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REMUNERATION

Remuneration is another way of saying pay.  It is the reward for labour providing its services, usually comprising either a weekly wage or a monthly salary.  Pay is seen as one of the most important forces in motivating the workforce but is also one of the major causes of disputes between the management and workers.

We have already looked at motivational theorists such as Maslow and Taylor and how they thought that different criteria motivated different people.  Well, the same is true about payment systems.  Different systems work better in different jobs and sectors of the economy.

Financial rewards

What is the difference between a wage and a salary? 

You cannot measure the difference in terms of the amount of money they represent, as someone who earns a wage can earn more or less than someone who is paid a salary (or vice versa). You can start to look at the difference in terms of the types of occupations that earn either a wage or a salary. 

It is assumed that manual, blue-collar or unskilled or semi-skilled occupations are more likely to earn a wage, while white-collar, skilled, professional or office-based jobs are more likely to earn a salary - but that is not always the case either. 

The basic difference is that when you earn a wage, it can vary each week (or month), as it is dependent upon the number of hours you work, or the number of goods you produce or sell, i.e. it is variable (it also counts as a variable cost). However, a salary is more of a fixed income, which may vary due to unusual circumstances, such as absence or sick leave, but does not depend on the number of hours you work (therefore it counts as a fixed cost).

Time rates

If you are paid a wage (see above) it is likely to be dependent on the amount of time you have worked for. This is measured on clocking on machines or on signing in sheets.

Overtime

Most employees who are paid a wage will know how many hours they are expected to work in order to earn their wage (i.e. a 37 hour working week).  If they work additional hours, they may be eligible for overtime: this is extra pay for working hours over and above those for which you are contracted. This is paid at a higher rate of pay than normal. It could be one-and-a half, two, two-and-a-half or more times the normal rate. This depends on the organisation, the position held, the day, number of hours and time of year involved (i.e. working on a public holiday).

Piece rates

In some occupations, your wage does not depend on the amount of time you spend at work, but on how productively you use the time there. For instance, it could be possible for an employee to clock on to work and then pretend to work when, in reality, they have not contributed to the output produced that day.  As long as their employers do not catch them, they will still get paid!

A way around this for employers who may have a high turnover of staff, or whose employees repeatedly carry out the same task (such as in the clothing manufacture industry), is to pay employees depending on how many of an item they produce. This way, the more work that is carried out, the higher the employee's wages. This stops the temptation to be lazy and - in theory - is a way to motivate employees.

Commission

Sales people are most well known for being paid by commission. Commission is a percentage of a sale that is earned by the sales person for making the sale. Some sales people are paid on a commission-only basis, which means that the amount they get paid is directly related to the amount they sell. Other sales people get a basic wage plus commission. The percentage of commission paid also varies from employer to employer. Some sales positions that pay commission include the following areas:

· Double glazing 

· Holidays 

· Cars 

· Cosmetics 

· Insurance 

· Door to door 

· Electrical equipment 

· Encyclopaedias.

Bonus rates

Not everybody works for a set amount per hour or per week. For some people, bonuses are also part of their wages - if not every week, then at certain times of the year. The most well known of these is the Christmas bonus, which is a thank you from an employer for the hard work an employee has done throughout the year.
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Bonuses linked to performance

Performance Related Pay (PRP) is another type of bonus.  It is calculated by checking your performance against a list of pre-set criteria, and a bonus is paid accordingly. These criteria are often very subjective i.e. they can be hard to define, or it can be difficult to tell whether you have met them or not. Some examples of bonus criteria at a real organisation, Harris City Technology College, are:

a)
Have you performed your job as described in your job description?

b)
Have you performed any duties on a regular basis over and above those described in your job description?

c)
What standard has the work you have undertaken been carried out at?

[image: image3.wmf]There is one major problem with bonus systems and performance related pay: they are often subject to what psychologists term the 'halo effect'. This occurs when a person's bonus is being calculated. If the manager responsible for recommending the amount of an employee’s bonus likes the said individual, then there is more chance of them awarding a higher mark - even if the person has carried out their work to the same standard as a second employee, whom the person awarding the bonus either does not know well or dislikes. 

For manual workers, performance related pay is often linked to productivity agreements.  These are deals signed (usually in exchange for higher wages) which state that workers must become more productive (i.e. produce more output from the same number of inputs).  This motivates staff to become more efficient and therefore helps a business to survive in a competitive market.

There are even more types of bonuses. People employed in the construction business often get a bonus if they complete a project before the scheduled date. This can also occur in the computer software business. Another example is sales people who, as well as commission on their sales, may be paid a bonus if they sell over a specific target set for the week or month.

Bonuses do not always have to be paid in cash; they can also be paid ‘in kind’ in the form of cars, holidays, gift vouchers and other incentives - although these would not necessarily appear on a person's payslip (see non-financial rewards).

Annual rates

If an occupation draws a salary it is not expressed monthly (which is how often salaries are paid) but is expressed as an annual rate. You will see that after the figures given will be the initials p.a. (which stand for per annum - Latin for every year). Some jobs are also part-time, but they may still have a full-time salary attached. If this is the case, the term pro rata will be added next to the salary. This means that you may not receive the full amount stated, but it is apportioned over the amount of time you do work. For example: if the position states that the salary is £15,000 p.a. pro rata for three days a week, a quick way to estimate the real salary you would earn would be to divide the salary by five (number of days in a working week) and then times that by three (the number of days you would be working). This would estimate that instead of the £15,000 advertised, you would receive about £9,000 p.a. before deductions (tax etc). Some of the salaries you see for jobs will seem high, however this is gross pay - you still have to pay tax and national insurance on these salaries, which comes to approximately a third or more of the salary so the salary may not be as high as it seems.

Combination systems

As already mentioned when talking about commission, some jobs can bring together different payment systems and form a type of hybrid.  These are called combination systems.  They usually involve some form of fixed element (a salary perhaps) and, in addition, a variable element related to output or performance.  Sketch a graph of what this may look like in the space below. 
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Non-financial rewards

These are sometimes called ‘fringe benefits’ or ‘perks’.  They are rewards for working hard, which do not necessarily show on an employees pay slip.  Examples are a company car, private health insurance, or discounts on the products manufactured by the company.  Fringe benefits are intended to increase employee’s levels of motivation or status within the firm.

Other terms you need to know:

Look the following up in your glossary or textbook and write the definitions in the space provided.

	Gross pay


	

	Profit sharing


	

	PAYE (Pay as you earn)


	

	NI (National Insurance)


	

	Net pay


	


Trouble in Paradise

The Paradise Furniture Company is a long established, highly profitable business. Its sales turnover averages £ 15,000 per week. Given that it operates on a 200% mark up (quite normal in furniture retailing), its £7,500 of weekly overheads are covered with ease. The owners have always believed that much of their success has been due to the incentive scheme they operate; the 2% commission on all sales provides a carrot of about £300 per week to share between the staff.

Recently, however, the owner/managers (Mr and Mrs Vine) have seen takings hit, following the departure of the only two full-time staff. Over the past eight weeks, sales have only averaged £10,500. Mr Vine believes it is just a temporary problem, as the two new full-timers find their feet. Mrs Vine decides to talk to each of the six staff members find out their views.


Joyce, a 55 year-old part-timer, has no doubts:

'It's the commission system that's causing the problem. Both the full - timers left because of it, and I'm totally fed up with it as well. The problem is that you pay commission only to the person who writes out the customer's bill. So no one wants to do any of the other jobs such as checking deliveries, chasing up special orders, or pricing new stock. You keep asking me to do these jobs because you know I'm reliable; but that prevents me from getting commission.'

Eileen, a 22 year-old part-timer, is even more forceful:

'I can't stand Grace (another part-timer), because she's always robbing me of my commission. Yesterday morning, I spent two hours discussing sofas with a customer. After she'd settled on two £1,100 leather ones, she felt she should bring her husband along for a second opinion in the afternoon. And what happens? When I come back after my afternoon break I see them just leaving, and Grace has written out the bill for £2,200. So she makes £44 for doing nothing, while I do the work and get no reward. I'm still fuming, and I refuse to work with her again.'

A shaken Mrs Vine then sees Margherita, one of the new full-timers (and the deputy manager). She is hardly reassuring:

'I've never known such a touchy staff. I'm seriously thinking of quitting. I got Joyce to do some pricing this morning, and for the rest of the day she's been grumbling about Eileen getting a £1,000 order from a regular customer of hers. I can't see that £20 is worth all the fuss.'

Questions (marks out of 30)

1)
Define the following terms found in the case study:

a)
Sales turnover

b)
Overheads

c)
Commission

d)
Retailing

Knowledge = 2 x 4

2)
Assuming a 52 week year, calculate:

a)
The weekly cost of sales?

Application = 2

b)
The weekly total costs (remembering the commission)?

Application = 4

c)
The annual profit?

Application = 4

3)
Explain three problems with the commission system operated by the Vines.


Application = 3
Analysis = 3

4)
What alternative payment system might work better, and why?


Analysis = 3

Evaluation = 3
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