What is the role of equity in designing a remuneration system?
• Definition of equity (5 marks)
• Discussion of role and importance of equity in remuneration systems (12 marks)
• Referencing and grammar (3 marks)

“When people have come to me and said I want to work with people I say good, go be a social worker. HR isn’t about being a do-gooder.   It’s about how you get the best and brightest people and raise the value of the firm”.   
Arnold Kanarick
ex-Chief Human Resource Officer Bear Stearns

People are the staple ingredient of all organisations that exist today.   However, how these people are managed depends on each individual organisation and its strategic objectives. Strategy is the effective use of an organisation’s core competencies to achieve a competitive advantage (Hanson et al 2008 4).   Organisational strategy is broken into three levels; corporate level, business level and functional level (Robbins et al 2006, 270).   A corporate level strategy is the overall direction in which an organisation wishes to move, which is realised through individual business unit strategies (Robbins et al 2006, 270).   Functional level strategies are departmental specific. It is the integration of these strategies that achieves business unit objectives (Hanson et al 2008 4). The role of Human Resource Management (HRM) is to facilitate departmental integration by implementing Human Resource (HR) processes that support the objectives of each division.   It is important to emphasize the role of HRM when discussing equity, as creating a fair work environment should

be considered secondary to achieving organisational effectiveness and efficiency.   That being said, equitable human resource practices, or “do-gooding”, particularly in the field of remuneration, is often essential in motivating employees to realize an organisation’s strategy (Minkler 2004, 863).

An organisation’s HRM policies will lie between ‘hard’ and ‘soft’ on the HR strategy continuum (Nankervis 2005, 409).   The key distinction between ‘hard’ and ‘soft’ forms of HRM is whether the emphasis is placed on the human or the resource (Truss, Gratton, Hope-Hailey, McGovern & Stiles 1997 p54).   A ‘hard’ HRM strategy would aim to increase control and reduce costs (Nankervis 2005, 409)   while a ‘soft’ strategy is based on controlling employees through commitment (Truss et al 1997, 53) by focusing on empowerment and development of employees (Nankervis 2005, 409).   However, Truss et al (1997, 53-55) argues that no pure example of either form exists as organisations draw from both dimensions when constructing human resource policies.   In their rhetoric, organisations advocate a ‘soft’ approach by speaking of employee development and commitment, but the reality faced is often restricted to an improvement in the bottom-line results (Truss et al, 1997, 53) with the “interests of the organisation always prevailing over those of the individual” (Hammonds 2005, 15).   It is agreed that HRM should consider its bottom-line affect, but it should never adopt a cost cutting approach to the detriment of an employee’s effectiveness (Hammonds 2005, 15).   Reducing expenditure on remuneration practices,

for example, could lead to an equity imbalance between the outcomes an employee receives when compared to their idea of personal worth (Hitt 2007, 209).   

Employees will seek to return the equity imbalance to equilibrium by reducing their effort or by seeking more equitable employment elsewhere (Hitt 2007, 210).   Determining a person’s own perceived worth is difficult to determine given its basis on skills, abilities and characteristics that are frequently unique to each individual (Nankervis 2005, 411).   Organisations should therefore be tailoring remuneration to individual’s ability to meet pre-determined goals aligned with organisational objectives (Milkovich & Newmann 2008, 33).   However, supervisors find their reward power is limited by bureaucratic red tape restricting remuneration to narrow bandings, with small incentives schemes that fail to acknowledge ‘high flying” employee accomplishments (Hammonds 2005, 15).   Additionally, employees are not motivated by the same rewards and benefits, highlighting the need for flexible (‘soft’) (Truss et al 1997, 57) reward offerings when designing an otherwise ‘hard’ payment strategy. A remuneration structure without flexibility, or one which exhibits meagre differentials between poor and high performances, will result in an equity imbalance and consequently poor morale, reduced productivity and higher turn over from high performing employees (Baker, Jensen & Murphy 1998, 593).   However, provision of sound performance-based and flexible remuneration packages will not necessarily propagate equity among employees if procedures

used to determine pay are considered unfavourable.   
Equity is associated with the notion of fair treatment of employees in comparison to others in a similar situation (Robbins et al 2006, 424).   Equity theory is based on the assumption that employees judge the fairness of their current situation by; comparing their remuneration entitlements and job requirements with people in occupations similar to their own; comparing entitlements and requirements to others at the same firm; and comparing their circumstances against external pay scales (Milkovick & Newman 2008, 76).   The outcome of these comparisons is dependent on the accuracy of information employees have access to (Milkovick & Newman 2008, 76).   Milkovick & Newman (2008, 76) suggest, however, that employees are often “misinformed about their relative standing in the pay structure”.   This is a direct result of poor transparency and minimal employee involvement when designing remuneration plans (Philpott 2003, 15).   This supports Fitzgerald’s (2002, 23) notion that “a compensation plan, no matter how brilliantly designed, will not accomplish its objectives without a communication strategy that is just as brilliant”.   Therefore, to facilitate the perception of an equitable remuneration package among personnel, employers must communicate the benefits of the remuneration as well affs provide employees with clear guidelines on how to attain the rewards (Beattie & Klausing 2003, 18).   Terpstra and Honeree (2003, 67) suggest that the decision-making process managers follow has a greater affect on perceived equity than

the subsequent remuneration employees receive, emphasizing the importance of communication of the reasoning behind decisions made.   The subjectivity with which managers and supervisors evaluate performance (Hunter, McCormack and Rimmer 2002, 24) could contribute to the increased importance process equity has over internal equity in the eyes of employees (Terpstra & Honeree 2003, 67).   Performance appraisals can overcome this subjectivity by facilitating communication of, and employee involvement in, the remuneration decision-making process.   A performance appraisal allows a subordinate to compare their performance rating with that given to them by their manager (Erdogan 2002, 555).   The employee and manager each presents their case and, after deliberating, agree on a final performance rating (Nankervis et al 2005, 366-367). If carried out correctly, performance appraisals may reduce perceived inequity, as involving employees in the process will give them a superior understanding of which benefits are offered and why they were awarded.   As inequity is often centred on pay one would argue that in order to truly impact the role equity has on organisational productivity, an organisation should minimalise the importance of financial rewards to employees.   

Deresky (2006, 370) states that, to attract gifted employees, organisations must be willing to offer substantial monetary compensation.   However, Herzberg (in Wood et al 2005, 151) argues that financial benefits are not considered by employees to be rewards, but are determined to be entitlements.   Resultantly, the presence

of satisfactory financial remuneration will not trigger job satisfaction, but its absence will create job dissatisfaction (Wood et al 2005 p149).   Dissatisfied employees reduce moral, are disruptive (Porter et al 2002, 343-345) and make smaller contributions to productivity than their satisfied counterparts (Naumann 1993 p1).   While money is not a motivational factor for many ‘placed’ employees, it is still used as a successful attraction method particularly for executive positions (Wood et al 2005 p151).   However, research conducted by Heyes (2005, 561) suggests that increasing salaries can have an adverse affect on the quality of candidates attracted to certain jobs.   A salary increase for nurses was thought to “attract the wrong sort of applicants” (Heyes 2005, 561) suggesting that, not only is salary capping a successful screening tool for nursing, but also emphasizes that prospective employees job choice is not always motivated by money.   The stark contrast between nurses who are motivated by achievement and affiliation (Amundsen & Corey 2000, 309) and executives who are stereotypically motivated by financial reward emphasizes the difference in how employees view remuneration (Milkovich & Newman 2008, 2) and consequently, their perceived fairness of the compensation offered.   Financial compensation is a major source of economic and social well-being (Milkovich & Newman 2008, 7) as well as a means to satisfying Maslow’s lower order needs (Robbins et al 2006, 411).   Once lower order needs are satisfied, Maslow’s theory stipulates that higher order needs, like esteem and

self-actualisation, are activated (Wood et al 2005, 144-145).   But, as individuals differ in motivations and personality characteristics (Cooper, Robertson & Tinline 2003, 15-27), so too does the order in which these needs must be fulfilled and the level at which they must be actualised (Wood et al 2005, 144-145).   This reinforces the idea that, to achieve remuneration equity in a workforce, a range of remuneration options must be provided (Milkovich & Newman 2008, 41) and must be tailored to an organisational HRM strategy.   The international resort chain Club Med, for example, has designed is remuneration strategy around the benefits a resort lifestyle offers.   An employee of Club Med receives free accommodation, food and uses of resort facilities.   The contracts offered to employees are characterised by heavy emphasis on this benefit while severely down playing the role of fiscal reward (Timo 1993, 33).   Club Med’s workforce has been describe as motivated and passionate with employees signing on for adventure but only staying for a short time (McCarley 2003, 91-95).   Although this turnover is costly it is off-set by the low wages Club Med can afford to pay (Furlough 1998) as a result of a lifestyle orientated corporate culture (McCarley 2003, 91-95) and consequently remuneration management system.


The role of Human Resource Management is a value adding, support structure to aid business units in achieving organisational objectives.   As perceived employee equity is a requirement for motivation, remuneration strategies that encourage fairness are a key determinant of organisational

productivity and consequently, success.   Organisations have an array of compensations strategies open to them; however the success of these strategies are dependent on their ability to differentiate between poor and high performers as well as its cultural fit.   Although strategies may distinguish between performances, perceived procedural subjectiveness will have an adverse affect on an employee’s satisfaction with their remuneration.   This highlights the importance of communication with employees regarding the rationale behind company decision-making and how employees can attain rewards.   Employee involvement in the design stage of a remuneration system will also facilitate their understanding of the process, as well as gaining their buy-in to the company’s remuneration strategy.   Human Resource Managers are not the “do-gooders” of the corporate world.   Equity is not the aim of a remuneration strategy, productivity is.   However equity is so closely tied with motivation that to achieve organisational objectives, employee equity must first be facilitated.   
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