatives.

M ohan Committeeconsidered issuessuch as:

1 Capacity to pay
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2.

3
4.
5

Thereativity issue
Theneed for Autonomy
Performance and emoluments

Uniformity and differentiation.

18.8 RECOMMENDATIONS OF THE COMMITTEE :

1.

Ardativity of 1.12 : 1 between the pay of CEO of scheduleA, PSEsand that of a Secretary level
officer of the Govt. of Indiaand anear 1: 1 parity at theentry level.

Therelativity between the pay of highest paid executive and lowest paid employee should be about
10: 1 and between the CEO at the highest level and the executive at the point of entry should be
about4: 1.

Fitment benefits of 20% of Basic pay, including persond pay and excluding al other components.
To adopt 100% neutralisation of cost of living the capacity of adjustment of D.A. tobe six months.

The pay revisionto be after ten yearsor co-terminus with the next pay revision for central Govt.
employees.

To adopt the recent re-classification of citiesfor HRA and to pay HRA at thefollowing rates.

Classification of cities Rates of HRA as percentage of Basic Pay
A-1 30
A 25
B1andB» 15
C and below 10

Perquisite and allowances may go up to 50% of basic pay in few enterprises, wherethelevel of
perquisitesand alowancestoday exceeds 50% payment over and abovethe ceiling should beentirely
inthe nature of performance rel ated payments, which should not exceed 50% of the basic pay. Itis
desirableto consider whether such performancerated paymentsdo in fact lead toimprovement in
performance, productivity and profitability at theend of areasonabletime.

Those sick PSU that have been provided budgetary support for various reasons may haveto be
provided additional fundsto meet therequirementsof therevis onunlessitisfound that theprovison
providedisnot justified.

In order to rationalise the manner in which sick undertakings are treated acore group of secretaries
assi sted by finance expect beformed to look in to the problemsand prospectsof sick PSUswithina
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period of 6 months. Thiscore group canidentify by the such undertakings can be nursed back to
hedlth provided with new strategi ¢ busi ness plansand adequatefundsincluding emolumentson revised
scales, for undertakingsthat cannot be so restructured, the group should take early stepsto close
down by VRS or any other measure.

10. PF andgratuity to continue asthey areand the provisions of the employee pension scheme 1995 be
so amended to alow PSEsto chosethe Govt. pension scheme or to work out their own individual
pension schemes.

11. PSEscouldasfar aspossible, look into obtaining mediclaim cover through insurance companiesfor
tharr retired empl oyees. Fund for this purpase shoul d be contri buted by both empl oyeesand organisation.

18.9 FINANCIAL IMPLICATIONS:

Overdl financid implication of the recommendationsof the committeeisestimated to beintherange
of Rs.207 - Rs.2300 croresas compared to the present level of local emolumentsfor executivesand non-
unionised supervisionsat around Rs.6000 crores.

18.10 ISSUES CONSIDERED BUT NOT RECKONED :

M ohan committee considered i ssues such ascapacity to pay, relativity issuesetc. Noneif theseissues
seen to have been taken usto account whilefinalising the recommendations. Govt. wasasked to provide
fundsfor revison, relativity with private sector wasavoided, autonomy wastotally controlled with standards
and ceilings no framework was given for linking pay to performance and no clear demarcation was made
between uniformity and differentiation.

18.11 CRITICISM

Thefina recommendations made by the committee were considered by factors such asfinancia
impact on the economy, equity, principle, divergence of PSUsand theneed to containthewagelevel. The
report asstated in their own words, was an exercisein constrained optimization. The committee seemsto
have been influenced by therecommendationsof past committeesand revisonsrather than evolvingwithits
own framework for dealing with current issues.

18.12 ELEMENTS OF WAGE REVISION IN PSUs:

1) TheGovernment today decided to risewagesof public sector executivesbased on recommendations
of S. Mohan Committee. Thetota revenueout gowill be Rs.2,070 croresannually but the burden will have
to be bornelargely by the public enterprises themsel ves as no budgetary support will be provided for the
purpose. The provisionwill benefit 3.6 [akh executives and non-supervisory staff inthe public sector.

2) Under thenew wages, thelowest sdlary scal e payabl eto the unionised supervisonswill risefrom
Rs. 3,375 - Rs.5,875t0 Rs. 6,400 - Rs. 10,000. At the 13t |evel of board appointeesin‘ A’ the scale will
increasefromthe existing level of Rs.13,000 - Rs.15,000to Rs.27,750 - Rs.31,500.
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18.12.1REVISED PAY SCALES:

Revised pay scalesfor public sector executives as announced by the Govt. of Indiaon May 24, 2000.

Schedule Existing scales affective Scales to be effective
from 1-1-92 (Rs.) from 1-1-97
A 13000-15000 27750-31500
B 12000-14000 25750-30950
C 10000-12000 22500-27300
D 9000-10500 20500-25000
Below Board level scales
Eg 3500-6200 6550-11350
=] 4000-7150 8600-14600
Eo 4800-8275 11500-16750
Es 5400-9050 1300-18250
Eg 6500-9425 14500-18700
Eg 7000-9600 16000-20800
Eg 7500-9900 17500-22300
E7.a 8250-10050 18500-23900
E7c 8500-10300 18500-23900
E7c 9500-11500 20500-26500
Eg 9500-11500 20500-26500
Eg 11500-13500 23750-28550
Non Unionised supervisorsscales:
$1 2800-4850 5200-8000
S 3000-5055 5600-8600
S3 3200-5290 6000-9200
Sy 3375-5875 6400-11000
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3) Incaseof sick companiesincluding thesereferred to the BIFR, the revised pay scal eswill apply
offer astrategic plan of restructuring for revival hasbeen approved. Though thereisno budgetary support will
be made availableto the enterprise, therewill be noimpact on the budget and fundsfrom therevised pay
sca eswill haveto mobilised frominterna resourcesof public sector companies.

4) 100% neutraisation will beadopted for employeesdrawing Industrid DearnessAllowancerates
and adjustment will continueto bemade every three monthsasat present.

5) Houserent alowancesto Public Sector Employeeswill be at rates applicableto central Govt.
employees.

6) Payment of allowancesand perkswill be alowed up to maximum of 50% of basic pay.

7) Paymentsinthenatureof performancerelated payments can be made by PSUsup to maximum
of 5% of thedistributableprofitsof the enterprise.

8) Mediclaim coversthroughinsurance companiesfor ther retired employees.

9) Besdesabovethesebenefits or compensation there are some other superannuation benefitsare
now given like pension and gratuity. The pension doesn’t exceed 50% of pay. Gratuity isawelcomeaddition
to pension. But thereisaceiling on gratuity whichisunjustified and unwarranted.

Changingtrendsin compensation

Itisinteresting to track the changes—some quiteradica—in thelndian compensation scene. Thefollowing
aretrue of most organizationstoday:

Compensationisnow viewed asthetota “cost to company,” (CTC) rather than an employee’ snet
pay done. Asthe environment gets competitive, such an approach helpsorganizationstakeaholistic
view of what could bethe costs and the operating margins.

Variable pay based onindividual performanceisthe norm, and alarger percentage of the Indian
salary isbased on performance.

Organization performancedsoisfactored in whilestructuring salary increases.

Some organi zations a so haveimplemented highly evolved systems, such asthe* economic value
added” (EVA) framework, ensuring aperformance-oriented culture throughout the organi zation
applicabletoal employees.

Basic, guaranteed pay has seen agradual reduction.
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Benchmarking agai nst organizations, both nationdly and international ly, has become common.

Employee stock options (ESOPs) that were, afew years back, considered asva uable compensation
components have ceased to be so giventheerratic nature of the stock market and thelock-in periods.

Non-taxabl e benefits, which increased the net “ take-home” of an employee, are now subject tothe
Fringe Benefits Tax (FBT), and so organizationsareforced to take second | ooks at these components.

Retirement benefitsareleft to what ismandated by thegovernment. Organizationsthat were contributing
to asuperannuation fund for the empl oyee now haveto pay the FBT.

Pens on benefitsand other smilar socid security benefitsare not on theradar screen of compensation
expertsinIndiatoday, but thiscomponent could be under significant discussion and speculationinthe
comingyears.

18.13MANAGERIAL COMPENSATION IN PRIVATE SECTOR Vs. PUBLIC
SECTOR :

In 1978 guiddines sa ary for private sector managerial persona worked out to be Rs.18,500 p.m. or
2,23,000 p.a. whereas PSUstop executiveswere paid 83,740,000 p.a.

In PSEssomesuperior perksareavailable, e.g. heavily subsidised house, medical careetc. and these
arebeingignored in case of private sector managers.

Some committees noted that the differencesin CEOsremuneration between PSUsand private sector
isl:3.

Moreover a theentry or junior level theemolumentsare higher ion PSUsthantheir counterpartsin
private sector. However at themiddle and top levelsit isthe private sector, where compensationis
more attractivein compensation to PSUs.

For private sector undertakings the salaries or compensations are fixed by the entrepreneurs and
some Govt. guidelinesarethere for the compensation rate of top executives. In case of PSUsthe
remuneration or compensation arefixed by pay commissi on recommendations.

18.14 SUMMARY :

Despiteamgor up-trend, Indialncludessdary structureistill Sgnificantly lower than that of devel oped

country. Itisquite goparent that salariesareincreasingly driven by performancerather than years of experience.
Thedownsideof performance linked incentivesand higher salariesgo insecurity. Competitive pressures
facing the corporate world are permitting down to theindividual employeelevel. Thisisaterm makesthe
employeeawareand aert of thefact that efficiency isfollowed by success, and failureby job loss. Executives
thusface perform or perish situation.
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If the Government employeeswant asubstantia increaseintheir pay, they haveto accept reduction
inthestrength of staff and increasein productivity asin the private sector; it ishowever, thestate' sduty to
create conditions congenial for the continuousincrease of minimum wages. Balance can be achieved by
linking the salary of the Government servantsto the per capitaincome.

Capacity to pay of the Public sector enterprises, relatively between emolumentsin PSU’svis-avis
the Governments need for autonomy in determination of compensation and requirement of uniformity of pay
scalesacross PSEs.

The management of PSEsmust be provided with somestructural flexibility intheimplementation of
pay sca essuch that outstanding managers can be attracted and rewarded through specid measures. System
must be evolved to link performancerelated paymentsto performances and to increase the proportion of
such paymentsto grossemoluments of overtime.

It should be bornin mind that these packages are offered to only aselect few in the organi sation,
primarily thosewho areresponsible and accountablefor the company’s performancein theface of increased
globa competition.

With international competition thereisnow agreater need for retaining the best talent within the
country and reversing brash dream. Therefore the price paid by today’s company’ sfor seminar managersis
justifiable. Fearsabout unbridled growth inremuneration leading to decreased competitivenessre unjustified
becausetheseincentivesaredirectly linked to results. Therefore, executive compensation demands careful
though and attention to maintain thekind of leadershipi.e. essential for an organi sation’scontinued growth
andvitdlity.

18.15KEYWORDS:

Privatesector: Theprivate sector isthat part of the economy, sometimesreferred to asthecitizen
sector, whichisrun by privateindividualsor groups, usually asameansof enterprisefor profit, and isnot
controlled by the state (areas of the economy controlled by the state being referred to asthe public sector)

Publicsector: Thepublic sector isthe part of the economy concerned with providing various government
services.

18.16 SELF ASSESSMENT QUESTIONS :
1 Do youthink that Indian executivesare overpaid? Discuss.
2. Discusstherecent trends and devel opmentsin Manageriad Compensation.

3. What action can thegovernment takewhen compani esviolae statutory guidelinesrelating to executive
remuneration?
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4, Briefly enunciate the role and important provisions of the CompaniesAct, 1956 on Executive
Remuneration.

5. What type of compensation systems normally motivatethe executives?
6. Andysetherecommendationsof variouscommitteesand commissionsto Managerid Compensation.

18.17 FURTHER READINGS :

Dwivedi, RS : M anaging Human Resources. Personnel Management in Indian Enterprises;
GagotiaPublishing House, New Del hi, 2002.

Sarma, AM. : Understanding Wage Systems, Hima ayaPublishing House, Mumbai, 2004.

Aswathappa, K. : Human Resource and Personnel Management, Text and Cases, McGraw-
Hill Company, New Delhi, 2005

Lakshmi Narayan: Managerid Compensationand Motivationin Public Enterprises, New Ddhi,
Oxford | B H Publishing Company, New Delhi, 1973.

Chatterjee, N.N. :  Indudtrid RdationsinIndiasDeveoping Economy,Allied Publishers, Cacutta,
1984.

MonappaArun& Engineer Mahrukh : Liberalisation in HRM, Responses Books, New
Delhi, 1999.

HariBapuji& Sinivasa R. Kandula : Comparative Study on PSUs and Report of Justice Mohan
Committee’, Personnel Today, April-June, 1999, P. 23-30.

Business Today : March 22, 1998, Page : 102-105.

TheHindu (Daily): Feb. 7, 1995, P.25.

Business Today : April 22 and May 6, 2000.

Dr. NAGARAJU BATTU



LESSON - 19

ROLE OF HUMAN RESOURCE DEPARTMENT IN
EMPLOYEE COMPENSATION

19.0 OBJECTIVE :

After reading thislesson, you should beableto:
- Know the Role of Human Resource Management Department in Compensation.
- Study the Severa HR Practicesin Relevanceto Compensation Management.
- Visudisethe Compensation Plans/ Policiesand HRM Strategy.
- Review the Challenges of Remuneration/ Compensation Practices.

STRUCTURE :

19.1Introduction

19.2 Employee compensation benefits

19.3 Compensation | ssuesto Organisation

19.4HRM Department Rolein Compensation Administration
19.5HR Department Rolein Pay Deter mination

19.6 HR Department Role of Conducting Pay Surveys
19.7 HR Department Rolein Preparation of Pay Structure
19.8 Compensation Plans/ Policiesand HRM Strategy
19.9 Devising Compensation Plan / Policies

19.10 Challenges of Remuner ation / Compensation

19.11 Elitism versusEgalitarianism

19.12 Monetary Ver susNon-monetary Rewar ds

19.13 Wagesand Salaries

19.14 Summary

19.15Keywords

19.16 Self Assessment Questions

19.17 Further Readings
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19.1 INTRODUCTION :

Employee Compensation decisionsare crucial for the success of an organisation. From as cost
perspective aone, effectivemanagement of employee compensationiscritica because of thetotd operating
cogts. Itisall themoreinsomelabour intensiveorganisations. Of course, costisonly one part of thepicture.
It isalso necessary to eva uate an employee’ s contribution to the organisation, in exchange. Another reason
for studying compensation from the organi zation’s perspectiveisto assessitsimpact on awide range of
employeeattitudesand itsunits.

Compensation may directly influence key outcomes like job satisfaction, attraction, retention,
performance, skill acquisition, cooperation, flexibility, and so on. Compensation includesany direct or indirect
paymentsto employees, such aswages, bonuses, stock options, and benefits. Ehrenberg and Milkovich
(1987) havedefined pay level asthe*average

19.2 EMPLOYEE COMPENSATION BENEFITS:

The compensation and benefits processes bel ong to most important HR Processes, which are
critical for the organi zation and modern HR organi zation. The compensation and benefitsisabout managing
the personnel expenses budget, setting the performance standards, setting the transparent compensation
policiesand introducing the competitive benefitsfor empl oyees. Theorganizationwith effective compensation
and benefitsdrivesitspersonnd costs, managesthe performance of employeesand rewardsthe extraordinary
performance.

The compensation and benefitsfunctions of HR often can behandled by one HR specidist with dua
expertise. On thecompensation side, the HR functionsincl ude setting compensation structures and eva uating
competitive pay practices. A compensation and benefits speciaist al so may negotiate group health coverage
rateswithinsurersand coordinate activitieswith theretirement savingsfund administrator. Payroll canbea
component of the compensation and benefits section of HR; however, in many cases, employersoutsource
suchadminigtrativefunctionsaspayroll.

Thiscoverssalaries, bonuses, vacation pay, sick leave pay, Workers Compensation, and insurance
policessuchasmedicd, dentd, life, and 401k. The Human ResourcesDepartment isrespong blefor developing
and admini stering abenefits compensation system that serves asan incentiveto ensuretherecruitment and
retainment of top talent that will stay on with the company. When an employeeishired, the company’s
Benefits Coordinator isrequired to meet with empl oyees one-on-one or in small group settingsto explain
their benefitspackage. Thisoften requiresan employeeto make an informed decision and to providetheir
signaturefor processing purposes

19.2.1 Compensation and Benefits Role

The compensation and benefits processesintroducethetranspar ency into Human Resour ces
and rewarding employeesfor the achieved performance. The compensation and benefitsprovidesthe managers
with the compensation toolsto build adifference among empl oyees asthe high performance corporate
culture can bebuilt inthe organi zation. The compensation and benefits department monitorstheexterna job
market and optimizesthe personnel expensesbudget of the organization. The compensation and benefits
definesthe compensation strategy, setsthe transparent and simple compensation policy and definesthe
general rulesfor the extraordinary payments, bonus schemes applied in the organi zation and introduces
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genera other compensation policieslikethe Relocation Policy, Short-Term Assignment Policies, Benefit Car
Policiesand other.

19.2.2 Compensation and Benefits Responsibilities

The compensation and benefits department isusudly responsiblefor thetranspar ency in thecompensation
practicesin the organization and keeping theinternal fairness of thetotal cash. The compensation and
benefits hasto supervise the devel opment of new compensation components and keeping the generd rules
for thedesign of the compensation component.

The compensation and benefitsdepartment isrespons blefor the personne expensesbudget of the organi zation.
The compensation and benefits department setsthe standards for theindividual salary increase, the mass
salary review and therulesfor the bonus payout as the organi zation keepsthe financial stability and the
planned personnel expensesbudget iskept.

The compensation and benefits department has specia processesto monitor theexterna job market asit can
set theright compensation policy, which iscompliant with the approved compensation strategy. The
compensation and benefitsdepartment isresponsiblefor theextensive monitoring of themarket and designing
the new compensation componentsingpired by the HR Best Practi cesin the compensation area.

The compensation and benefits department is always closely attached to the development of the new
compensation components, which support the performance and effectivity of theorganization. It co-operates
withthedifferent busnessunitsandit dignsther requestsintothe generd rulesfor the compensation components,
which aretransparent and fair. Thecompensation and benefitsdesignsnew adjustmentsto the compensation
strategy and the compensation policy asthe organization doesnot |oseits competitive advantage on the
job market.

19.2.3 Compensation and Benefits Content
It isrespons blefor organisation of peoplein theentire Company and plansfor future venturesand
objectivesinvolving peoplein the Company. These roles comewith certain positiveand negative
aspects in compensation packages.
I mprovement of Compensation Packages (positive aspect)
Oneof themajor functions of the HR department isto motivate employees. Thiscan bedonethrough
rewar dsespecially for thosewho have donewe|l. The HR department needsto eva uate performance of
employees and those who have exceeded expectati ons should be compensated for their actions. Research
has shown that rewarding employeesfor good performanceisthe number oneincentivefor keeping upthis
trend. These compensation packages can comeinthefollowing ways,;

e Holiday offers

e Endof theyear bonuses

e FEquities

e Awards
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e Sdayincrements

e Provisonof flexibleworking hours
e Straight forward promotion schemesand career devel opments

If the HR department includestheseincentives, thenit will ensurethat employees are satisfied with the
company. It will aso contributetowardsgood staff retention rates. Thisisespecially crucia inincreasing
stability within the organisation. It also makesemployeesidentify with thefirm and ingtillsasense of loyalty.

Problemsin Remuneration (negative aspect)

Intheprocessof trying to motivate membersof staff to perform better, the Human Resource may make deals
that eventually cause problems. A case in point is the Home Depot. This company has an employee
compensation policy that requiresthat one should berewarded for thetimethey have served the company.

The Home Depot Company offers an end of year bonus, basic salary and grant on stock shares as an
incentivefor some of itsemployees. The CEO of the Company Robert Nardelli lost hisjobintheyear
2007. Thiswas because the company has experienced alot of lossesunder hisleadership; itssharesfdl by
eight percent in the stock exchange and he deserved to | eave the Company. However, becausethe Human
Resour ce Department had put in place apolicy that requiresal membersof staff to begiven theincentive
mentioned above, heleft withalot of money. It wasreported that he had with him about two hundred and ten
million dollars. The Company had noway out of thispayment because HR had dready passed that policy and
they were bound by thelaw. Thisgoesto show that sometimes policies made by the HR department do not
benefit the Company especidly if the partiesinvol ved are considered aslossesto the Company.

19.3 COMPENSATION ISSUES TO ORGANISATION :

Thedomain problem facing any organisationisthelaying down afair and equitable compensation
system. Whilethe objectiveissmple, the processiscomplex. For instance, theemployer will beconcerned
primarily with productivity. Theemployee' semphasismayy be on higher compensationto offset their increased
cost of living and perhapsthe price hisskill will fetchin acompetitivejob market. Thecompensationissues
commanding most interest today and likely to continuein futurewill centre around questionsof compensation
levelsand compensation structure. Obvioudy, thiswill rai se questions concerning thelevel of compensation
intheplant or firm, industry, region, or nation. Closaly reated to thisisthe broad question of the determinants
of variousinfluencescontrolling compensation, thenatureof decision making bodiesand thedifferent traditions
and customary attitudesthat havedevelopedinindividua firmsor industries. In somecases, thecontrolling
influencesmay be standardsin aparticular locality or region, sudden changein technol ogy, source of 1abour
supply, firm’scompetitive standing, general s es-and-profits prospects of theindustry, and so on.

Themanageria decision about compensation ratesin agiven situation hasto bereconciled with a
variety of considerations such aswhen pay rates should be changed and by how much, how they should be
distributed among the different empl oyees, and what firms should be covered. Disputes between employers
and unionsover wages and salariesare often apart and parcel of conflictsover such diversified matters.

Oneof theimportant considerationsthe HR Department involving informul ating apay packageisthe
guantum of take-home pay that isthe net packet, after an employee has paid for hisdeduction. Some of
thesededicationsaresavingfor old age, likethe provident fund and pension schemes. Theba ance something
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that isvariableineach case. Inanemployee'searlier years, normaly, children’seducation, medica treatment,
recreationwill necesstatealarger income. Inhislater yearsan employeewill needto providefor hisold age,
intermsof ahouse and asteady incometo maintain his habituated life style. Another HRrelated issueis
salary and tax planning. In thiscontext, organisation hastaken recourseto fringe benefits, someof whichare
taxable. Theincidence of tax, either on money incomes or on thetotal taxableincomeincluding perquisites,
hasto beworked out.

19.4 HR DEPARTMENT ROLE IN COMPENSATION ADMINISTRATION :

Compensation administration deal swith techniques and proceduresfor designing and maintaining
salary structureregarding staff, executives and exercising pay controls. Thebasic aim of compensation
administrationisto attract, retain and motivate empl oyees by devel oping and maintai ning competitiveand
equitable salary structure. 1t isformulated and maintained by HRM Department and concerned with

1 HR Department involving inthe design and maintenance of pay structure;
HR Department participated at the operation of salary progression systems,
Implementing the provisionsof empl oyee benefitsand other all owances; and

Prepare, maintain and the devel opment of atotal remuneration policy.

a &~ 0w N

Thetasksof HRM People/ Compensation Administrator isabroad and complex one.
HRM Department shall consider thefollowing guidelinesfor Compensation Administration.

1 Compensation should becompetitivewith what other employersare paying for smilar skillsor smilar
jobs.

2. Compensation paid to variousindividua sin an organisastion should refl ect the comparative val ue of
their respective contributionsto that organi sation.

3. Compensati on decision should be made and communicated in away that ispercel ved asrationd and
far.

Thefollowing aspectsof compensation planning and administration shall beimplemented by HRM
Department for executives/ managerid levels: (i) postionleve, (i) thesdary structure, (iii) performance
appraisa, (vi) incentivebonusplans, and (v) supplementary formsof compensation.

A basic approach to pay problemsinvolvesidentifying needs, objectives, devel oping programmes,
and planning and executing the programmes,

19.4.1 IDENTIFYING NEEDS:

Thefirst approach to wage and salary administrationisaredistic appraisa of needs. Needscan be
determinedinvariousways. Personnd speciaistsshould have sufficient knowledge and experienceto predict
pay problems. Also the line managers must possess knowledge of the company’s pay problemsfromtheir
operating experience.
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19.4.2 DETERMINING OBJECTIVES:

It may not be practical to attempt to solve dl the pay problemswhich can beidentified. Solution of
one problem may create more seriousones. Hence, itisimportant to makeaquadlitativeandysisof needsand
thento trand atethese needsinto realistic, pecific, and attainabl e obj ectives.

19.4.3 DEVELOPING PROGRAMMES:

After objectives have been established, it ispossibleto consider varioustechniques and procedures
for recaivingthem. Pay programmesareeasier to design and apply when the preliminary stepsof determining
needsand objectivesaredonewsdll.

19.4.4 PLANNINGAND EXECUTING THE PROGRAMMES:

Once aprogrammeisdetermined, there must be some planning of themanner inwhichitwill be
carried out. Planning should providefor follow-up at various stagesto determine both progressand results. It
isimportant to specify whoisrespons blefor accomplishing the various aspects of the programmethat has
been established.

1945 RESPONSIBILITY FOR COMPENSATIONADMINISTRATION:

Respongbilitiesshould befixed carefully so that each HR specialist associated with the programme
knowsexactly what isexpected of him. Thequestionisbasically oneof determining whichassignmentswill be
giventotheindividua supervisor, whichwill beretained by higher-level line management, and whichwill be
assigned to staff personndl.

Inactud practice, the HR Manager seldom has complete authority and responsibility for wageand
salary administration. Hisauthority islimited because of the need for cons stency in administering thewage
and salary programmeamong the different sectionsof the company. Thus, policy formulationisgeneraly
retained by top management. Higher-level management may a so limit theauthority of individua managersby
establishing techniquesand proceduresto ensure conformity with company policies. Furthermore, salary
administration encompassesacons derabl e body of knowledgeand skill.

It would be both unreasonable and impractical to expect all l[inemanagersto becomeexpertinthis
specidisedfied.

Linemanagershavethebas crespongbility for making pay decisonswithintheframework of policies,
practi ces and techniques which have been established by the company. The quality of their day-to-day
decisionsisreally the heart of any wage and salary programme. Line managersalso havearoletoplayin
policy formulations. Evenwherethey do not participateinit onaformal basis, they offer constructiveidess
for improved wage and salary administration.

Compensation M anagement specialistsa so have certain areas of responsibility in carrying out the
programme. Researchin wage and salary administration isabas ¢ staff function. It generaly includessuch
ass gnmentsascompensation surveys, preparation of reportsadministration of company controls; investigation
of programmes, practicesand techniques used by other companies. Because of the speciaised knowledge
obtained through research, the staff specialist can play asignificant rolein such areas as devel oping and
recommendingwageand sdary policies, plans, programmes, and procedures; assisting linemanagersat al
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levesininterpreting and gpplying wageand sdary programmes, advisingand counsding linemanagersonthe
variouswaysand saary problemswhichmay arise. Staff personnel aso carry out thework of job descriptions.
Afina function of thestaff liesintheareaof audit and control. Top management must establish somemeans
of auditing and controlling thewage and sa ary actions of managers.

19.5 HR DEPARTMENT ROLE IN PAY DETERMINANTS:

Attheoutsst, itisimportant to distinguish between two rel ated but different questions. First, onecan
ask what factorsaccount for individua sdifferencesin pay withinorganisation. Anextensveliteraturesuggests
that education, experience, performance, and other individua differences play somerolein pay determination.

1951 PRODUCT MARKET :

Labour market and product market competitors play animportant rolein determining the pay level.
Mohoney (1979) and Dunlop (1957) arguesthat product market competitions placesan upper boundary on
pay level because organisationsin aparticular industry “encounter similar constraintsof technology, raw
materids, product demand, and pricing”. Thus, anorganisationwill finditsalf at acompetitive advantagein
the product market if itslabour costs exceed those of its competitors. Thereason being such costswill
ordinarily reflect to someextent in higher pricesfor itsproducts. For example, if Hindustan Motorswill have
difficulty in providing the same quality of automobileasacompetitive price. Consequently, product market
pressures may act asan upper boundary on empl oyee compensation.

1952 LABOURMARKET:

Organisationsnot only compete solely inthe product market but a soin thelabour market. Maruti
Udyog, for example, competefor engineers, lawyers, and human resource managers. A pay leve that istoo
low relativeto these competitors could lead to difficultiesin attracting and retai ning sufficient numbers of
quality employees. Assuch, labour market competition can be seen as placing alower boundary on pay
levd.

19.5.3 LEGAL ENACTMENTS:

TheHR Managersshall follow and implement thewage/compensationlegidationsi.e. TheMinimum
WagesAct, 1948, The Payment of WagesAct, 1936, The Equal RemunerationAct, 1976 and The Payment
of BonusAct, 1965.

Themain purpose of the Payment of WagesAct isto ensureregular and prompt payment of wages
and to prevent the expl oitation of thewage earner by prohibiting arbitrary finesand deductionsfrom wages.
Periodica fixation and revision of wagesunder Minimum WagesA ct and their effectiveimplementationis
very much desirable. The Payment of BonusAct providesfor the Payment of Bonusto personsemployedin
certain establishment and for matters connected therewith. The Equal Remuneration Act providesfor the
payment of equal remuneration to men and women for the samework, or work of asimilar nature, and for
prevention of discrimination against women.

19.6 HR DEPARTMENT ROLE OF CONDUCTING PAY SURVEYS:

HRM Department attempt to gather information about pay practices of competitorsthrough theuse
of pay surveys. However, findingthe*goingrate’ of pay may beeasier intheory thanin practice. Adminigtrative
decisonson pay involvesarangeof questionsincluding thefollowing:
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(@ Whichemployeesareincluded?

(b) Whichjobsareincluded?
(©) Whichjobsareconsidered smilar enough to usein benchmarking?
(d) How arethemulltipleratesof pay weighted and combined inamultiplesurvey?

The choiceof organisationsin probably oneof the most important decisionsin conducting pay surveys.
TheHR Department must decide:

(@ which employers areits key competitorsin both its labour and product markets; and (b)
whether to give moreweight to either the product or labour market.

Inconsderingthelatter decision, thereare probably severd factorsthat argueinfavour of emphasising
oneor theother. For example, product market comparisonsarelikely to deserve greater weight when (a)
labour costsrepresent alarge shareof total costs, (b) product demandiselastic, (c) the supply of labour is
indastic and (d) employee skillsare specificto the product market, and will remain so. In contrast, |abour
market compari sonsmay bemoreimportant to theextent that (a) attracting and retaining qudified employees
isdifficult, and (b) the costs of recruiting replacementsarehigh.

Another phase of comparisonsof level s of wagesis concerned with wage differentialsamong the
variousregionsof the country. Geographic wage differential impliesdifferent ratesfor thesamejobina
company and differencesin the average wage among regions because of the type of industries|ocated.
Under thedogan, “equal pay for equal work”, the demand isfrequently madeto eiminatesuch differentials
within acompany. Where aunion representsworkersin acompany with plantsin different regions of the
country, oneof the pronounced obj ectivesusually isto éiminate geographic wage differentials.

Apart from establishing desired relationship with theexternal market, itisa sovitd that theinterna
pay relationship bemaintained. TheHRM Department shal periodically review of job evaluation and sdary
structureisto be carried out to assure the company’sability to pay onacompetitive bass.

19.7 HR DEPARTMENT ROLE IN PREPARATION OF PAY STRUCTURE:

Pay structuresareessentialy hierarchies. *Milkovichand Newman’ (1990) definethem asthearray
of ratespaidfor different work within asingle organisation, focusing attention onthelevels; differentids, and
criteriaused to determinethose pay rates. Also, thereare certain additional featuresof pay structuresuch as:

(1) Number of distinct hierarchies (e.g., separate onesfor executives, office staff, managersand
engineers, or dua laddersthat combinethelatter two)

(i) Number of levelsineach (i.e., salary gradesand classes)
(iii) Pay differentia sbetween adjacent levels.
(iv) Differentiasbetween themaximum and minimum paidwithinagrade

(v) Timedurationfor an employeeto progressthrough the hierarchy.



— -[Em ployee Compensation Management} — { Role of Human Resource Department ... ]—

19.7.1CONDUCTING JOB EVALUATION::

Most pay schemesarefounded on theideaof paying individualsbased on thejob they hold, leading
to thesystem of job evauation. Job evaluationisaformal procedurefor orderingaset of jobsor positionsin
an organi sation with respect to their inherent value or work in achieving the organi sation’sobjectives. This
procedureisusualy linked to arate of pay prescribed for that job.

Regardlessof the specifictypeof job eval uation procedureused, dmost dl shareas milar methodol ogy.
First, jobsto be evaluated are carefully prescribed using athorough job analysis. Second, based onthe
description of thejob, each jobiseva uated with respect to itsval ue or work to the organisation, and thejobs
arethen arranged hierarchically with respect to thisevaluation. Finaly, theseresultsare used to set wage
rateswithintheorganisation.

Therearefour mgjor methods of job eval uation which can be sl ected by thetop executivesof HRM
Department for Job Eva uation : (1) Job ranking systems(2) Job classification systems (3) Factor comparison
systems, and (4) Profit systems.

Whilejob eval uation approaches are probably the most preval ent methods of establishing base pay,
ther usefulnessliketheusefulnessof any management system dependson how wd | they achievethealr objectives.
Nevertheless, they have aroleto play in the administration of compensation. It can provide, at least an
interndly justifiablewagestructurefor organisations.

Althoughjobeva uationisacommon practice used by HRM Departmentsto helpdesgnandrationdise
an acceptabl e pay structure, other admini strative proceduresare used to hel p design and manage acceptable
pay structures. Infact, skill-based plansare widely regarded as a superior aternativeto job evaluation
(Gupta, Jenkinsand Curington, 1986; Lawler, 1989). Skill-based structures pay employeesfor the skills
they possess, demongtrate, and/or apply, in contrast to job-based structures, in which employeesarepaid for
the jobs they perform. These plans are grouped into two types; (a) Knowledge plans, which link pay
differential sto the depth of knowledgerel ated to one occupation (e.g., scientists, teachers) and (b) multi-skill
plans, whichlink pay differentid sto thenumber of different setsof tasksan employeeissupposed to perform.

Thesnglebiggest advantage of skill-based pay systemsin aproduction settingisincreased flexibility.
Because workersknow morethan onejob, they can move with ease from onetask to another asthe need
arises. Asthe market and product demands change, workers can move from one set of jobsto another.
Absenteei sm and turnover tend to belower in organi sations using skill-based pay.

From the perspective of employees, anumber of advantages may be gained from skill-based pay
systems. Perhapsthe most noticeableisanincreasein satisfaction. Theincreased flexibility may also create
increased job security for employees. The organisation will be ableto maintain amore stableworkforce,
redepl oying peopleintimesof low shifting demand. By rewarding skill acquisition these systemsencourage
employeesto become more val uabl e to the organi sation by mastering new skills.

19.7.2ANALY SE OR FORECAST THE FUTURE TRENDS:

Introduction of performancerelated payment systemsin variousindustrial organisationsisamuch
debated topictoday. Although performancerelated pay appearsto be an attractive proposition, itisvery
difficult toimplement effectively. TheHRM Department hasto be confident that it can measure performance
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accurately and introduce aschemethat isobjectiveand perceived to befair. The HR peoplefollow thelatest
developments, recent changes and practicesfor the performance apprai sed for pay structures.

There are some organisations that see pay as the clearest method of delivering amessageto an
employeetore nforcethevaueof teamwork. Asinterest inindividual schemesdeclines, theinterest inteam-
based schemesgrows. There have been aset of recent research findingsinthe U.S. reporting the success of
team-based schemes. These have concentrated on gain-sharing and profit-sharing schemes. Team-based
pay appearsto begrowing at arapid rateinthe U.K. and Japan.

Incentive schemesplay amajor part in remuneration system. For instance, in our country different
typesof productivity and profit linked bonus schemesare operatingin different enterprises over aperiod of
years. Therecent innovation in the compensation system isstock option. Thisincentiveisused to recognise
improved performance and rich contribution of theempl oyeesand providesthem with an opportunity to build
ownership. Itsmajor purposeisto reward performance over alonger period of time and to encourage
employeesto stay with the organisation. In future, stock option schemesarelikely to gain momentumand
popularity asafringe benefit in many industria organisationsinour country.

19.8 HRM STRATEGY AND COMPENSATION PLANS/ POLICIES:

Remuneration plang/policieslikeany other HR activity must becomeaninput to formulating abusiness
drategy. Butinmaost companies, thisintegrationrarely occurs. Thegenerd practiceisto pay what competitors
pay or to adhereto the“ corporate policy”. Theactual remuneration plan should not be strictly amatter of
what isbeing paid in themarket place. Instead, wage and salary plans must derive from an assessment of
what must be paid to attract and retain theright peopl e, what the organi sation can afford, and what will be
paidto attract and retain theright peopl e, what the organi sation can afford, and what will berequired to meet
the organisation’s strategic goals. Table 19.8.1illustrates how different compensation strategies can be
appliedtofirmsthat differ in (i) their businessstrategies, and (ii) their market position and maturity.

In companiesthat are growing rapidly, businessstrategy tendsto befocused oninvestingtogrow. To
be cons stent with thisbusinessstrategy, HR strategy, theremuneration strategy should stimulatean enterprisng
and entrepreneurial style of HR management. For thispurpose, the company should emphasisehigh cash
paymentswith above-averageincentives. In‘ mature’ companies, itsbusiness strategy isoriented primarily
towards managing earningsand protecting markets. A remuneration strategy must haveablend of average
cash paymentsmoderateincentives and standard benefitsand should am at rewarding management skills. In
an ‘aging’ company, the most appropriate strategy isto harness earnings and reinvest them el sewhere.
Remuneration strategy should thereforeaim at control of costs. Toimprove such amodest incentivesaretied
directly to control costs. Thus, HR speciaistsdo thefollowing, viewing remuneration from astrategic

perspective:

1. HR Department recogniseremuneration asapivota control and incentive mechanism that can be
used flexibly by the management to attain business objectives.

2. HRManager makethe pay systemanintegra part of strategy formulation.

3. HR Depatment integratespay cons derationsinto strategi c decis on-making processes, such asthose
that involve planning and control .
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4.  HRExecutivesview thecompany’sperformanceastheultimate criterion of the successof the strategic
pay decisionsand operationa remuneration programmes.

Table19.8.1 Linkage of Compensation Strategy to Business& HR Strategy

Business Market HR Dept. Compensation
Strategy Position

Invest to grow | Merging or | Stunulate High cash with above
erowth entrepreneurialism average 1ncentive for
avidly mdividual
raptety performance. Modest

benefits.

Manage Nomnal growth to | Reward management skalls | Average cash  wath

Earnings - maturity mo derate mcentives on

mdividual,  umt, or
corporate performance.

Standard benefits.
Harvest No real growth or | Stress on control Below-average  cash
earings — decline with small incentive
. tied to cost control,
remvest Standard benefits.
elsewhere

Sour ce: WayneF. Cascio, Managing Human Resources, McGraw-Hill, 1995.
19.9 DEVISING COMPENSATION PLAN

Any remuneration plan must be understandabl e, workabl e and acceptable. Theremuneration scheme
must have two components - abaserate and the scopefor increasing the baserate. Theremuneration plan
must have two components - abase rate and the scopefor increasing thebaserate. Theremuneration plan
must be determined keeping in mind the requisitesand the components.

TheHR Department isresponsiblefor determining compensation plan, amode of plan of sequentia
steps asdescribed below.
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Fig. 19.9.1 Compensation M odel
19.9.1JOB DESCRIPTIONS:

Job descriptionsare crucid in designing compensation systems, for, they help to identify important
job characteristics. They also hel p determine, define and weigh compensablefactors (factorsfor whichan
organisationiswillingto pay - skill, experience, effort and working environment).

19.9.2JO0B EVALUATION::

Thenext stepin pay fixationisto establish relative worth of jobs by employing job evaluating. A
number of techniquesareavailadleto eva uatejobs. For example, in the point-ranking method job evauation,
each jobisanalysed and defined in terms of the compensabl e factors an organisation has agreed to adopt.
Points are assigned to each degree of acompensablefactor, such aresponsibility.

19.9.3JOBHIERARCHY :

Thepointsassigned to all compensable factorsare aggregated. Thetotal pointsscored will help
establish thehierarchy of job worth, starting from the highest point total to thelowest point total.

19.94PAY SURVEYS:

Job hierarchy being established, the next stepisto establish pay differentias. Beforefixing wageand
sdary differentias, prevailing wage and salary ratesin thelabour market need to be ascertained. Hencethe
relevance of pay surveys.

Oneway of collecting pay detailsisto conduct asurvey. Thisrequiresthat asampleof key jobsand
asampleof companies need to be sal ected. Questionnaires could bemailed to select companies, requesting
them to furnish pay detailsrelating to key jobs. Information can al so be collected over thetel ephone.
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Therearea so other sources of collecting pay details. Labour departmentsof the government, trade
unions, and professional bodies, and consulting firms (See Exhibit 19.9.2) provide copious amount of
information about the prevailing wage and sdary rates.

Business magazinesal so carry dataon salariesprevailing in different industries. Business Today,
dated September 12, 2004, for example, carried astory on salary raises from 2003 to 2004 in different
industries, asshownin Table19.9.2. Themagazinereported that in high-growth and high-attritionindustries
suchaslIT, IT enabled services, telecom, and banking and financia serviceshaveregistered highest increase
insalaries. Anincreasein saariestrand atesinto acorresponding increasein discretionary spending.

Table19.9.2 - RAISING SALARIES

2003 (Increase in per cent)
2004

IT 15 17
ITES 23 2a
Telecom (Services) 10 12
Insurance 23 25
Banking (Retail) 12 15
Manufacturing 6 7

Pharma 20 22

Source: Business Today 2, 2004, p.46.

Job evaluation hel psestablish job hierarchy. Through surveys, theratefor key jobsin thelabour marketis
asoknown. Thenext logica step isto determine pay structures.

19.9.5 PRICING JOBS:

In pricing jobs, thejob eva uation worth ismatched with the labour-market worth. Two activities
need to be performed : (i) establishing the appropriate pay level for each job, and (i) grouping the different
pay levelsinto pay grades.

19.10 CHALLENGES OF REMUNERATION / COMPENSATION :

Peopl e who administer wage and sal ary face challenges which often necessitate adjustmentsto a
remuneration plan. Themoreimportant of the challengesare skill-based pay, salary reviews, pay secrecy,
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comparableworth, employee participation, €liticism or egditarianism, below market or above market rates,
and marketing versus non-marketing rewards (SeeFig. 19.9.2)

Slall-based

Monetary
wversus MNon-
Meonetary

Eelow Mark et
ot Above

Fig.19.9.2 Challengesof Remuneration/Compensation
19.10.1SKILL-BASED PAY

Inthetraditional job-based pay, employees are paid on the bases of job they do. In the skill-based
system, workersare paid on the basis of number of jobsthey are capable of doing, or onthe depth of their
knowledge. The purpose of this system isto motivate employeesto acquire additional skillsso that they
becomemore useful to the organi sation. Table 19.10.3 compares kil l-based pay with job-based remuneration.

Table 19.10.3 - SKkill-based Pay and Job-based Pay Compar ed

Factors

Job-bhased

Skill-hased

Pay structure

Based on job performance

Based on ability to perform

Emplover's tocus

Job cammers wage; Emplovee linked

Employvee carmes

Employee linked to skills.

wage;

Emplovee focus

Job promotion te earn greater pay

Skill  acquisition to eamn

greater pay

Procedures required

Assess job content: Value jobs

Assess slalls, Value slalls

Advantages

Pay based on value of work

Flexaibility, Reduced

performed workforce
Disadvantages Potential  personmel  bureaucracy; | Potential personnel bureau-
Inflexibility.

cracies; Cost controls.
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Source:RaymondA. Stone, Human Resource M anagement, John Wiley & Sons, 1995.

Skill-based pay systemswork well whenthefollowing conditionsexist :

1. A supportiveHRM philosophy underpinsal employment activities. Such aphilosophy ischaracterised
by mutual trust and the conviction that employees havetheability and motivationto performwell.

2. Other programmessuch asprofit sharing, participative management, empowerment, andjob enrichment
complement the skill-based pay system.

3. Technology and organisationd structure changefrequently.

4.  Thereareopportunitiestolearn new skills.

5.  Employeeturnoverisrelatively high.

6.  Workersvaueteamwork and opportunity to participate.
19.10.2PAY REVIEWS:

Pay, once determined, should not remain constant. It must bereviewed and changed often, but how
often becomesare evant question. Pay reviewsmay be made on predetermined dates, anniversary dates or
there could beflexiblereviews. Inthefixed-date reviews, wagesand saaries of all employeesarereviewed
and rai sed on aspecified date each year. Inthe anniversary-datereview, salariesmay bereviewed at twelve-
monthinterva sfromthedate of theemployee sanniversary dateof hire. Usng variabletiming ensuresflexibility.
Inaddition, high-performing employees, who arelow ontheir sdary ranges, can berewarded morefrequently.

Inorganised industrid establishments, pay review take place oncein threeyears. Managements enter
into wage and salary agreementswith labour unions and the agreementswill bevalid for three years. Pay
negotiationswill take place ontheexpiry of thethree-year period and new records aresigned after conclusion
of thetalks.

In government department, pay revisionstakeplaceonceintenor fifteen years. Revisonswill depend
on therecommendationsof the Pay Commission.

19.10.3PAY SECRECY :

The processby which aremuneration planisdesigned and administered iscritica for any organisation.
Onechallengefacing HRM department executivesthe availability of information about remuneration to
employees. Thetendency among most firmsisto maintain pay secrecy asthiswould help avoid pay comparisons
likely to be made by employees.

‘ Just how much and what types of information about pay should be provided to employees isa
guestion that troublesHR managers. Thisisadifficult question to answer. Much has beenwritten about the
effects of pay secrecy on employee behaviours and attitudes.

Firmsin theorganised sector and public sector enterprises discloseful | information about wagesand
sdaries. Similarly, most union contracts spell out wages and grades of pay. As stated earlier, most firms,
particularly family-controlled organi sationstil| towards maintaining pay secrecy.
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Thegoalsof achieving equity and employee satisfaction would seemto call for telling employees
about pay policiesand levels. For merit pay systemsto have amotivating effect, an empl oyee needsto know
how effortstrangateinto rewards. Information about maximum and the average rai ses should be made
availableeach year. Each employee should betold ‘ what themidpointis for hisor her job, aswell asthe pay
range. Inaddition, the organisation should explain how it arrived at the pay structure. Allowing employeesto
see‘wherethar jobsarelocated inthewagestructure’ should not create significant problemsfor an employer
that hasawell-designed job eva uation plan.

19.104 COMPARABLEWORTH :

One of the popular principlesin employee remunerationisequal pay for equal work. Infact this
principle has been theinspiration behind the enactment of the Equal RemunerationAct. Under theAct, male
and femaenursesareto be paid the sameif their merit and seniority match, but afemalenurseandamale
electrician could bepaid different rates.

Beyond the concept of equal wagesfor equal work, istheideaof comparableworth whichimplies
that if both anurseand an € ectrician recel ve the same number of pointsunder apoint-ranking method of job
eva uation, they haveto be paid the same, subject, of course, to seniority and merit differences.

Any biasin thejob-evaluation processis sure to render comparable worth unworkable. Biasis
boundto occur injob eval uations because of thetendency to assign higher number of pointsfor jobstraditionaly
held by women.

19.10.5EMPLOYEE PARTICIPATION: :

When employeesareinvol ved in designing aremuneration plan, they exhibit littleres sancein accepting
it. Suchaplanismuch morelikely to beasuccessful motivator than the oneimposed by the management.

It isappropriateto involve employeesin many phases of areward system. For example, awide
variety of employees should serveinjob evaluation committees. If apoint-ranking method isadopted, itis
reasonabl e to involve employeesin identifying the compensabl e factors to be used and the wei ght to be
assigned to each factor. Employeesared so likely to haveagood insight inidentifying competitor firmsthat
should beincludedinawagesurvey.

Thereare severd mechanismsfor employeeinvolvement. At the broadest level theemployeescan be
surveyed tolearn about their preferences. Employeetask forces can hel p integrate these preferencesinto a
system. Such groupsare usually an excellent way to involve employeesin any decision associated with a
reward system.

Thesedecisionstoinvolve employeesin designing or administrating aremuneration plan should not
bemadein haste. Employee participationisunlikely towork well unlessthe organi sation has a ready established
anoverdl philosophy of participative management, aswell asareasonable climate of organisational trust.
Participation takesconsderabletime- if timeand trust arelimited, amoretraditional, atop-down gpproach
might be more appropriate.

19.11 ELITICISM VERSUS EGALITARIANISM :

Firms become egalitarian when they place most of their empl oyees under the same remuneration
plan. Theplan becomesditist when the organi sations establi sh different remuneration schemes. In somefirms
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only the CEOisdligiblefor stock options. In others, eventhelowest paid workersare offered stock options.
In someother companiesonly one category of employeesisofferedincentiveschemesbut in other dl employees
are covered by pay-for-performance schemes.

Egditarianism givesorganisationsmoreflexibility to depl oy employeesin different areaswithout having
to changetheir pay leves. It can aso reduce barriers between peoplewho need to work together. Egalitarian
remuneration system arefound mainly in highly competitive environmentswhere companiesfrequently take
businessrisksand try to expand their market share by continually investing in new technol ogies, venturesad
products.

Elitist remuneration systemsare preval ent among ol der, well-established firmswith nature products,
ardatively stable market shareand limited competition. Elitist pay structurestend to result inamore stable
work-force because empl oyees make more money only by moving up through the company.

Below Market versusAbove Market Remuneration: Remunerationinvolvingdecisonrelaingto
bel ow market or pay structure hastwoimplications. First, afirm’sability to attract talent from other depends
on employee'spay relative to alternative empl oyment opportunities. Second, the choice hasan important
cost component. Decision to above going rate obvioudy addsto the cost. However in generd, above market
pay policiesare more prevaent among larger companiesin lesscompetitiveindustries, such asutilitiesand
among companiesthat have been performing well and havetheability to pay more. In addition, companies
desirousof growingfast in atight |abour market need to pay above market rates. Unionised firmsaso need
to pay higher rates.

Firms paying below market ratestend to be smal and disorgani sed. Garment units, beedi rollingand
incense-sticksrolling firms pay wagesthat do not come anywhere near current rates.

19.12 MONETARY VERSUS NON-MONETARY REWARDS :

Theissuere ating to monetary and non-monetary rewards has primarily tax implications. Many non-
monetary rewardssuch asmedicd benefitsand housing arefully or partidly exempted from taxes. Employees
and even employees prefer non-monetary benefitsthan monetary rewards.

19.13WAGESAND SALARIES

When determining what an organization will pay for wagesand sdaries, itisimportant to understand
the economic conditionsof theregion inwhich an organizationisfunction, thevolumeof potential employees
and thelegidativerequirementsin place. WWhen determining what to pay, first consideration isplacement of
theroleorgani zationd ly which can bedetermined through job eva uati orvd assification. Thesacond cons deration
isthejob relevant skillsand experience the applicant possesseswhich may impact their placement inthe
sdlary rangeupon hire.

1 Deciding what to pay
Pay increases, bonusand incentive plans

Approaches and techniquesto determining base pay

A w D

Communicatingwageand sdary information
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1. DECIDINGWHAT TO PAY

They aremany situationsin which an HR department will be faced with deciding what to pay an employee.
e Anewhire
e Anexistingemployeeduefor anincrease
e Anexigingemployeemovinginto anew role
e A vauableemployeewhoiscons dering leaving because of compensation
o Market conditions
e Scarceskill
It isimportant to ensurethat the approach taken isguided by the compensation phil osophy and isapplied
congstently. Ensuringthat established guiddinesarefollowed will prevent offering acompensation package
sotailored to aperson that the organi zation isjeopardized by having too heavy afinancia burden or that
flexible arrangements actually hinder the critical work from being compl eted. It takesacarefully crafted
ba ance between theorgani zationdl needsand theindividua congderationsto ariveat theoptima compensation
sructure.
2. PAY INCREASES, BONUSAND INCENTIVE PLANS\
i. Pay increases
Base pay isafixed regular payment madeto an employeein exchangefor performanceof theduties
and responsibilitiesof their role. When an employeereceivesanincreaseto their base pay, itisconsdered a
pay increase. Therearevariousreasonsand methodsfor determining an increase, but thecommon factor is
that theincrease changesthelevel of ongoing base pay.
A cost of living increase
o Thisisanincreaseoffered to employees, regardless of performance, with theintention of increasing
base pay for each role onthe salary scale by aset percentagein order to account for increasesinthe
cost of living. When thisisoffered regul arly, empl oyees can begin to seeit asan entitlement.
e If costof livingincreasesareprovided, they aregenerdly doneon an annud basis, and aregiventodl
employeesat arate recommended by the Executive Director and approved by the Board of Directors
andiscontingent ontheoverall financid stability of theagency.

e Many smal organizationsare moving away fromthe standard cost of livingincreaseand performing
market adjustmentsinstead.

A market adjustment following a compensation review against pre-established criteria

o Market adjustments aretypically madefollowing the receipt of market survey data. Thisdatais
usually received and eval uated towardsthe end of either fiscal or calendar year. Organizationswill
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evauatethelr salaries against market dataand, if required, adjust base salariesfor rolesthat are
bel ow the market. Many organi zations have predetermined the percent of market they want to be
paying at —i.e. adecision to pay at themedian or 50"percentile.

If apositionin the organi zation issignificantly overpa d compared to market or, somecompanieswill
notify employeesand not provide anincreaseto theemployee. Inthissituation, theemployeeis
consderedtobe“red circled” (unableto qualify for any salary increasesuntil their salary comesin
linewith market)

A promotional increase

A promotionisthe advancement of anemployeeto apositionthat iseva uated at ahigher gradelevel
than the position to which theemployeeiscurrently assigned.

Anemployeewho isbe ng promoted can receive apromotiond increase at thetime of the promotion
aligned to the appropriate point in the new salary range, taking into consideration performance,
qudifications, and market information.

Promotionisusudly based onavailability of opportunitiesand preparedness of employeesto advance.

A meritincrease

Merit increases are awarded to recogni ze an employee' s contribution and to compensate them for
their highleve of performance.

Performanceisthekey factor in awarding amerit increase and can bethefactor that movesaperson
through the salary scal e towards the midpoint or higher. Merit increases can be awarded on an
employee sanniversary datefollowing aforma performancereview or a thebeginning of acaendar
year, depending on your compensation structureand philosophy.

. Bonuspayments

Bonuspay iscompensation over and abovethe amount of pay specified aswagesor salary anditis

only distributed asthe organization isableto pay or asoutlined in an employment contract. Bonus pay isused
by many organizationsto improve employee morale, motivation, and productivity or as athank you to
employeeswho achieveasignificant god . Aslong as bonus pay isdiscretionary by the employer, itisnot
considered to beacontract. If theemployer promisesabonus, they may belegally liableto pay it out.

I ncentiveplans

Incentive planshave not typically been popular inthe nonprofit sector. However, leadersare starting to
seeachangein perspectiveregarding the use of incentive plans. Providing incentive plans, especialy to senior
level staff, can enable organi zationsto competefor ta ent they woul d otherwise have not been ableto pursue.

Incentive plansare established to reward empl oyeesfor improved commitment and performanceand
asameansof motivation

Anincentiveplanisdesigned to supplement base pay and fringe benefits
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« A financia incentive plan may offer apercentage of base salary or acash bonuswhereasanon-
financial incentive plansoffer benefits such asadditional paid vacationsor increased professiona
development

3. APPROACHESAND TECHNIQUESTO DETERMINING BASE PAY

Determining base pay isdirectly linked to organization compensation philosophy. Having aclear
understanding of what rolethe position playsin the organi zation, including the complexity of therequired
responsi bilitiesand tasks, isfactored into the equation a ong with data on market and sector comparatives.
Organizationsthat takethetimeto ensurethey havefactored inal of thefollowing componentswill bemore
effectivein managing their competitivenessexternaly aswell astheir consistency and credibility interndly.

a. Creation of job descriptions

Job descriptions define the requirements and responsibilities of ajob that has been created to meet an
organizational need. Job descriptions are animportant element of organization’soverall compensation
philosophy when they are used to devel op aconsistent salary structure based on therelativelevel of duties,
respong bility and qualifications of each positionintheorganization.

b. Conduct ajob analysis

Conducting an analysisof each job by group/department to determinewhich tasksare being done
and by whowill help both in determining the most effectiveaignment of tasksto rolesand in devel oping the
job descriptions. Thisisimportant ascompensation structuresarebuilt based ontheleve of skill and experience
required for acertain roleto perform corefunctions. If any inconsistenciesor inefficiencies, organization
should conduct areview to eval uate the appropriateness of thetasksassigned to that role. Fromthereit can
be determinedif thejob description and associated compensation warrants changing or not.

c. Performjobevaluation

Job evaluationisthe processfor assessing therel ative worth of jobswithin an organization. Paying
fairly based oninternal relativeworthiscaled Internad Equity. A comprehensive andysis of each position’s
tasks, respongbilities, knowledge, and skill requirementsis used to assessthe valueto the employer of the
work performed and provide aninterna ranking of thejobs. Job eva uation isameasurement of theinterna
relativity of the position and not theincumbent in the position. Job eval uation can be used independently,
althoughitisusually part of acompensation system designed to provide appropriate salary rangesfor all
positions. Thisprocesswill ensure an equitable and defensi ble compensati on structure which compensates
employeesfairly for jobvaue.

d. Review pay structures

Pay structuresare hel pful when standardizing an organi zation’scompensati on practicesasthey reflect
thegrouping of jobs based on relativeworth. Typica pay structures can have severd gradesor levels, career
bands, or job familieswith each having aminimum or maximum salary associated. Thesecould beidentified
by hourly wagesor annud sdaries.

A number of levelsmay exist for aroleor typesof roleslinked together, and for each, adollar valuewould be
associated. Creation of pay structuresare based oninternal and/or externa data.
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e Themost basic salary structureisoneinwhich eachjob classisaleve withasinglesaary for all
incumbentswithintheleve.

o Thisisseen assomewhat limited asemployees (or potentia employees) comewith avariety
of experience and skillsand therefore should not all be compensated at the samerate.

e Andternativetothebasc sdary structureistoincorporate salary rangesfor each of thedifferent job
levels

o Placementintherangeisbased on established criteriaoutlining experience, skill, potentia
andfit

o Thescaeisusudly crested by evduatingthe market comparative datahowever, the placement
of thepersoninthesd ary rangeisusudly based onther skill and ability againgt other employees
inthesamerole

o Criteriafor moving through asaary grade must aign with the compensation philosophy and should
be described inthe Compensation Policy.

Buildingamatrix thet identifiesthehierarchy of thejob family throughlevel saswell asskillsand competencies
can assi st in determining the gppropriate placement of aposition.

Example: Casaworker rolesagainst Market data(numbers have been made up for purposesof thisexample)
RoleEvaluation for Salary against External Data
Sdary ScaleRange Sdary ScdeMidpoint  Externa Survey Midpoint

Intermediate 35,550 — 43,450 39,500 40,000
Senior 39,690 — 48,510 44,100 45,000
Supervisory 47,880 — 58,520 53,200 58,500

Inthisexampl e, theintermediate and senior salary midpoints are consi stent with the external market data.
However, the supervisory midpoint issignificantly bel ow market averages. A supervisor inthisorganization
would haveto bereceiving 110% of the salary scal eto be cons stent with the market’ saverage sdary. Inthis
case, thefirst salary the organization would want to addresswoul d bethat of the supervisory staff.

RoleEvaluation for Salary against Internal Data

Salary ScaleSalary ScaleAverage Salary ofPercentage
Range Midpoint Cumrent Incumbents of Midpoint
Intermediate 35550 -43450 39,500 39,000 00%
Sentor 39690 - 48,510 44,100 43,200 08%

Supervisory 48,780 - 59620 54,200 51,500 095%
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Similarly inthisexample, the average salariesfor both the intermediate and senior staff are closeto the
organization’'ssalary midpoint, whereasthe supervisory salariesare only 95% of the organi zation’smidpoint
(which remember is $5,000 | ess than the midpoint of all the organi zationswho participated in the salary
survey). Thistype of inequity, both internally and against the market, could result inincreased difficultly
keeping or finding theright people.

However, therecould bereasonabl erationd for thisgroup being 95% of themidpoint. Differencesinemployee
pay within the same salary range can be based on seniority, performance and different starting saaries.

e. Participatein salary surveys

Salary surveysare conducted with employersin the samelabour market to determine pay level sfor
specificjob categories. Generally wage and salary surveys are conducted either by region, sector or job
classification for the purposes of comparability. By participatingin salary surveys, theaccessto information
that will alow to benchmark organi zation’s compensation practicesincluding wages, sd aries, bonusesand
benefit provisonsagainst other organi zationsin your region or sector.

4. COMMUNICATINGWAGEAND SALARY INFORMATION

Effective communi cationsabout compensation makesemployeesmoreawareof thevaduethey receive
fromtheir compensation plan. When employees have agood understanding of their compensation planthey
are more confident that they are being paid fairly - which resultsin greater motivation and retention. A
compensation communication strategy should be crested in alignment with the organization'sHR strategy as
well asbe supported by management. Thelevel of transparency ishighly dependent onthe organization's
cultureand variesfor each organization. |deally; employees should be advised of their own sdary, their job
grade/ level, the position of their salary inthe salary rangefor their job grade/ level, thebasisfor progress
through therangeover time (seniority and/ or performance), and the proceduresfor annua sdary adjustments

(if any).

Communicating total compensation information through formats such as statements, bookl ets,
newd etters and memos provides a cons stent message and allows employeesto refer to thematerial later.
Presenting compensationinformation through meetings, workshopsand ongoing support alowsinteraction
soindividud questionsand concernscan beaddressed immediately. Overdl, it isimportant to ensureemployees
have accessto information regarding the compensation plan and that it is provided in clear and concise
language. A compensation plan can a so be used to attract prospective employees and therefore effective
externa communicationisasoimportant.

19.14 SUMMARY :

Pay level isakey attribute of compensation design and strategy. Managersand union officid sdevote
considerabl e resources to devel oping and administering pay structures. Thefact that how employeesare
paid hasimportant consequencesfor individud, group, and organisationd performance. Individua incentives,
merit pay and bonuses, and gain sharing can contributeto higher performance under theright situations.
Benefitsdo indeed have effects on empl oyee attitudes on, retention, and perhapsjob choice. Individual
preferencesmay play aparticularly important rolein determining empl oyeereactionsto benefits.
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19.15 KEYWORDS:

Skill-based pay: Remuneration system inwhich employees are paid wages on the basisof number of job
skillsthey haveacquired

Product market: The marketplaceinwhich afinal good or serviceisbought and sold. A product market
doesnotincludetradinginraw or other intermediate materid s, and instead focuses on finished goods purchased
by consumers, businesses, the public sector and foreign buyers.

Compensation Plans: In network marketing, the detailsof how the commission of independent agentswill
be determined ontheir own and their down line'ssalesrevenue.

Paid survey: A paid survey isused to collect quantitativeinformation about the participants’ persona and
economic habits set against their particular demographic. Incentivized surveysare considered to bemore
likely to catch awider and morerepresentative range of respondents compared to unincentivised surveys.
19.16 SELF ASSESSMENT QUESTIONS :
1 Describetherole of HR Department in the Compensation M anagement.
What are challengesof HR Manager for Compensation Administration ?
What arethe HR Strategiesfor Compensation Issues, Policiesand Plans?

2
3
4, What istheimportance of compensation survey?
5 What isthefuturetrend of compensation?

6

Infuture, the compensation policies, programmes, and practices of an organisationwill revolvearound
introduction of newer dlowances, incentivesand fringe benefits. Discuss.
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LESSON - 20

INTERNATIONAL COMPENSATION
MANAGEMENT

20.0 OBJECTIVE :

After studying thislesson, thestudentisableto:

Know about thegloba dimension of compensation

Study the componentsof globa compensation

Getsan information about the different el ementsthat are required to be considered while
computing expatriates/repatri ates compensation

Giveinformation about theemerging trendsof globa compensation

STRUCTURE:
20.1 Introduction
20.2 Natureof theinternational compensation assgnments
20.3 Objectivesof inter national compensation
20.4 Componentsof international compensation
20.5 International remuneration benefitsand holidays
20.6 Variousapproachestointer national compensation
20.7 International compensation policies
20.8 Expatriatesystem
20.9 Repatriate system
20.10 Complexity of international compensation programs
2011 Summary
20.12 Keywords
20.13 Sef Assessment Questions
20.14 Further Readings

20.1 INTRODUCTION :

M eeting the challenge of recognizing and rewarding employeesin thegloba economy will bethe
cornerstoneof businesssuccessinthe 21 century. Whilemost organizationshave not anticipated theresources
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required to meet thischallenge, onething iscertainthat globaization does not mean gpplying uniform human
capita solutionsinadiverseworld. Globalization hasincreased the awareness of and concern for creating
internationally equitable compensation systemsin many companies. Thecomplex nature of international
compensation dictatesthat it receives special attention from organizations operating in amultinational
environment. Itiscrucia that organizations understand the kind of employeesemployed by international
firms, thed ementsthat comprise an international compensation system and the specia problemsassociated
with returning citizenson overseasor employment to their home corporationsfor multinationa firms. Successful
management of compensati on and benefitsrequiresknowledge of the employment and taxation laws, customs,
environment and employment practices of many foreign countries. Also needed arefamiliarity with currency
fluctuationsandtheeffect of inflation on compensation and an understanding of why andwhen specid dlowances
must be supplied and which alowances are necessary in what countries.

M ost employersremain wedded to thetraditional home-based method of expatriate pay. Butitis
foundthat ‘oneszefitsal’ approach to expatriate remuneration isnot necessarily themost effective. There
should be awide gap between wagespaid for comparable positionin different countriesdueto differentin
economic system, political, lega and cultural environment. Therefore, HR managers spend agreat deal of
time deve oping effective compensation and benefit programsfor internationa employeesand itsimportance
gantremendous success.

Tremendous changesare occurring in al areas of domestic and international compensation from
flexible compensation programmes adapted to regional normsto creative result sharing programmes based
onindividual, team, and organizational performance. Ascompaniesbecomeincreasingly global intheir
operations, compensation strategies must be shared across borders, throughout industries and between
organizations. At notimein the past had goods, money and peopl e crossed national bordersso rapidly, in
such highvolumewith so far reachingimpact astoday. Training and moving peoplearound can nolonger be
amatter of lavish luxury, but will bean absolute necessity andintegra part of businessto support competitiveness
through flexibility. Pay, working hours, vacations, fringe benefits, retirement and other HR systemshasto be
organized so asto betransferable on an international aswell as organizationd basis.

20.2 NATURE OF INTERNATIONAL COMPENSATION ASSIGNMENTS:

The nature of the assignment of the empl oyeeto alarge extent determinesthe method of compensation.
Thesetermsof assgnmentsare:

a) Short-term assignment, which may befor arelatively short period, such asthe caseof afeasihility
studly, etc. Thistypeof assgnment doesnot usualy exceed Sx months. Familiesasodo not generdly
accompany.

b) Longtermassgnment, if theassignmentismorethan six monthsor oneyear. It will usually result
inemployee smovingaongwith hisfamily.

¢) Permanent assgnment iswhen an employees gnsapermanent employment contract with aforeign
subsidiary, the contract isusually meant for afixed period of timeof longer duration.

The compensation package vary according to these three categories generally thelonger theforeign
assignment is, the more the principlesand local environment of the host country should determinethe
compensation of theemployee.
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The percentage can vary by industry and geographic location. Pay decisions can bebroken downinto
two categories: pay structureand individua pay. Organizationstend to addressthese concernsviamarket
pay surveys (external equity) and job evauations (internal equity). Inorder to ensurethat externa equity and
interna equity issuesare addressed, human resource profess ona s should consider thefollowing toolswhen
preparing aninternational compensation package: (1) aninternational compensation management grading
system that iscomparableto thedomestic grading system; (2) abasesdary ddlivery processthat isintegrated
into the home country’s base pay system aswell astaking local country lawsinto consideration; (3) an
incentiveand reward system that motivates empl oyeesworldwide; and (4) aperformance management system
that rewardsemployeesregardless of their geographiclocation.

Pay levelsareinfluenced by two factors: product market competition and labor market competition.

. Product market competition creates a threshold on labor costs and compensation. The
threshold can be constrictive when the labor costsarealarger share of total costs and when
demand for the product istied to the price.

. Labor market competition highlightsthefact thet the organi zationsmust research and determine
what isacompetitive salary for positions, especialy compared to what competitors are paying
for smilar postions.

In order to competefor talent, many organizationswill benchmark against product market and labor
market competitions. Job evaluationsare used to measureaposition’sinterna worth. An effectiveevauation
system isbased on compensabl e factors and the weighing schemefor each factor (based onthefactor’s
importanceto theorganization). Thesefactorsincludeworking conditions, education, experience, andjob
complexity. Oncescores have been assigned to each of thesefactors, apoint factor system isdevel oped.
Market pay structures can differ acrossbordersintermsof their level and relativeworth for thejob. Some
marketsmay offer lower levelsof pay overal and requirelower payoff for skills, education, and advancement.

Inmost cases, expatriate pay and benefitswill be closely in sync with the compensation structure of
thehomecountry. However, this practiceisd owly being replaced with dternative practicesasmore companies
begintoimplement policiesthat havepay differentia sthat arebasad on geographiclocation. Thepay differentids
areused to addressinequitiesthat may ariseif an employee wantsto consider apositionin another country
that may have a higher cost of living than the home country. Unfortunately, thereis adrawback to this
practice. It may bedifficult to adjust an employee ssalary downward if thecost of living decreasesand/or the
employeerelocatesto alower-cost area.

Problemsin international compensation management:
MNCsfacelot of difficultiesin evolving compensation packagein view of thefollowing factors:
e  Economic conditionsof thehost country.
e  Employment condition of the host country.
e Taxationlawsof thehost country.

e Currency fluctuationinthe host country.
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e Inflationstuationinthehost country.

Theresultisthat expatriates cost threeto four times morethan the empl oyees of the host country.
20.3 OBJECTIVES OF INTERNATIONAL COMPENSATION:

Designing and devel oping a better compensation packagefor HR professiona sfor theinternational
assignmentsrequires knowledge of taxation, employment laws, and foreign currency fluctuation by theHR
professionas. Moreover, the socio-economic conditionsof the country haveto betaken into consideration
while devel oping acompensation package. It iseasy to devel op the compensation packagefor the parent
country nationd but difficult to managethehost and third country nationa's. Whenafirm deve opsinternationa
compensation policies, it triesto fulfill somebroad objectives:

I.  Thecompensation policy should bein linewith the structure, businessneeds and overal strategy of
theorganization.

ii. Thepolicy shouldaimat attracting and retaining the best talent.
iii. It should beenhanced empl oyee satisfaction.
iv. It shouldbeclear intermsof understanding of the empl oyees and a so convenient to administer

Theemployeea so hasanumber of objectivesthat he/shewishesto achievefrom the compensation policy of
thefirm:

I.  Theemployeeexpectsproper compensation against competency and performancelevel.
ii. Theemployeeexpectssubstantial financia gainfor own comfort and for family aso.

iii. Theemployee expects present and future needsto betaken care of including children’seducation,
medical protectionand housingfacilities.

iv. Thepolicy should be progressivein nature.
Challenges while designing an international remuneration package:
Generdly, following problems come up whiledesigning aninternationa remuneration package:
e Discrepanciesin pay between, parent, host and third country nationals

e Need to vary compensation packages depending on employee’s stage of life and customize it
accordingly (e.g. young children, childrenin collegeetc)

e Remunerationissuesrelated to re entry into parent-country organization or homecountry.

¢ Remunerationissuestoded with changesininternationa bus nessenvironment
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20.4 COMPONENTS OF INTERNATIONAL COMPENSATION:

When creating acompensation system for internationa empl oyees, one must take basi c components
into consideration: (monetary or non-monetary rewards/package) i ncluding base pay, benefits, allowances,
incentives, tax reliefs and long term benefitsor stock benefitsthat valued by employee'sin accordance with
thelr relative contributionsto performance towards achieving the desired goa of an organization.

Base pay Benefits
Long term/stock International Allowances
henefits compensation
Tax Incentive

Fig. 20.4.1 Componentsof Inter national Compensation

20.4.1 BASICPAY:

Basic pay istheamount of money that an expatriatenormaly receivesinthehomecountry. Itisfinaly
determined after establishing cons stent compensati on measure between countriesthat buildscredibility both
at homeand abroad. Some multinational companiesconduct their own local annua compensation survey
which coversal formsof compensation including cash, short and long term incentives, retirement plans,
medical benefitsand perquisites. The base pay a so servesasthe benchmark against which bonusesand
benefitsarecalculated. Base pay may be paidinthe currency or homeor host country.

Therearevarious methodsfor setting base the pay U.S. companiesuse one of thethree methodsto
ca culate expatriates, base pay.

a) Home country based method.
b) Host country based method.
¢) Headquartersbased method.
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a) Thehomecountry based method isoften most appropriatefor expatriates. The market or going
rate of pay for acomparablejob in the home country isnormally used for setting thisrate. The
assgnmentsreshort induration and loca nationd s performing comparablejobsrece vesubstantialy
higher pay.

b) Thehost country based method compensation isbased on the host country’spay scaleand is
suitablewhen assignmentsare of long duration. Theexpatriate' sbase pay will becompetitivewith
other employeesbase pay in the host country rather than their counterpartsat home.

¢) Theheadquartersbased method compensatesall employeesaccording to the pay scalesused at
the headquarters. Thismethod issuitablefor expatriate who movefrom oneforeign assgnment to
another and rarely work in their home countries.

20.4.2 BENEFITS

These constitute amajor element of remuneration of aregular employee. About onethird of the
compensationisbenefits. In caseof expatriatesit can bemore. Most US-based MNCsinclude expatriate
managersinther home-office benefits programmeat no additional cost toexpats. If thehost country requires
expatsto contributeto their social security programme, the MNC typically picksup thetab. Fortunately;
severd international agreementsbetween countriesrecently havediminated such dua coverageand expenses.

Additionally, MNCs often provide expatriates with extravacation and with special leaves. The
MNC typicaly will pay theairfarefor expatsand their familiesto makean annud visit-home, for emergency
leaveand for expenseswhen arelativein the home country isill or dies.

a) Housing: It coversawiderangeof arrangements. Some companiesprovidewith aresidence
during the assignment and pay all associated expenses. Othersdeal apredetermined housing
allowance each month and | et expatriates arrange their own residence. Additionally some
organi zationshel p those going on assgnmentswith the sd e or lease of thehousethey areleaving
behind. Costsof housing expatriates around theworld can vary dramatically. Host-country
housing costsare often more expensvethan at homefor US expatriates.

b) Utilities: Some companies provideair conditioners, bottled gas, bottled water, electricity,
telephoneand telephonecall expenses.

c) Car-Car or Chauffeur driven car with parking facilities are provided by some organi zations
befitting the status or requirementsof security of theemployee.

d) Helping handslike servants, gardeners and security guards are provided by some organi zations
elther representing affluence or power or statusor al of them.

€) Club subscriptionsaredso part of benefitsof expatriates. The club membershipsand clubfees
along with entertainment power isa so given by some. Theclub may vary from recreational/
socia clubsto sportsclub etc.

f) Educational benefitsare another integral part of the compensation package. These expenses
cover costs such astuition, enrolment fees, books, supplies, and transportation, room, board
and school uniforms. Insome cases, expensesto atend post-secondary schoolsared so provided.
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20.4.3 ALLOWANCES

Allowances are expensivefeatures of expatriate compensation package. Some of thealowancesare
givenbdow:

a) Cogt of LivingAllowance (COLA): Itinvolves payment to compensatefor difference between
home country and foreign countries, especidly inflation differences. Itisapayment for difference
between the home country and the overseas assignments. Theseallowancesare designed to
providethe expatriateswith some standard of living that he or sheenjoyed inthehome country.

b) Relocation Allowance: It involves moving, shipping and storage chargesthat are associated
with persond furniture, clothing, and other itemsthat the expatriate and hisor her family are (or
are not) taking to the new assignment. It also includestemporary living allowance. Related
expensesa so may include carsand club membershipsin the host country, although these perks
commonly areprovided only to senior-level expats.

¢) Hardship Allowance: Hardship allowancesaregiven to expatriatesto work in hazardous area
with poor quality of life. Someof thedifficultiesin the host country could beasfollows:

e Excessvehot/cold climate

e Hedthhazard

e Poor communication

e |soldion

e Languagedifficulties

e Scarcitiesof food

o Politica risks

o Force-mgeure(floor, typhoons, earthquakes, tsunamis, etc)
e Regular posshility of theft, kidnapping

Those, who are posted in Africa, middle-east, aregiven hardship premium. That could bein shapeof
alump sum pay or apercentage (15 to 50%) of base pay.

d) Separation Allowance—When family isnot all owed to accompany, thisallowanceisgiven by
someorganizations.

e) ClothingAllowance—specia inextremely cold aress.
f) Added Responsibility Allowance or StatusAllowance.

g) HomeL eaveAllowance— Tripsback to home country each year to renew family and business
ties.

h) SpouseAssistanceAllowance—To make up for spouse’slossof income.
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20.4.4 INCENTIVES:

Inrecent yearssome MNCs have a so been designing specid incentive programmesfor keeping expatriates
motivated. Most companiesgiving suchincentivesarefollowing thelump sum premium approach paid only
at thetimeof acceptance of assignment. The payment retainsits motivational value and cost to company is
lessasthereisonly one payment with no future financial commitment. Thisisalso becauseincentiveisa
separate payment distinguishablefrom regular pay and ismorereadily availablefor spending or saving.

20.4.5 TAXRELIEF:

Taxation causesmost concernto MNCs. Therefore, they adopt one of thefollowing approachesto give
relief tothe expatriates.

a) Tax-equalization-Organisationswithhold an amount equal to home country tax-obligation of
expatriatesand pay al taxesin the host country.

b) Tax protection-Theemployeespay up to theamount of taxes he/shewoul d pay on the compensation
packageinthe homecountry. Inthat event, theemployer isgainer, if thetaxesin foreign country
arelessthan home country.

¢) Ad hoc approach-Each expatriateis handled differently on taxationissueand tax relief isgiven
depending on negotiation.

d) L aissez-faire-The expatriateisleft on his/her ownto pay the taxes because the compensation
package consists of tax element al so.

Tax equalizationisthe most commonly practiced tax relief policy of MNCs,
20.4.6 LONG TERM BENEFITSOR STOCK BENEFITS:

The most common long term benefits offered to employees of MNCs are Employee Stock Option
Schemes (ESOS). Traditionaly ESOSwereused as meansto reward top management or key peopleof the
MNCs. Someof thecommonly used stock option schemesare:

a) Employee Stock Option Schemes (ESOS) — a certain number of shares are reserved for
purchase and issuanceto key employees. Such sharesserveasincentivefor employeesto build
long term vauefor the company.

b) Restricted Stock Unit (RSU) — Thisis aplan established by acompany, wherein units of
stocks are provided with restrictions on when they can be exercised. Itisusually issued as
partiad compensationfor employees. Therestrictionsgenerdly liftsin 3-5 yearswhen thestock
vests.

¢) Employee Sock Option Plan (ESOP)-Thisisaplan wherein the company sellssharestoiits
employeesusudly, a adiscount. Importantly, the company deductsthe purchase priceof these
sharesevery month from theemployee' ssdary.

Hence, the primary objectivefor providing stock optionsisto reward and improve employee’s
performanceand/ or attract / retain critica talent intheorganization.
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20.5 INTERNATIONAL REMUNERATION BENEFITS:

a Houang -Housingdlowance

-Free accommodation

b. Utilities -A/C, Bottled-gas, water
-Electricity, telephone-calsetc.
c. Ca -A common perk for either statusor security reason
d. Servant/Security-guards -Traditiona perk
Security-guards -Represents affluence, Power Status
-For security reasons
e. Club-subscription -Clubfee
-Sportsclubfee

f. Education expenses
g Socid security -Pension schemes

Arrangement -Hedthinsurance

For many international firms, expatriate assgnmentsarelikely toincreasein distance, number and
duration over an employee' scareer and moreand morefirmscreate cadres of permanent internationd assignees
—cdled*globas by somefirms, theinherent complexity and dynamism of culturadly embedded and politicaly
volatile nationa tax and pension processes promiseto tax theresources, timeand attention of internationa
human resource managersfor theforeseeablefuture. Seamlessnetworksof global firms, their specidists
consultantsand local and regional public and privateinterest areagoal, not yet aredlity.

I nter national remuneration holidays:
1. Annud Leave -25-30 working days.
2. PublicHaliday -Host country practices
-Expatriate country holidaysin addition.
3. HomeHolidays -Company paysfor expatriate and hisfamily to fly back
home, at least onceayear.

-L ocation affectsfrequencies of Home-Leave—Extreme hardship,
separation fromfamily, etc.

-Maritd statusaffect hometrip.
4. Rest and Recuperation Holidays
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20.6 VARIOUS APPROACHES TO INTERNATIONAL COMPENSATION:

Theapproachesintheareaof international compensation are:-
20.6.1 Thebudget approach:

Thissystemtakesinall costsincurred by employeesin both countries (the home country and the host
country). These costsand theeffect of theloca tax system, form the basis on which employee’ sincomeis
calculated. Thesystemisextremely expensiveto keep up there are many adjustmentswhich need to be
made, notably in highinflation countries. Thismethod used to bepopular inthe colonia era, which probably
explanswhyitisonly used by afew large paterndistic British companies. Anassignment from Britainto India
will, for example, result inlower expensesfor clothing, food and other fixed or variable private expenditure.
These costsare meticulously compared and totaled. Admittedly, account isa so taken of theemployee' son-
going expensesinthehhome country.

Thissystem has been subject to criticism from expatriates. Thefact that the employer determines
what itemswill andwill not beincluded inthebudget isoften seen aspaterndistic. Moreover, once expatriates
know what itemsareincluded inthebudget they will certainly try to get other (expensve) itemsonthelist. An
added drawback isthat the system may well stir upill feeling among host-country nationals, when ‘ luxury’
goods such asimported cheese and whisky are considered asbasi ¢ essentia sfor the expatriate empl oyees.

20.6.2 Thegoing rateapproach:

Under thegoing rate system, the expatriateis paid according to standardsin the host country. This
preventsthe situation wherejunior staffsare paid substantially higher salary than the expatriate, whois
compensated in conformity with the standards of incomein the parent country. Thegpproach reliesonsurvey
comparison of local national swith expatriates. Base pay and benefits may be supplemented by additional
payment for low pay countries. Thegoing-rate systemismostly used for assignmentsto countrieswith clearly
higher compensation levels. Thefact that the host country could, at the sametime, havelower level s of
perquisitesand benefits could beareason for an expatriateto ing st on maintaining the home-country package
for thispart of thesdary. Companiesare generaly willing to accommodate thisrequirement. Again, thebase
sdayisusudlyincreased by variousdlowancesto compensatefor extrahousing costs, international schools
andfamily vigts.

Thedisadvantages of going rate approach arethat 1. It hasvariation between assgnmentsfor sameleve of
employees, 2. It hasvariation between expatriate of the samenationality in different countriesand it has
potentia re-entry problem.

Butishasmany advantagesaso 1. It ensuresequality withloca nationas, 2. Itissmple, 3. Itidentifieswith
host countriesand 4. It ensuresequity amongst different nationals.

20.6.3 Thebalance sheet or homecountry appr oach:

The premisethat underlinesthe bal ance sheet approachisthat the samenet sum must beavailablein
both the countries. Inthiscontext, ‘net’ doesnot mean net survey after taxesand socia security contributions.
It meansthefredly disposableincome. Theideaisthat spending power must beidentica in both the country.
Consequently, dlowanceswill haveto bemadefor cost of living, housing, and generally accepted spending
patterns.
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The balance sheet approach to international compensation is asystem designed to equalizethe
purchasing power of employeesat comparable position leve sleaving abroad and in the home country and to
provideincentivesto offset quantitative differences between assignment locations. Thekey assumption of
thisapproach isthat foreign assignees should not suffer amaterial lossdueto their transport and thisis
accomplished through theutilization of what isgeneradly referred to asbal ance sheet approach.

Theobjectives of balance sheet approach are:
¢ To ensuremobility of peopleto global assignment ascost effectively asfeasible.
e To ensurethat expatriate neither gainsnor losesfinancialy.
e Minimize adjustmentsrequired of expatriatesand their dependents.
None of these objectives|link compensation with performance.

Generdly, four mgor categoriesof outlaysincurred by expatriatesare consdered inthisapproach. They
ae

(a) Goodsand services—Food, clothing, household furniture, recreation, transportation, medical care,
€etc.

(b) Housing—A mgjor cost.
(¢) Incometax —Whether of parent countriesor host countries?

(d) Results— Contributionsto savings, paymentsfor benefits, pension contributions, investments,
educationa expenses, etc.

Therefore, the Ba ance Sheet approach hasthefollowing smple salient features:

4 Basicobjectiveismaintenanceof home-country living standard, plusfinancia inducement
Home-country pay and benefits are the foundations of thisapproach
Adjustmentsto home packageto balance additional expenditurein host country
Financid incentives (expatriate/hardship premium) added to makethe package attractive

Most common systemin usage by multinationa firms.
Critical Assessment of the balance sheet approach

Someof thedisadvantages of the Balance Sheet approach arethat — 1. 1t can result ingreat disparity
between expatriate of different nationa and between expatriatesof locd nationds, 2. Attimes, it can bequite
complex to adminigter.
But, itsadvantagesare many more. Someof them areasfollows—1. It ensuresequity between assignments,
2. Itensuresequity between expatriates of samenationdity, 3. It facilitatesexpatriate’ sre-entry, 4. Itiseasy
to communicateto theemployeesand 5. Theexpatriateisguaranteed his’her home-country spending power.

Alternativesto balance sheet approach
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Theba ancesheet gpproach wasrefinedinthe 1960sand 1970swhen most expatriatesweretechnica
employeesof USoil companies. But the business environment and the reasonsfor expatriate ass gnments
have changed sincethen. Consequently, many employersare expl oring changes. Negotiation ssmply means
the employer and employee find amutually agreeabl e package. Thisapproachismost commoninsmaller
firmswith many expatriates. Thearrangementstend to bereatively costly, create comparability problems
when other peopl e are asked to | ocate overseas and need to be renegotiated with each transfer.

Another dternativelocdization, tiessd ary tothehost (local) country salary scdesand providessome
cost of living allowancesfor taxes, housing and dependents. Thea lowancestend to besmilar to thoseunder
the balance sheet, but the sdlary can vary. Whilethebal ance sheet approach ties salary to thehome country,
themodified balance sheet home country, themodified ba ance sheet tiessd ary to aregion. Another common
modification isto decrease allowancesover time. Thelogicisthat thelonger theemployeeisinthe host
country, the closer the standard of living should cometo that of aloca employee. Themain purpose of the
modified bal ance sheet seemsto beto reduce costs; it payslittle attention to performance, ensuring fairness,
or satisfying preferencesof organization'sexpas.

20.6.4 Lump sum/Cafeteriaapproach:

Thelump sum/cafeteriagpproach offersexpats more choices. Thisapproach setssaariesaccording
to home-country system and s mply offersempl oyees|ump sumsof money to offset differencesin slandards
of living. A recent survey of these different approaches showsthat the bal ance sheet is by far the most
commonly used (68%). Thereislittle evidencethat companieshave developed atruly international pay
strategy for their globa employees.

20.6.5 Regional approach:

In this approach, expatriates are paid working in their local regions. Thisapproach can reduce
compensation costs, whileproviding equitable compensationto dl employees. However, an assumption of
small economicand cultura differenceswithin regionsmay proveto befalsein many cases.

20.6.6 Hybrid approach:

Thisapproachisblending e ementsfrom both the home-country and host-country approaches. These
systemsarehighly complex and difficult toadminister. They areused with the purposeof crestingaworkforce
whereadl internationd expatriatesare paid asthey werefrom thesamenationality. Nevertheless, thistypeof
approach doesnot involveloca marketsand thereforethese systemsare considered unfair for local staff.

20.7 INTERNATIONAL COMPENSATION POLICIES:
Internationa compensation policiesgeneraly follow threedternatives:

e Afixedvaluein all countries. Thismeans, for example, that the same net income or persona
expensedlowanceispadindl countries, or that themake and type of the car isthesameeverywhere.

o Ardativevaluein all countries. Thismeansthat the benefit granted depends on other values. For
example, dl commitmentsmay bedefined intermsof fixed income.
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o Avreativemarket positionin all countries. Thismeansthat the organizationwill takearelative
positioninall countries. It may, for example, opt for salary positions, which would belabeled as
market average.

Itisof courseessentid, intaking such policy decisions, that jobsare compared which aresimilar interms
of responghbilities. Inevauation of job size, and thusthe salary, several criteriamay be used.

e Complexity of markets.

e  Number of product, market combinations.

e Patent of internationa distribution.

e Technologica level.

e Branchof industry.

e Number of management areasto be administered.

e Extent to which organisationsareindependent.

e Sizeof thecompany intermsof turnover and workforce.

Onthebasisof thesecriteria, international companies can develop agloba compensation policy.
Diversity marries consistency in global compensation:

Managing globa compensationisadifferent bal gameatogether. Thelawsand ruleskeep changing
from country to country. What workswondersfor employeesin Indiamay proveto beatotal failurein
Japan. Therefore, if you stick toauniversal formulait might fall flat. Every country hasalegacytofollowin
compensation practices, an organization must leave spacefor such geographical idiosyncrasies. For example,
in Scandinavian countries, thereisahighleve of socid benefits. The UK provides company carsto avery
widepopulation. In German company pension plans, employeesrequireten yearsin-post for vesting purposes.
In Hungary, western reward practices are popular, while Poland ismore conservativeinitsapproach. Pay
levelsarelow in India, Borneo and the Philippines, but highin Hong Kongand Singapore. InChina, Likein
India, housingissometimes provided as part of thetotal reward package. In Malaysia, companieshavea
48-hour week, but Singaporeis closer to 42-44 hours per week. In Japan, promotions reflect age and
sarviceAsLatinand SouthAfricahavevery highinflation zones, pay raisesin accordancewith these, sometimes
touching 35%. IncountrieslikeAugtrdia, ontheother hand, incrementsvary between 12%to 15%. Depending
onther cultura background, employeesof different countriesa so perceivecriteriaor pay sysemsdifferently.

20.8 EXPATRIATE SYSTEMS:

Expatriate pay system affects competitive advantage, customer satisfaction, quality, or other
performance concerns. It doesemphas zemaintaining empl oyee purchasing power and minimizing disruptions
andinequalities. But thelack of attention toimproving performance or ensuring that the expatriate ass gnment
iscond stent with organization objectivesisglaring. Expatriate compensation sysemsareforever tryingto be
like Goldilocks sporridge: not too high, notoo low, but just right. Theexpatriate pay must besufficient to
encourage the empl oyeeto take the assi gnment yet not so attractivethat loca nationaswill feel unfairly
treated or that the expatriate will refuse any future reassignments.
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Astheglobal guide pointsout onedifficulty with borderless pay isthat base pay levelsand the other
components depend too much on differencesin each nation’slaws and customs about managerial pay.
Neverthel ess, perhapsthe strongest pressureto harmonize manageria pay systemsisthat somemanagersin
globalizing companiesarenolonger expatriatesfrom their home countries but arebecoming globa managers
running global business.

Focusing on expatriate compensation may blind companiesto theissue of adequate rewardsfor
employeeswho are seeking global career opportunities. Ignoring such employees causesthemtofocusonly
onthelocal operationsand pay |essattention to the broader goals of theglobal firm. Itisnaiveto expect
commitmentsto alonger-term globa strategy in which local managershavelittleinput and receivelimited
benefits. Paradoxically, attemptsto localizetop management in subsidiariesmay reinforcethegapinfocus
between local and global management.

20.8.1 Factor s influencing international compensation

Globdization of business has probably touched HR managers more severely than any other functiona
head. Oneactivity that receives considerabl e attention of an International HR manager isdesigning attractive
remuneration packagesfor theexpatriate. Expatriate compensation dependsoninternal and externa factors
whichinfluencetheinternationa compensation.

Fig.20.8.1 Factorsinfluencinginter national Compensation
Internal Environment:- External Environment:-
Goal Orientation Intemal & Extarnal - Nationality
Relativities
Capacity to pay - labor market characteristics
Competitive strategy —— | - toalCulture
Organizational culture - Home and host country Govt rules
Internal workforce composition - Industry bype
Labour relations - Competitor’s strategy
Subsidiany role = Immigration and taxation laws

\ / - Host country labor laws

Staffing orientation

e

International
k Compensation }
Strategy /
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20.8.2 Objectiveswhiledesigning expat pay packages:

Any expatriate remuneration package needsto be designed to achievethefollowing objectives:-
e Attract employeeswho are quaified and interested ininternational assignments.

o Facilitatemovement of expatsfrom one subsidiary to another, from home country to subsidiariesand
from subsidiariesback to the home country

e Provideacons stent and reasonabl e rel ationship between pay level s of employeesat head quarters,
domegticaffiliatesand foreign subsidiaries.

e Becos effective

20.8.3 Termsand conditionsfor expatriateemployees

Some of the terms and conditions decided by management for expatriate empl oyees sent abroad for
assgnmentg/projectsare:

¢ Period of posting.
% Alonefamily
¢ Pay anddlowances.

. Basic salary —to be paidin Indiaor abroad to be decided.

. Cost of livingallowanceor DA isnot paid asthisisnot applicablein India

J Subsistencedlowanceabroad variesfor countries.

o Local transportation aper local assignment management in host country.

. Non-family station alowancetobepaidinindia

. Childrendlowance upto 2 childreneitherinIndiaor abroad if accompanies.

>

R/
%

Medica facilitiesduring posting abroad:

. Company to contributeto socia security schemeof country at site.
o For membersleftin Indiaasper existing practice.
% Housng:
. Freefurnished accommodation &t Site, etc.
. FamilyinIndiato continueto get family house\houserent all owance.

>

R/
%

Winter clothing/outfit allowancein lump sum (haf inforeign currency to be paid).

R/
°e

Transfer grant equa to onemonth’ssalary:

o Not if family remansinindia
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% Travd toandfro:

. Air ticket, Visa, inocul ation fees, any taxes at port of embarkation.
. Baggageallowancefor 25 kg. Over and abovegiven by airlines.
% Joiningtimebeforeleaving.
% Leave
o Asper exigtingrulesinindia
. L eave earned abroad can be availed abroad.

% Homeleave passage:

o After certain period served abroad (oneyear or four monthsinsome  companies)
o Cancdl hisfamily if employeedesiresand hedoesnot visit home.
o Leaveavailedto be debited to empl oyeeleave account.
¢ Indianpayments.
o HRA, childrenalowanceto continue.
o Facilitiesof remittance of savings.
o Incometax to bepaidin Indiaor abroad as per rulesof organization government.

Some companiesrequireto execute agreement with the company before proceeding overseassite
for not leaving servicewhile abroad and serve aascertain period of timeonreturn.

20.9 REPATRIATION SYSTEMS:

Repatriation istheactivity of bringing the expatriate back to thehome country. 1t hasbecomemore
widely recognized by practitioners and academiesthat repatriation needs careful managing, although this
increased attentionissomewhat belated. 1t becomes atraumatic experiencefor some, even morethan what
wasencounteredintheforeignlocation. Fromthemultinationa perspective, repatriationisfrequently consdered
asthefind stagein the expatriation processbut themultinationd ability to attract futureexpatriatesiseffected
by themanner inwhichit handlesrepatriation.

Typically, on completion of theforeign assignment, the multinationa bringstheexpatriate back tothe
home country, although it should be noted that not al International assignmentsend with atransfer home:
rather, the expatriateisreassigned to another international post.

Repatriation Process
1. Preparation: Itinvolvesdeveoping plansfor thefuture and gatheringinformation about the new

position. Thefirm may provideachecklist of itemsto be considered beforethe returning homeor a
thorough preparation of employeesand family for thetransfer home.
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2. Physcal rocation: It refersto removing persond effects, bresking tieswith colleaguesand friends,
and travelling to the next posting, usualy the home country. Most multinationa useremoval firmsor
rel ocation consultantsto handlethe physica rel ocation, both for the movement out and thereturn home
of theemployeeand family, and thismay beformaizedintheir HR policies.

3. Trandtion: It meanssettling into temporary accommodati on where necessary, making arrangements
for housing and schooling, and carrying out other administrativetaskse.g., renewing driverslicense,
applying for medical insurance, etc. Somecompanieshirerelocation consultantsto assist inthisphase
aso.

4. Readjustments: Itinvolvescoping with reverse culture shock and career demands. Thereentry
phase may include anumber of problemsthat arerelated directly to therepatriate’ sattitude about the
effect that an internationa ass gnments has on future empl oyment prospects. Thelack of acceptance of
repatriation programsamong the survey respondentstendstoillustrate the absence of organized efforts
by large sophi sticated multinational sto assi st expatriated personnd.

Onereasonfor thisoversight may bethat repatriation problemsare not dramatic, or visible, or readily
identifiableasexpendve. However, some companiesassgntheexpatriateamentor. Thementor isusudlyin
amoresenior position than theexpatriate, from the sendingwork unit, and knowsthe expatriate personally.
A mentor should ensurethat the expatriateis not forgotten when important decisions are made regarding
positions, promotionsand so on.

Therepatriation programinclude
1. Preparation, physica relocation, and transition information (what the company will helpwith)
Financid andtax ass stance (including benefit and tax changes, loss of overseasallowance)

Re-entry position and career path ass stance, reverse culture shock (including family disorientation)

A w D

School system and children’s education (including adaptation) work place changes (such ascorporate
culture, structure and decentralization)

5. Stressmanagement, communicationrelated training. Establishing networking opportunitiesand help
informing new socia contacts.

It wasfound that an effectivementor islikely to dert thefirmsof theeminent return of therepatriateand
thusaffect there-entry position, or thepracticeispart of amanaged repatriation program.

20.10COMPLEXITY OF INTERNATIONAL COMPENSATION PROGRAMS:

The devel opment and implementation of international compensation programstypically posefour
challengesto companies. First, successful international compensation programsfurther corporateinterests
abroad and encourage empl oyeesto takeforeign assignments. Second, well-desi gned compensation programs
minimizefinancial risk to employeesand maketheir and their families’ experienceaspleasant aspossible.
Third, international compensation programs promote asmooth transition back to life upon completion of the
internationd assignment. Repatriationisthe processof making thetrangtion fromaninternationa ass gnment
and living abroad to adomestic assignment and living in the home country. Fourth, sound international
compensation programs promote businesses’ lowest-cost and differentiation strategiesin foreign markets.
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Compensation strategy of international firms

Internationa compensation management differsfrom domestic compensation in that theformer has
greater perspective, scope, activitiesand risk exposure. A host of externa factorsinfluence compensation
design of internationd firms(or MNE), whichincludes:

e Industry extent and characteristics,

e Economic condition;

e |_ega and political/government environments,

e Socio-cultura characteristics,

¢ Nationa cultura preferences,;

o \Workforce characteri stics such as education levels, [abour cost;
e Differencesin personal incometaxation systems; and

¢ Foreign currency exchangerates.
20.11 SUMMARY:

Theobjectiveof internal compensation manager isto stimulate performanceand behavior of anindividual
leading to organization’ssuccess. Thischapter providesadiscuss on of international compensation and its
drategicroles. TheWell-designed expatri ate compensation programs support strategicinitiativesby attracting
and maintaining the best performers. Effective expatriate compensation programsreducerisk and promote
expatriatefamilies comfort whilethey are stationed at foreign posts. The balance sheet approach minimizes
financid risk to expatriates, and variousincentivesand dlowances promotefacilitatereturnees. All companies
aswell ascountry environmentsare unique, and each must determine the compensation mix that best meets
itsneeds. However, theinclusion of someof thefollowing basic conceptswill assistinthedevel opment of a
defensible, competitive, and motivationa internationa compensation programme,

20.12KEY WORDS:

Home country based: The country inwhich aperson wasborn and usually raised, regardless of the
present country of residence and citizenship.

Host country based: A nationinwhich representatives or organizationsof another state are present
because of government invitation and/or international agreement.

Headquartersbased: Headquartersistheentity at thetop of acorporation that takesfull responsibility
for the overall success of the corporation, and ensures Corporate Governance. Corporate headquartersis
akey element of acorporate structure and coversdifferent corporate functions such as strategic planning,
corporate communications, tax, lega, marketing, finance, HR, I'T, Procurement (CPO).

Expatriates: Anexpatriateisapersontemporarily or permanently residing inacountry other than that
of the person’supbringing. 1n common usage, theterm isoften used in the context of professionalsor
skilled workers sent abroad by their companies
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Repatriates: Itistheprocessof returningapersontother placeof originor citizenshiptoreturntoone’'s
own country.

Balance sheet approach: Compensation package which equates or balances an expats purchasing power
inthe host country with the purchasing power inthe home country. For this purpose, companies providewith
additional salary. Theincreased salary includes adjustment for differencein taxes, housing, cost of basic
goods & services.

Going rateapproach: Expat compensationislinked tothesdary structurein the host country

L ump sum Method: Giving apredetermined pay and | etting theindividual decide how to spend/savethe
money

Cafeteriaapproach: Giving an expat aseriesof optionsand | ettingindividua decide how to spend available
funds

20.13SELF ASSESSMENT QUESTIONS:

1 Discuss about theempl oyee compensationinthe globa context.

2) Elaborately explan thecomponents of internationa compensation?
3) What arethe various approaches of the Internationa compensation?
4) Explain about the expatriate and repatri ate compensation system?

5) Discussthe strengthsand wesknesses of thefollowing methodsfor establishing basepay ininternationa
contexts:. home-country based pay, headquarters based pay and host-country based pay.
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