COMPENSATION

Vital, Visible, and Vicious

r studying this chapt
Aftleshomg beg able to: A I may be unappreciated, but at least
L ' I'm overworked and underpaid.
» Understand why
conventional wisdom —A bureaucrat’s lament

about pay is often wrong;
. Recognize that there is no f posi'tion. classification and motivation define the individual-
SuohilEstEndad st organization relationship (Chapters 5 and 6), then compensa-
determine pay—that is, tion quite literally quantifies it. Earnings affect a person—not only
organizations do not pay economlcauy b.ut also socially and psychologically—because they are

a concrete indicator of employee value to the institution, purchas-

people exactly what they : . :

it becnise g ing power, .socml prestige, and, sadly, perhaps even self-worth. Payroll

sl TS T expenses, ¥1kewise, represent a substantial investment on the part of

employees are worth; the organization; they often constitute the majority of its budget.

. In the U.S. Department of Defense and the U.S. Postal Service, for

+ Explain why compensation example—and in most other agencies irrespective of jurisdicion—

is a key human resource labor costs often amount to more than 80 percent of outlays.

function but pay programs, Accordingly, a compensation system should aim to align individual

and organizational objectives, an ideal that may be difficult to achieve

paradoxically, are not a
when many elected officials—with backgrounds in insurance agencies,

management system;
+ Comprehend thata real estate (-)fﬁces, law ﬁ@s, and' otllier small businesses—have little
compensation system experience in large p.l.lbllC organizations.! Nevertheless, Ailermims
I A — managing compensgqon are of paramm‘mt importance. Trends in per-
policy, labor markets, job formance acr?ountabthy and staff reduction suggest tl.qat supervisors and
evaluation, and personal employees will detenmne_ resolution of these issues, with humaq resource
 contribution; management eXperts Serving as co¥1§ultants, not controllers. It will no lon-
ger do to blame controversial decisions on the personnel office.

* Acknowledge that fair, Organizations have a right to expect staff to be as productive
_threshold pay takes the as possible, and individuals have the right to be fairly compensated.
Issue of money off the table Thus, a value-added remuneration system should optimize the
So that employees can balance between institutional constraints and personal expectations
focus on the work itself; by creating value for both the org;\{nization ar(xid its members. Program

e A oals include attracting new WOTKErs, rewar ing and retaining exist-
g?ecsﬂf;:;;:y:efnﬂfﬁiuu igng ones, providing equity, controlli'ng budgets, and s.upp.orting the
Wi p pay culture that the agency seeks to cu!tlva}te. Compensation is the juice

: of HRM as it communicates institutional philosophy, values, and
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* Critique the claim th:jlt
pay for performance is a
panacea for compensation
faimess;

* Describe key compensation
tools—-cost-of-living
adjustments, Iongeviw
P2y, ment pay, skill-based
pay, bonuses, and pay
differentials—and their
often paradoxical nature;

Design and calculate the
essential elements of a
salary survey; and

Assess and critique criteria
for anideal compensation
System in the context of
future trends.

practices. The design and mninfmjmmfc i COMpensagjg, Syst
constitute a complex and pfmmmn_t unction in an ¢, nila[iem
other human resource functions are important to SOme employon'
but money is crucial to virtually . s
How a jurisdiction handlc,_s sn!ancs nnd_bv.;:peﬁts. 0, i vig) "
individual sustenance and organizational crcdllnhl}’)'and visib!c( IS()()r
nel salaries and agency payrolls are a matter of public record), po . o0
vicious (actual or imagined inequities among workers breed cq
fricton in organizations). Competence and performance may be har di
judge (Chapter 10), but pay and bene‘ﬁfs are known, FOl‘inStance, fede .
bankruptcy judges excluded from dining and transportation Privile T
enjoyed by other judges may well feel like second-class citizeng &%
Despite—or perhaps because of—its irnportance, the CQmPEnsaﬁo
function of human resource Mmanagement is the one thar Produces thn
most displeasure among public, nonprofit, and Private sector employ ;
alike. Money may be a good servant, but it is a bad master. There are?
least three reasons for discontent. One is that people compare themsel, t
with others: with those doing the same job in the same office, wi, thosez
performing different jobs in the agency, and with thoge holding equiva.
lent positions in other departments. It is not unusual that perceived g
crepancies and real discontent emerge as a result of those COMparisong
A second explanation js that remuneration js often driv .

W
on,n eher “ay Many employees want the most
" Pensation_ short, s considered crucial
b, plE following PAges exar. 2nd taxpayery alike.
3 :
Pay: la‘jV and pg Icy, externg] . €tors that affect the determination
and intern, cons; =omp CUtiveness g jp relates to labor mar-

Ction of job evaluation and various
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systems of pay progression, as wel| 5

indivi ;
and expectancy theory and il]ustmtc (,l“"dual considery

lerations. The analysis is framed by equi
parable worth, as well as discussion of Cost-f)(;l}fl‘p\'cm?l e g i Jd z‘lmr?-,
P 1 <kill; bonus programs; ang differe ~lving adjustments; pay bas

Ntal pay, Havioo 1 ed on longevity, merit,
tha pm"CI‘iI;tgon aving diagnosed challenges for compensation

programs, the chapter closes w; ;
i : oran ; -
Crisabout mope th \ideal program and projections of future

ol determined by ch. persog’ tsfaction with his or her job is largely (but not
tions made by the individua] and
is often the case that neither “the People who manage ¢,
use them, [nor] the employees themselves” (VVamfle i
grams in high regard. To appreciate the significance of)é,
tions and rewards, consider the foundations and nature
link between performance and Pay, and its dynamic s
While equity theory examin
tancy theory (Vroom, 1964; see Chapter 6, this v

ganization. Unfortunately, it
(federal) systems, the managers who
1998, p. 30) hold compensation pro-
quity theory, the weighing of contribu-
of this balance. Is basis is the presumed
how (or whether) this linkage operates.

1. The value (valence) the employee attaches to a desired result (e.g., higher pay)

2. 'The worker’s belief that rewards will actually be provided as a consequence of
high performance (instrumentality)

3. The employee’s understanding (expectancy) is that he or she can successfully
accomplish the task that will lead to reward.

Stated differently, the theory assumes that people take ac-tion. based on th-eir percep-
tion of the possible success of that action (expectancy) and the likelihood of their achieving
outcomes (instrumentality) that they value (valence).

If any of the three links in this chain is weak, then the success of the pay program
is reduced, Contemplate, for instance, that the paro!e SUPELUESCL 1) 4. 5tate c?ep*il)rtment
of corrections demonstration project: He has authlorlty to provide proill'llct}llwlty on?ses
to caseworkers who increase the number of interviews they cor}duc‘:;:]xgl t ege%airfotizs.

These officers want the bonus (valence) and unde rsm’?ﬁ thju;;tcg;ceri::lv ?c:xpectancy)y
chieve the improvement objective (instrumentality). _thetthir i el
over, that Aty adding o v thf:yl l']arer‘\)fvilews They are n;)t convinced that
on in overall caseload, will result ik S0P e-rﬁmah mcf;s of in:dePth information gathering)
€ program is desirable (because it minimizes ¢ i]n ly, public safety would be put at risk,
rfeasible (overtime work is not available). Accor inci Syé ot plioht eyt 18 the
fln‘d mployee burnout is likely. In one such actua ’

Nitas ; :
Mtiative was discontinued.
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0. Although most pmplc value money (valence), ¢,

Consider 2 more common scenant 'nbmining more of it. When local, state, or Nation,)
are often significant constraints on th:::‘; - inconsequential amounts, for example, the impor.
legislative bodies regularly limit Pﬂ\l"i‘: wed (repeated raises thatare below the rate of inflagiq
tance attached to those amounts 15 €2 tead that substantial monies are provided. Employ
in effect constitute pay cuts). Suppose U:Sﬁ) piert evaluation system (instrumentality) distrl,.
must then have confidence o ;}:EFF:;' reasons examined in Chapter 10, Conﬁdencg. Is oftep,
ures reweards fairly and 2t - %1 many Americans pelieve that hard work mnl_"es a differenc,
uncertain a best. Finallt althougl cmzms Thus, if training, acceptable worl_“ng Cf’nditiohs.
(epecation) oeking smare lso Oun. THUS LA ey make il diflrene
and up-to-date equipment are not p eCtan,CY theory can be an f?ffect:ve ('hagnosuc tool tg

As these cases demonstrate, exp ment system is administered in a manner g,
ensure that the human resource manage “rumentality, and expectancy.

coherently establishes linkages among valence, In$
e Do employees value available rewards? e
e Do workers see a link between the rewards and their p . .

e Are they confident, given their background and organizational climate, that th gy

can complete their assigned tasks?

i . in other words, that policy makers be ¢op.

d expectancy theories mandate, In 0 ] . on

cem:iq ?b?uinm:ff than the absolute amount of money required to @nd pUbl-IC service,
'I'hey'must also focus on comparative levels of pay and how.these monies are distributed,
Reward systems unconnected to productivity indicators motivate poor worl.{ers to stay and
high performers to become discouraged and leave. The irony of such a situation is thy;

overall compensation costs rise because more employees are needed to complete tasks thy
fewer conscientious ones could readily accomplish.

PAY DETERMINATION

erformance?

Withthese theoretical—and quite real—considerations noted, this section turns to 3n
. exploration of factors affecting pay determination. Money matters, but it is often unclear
how or why. Perhaps the most significant goal of any remuneration system is fairness.
_An organization confronts two types of decisions in the management of compensation
o achieve this goal: pay level and pay adjustments. Compensation in any jurisdiction isa

product of the following elements:

—

Pay philosophy, as informed by law and policy |

*  Labor market forces (external com

- supplyand demand petitveness), as reflected by manipulation of

. * Intemal consistency based on
.- Payprogresion . '

job evaluation, as tracked by different systems of

Decisions ab o raons, s manifesed in various typesof pay (see Exhibic.)
job evaluat] <o Payare largely cong :
e e S et gy e
. ze employees’ s

B o
o :_r,f‘ﬂfdl_.-_,FRDCESSES:AND SKILLS
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;'r

reater good by aligning the Interests of ¢,

Pay systems, t.hcn., reflect not only law and policy but also comparisons of similar jobs
in different i e s through salary surveys (external competition) comparisons of
content among 10]35 within an agency through j.nl) evaluation tcchniques’(intcrml consis-

), and comparisons among employees in the same job category in the same organization

tency e
sasures of seniority, merds s :
through me > merit, skill, or temporary pay (individual considerations). As

“thes ity dimensions jg ey .
cach of these equity dimensions jg explored below, it i important to keep in mind that “there

are NO 3[’50]}“6 me:lsurcsl of job value, For things like temperature and weight, instruments
are both reliable and valid. Job value i at best a relative or comparative n;ea;ure” (Risher
& Wise, 1?973 p- 99). Instead, what exists in Many organizations are inconsistent mixes of
fair-pay criteria. A common de.nominator and underlying assumption shared by all forms
of equity; ho.WC\'CI', 1s tl:lat th.ey lmplicitly hold a time C.lock mode] of work (Kelly & Moen,
2007). That s, as examu?ed in Exhibit 7.2, labor commoditized, to be bought and sold in
easily measured time units (hours, days, weeks, months, years). Time is money—or is it?

gxhibit 7.1 Determinants of Compensation

Pay Philosophy
(lead, match, lag)

v

Law and Policy

Extemal Competitiveness

Internal Consistency

Individual Considerations

By labor markets Comparable worth
White-collar determination: job
Staff and clerical evaluation

Wage (blue-collar and
unskilled labor)
Executive
Professional/craft

Assessment tools

BLS and state
employment agencies
Industry associations
Employer-initiated
Surveys

Consulting firms

Comp and class studies

Ad hoc judgments
Systems of progression

Grades and steps

Pay ranges and pay

banding

Cost-of-living adjustments
Longevity (i.e., steps)

Merit raises {performance)
Skill-based raises
Bonuses (temporary)
Differentials (temporary)

Specific pay types

General level-of-pay decisions

CHAPTER SEVEN « COMPENSATION
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ization?
Exhibit 7.2 How Much Time Do You Owe the Organiz

' : is money.
Time isn’t money, money 1s Y.

In an attempt to curb exploitative work sched-
ules and thereby create jobs during the Great
Depression, the 1938 Fair Labor Standards
Act (FLSA) instituted the five-day, 40-hour
workweek—a compromise measure agreed .to
after the Senate passed a 30-hour workweek bill,
Since that time, dramatic changes have occurred
in the economy (from industrial to service), the
workforce (from predominantly white and male
to increasingly diverse and female), and life-
styles (from a family model consisting of a hus-
band with a stay-at-home wife with children to
singles, single parents, and married as well as
unmarried dual-career families).

Most organizations, however, still structure
work hours as if nothing has happened in the
intervening decades, a posture that has exacer-
bated the paradox of needs (see this volume's
introduction). Indeed, under employment law
any workplace rule that is not 3 business neces-
sity cannot disproportionally affect one group.
This can be interpreted to mean that inflexible
work schedules are illegal unless it ig demon-
strated that they are essentia] to the conduct of
business (Fairchild, 2014).

This is not to say that there has been no
reaction to these changes.* Many organiza-
tions have experimented with alternative work
schedules—the joy of flex—in the past hajf cen-
tury. Variations are nearly infinite (e.g., com-
Pressed workweeks), In the oldest ang most
common approach, however, alternative scheq.

ules con:szst of a specified bandwidth when the
office will be open (e.g., 6:00 a.m. to 8:00 p.m,

—Anonymous

Monday through Friday) and a set of coyq hourg
(perhaps 10:00 a.m. to 2.:00 P-m.) arounq Which,
people can arrange their eight-hoyr Workday,
(usually on a set schedule rather than wig, daily
flexibility). Thus, early risers can come ip, early
and leave at 3:00 p.m., and late risers can comg
in at 9:00 a.m. and leave late. Typically, everyone
completes time sheets. Agencies may a]so bene.
fit from such schedules by having offices staffeq
during a longer workday and by having reduceq
tardiness and absences.

Advantages should be evident: Employ.
ees work when they want to work, with all the
personal and organizational benefits that may
result from that fact. Drawbacks are of two types:
inherent and practical. There is some work that
is structured so that it cannot be flexed, and there
are organizations that cannot effectively imple.
ment flextime—either because record keeping
becomes too burdensome or because managers
lose a sense of contro] over subordinates. When
available, flextime is often seen as an individual
accommodation that deviates from standard
policy instead of 3 recognition of the changing
workforce,

As a matter of fact, many private compa-
nies and government agencies indicate that
they have flexible hours and telecommuting,
but this does not mear, that large numbers of
eligible employees actually participate in these
PTograms on a daily bagjs (see Chapter 8). Just
2.3 percent of the Amerjcan workforce consider
home a5 their Primary workplace (Heathfield,
2011). As one scholar hag observed, “The reality

"By most accoyn, ts, the numberg of
€IS may provide these Opport

employers offering flexible work hour

I

unj : sh ilvi loy-
€y do not know they can; wh n ey PAIts of their or 8anizationg, ave steadily increased. Although emp'cy

€n they dg kn

Website gt Wwwfami]iesandwork.org)

20 pagyy . PROCEQcen ..

ma . . ause
OW, most taka advantage o " employees do not participate bec

fthem (see the Families and Work Institutés
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is that the full potentia}g of flexible i

. largely untested and unveriﬂed" 0
Bernard, 2014), Thus, While the 2010
Enhancement Act requires fq deral 5
establish a policy, feyw eligible s Bencies tq
work, and those that g work at
of the time.

tk remajn
(Quoteq i,

organization. Herzberp’s theo
helps explain this finding (Herzbe
Snyderman, 1959). Flextime is 5 jo
(these extrinsic factors focus on p
sion, afld w?rku?g cor?ditions) that, if absent, can
create J01.> dlSSEfUSfaCUOD- When these factorg are
available in desired forms, however, they normally
are taken for grc.anted. Consider university parking:
If convenient, it is unlikely that it would Create
- job satisfaction; if it is a continuous hassle, hoy-
- ever, it can create substantig] on-the-job morale
* problems. What really matters in explaining pro-
- ductivity, however, are Job content factors (intrin-
 sic elements that emphasize challenging work,
- responsibility, achievement, and the like). Flextime
- hasnothing to do with the substance of work.
This speaks to the fundamental flaw of
- all forms of flextime—even if perfectly imple-
" mented. It assumes, applying the concept of
* fiinctional rationality, that work must be a func-
" tion of time instead of a function of the actual
" task to be performed. Indeed, exempt from the
- FLSA, most professionals of yesteryear' and
- today’ (managers, surgeons, members of the
' clergy, military officers) work until the work is
done. They are ot paid by the clock but rather
fortheir overall contibution to the organization.
 Inlike rhiannér, Best Buy's Results-Only Work

A

T8 Mausner, g
b context factor
Olicies, Supervi-

Viable rignc
redefin

work from a place to g0 to something

t"nsfﬁ‘?uf-@'ciﬁliﬁa and loyalty: The legacy of that

s his wife handle family finances.

oiment (ROWE) was an unparalleed and
time managemeént program intended

People do, Performance, not presence, was what
Counted at the 4,000-employee Corporate head-
Quarters. ROWE’s transformational strategy
completely altered the way employees worked:
Because no two lives are the same, individual
€mployees decided how, when, and where they
would do their assigned tasks; they were required
to put in only as much time as they needed
to do the job. The program took flexibility—
and accountability—to the maximum. With

employees so empowered, surveys revealed, the
approach:

* Increased productivity,

* Saved significant amounts of money,

Produced higher customer satisfaction,

* Resulted in enhanced recruitment and
Tetention,

* Improved morale and loyalty,
* Enhanced family/work balance, and

* Encouraged employees to be more
focused and energized about their work ag -
teamwork improved and the riumbers of
meetings declined (Kiger, 2007).

These results encouraged the U.S. Office of
Personnel Management to launch a ROWE-like
pilot program, which it later terminated because
of insufficient managerial support.

At Best Buy, the pioneering strategy, which
has been successfully adopted by at least 40
companies, lasted in its original form for nearly
10 years. In 2013, the company’s new chief
executive officer found the work-at-anytime-
and-place innovation to be too radical, arguing
that its extreme delegation of responsibility to
employees was inappropriate. He instituted an
all-hands-on-deck approach, and he now empha-

' gizes top-down accountability and believes that.

ey : ‘ S : d as a substitute for
_ e SR ~_cou]dnotundergtandhowncc:ﬁbeuse a
1l Warrors, who refused fo td‘%.ch..m‘?m’«"'s}‘eﬁdal'u-'adidon remains, as the contemp

orary Japanese salaryman
(Countined)

~HAPTER SEVEN + COMPENSATION
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SO

i((:c:untme.-d) A .
_ “ydu need to feel dispensable, not indispensable”
~ (quoted in Peterson, 2013).

- ' Results-oriented programs, overall, appear
 toresolve the paradox of needs. When imple-

. mented effectively by leaders who focus on the

. longterm, such methods not only promote work-

- life balance for individuals but also maximize

¢ the value of human capital for the organization.
- Tothe extent that New Millennials, or members
. of Generation Y, reject traditional workplace rou-
. tines, the program acknowledges, indeed cele-
. brates, the need for an individualized, accepting,
/. productive workforce. As one employee said,
- Best Buy gave “you the opportunity to really be
. an adult” {quoted in Kelly & Moen, 2007, p. 497;
. alsosee Ressler & Thompson, 2013).

. Further experimentation and research are
_ needed to determine if the ROWE approach
- produces unintended consequences as people
“attempt to set boundaries on work and home
ommitments. ‘Employee schedule control,
arinstance,coﬂd lead to employees taking
n more work. In fact, employment laws are

- PHILOSOPHY

 protect personnel from abuses that

could occur in a clockless office, wiy, I
als often desiring a relationship bEthenenm_ :
and life that is dift:erent'from that experie%'k
by earlier generations, increasing r‘turrft»;:c‘3d
women in the workforce, and large i S of
of Baby Boomers retiring, attempts 1o im rers
work-life balance may—or may Not—p,
wave of the future. Concurrent wiy, the 8
developments, the behaviors of BroWing Se
bers of employees are being monitoreq o m.
anyplace by biometric identification deVice:'
raising questions of personal autonomy (West'
& Bowman, 2016).

It is not necessarily maintaineq that 4]
organizations and jobs could—or should_y,
reconceptualized in a manner consistent with
substantive rationality. It is suggested, however
that agencies seek a blend of functional ap, d sub-
stantive approaches instead of an unquestiop.
ing focus on quantity time. A catalytic Strategy
to accomplish this is an annual hours Program
whereby the number of hours needed during 3
given year is agreed on and a scheduling formgt
is then designed.

“Le':ad,‘ Match, or Lag -

.  Orga izations can lead match, or lag behind wh
g TR ) ) t
- sharp contrast to the strategies of gog X 1ANORIEE ot
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m, was to create a corps : .

::1 dfngiob seniirity careei:- ‘:_ZC“I'E“{I' professionals insulated from political intrigue by
Also important was the fact tEﬂ Bt‘ll‘lessmn, and reasonable benefits and working conditions.
(leZs than 1 percent in 1900), thtey Iﬁylzlefrelsemea but a tiny proportion of the workforce

- ; ; eld little polits : e ¢ B
selves into unions, and none at all to st poificul priwer or. whility to-arganize:thsm

rike (Chapter 11)
By the 1960s, however, public emp]) = 1
| R S ro— L hl;ldp Oyees were far more numerous, had fallen substan-

Federal Salary Reform Act, attempts won the right to organize. Beginning with the 1962

every year for two decades.

In 1989, the. ﬁr§t National C'ommjssion on the Public Service (the Volcker Commis-
sion) called for significant salary increases at the federal level: th f the Federal
Employees Pay Comparability Act of 1990 mandated that tl’le 3%1313: ageto bl?c— erii:::e
sector pay gap be closed g ?duaHY by the end of the century.? Accorlgiin;e:o tl?hl: ﬁnd[i)ngs of
the _2003 Volckecrl‘lCOfnr;uss;on II, the gap was wider than ever because successive adminis-
trations rCPﬁaée ¥ c1te1 Severe economic conditions, irrespective of the state of the economy,

6 s reason (O USHYeTIPIOYeEs full pay raises. If the raises promised under the law had been
ena_cted in 2008, accor(?mg to the Congressional Research Service, they would have been
- pearly 20 percent (Davidson, 2008). Although the situation is more varied elsewhere (and
some critics disagree with these assessments, as examined below), the difficulties experi-
enced by the national government are manifested in many states and localites. Such con-
ditions lend credence to the idea that employees should seek a pay restoration, not merely
a pay raise. It should be noted that the principle of comparable pay has long been practiced
for federal blue-collar hourly workers. Thus, in different statutes, it is required that wage
grade as well as Postal Service workers receive compensation comparable to that received
by workers doing similar jobs in the private sphere.
bt "_The péradox of needs (discussed in this book’s introduction) indicates that organiza-
. tionaland individual objectives may not coincide. Ideally, business strategy, human resource
| philosophy, and compensation goals should be aligned in a manner suited to meeting the
~ needs of both employer and employee. 7
. Awage-lead approach may reflect a belief that by working smarter, a high-quality, satis-
fied workforce constitutes a cost-effective, money-saving strategy. That is, total labor costs
arenot the same as labor rates. It is possible to achieve high productivity from a relatively
ﬁm]l }Y:cfrléfoféé lf the cost per unit of output is less with a highly efficient, though well-
paid, staff. Known as efficiency wages (“you get what you pay for”), paying above-market
increases effort, loyalty, and retention. This practice, however, may be seen by elected offi-
rintuitive, and difficult for many cash-strapped public and nonprofit organi-
optintheshortrun. . |
e ve policy in effect neu_tral.ize_s compensation as a factor in human
te management. It does this by paying consnstta'r{dy at market rates and accentu-
Ag*‘ﬁonmbnemy amenities affecting the overall ability t{) attract an(.i retain employ-
hese include such time-honored (and timeworn) tffChm_ques as “”";g_-‘“_"”yt}(lor tthhe
¥eather), contending that the community 1s family-friendly, and s ;‘ig“ginagonj
o is at the seat of power in  political capital (Potomac fever a o

CHAPTER SEVEN + COMPENSATION 243
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Lead

Labor is prior to, and independent of, cap
existed if labor had not first existed. Labo

Exhibit 7.3 Pay Policy: A Politician, a Philosopher,

ital. Capital is
r is the supen
consideration.

and an Economist Comment

only the fruit of labor, and could neyer e
or ofcapital, and deserves much the higher

—Abraham Lincolp,

Match e
Under the influence either of poverty or ofwealfh, workmen and their work are
equally liable to deteriorate.
—Plato
Lag
Bad jobs at bad wages are better than no jobs at all.
—Paul Krugman

The selection of an appropriate pay policy
involves a complex set of factors, including the
types of skills required, job market characteris-
tics, ability to pay, desired institutional image,
assumptions about employee work attitudes,
and employer ideologies. The strategy chosen
likely will position the organization within or
across sectors of the economy. Thus, in the pub-
lic arena, some cities and counties, for instance,
use a wage-lead approach at least when com-
pared with state employment. The federal gov-
ernment’s pay policies, however, are generally
superior to those of many subnational govern-
ments—but inferior to those utilized by major
corporations. It should also be noted that dif-
ferent policies might exist within one organi-
zation. The compensation package available to
public service clerical personnel, for instance,
maj‘r be better than that found in many small
businesses. This lead approach is reversed, how-
ever, for most public and non-profit executives

within the same agency, whose Témuneration j
the result of a wage-lag strategy.
The paradox of needs may be resolved iy

good measure through employee self-selectigp
provided that basic economic angd noneco.,
nomic needs are met. Equity theory suggests,
however, that if people do not perceive that 3
balance exists between their contributiong and
the rewards they receive, then they will try to
re?ieve‘ the tension by reducing Productiviy,
misusing organizational resources, or seeking
higher rewards either within the department or
outside it.

These trends can be expected to continue
as agencies: seek pay policies designed to reduce
th.e size of the workforce, evidence less concern
with competitive compensation and more with
what can be afforded, and attempt incentive
Programs to make payroll costs more variable
than fixed expense. Organizations, in the end,
usually get what they are willing to pay for.

P
ART ) . PROCESSES AND SKILLS
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T3, wage—fo.llower plans may e indicative of yn; L

tion (military service, State Departm : unique characteristics of the occupa-
not about making money (Salvation X;t dl])l]omacy)’ a philosophy that dictates service i
R L m 1 . . )

horizons, or simply a Jean qn4 mean Vishigh \nemployment in the area, short time
harder to get the most from s fay, apprlo *h {0 human resources that involves working

o . ¢ " poorly paj .. ‘

the ngTEe that it is conscious and not a pl‘}(r)ghz:]d ‘;Orkers ﬂfv: S e e
te low morale, higher turnover, and = Zt Ot €conomic malaise, must work to miti-

it bl 2o¢d training costs. A below-market approach
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» be a penm— - g organizations like Walmart, but it
would ;learl)q ’ )lepirlm)rfugxe and pound-foolis Strategy for professiona Ily staffed org;m iza
; I exam e : s '
uolét"v- ﬂl0s ot t]I1e I,)e artzn::ral agency with the lowest-paid workforce (despite well-paid
medic - ;iue o pt lent of Veterans Affairs, has chronjc problems related to poor
y ¢

management ystemicunderfunding (Oppel, 2014), Everyone, in any case, seems to

THE PERENNIAL PAY DEBATE

Pul')lf'c ex.nployee CUmPensaﬁonthd} salaries and benefits—has long been a prominent
political issue. In recent years, Stagnating pay and budget deficits have fueled controversy.
One survey found that 75 percent of citizens think that federal employees “get better pay
and benefits tha‘n' people doing similar work outside of government” (Risher, 2010). For
these reasons, civil servants have become a symbol of government excess, and legislators
have instituted limits on hiring, pay freezes, furloughs, salary reductions, pension benefit
cutbacks, and outsourcing. Working for government had provided a middle class life for
generations of public employees, but in recent decades the number of civil servants has
remained the same even as the populations they serve have grown.

Not surprisingly, this war on public salaries has become highly politicized; for every
claim that government pays too much, another is made that it pays too little with the
nonpartisan U.S. Governmental Accountability Office concluding there is no clear way to
make the determination. For example, news stories and reports from USA Today, the Wall
Street Journal, the Congressional Budget Office, the President’s Pay Agent (the directors
of the Office of Management and Budget and the OPM as well as the secretary of labor),
the Cato Institute, the Heritage Foundation, and the American Enterprise Institute assume
that the typical private sector wage package is the right one, and the country’s econom‘ic
problems are tied to public service pay. They charge that governmental employees are paid
More than business workers (at least 20 percent better when benefits are included) (U.S.
Government Accountability Office [U.S. GAO], 2012). ST o
" Incontrast, the U.S. Office of Personnf':l Management, the le 3;3 13:} ] ouncil,

 Andemployee unjons counter that the public workforce is not on ']2;10 er 01; aa s;r:;:r:
?ﬂuﬁated; unionized, and white-collar than business employees. The f?; fair;:’ used Es
Priviite seceor worker, because it masks such importﬂﬂt_ fath’r 8 L4UNG b

K. . . . : by add nificantly affects earnings,
- Standard f, blic service pay. As organizational size sig :
b o 1O pu Pay ison should compare large corporations
+V2lso point out that an apple-to-apple compariso

"th the ciy service, Indeed, even with these differences, federal lednployezegiill;?f;rjlslgt:
- Offioda) . ’ ! el «+ 26 percent (Losey, j Onstate:
: afﬁﬁa‘l:rgports‘, are consistently underpaid %Y ;(t(::?: 2015). At the federal level (which is

s lﬁmlitjes, see Bender & Heywood, 201 3 ol governme"ts)’ the nation’s economic
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fess than 3 percent (Krugman, 201y 1y

id or underpaid may be good politics, by ing

p is likely to grow as public Servieg ::s]nnt
q ary

payroll in half would reduce spending by

- thata huge and complex workforce is Qm"?’”a v
very useful in making rational policy. The p ikers.
freezes become a popular tactic - Ia:;ﬂ:(;nn.oversy believe that the othe, Misg,
Proshisiles st e, comp S 1as had its data independently verified, I:-:, Arae,

' ch findings, and neither ha _ _ Aty
ttzﬁrrl;:tseg]zr:zs:j; of cErreftS methods used in analyzing the pay gap, Risher (2014, 205,

. ’ eys to compil
maintains that the only alternative to Is to usc Sl?]al])’}llssil;ltc‘;s):sbut also }l))l}’etlrltaﬂc{)it Pay data,
e Uﬁlize? :;Ot ?nli{ueycollar workers. While 5u§ve en;?“—m‘s
Jage System that covers tedera b € ngy
Fedl;ral \;-ageth}’sr E:e i erstand and are not 4 st.atzstzcal' black box., Ty ShOuld 5
problem-free, they formance appraisal policy should be addf&ssed

e e S‘[:ilted tllatl(?z:i-rconnecu'on between an individua’ evalygy
before compensation issues; withouta ¢ atigy

X rs who have curtailed salaries, hired low—pa_id temporal-y Work.
E;: i?clij ?o]x)vrxl:;?::de [tllllgg(:}:\?oikforces. Defenders counter Fhat those actions are attributabll{e
to ;educed demand for products and services—which is not the. case in BOvernmepy. i
services are to be reduced no matter what, then the use of well-paid contra?tors shoulq be
cut back and/or positions should be insourced to save money. They also point out that th,
focus on public salaries deflects attention from lucrguve corporate compensation policie
that continue to reward the kind of high-risk behavior and criminal perfidy that conti. |
uted to the 2008 economic debacle. Unions point out that' they ﬁgh:c for workers’ Pensions |
and paychecks the same way CEOs fight for theirs. What is evident in this brouhaha j th |
arguing about salaries is easier than tackling the biggest sources of governmental fingnej,;
problems: military expenditures, special interest tax subsidies, and entitlement Program
There is a lotless political risk in attacking bureaucrats than in reducing popular programs,
although the two are hardly unrelated.

Like the debate over pay, arguments over benefits—the cost of which comes out of
wages—are driven at least as much by partisan ideology as they are by fiscal responsibility,
Critics of civil service benefit programs describe them as lavish, gold-plated, and out of line
ge‘g;, Montgomery, 2011), arguing for reduction in theijr scope and increases in cost shar-
ing. Ifless secure and Imore expensive 401(]<)rdeﬁned-contribution pensions, for instance,
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higher business salaries. Difficyl, econo
reforms have included raising :

ensions, cutting benefits, qn alm]:sh;“g "
L e scnpcgoam_ﬁ)r FConomic problem
cut their OWN compensation, h“Sinesscs pros
o address underlymg 1ssues, | it
self-inflicted, resulting from, i
"oupholcs.

It is important to recq

nsusminnl)ly low ¢

gnize thyy there
issues because, as even some Critics acknow

not, and cannot be, subject vo 1y, rket force
federal government, the ]egislatively

may he p

Sin the way
Mandated stapg

mine the comparj
pt?d. Finally, it shoy
nuall-y; while there g

of changes before reform js ado
pensions and benefits vary substy

fits being approved in the good yeary prior to th : g .
thatall or even most are out of Jj i 00 OfZO(.)S’ thisisa far cry from saying

. Not all pension plans are Created equal. Most
California local governments hag reasonable
defined-benefits plans in the 1990s, with rank-
and-file workers eligible for between 2 percent and
2.5 percent of their salary for each year of employ-

- ment at age 60. Public safety employees were gen-
erally eligible for 2.5-2.7 percent per year at age 57.
- Alllocal government retirement plans were paid-
up-date plans. However, more than a few Califor-
nia cities and counties boosted their retirement
plans in the late 1990s and early 2000s during the
long boom, in many cases to unsustainable levels.
For example, Riverside County boosted pub-
lic safety personnel to 3 percent at age 50 to be
- tompetitive. This gave police officers the chanf:e
to retire after. many years of service and begin

* Second careers, Someone who came out of the

- atademy and served 25 years could retire at' 50

" With 75 percent of his or her peak salary, which

- that person would then collect for the next 30-35

* Years on average. In other words, because indi-

- Viduals woyld be drawing a large percentage of

iy
¥

Ctiree cost-ofuliving

"€irtop salary, in many cases they might get

hared sacrifice. Indeed, recent
ng employee contributions to
adjustments, Yet making

S~while well-heeled politicians refuse to
Eis wordh R and the wealthy get tax breaks—does little

Pointing ouy thy, budgetary problems are largely
axes on the ultrawealthy and corporate tax

o lasting solution to pay and benefit
ledge Biggs & Richwine, 2011), government is
that business js. Rather, at least for the
ard (as noted above) is comparability
Private sector (Chassy, 2011). What is
S0ns and to assess the potential effects
Id be remembered that public service

more in retirement than they did while work-

ing. Pension benefits liabilities shot up when
the economy faltered. Although California local
governments were not alone in making pen-
sion boosts, fortunately they were not common
across the country.

Recently, Riverside County dropped its pen-
sion formula for public safety back to 2.7 per-
cent at age 57. So to get the same 75 percent,
an employee would have to work 28 years and
would expect to draw for 23-28 years. The dif-
ference is about 10 years (i.e., three additional
working years and seven fewer retirement years),
or the equivalent of $750,000 to $1 million per
officer over time in reduced costs for the county.

It should be clear that the differences
between small defined-benefit multipliers are
huge for the jurisdictions paying for them, as
are differences in the ages when people may
start drawing benefits. Changes should be made
with long-term sustainability in mind; when
defined-benefits plans are reasonable, their costs
can easily be absorbed as a part of doing business.
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