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21.0 OBJECTIVES
After reading this Unit, you should be ableto define and understand the:

e amsof sdary administration,
e principlesof salary formulation,
e designof sdary structures, and

e steps involved in salary progression and the procedures of administering saary
systems.

21.1 INTRODUCTION

It is extremely important to have a well-designed compensation system. Employee
compensation is an extremely important issue for every manager, and over the years
compensation has become a complicated issue. Not only are the issuesof internal equity
and justice important, but also the larger issues of the wider economy and society
impinge immediately on the problem of compensation. A properly planned and
administered salary system is one of the most important aspects of modem management.
Deciding how and what people should be pad is what is covered under salury
administration. In this Unit we shall attempt to unravel the complexities of employee
compensation and understand the basic factors affecting salary administration. We shall
pay special attentionto the process of fixing salary levelsand designing salary structures.
More dynamic aspects such as salary progression policies and procedures will also be
examined.

Because of its vastness and in most cases unorganised nature, the hospitaity
organisationsin India offer wages lower to the job requirements. This not only restricts
the entry of talent but also leads to constant job hopping and adoption of under hand
measures like commissions from other establishments like, car rental, travel desks, etc.
At many destinations the host population developsa feeling of exploitation because of
low wages. Few organisationsrealise that the ultimatesufferer in such situationsisthe
destination and along with it the organisation is bound to suffer in the long run.
Hence, thisUnit isvital for hospitality managers.
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21.2 AIMSOF SALARY ADMINISTRATION.

The @m of salary administration is to develop and maintain a salary system of policies
and procedures. A well-developed salary system will enable your organisation to attract,
retain and-motivate people of the required calibre and qudlifications. Such a system
should also be able to control your payroll costs. These aims and objectives have to be
seen in greater depth from the point of view of the organisation, its individua staff, and
collectivelyfor both.

i)

iii)

Organisational Aims. The sdary system should be tailored to meet the
organisation's speciad needs and should be easily capable of modification in
response to change. In particular the aim of the system should beto:

e ensure that the organisation can recruit the quantity and quality of staff it
requires,

e  encourage suitable staff to remain with the organisation,

e provide rewardsfor good performance and incentivesfor further improvements
in performance,

e achieveequity in pay for similar jobs,

® create gppropriate differentials between different levels of jobs in accordance
with their relativevaue,

e operate flexibly enough to accommodate organisational changes and relations
in the relative market ratesfor different skills,

e besmpleto explain, understand, operate and control, and

e be codt-effective in the sense that the benefits of the system are obtained
without undue expense.

Individual Aims: The individual wantsto feel that he or she is being treated fairly
and expects to be paid according to his or her own evolution of self worth. This
assessment will be based on comparisons with market rates for similar jobs
€lsawhere and with the pay received by other staff in the organisation.

Collective Aims. The objective of trade unions and staff associations must be to
obtain the maximum benefitsfor their members. They will want their members pay
to keep ahead of inflation, to match or ekceed market rates and to reflect any
increase in the prosperity of the company. Moreover, they will aso want an
equitable system and may object to merit review schemes based on management
discretion, becausethey arethought to be arbitrary and unfair.

21.3 PRINCIPLESOF SALARY FORMULATION

The main factorsaffecting salary levelswithin an organisation are:

1)

2)

3)
1)

External reativities. market rates as affected by supply and demand and generd
movementsin pay levels,

Internal relativities. saary relativities between jobs within the organisation
dependingon the valuesattaghed to different jobs, and

Individual worth: the value of the individual's performanceto the organisation.

External Relativities: A sdary is a price indicating, like any other price, the value
of the serviceto the buyer and sdller; the employer and the employed. The going
rate for a job is its market rate, and many will claim that a job is worth what the



market saysit isworth. External equity isa fundamental aim of any salary system. If
insufficient attention is given to market rates your organisation may-not be able to
attract and retain good quality personnel. Although internal salary structure is not
directly and instantaneously responsive to market forces at all points, the general
structure must reflect the changing pressuresof the market.

2) Internal Réativities: The value of ajob within an organisation is relative. Within
your own organisation, pay levels will be affected by real or perceived differences
between the valuesof jobs. In this sense, the value of ajob is comparative. The idea
salary structure should establish and maintain appropriate differentials based on an
obj ectivesystem of measuring relative internal values. As we have seen in an earlier
Unit, we must take recourse to job evaluation to arrive at these internal relative
vauesof jobs. However, when you design such an idea structureyou must also take
account of external aswell asinternal pressures.

3) Individual Worth: Although the value of ajkb Is relative to other jobs inside and
outside the organisation, the value of a person in the job is something very specific
to that individual. Hence, his or her salary should be influenced by his or her
performance. The salary system should, as far as possible, enable the individualsto
be rewarded according to the contribution and not restricted by the artificia barriers
contained in arigid salary structure.

The salary structure of an enterprise is built on the premise that each job has its own
price. This is determined by the scientific job evaluation method and/or by the going rate
in. the area. Besides this. there are many region-cum-industry settlements like the
agreement between the management and the union of an industry in a particular
geographic region, which may form the basisfor wage fixation.

The wagesthat an employer iswilling to pay dependson hisor her philosophy, capacity
to pay, competitive position and ability to attract and retain a workforce by factors other
than wages.

The government has always played a significant role in the determinationof wagesin the
organised sector. You are probably aware that there are a number of laws to ensure
payment of minimum wages and payment on time. Moreover, given the imbalanced
positions of the employer and the employee, the government has had to often appoint
wage boards to determinethe wages in particular industries. Y ou are also perhaps aware
of the labour courts and industrial tribunals set up by the government to settle wage
disputes by adjudication.

21.4 COMPONENTSOF SALARY ADMINISTRATIONAND
PAY STRUCTURE

The gtarting point of salary administration is the determination of salary levels. Salary
levelsare determined by the processof job evaluation. Job evaluation, aswe have seen in
an earlier Unit, is a systematic method of appraising the value of each job in relation to
other jobs in the organisation. This is done by identifying the key tasks and the various
dimensions of the jobs and thereby enabling you to arrange them in.a hierarchy of

- grading.

Onceyou have arrived at the salary levelswith the help of job evaluation, you should be
concerned with:

e thedesignand maintenanceof salary structures,
e theoperation of salary progression systems,
“e  theadministration and control of sal ary reviews, and

"+ thedesigri and operation of other allowances.

Compensation and Salary
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21.4.1 Componentsof Pay Structures

An industrial pay packet in Indig, for example, consist. of several elements: basic wage,
dearness allowance, house rent allowance, city compensatory allowance, annua statutory
bonus, and incentive bonus. The basic wage, dearness allowance and the annua bonus
make up the bulk of average worker compensation. A wide range of statutory and non-
statutory institutionsinfluence the determination of basic wage, dearness allowance and
the annual bonus, therefore, an understandingof the pay structure itself is necessary:

1) BascWage Basic pay isastable wage paid over a period of time. Thiscould beon
a monthly, weekly or daily basis. This pay isthe normal rate for a given level of

output. It isthe priceto be paid to get a given job done. It usually progressesover
time.

Basic wage is built upon the statutory minimum wage, which states that the wage
should provide not merely for the bare sustenance of life but for the preservation of
the efficiency of the worker by providing some measure of education, medica
requirementsand amenities.

Basic wage of an industrial worker based on a "standard budget™ concept for a
family of four, should include food, clothing, housing and fuel. An underlying
assumption behind the basic wage legidlation is that the industry does not have the
right to exist unlessthe minimum needs of the worker are met.

2) Dearness Allowance: The system of dearness alowance (DA) was instituted to
protect the wage earners real income by neutralising the increased cost of living.
The DA, therefore, was to give relief to the worker in inflationary conditions, by
trying to offset thecost of living with an additional allowance.

In general, there are two systems of DA payment: one is a flat rate system of
neutralisation, and the other linking the payment of DA to the consumer priceindex.
Theflat rate system providesa lump-sum payment to the employeesover a period of
time to adjust for the growth in inflation. Fhe system is simple and easy to
administer.

The consumer price-linked system on the other hand, attempts to neutraise the
actua increase in the cost of living. This method, as you can see, is more redlistic
because it regulatesthe payment of allowance on the basisof actual price movement
inagivenregion.

DA isalsoinfluenced by:

a) Employer's Ability to Pay: Animportant issueof dispute between workforce,
management and industrial tribunals has been whether the employer'sability is
relevant to the payment of DA. Industrial tribunals have consistently held the
view that the employer's paying ability isa major factor in the payment of DA
and'thusthe Indian adjudicatorsof the DA question have favoured the position
of theemployer.

b) The Problem of Neutralisation: How much of the price increase should be
neutralised has been a matter of controversy. For example, industrid tribunals
have supported full neutralisationin principle for low-wage workers in Indig;
but the range of recommended neutralisation has been 50-90 per cent of the
price increase. The tribunas have bean governed by the following
considerations:

i) The recognitionthat the industry's paying capacity does not permit full
neutralisation.

ii)  Full neutralisationisfeared to lead to more inflation.

iii) Employees, like other groups in society, should share in the hardships
caused by .inflation.



c) Profit-sharing Bonus: Payment of bonus is an annua issue which every
employee eagerly looksforward to. The payment of annua bonus is a constant
source of friction every year in India. It has some uniquefeatures. From an ex-
graia payment, it has become obligatory. There are statutory minimum and
maximum limitson the amount of bonusesto be paid to the employees.

21.4.2 Other Componentsof Pay Packet

By virtue of being the member of a big hospitaity organisation, an employee receivesa
number of other benefits, some in cash and some in kind. These are generdly referred to
as perquisitesor fringe benefits. Many of these have no direct link to the work or output
of aworker. Over theyears, some of these have become statutory. Theseinclude:

¢ compensatory city allowance
e houserent dlowance

e leavetrave concesson

e provident fund

e gratuity

e group-linkedinsurance scheme

e penson fund
e medica benefits
e ESS

e accident and deeth compensationwhile on duty in addition to other schemes through
the company's own insurance plan

e leavewith pay
e educationa alowancesfor children, etc.

These prerequisites are provided to enhance the employees motivation and loyalty to
their organisation. In many casesthese may bethe result of a collective agreement at the
initiative of trade unions. We shall deal with these benefits in greater detall in the next
Unit on" EmployeeBenefitsand Wedfare" .

215 SALARY STRUCTURES

The sdary structure consists of your company's salary grades or ranges and its salary
levels for single jobs or groups of jobs. One of the mgor aims of a job evauation
exercise, as seen eaxrlier, isto design a sdlary structure into which jobs can be correctly
graded on the basis of an assessment of their relative value to the organisation. It is, of
course, imperativeto ensure that salariesare in line with market rates. While, designinga
salary structure you are attempting to providefor interna equity in grading and paying
gaff and to maintain competitive rates of pay. This, naturally, cannot be achieved if a
chaotic set of rates and systems of payment exist in your organisation. You can evolvea
saary structurewhich may be any one of thefollowingor a combinationof them:

1) Graded sdary structures
2) Sdary progresson curves

1) Graded Salary Structures: A typical salary structure is one with a sequence of
sdlary ranges or grades, each of which has a defined minimum and maximum. In
this process you are assuming that all thejobs dlocated into a grade are broadly of
the same value. However, you must ensure that actual salaries earned by the
individuals are based on their performance or length of service. You may cover all

Compensationand Salary
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the jobs in your organisation by the same structure of salary ranges or you may
design different structures for different levels or categories of jobs A properly
designed salary structure should have the following features:

All jobsare alocated into asalary grade within the structure. Thisallocation, of
course, hasto be done on the basis of assessment of their internal and externa
valueto your organisation.

Each salary grade should consist of a salary range or grade. No one holding a
job in the grade can go beyond the maximum of the salary grade unless he/she
is promoted.

Jobs can be regarded within the structurewhen it is decided that their value has
dtered. This may be due to a change in responsibilities or a pronounced
movement in market rates.

Generd increases in the cost of living or in market rates are taken care of by
proportionateincreasesin the minimum and maximum salary levels.

The salary grades should be wide enough to provide room to recognise that
people graded at the same level can perform differently and should therefore be
rewarded accordingto their performance.

A differential should be maintained between the mid-points of each saary

grade. Thisisto provide adequate scope for rewarding increased responsibility

on promotion to the next higher grade. At the same time the gap between

adjacent grades should not be too wide as to reduce the amount of flexibility -
availablefor grading jobs.

The mid-point of each grade isthetarget salary for the grade. Y ou must assume
that if there isafairly steady movement of staff through the grade, the average
salary of the staff in the grade will correspond with the target salary.

There can be an overlap between salary grades which acknowledge that an
experienced-person doing a good job can be of greater valueto the organisation
than a newcomer to ajob in the grade above.

All jobs alocated into a salary grade should be broadly of the same leve.
Therefore, they normally have the same minimum and maximum rates which
correspond with the grade boundaries.

Progression within a grade depends on the performance of the individud. It
would generally be assumed that all fully competent individualsin any jobs ina
grade would eventually reach the normal maximum for a grade, if they are not
promoted out of it. In some circumstances, you may make provisions for
exceptiona individuals to receive tore than the grade maximum. This is
desirable when there are no immediate opportunitiesfor promotion, and your
organisation wishesto retain their services without damaging their motivation.

The number of salary grades or ranges will depend on, (i) the number of
distinct levels of jobsin the hierarchy, (ii) the width of each salary grade, (iii)
the extent of the overlap, if any, between grades, and (iv) the salary levels
appropriate for the most senior and most junior jobs. This will give you the
overall range of sataries within which you may fit theindividual salary grades.

Make-up of a salary grade A basic principle of a sdary structure is that
individuals should advance through the structure either by progressing within the
salary gradefor the job as they improve their performance, or by promotion. In the
simplest structure, people should move more or less steadily from the entry point of
the grade to the upper limit, unjless they miove to a higher grade. However, we can
distinguish three stagesinto whichthis progressionisdivided. It would help usif we
can dividethe grade into three zones which correspond to these threestages:



2)

a The learning zone: This covers the period when a person is on his'or her
learning curve, familiarising himself or herself with the knowledge and skills
required for becoming fully competent. Of course, the length of time to go
through this zone will vary according to the individud's experience,
competenceand ability to learn.

b) The qualified zone: This coversthe period when the job holder continuesto
increase his or her capacity to do the work and to improve performance. The
minimum salary in this zone should be the market rate for the job in so far as
this can be determined. Here, we are assuming that the market rate is the
required salary level which will be able to attract a competent person from
another job to join your organisation. The mid-point of the grade is the sdary
level which all competent employeeswould be expected to achieve. Thishasto
be above the market rate in order that you are ableto retain these individuas.

c) The premium zone This is resarved for those employees who achieve
exceptiona results but suitable promotion opportunities do not exist for them.
Thisenablesyou to reward and encourage outstanding employees.

Designingthe Salary Structure

The smplest way for you to design a sday structure would be to follow the
following steps:

Step1 : Edtablish by market rate surveys and studies of existing structures and
differentials of the most senior and mogt junior jobsto be covered by
the structure.

Step2 : Draw up salary grade structure between the upper and lawer limits, &
established in Step 1, according to policiesfor differentials, the width
of salary grades and the size of overlap between grades.

Step3 : Conduct a job evauation exercise, preferably by means of a simple
ranking scheme, athough this could be refined by using pared
comparisons.

Step4 :  Obtain market rate data, bearing in mind that there is likely to be a
range of market ratesrather than a precisefigure.

Step5 : Sot the jobs into the grade structure in accordance with the results of
both the job evaluations and the market rate surveys. It is here that
judgment is required. While same decisions on grades will be obvious,
others will be more difficult. If in doubt, re-evauate the borderline
cases to help make the find margina decision. One advantage of an
overlapping structureisthat such decisonsare lesscritical.

Salary Progression Curves. Salary progression curves are also known as maturity
curvesor career curves. They am to link increasesin salary over afairly long period
to increased maturity or experience. They are best used for professional, scientificor
other highly qualified staff. Their contribution is amost entirely related to their
professond capacity rather than to amoreor lessfixed set of dutiesthat enabletheir
jobto befirmly placed in arigid hierarchy.

Progression curves are modly used for professional/scientific staff whose starting
salary is linked to the market rate for their degree ar to a professional quaification.

- Thissystem assumesthat they will develop within their discipline a8 some standard

rateas aresult of their experience.

/

You may provide morethan onerate of progression where you fed that there should
be some scope for rewarding and encouraging individuals according to their
performance and potentia. The am of the progression curve system is to alow
plenty of scope for advancing people according to their contribution.

Compensation gp Salary
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- 216 SALARY PROGRESS ON

Sdary progression procedures relate increases in salary to merit. It should be aimed at
relating salary compensation to performance consistently and equitably while retaining
an adequate degree of control over salary costs. The essentia features of a systematic
procedurefor salary progression should be:

e Thesaary rangesare divided into defined areas or zones, as discussed earlier. The
individual will passthrough these zonesas he or she progresses.

e There should be incrementa systems which will indicate the rates at which
individualscan progress accordingto merit or experience.

There must be guidelines for determining merit increments and planning sdary
progression.

I ncremental Systems

There are different kinds of incremental systems which vary in their rigidity and
flexibility. At one end you have extremely rigid procedures with fixed and predetermined
movementsthrough a scale related to age and service in the organisation or experiencein
the job, while at the other end there are flexible systems in which management exercises
complete discretion over the award and size of increments without any guidelines.
Between the two extremestherear e middle-ranged, semi-flexiblesystems.

The choice of approach will naturadly depend on the organisational climate and
manageria style of the organisation. A bureaucratic organisation is likely to believe in
strict control over managerial judgmentsby using arigid system of salary administration,
while a less autocratic organisation which allows the managers to exercise discretion
would adopt a more flexible system. While there is no doubt about the advantages of a
flexible system, we must at the same time be aware of the need to exercise control over
the salary system.

It is extremely important to ensure that individuals are correctly placed in their range in
relation to their performanceand al so that they move through and between salary grades
at a rate appropriate to their progress and potential. Most salary planning decisionsare
short-term ones which are concerned with deciding on the next increment to be pad
because of merit or promotion. Long term salary plans are closely linked with career
planning procedures.

Short-term salary planning can be carried out by means of a variable incremental system
with guidelines which will indicate the various rates at which people can progress
through a zoned salary range.

21.7 SALARY ADMINISTRATION PROCEDURES

In this Section, since we are concerned with the implementation and control of salary
policies and with the control of salary costs against budgets. We will also examine the
following procedures:

e salary budgets,

e costof livingor general reviewsof sdary levels,
individua saary reviews, and

e fixing salary levelson joiningor on promotion.

Salary Budget

A salary budget is a statement in quantitative/financial terms of the planned allocation
and use of resources to meet the operational needs of the company. In a salary budget,



you should forecast the levels of activity which will indicate the number of different
categories of staff that are needed for the budget period. When you prepare the salary
budget you must take account of the financial resources available to the company. This
will, as you can see, affect the ability to pay general or individua merit increases, or the
numbers employed, or both.

Salary Reviews
Therearetwo types of salary reviews:

a) General salary reviews: These reviews take place when it is necessary to increase
al or most salaries asa result of an increasein thecost of living or in market rates,
or asaresult of settlements. It is equally important to keep individualsinformed of
how they stand in the salary structureand the rewardsthey are getting or can obtain.

b) Individual salary reviews: The purposeof an individua salary review isto decide
on the merit increments that should be given to staff. You can have one annua
review for al staff or you may phase increasesthrough the year on the anniversary
of the staff joining the organisation. The later enables you to give more individual
attention to the staff and removes the emotional atmosphere that surrounds the
annud review.

Fixing Salarieson Appointment or Promotion

Control over starting salaries should be exercised by providing guidelines on the policies
to be followed and by defining who has the authority to approve salaries. Promotions
should be dedlt with asthey arise rather than being left to the annual review. The increase
should be meaningful and the starting point in the new grade should provide adequate
scopeto reward performancein the new job.

21.8 OTHER ALLOWANCES

Employees are given various forms of additional cash remuneration to encourage
commitment to and participation in the success of the organisation. Payment other than
the basic sdlary is also meant to compensate the employees for the special demands
imposed on them by working for the organisation.

I ncentive Schemes. While wage incentives increasethe earnings of workers, they can at
the same time improve the efficiency of your organisation. Improving efficiency will
naturally lower your costs. It is recommended that wage incentives should be used for
effective utilisation of manpower, which is the cheapest, quickest and surest means of
- increasing productivity. The only practicable and self-sustaining means of improving
manpower utilisation in hospitality sector isto introduce incentive schemesand stimulate
human effort in order to providea positive motivationto greater output.

Wage incentives are extra-financial motivation. A wage incentive scheme is the payment
for work of an acceptable quality produced over and above a specified quantity or
standard. You can apply an incentive scheme to an individual, a group or to al
employeesin your organisation.

~ Itisimportant, to remember that you are paying your employeesan incentive for a better
standard of performance. Therefore, in al incentive schemes you must fix a standard.
And, of course, you must use your discretion in introducing an incentive scheme and
fixing the standards of performance. But while doing this you must also ensure the
acceptability of your scheme by the employees.

Bonus Schemes: You can devise various bonus schemes usudly in the form of a lump-
sum payment. This is of course in addition to the basic salary and should be related in
some way to the performance of the individual or group of individuals receiving the
bonus. The principal am of a bonus scheme should be to provide an incentive and a
reward for effort and achievement. You may use the following criteria as a base while
designing a bonus scheme:

Compensation and Sdary
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e

The amount of reward received should be sufficiently high to encourage staff to
accept existingtargetsand standards of performance.

e Theincentive should be rdated to quantitative criteriaover which the individual has
asubstantial measure of control.

e The scheme should be sensitive enough to ensure that rewards are proportionate to
achievements.

The individual should be able to caculate the reward he or she can get for a given
level of achievement.

e The formula for calculating the bonus and the conditions under which it is paid
should be clearly defined.

e Condgraints should be built into the scheme to ensure that the staff cannot recelve
inflated bonuswhich may not reflect their own efforts.

e  The scheme should contain provisionsfor a regular review which could result in its
being changed or discontinued.

e Theschemeshould be easy to administer and understand, and it should betailoredto
meet the requirementsof your organisation.

Apart from the bonus, there are various other benefits like holidays, sck pay, trave
allowance, pensions, housng and medica benefits, ete., which ultimately supplement the
salary of your staff.

Another incentive in tourism organisations like travel agencies and tour operations is
offering the employees a certain percentage of profits as commission if they sdl more
than the given targets. Besides, certain other perks are offered by the companies like,
membership of clubs, credit cards, etc.

Check Your Progrm

1) Discussthe organisational aimsof salary administration.

2) How isDA fixed?

3) What arethe stepsinvolved in designinga sadary structure?

.......................................................................................................................................

ooooooooooooooooooooooooooo

--------

oooooooo
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5) Besdessdary what other allowancescan be given.
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This Unit has attempted to familiarise you with the systems and procedures of saary
administration and the rationale of wage policy. Saary administration should be
approached as a management tool to attract, retain and devel op the required quantity and
quality of human resources within your own organisation. A well-designed and properly
administered salary system should be one that will not only reward your employees with
the material remunerationthey think they deserve, but will also act asa motivating factor.

This Unit has aso tried to familiarise you with the various statutory requirementsof the
pay fixation and help you in developing your skillsin formulating and designing sdary
structures. It has explained the rationale of salary administration, the need for salary
reviewsand the stepsto ensure control over salary administration.

~

2110 CLUESTOANSVERS

. Check Your Progress

1) Seepoint (1) of Sec. 21.2.
2) Read point (b) of Sub-sec. 21.4.1.
3) . Mentionthefivesteps discussed in Sec. 21.5.

4) SeeSec.21.7.

5) Many, like housing, conveyance, bonus, ete. See Sec. 21.8.
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