\lhe term compensatlon is often used 1nterchangeab1y

w1th -wage and salary. However the. terim compen-

. sation actually isa broader concept: Cempensatlon refers..
“not only te:e; rinsic rewards: such as ‘salary and ‘benefits
~ but also tol ntrinsic rewards. such as achlevmg personalv:_ :

: goals autonomy, and morelchallenglng JOb opportumtles-‘ .

P .
-

AIternatlve Compensatmn Methods

Not all objectives listed above. are. thhng to be
achieved'in a short penod of time. The compames have to.

decide which ob_]ectlves are at the top pr10r1t1es (relatlvely
-more urgent to achleve) and Wthh ones are at the next’-M &

;»-,:_",'On how competent ‘ini overall théy- are
T vcompetent they are the hlgher gross pay the




-

(a general disposition to-behave in certain ways),
and motives (recurrent thoughts that drive behav-
iors). These competencies’ distinguish superior
performance- from average performance, and,
although they are more difficult to develop, they

~ can provide the basis for long-term success.

Available survey data indicate a rapid increase in the

number of companies adopting this method (O’Neill

& Lander, 1993/1994). I believe the main reason
behind that is because adopting skill-based method can
encourage: every -individual in the company-to have
new, .desired competencies; and having competent
employees is one important factor for the company
‘being success in global competition.

3. Performarice-based method or compensation based on
employees’ performance. The purpose of this method
is to relate employees’ gross pay direetly to their

-performance. Performance-based method is quite
popular among companies because it can motivate

employees to increase their performance. Historically;-

performance-based method has meant only for individ-
ual performance but, since encouraging individual per-
formance destroys cooperation among employees,
most companies have modified it to include team
~.(group and company—wid'e) performance. Today, when
teamwork plays. mote important role in the success of
the company, many companies place more emphasis
on team performance than on individual performance.
"It means-that-employees will get higher pay if their
teams perform well rather than if they individually
perform well. The most popular form of pay-for-
mdividual performance is merit pay system. According

to Heneman (1992), merit pay system is a system where

individual pay increases based on the rated perform-
ance of individual employee in a previous time period.
This system was developed based on the Reinforce-
ment Theory which assumes that any behavior, includ-
ing performance, is determined by ‘its consequences.
Hence, by giving positive consequences to employees’
individual past performance, they -are motivated to
increase their individual future performance. One form
of pay-for-team performance that have been used for
many years and in many varieties is gain-sharing
system. In this system, pay increases are related
directly to the company’s performance. The better the
company’s performance, the higher the pay increases.
However, the effectiveness of the system depends
largely on a climate of participation (Beer & Walton,
1984). In a company: with a good: climate of partici-
pation (which means most structures, systems and
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procedures were created to involve employees in
improvement process, and employees themselves are

enthusiastic to participate in the process), the adoption

of gain-sharing system will be effective because it can

encourage people to partlclpate in improvement

process.

4. Seniority-based method or compensation based on
employees’ length of service. The company that applies
this method, Will pay more to employees who have
longer length of service within the company regardless
of any other factors. The logical reasons: of applying
seniority-based method are:

a. Itavoids biases in rewarding employees With this
method, it is obvious that senior employees deserve
higher rewards than junior ones.

It is quick and easy to apply.

- ¢. Thereis often a relationship between seniority and
performance (employees usually become more
competent at their jobs as they gain experience).

d. Itbuilds loyalty-among employees which then may ‘

create people cohesweness

Global Compensation Pollcy
The area of global compensation is complex and this
makes designing a global compensation-policy not an easy

task to do. The global compensation policy has to be for- '

mulated not only to meet the compensation multiple

objectives. mentioned in the previous section but also to

cater to parent country nationals (PCNs), third country
nationals (TCNs) and home country nationals (HCNSs).

Whether to establish an overall policy for all employees

or to distinguish among them is the first issue facing MNCs

when designing global compensation policies. The fol-
lowing are three approaches to address: such issue

(Dowling, Schuler & Welch, 1994):

1. Home-based approach. This approach links the base
salary for PCNs and TCNs to the salary structure of
the relevant home country. For example, a U.S. exec-
utive transferred to Indonesia will have his/her com-
pensation built upon the U.S. base salary level rather
than that applicable to the host country, Indonesia. One
advantage of home-based approach is that international
employees are treated equitably in relation to their
home countries, which assist repatriation. However,
international employees can be paid different amounts
for performing the same function in the host country,
according to the difference in home base salary level.
That means, for instance, an American and a Philippino
exeeutive can have different compensation in Indonesia
although they are doing exactly the same jobs. Home-
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Principle 6: Flexrble Research indicates that employ-
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‘ mterests of all pa11101pants in the company The partlc1—‘

pants are the company $ OWRers, managers and employ-
ees. From the owners’. point of v1ew the compensation
program should help them control the costs and contrib-

ute to greater employees: product1v1ty in return for each

amount of money-of compensation cost. From the man-
agers’ point of view, the- compensatlon program should
help them do the. management job more effectlvely That
means the amount of compensation they receive should

‘be equivalent with their responsibilities as the representa-

tives of the owners.: From employees” point of view, the
compensation program should represent their values (com-

petencies and contributions) to the business. It is-almost -
impossible satisfying all participants’ ‘interests which are_
~ in conflict each other. The best thlng that can be done is

balancmg those interests. - R P

Pr1n01p1e 2: Slmple The best compensatron program
is.certainly not the most. elaborate noris‘it the most com-
plicated, butit should beas simple as poss1ble ‘Why should
it be simple? Itis because it can be more understandable,
and, hence, it can be 1mplemented eas11y

Prm01p1e 3: Fair. It means that the compensatlon pro—' ‘

gram should be: equrtable internally and externally. Inter-
nal equity requires. the company to set the amount of com-
pensation. that- corresponds to the job worth and to pay

‘compensation that allows’ dlstmctrons to be made among

individuals reflecting valued job inpts. Extemal equity
requires the company. to pay competisation determmed by
workforce demand and supply (labor market).

Principle 4: Consistent with company’s mlssion
objectives/goals and: strategies. As mentioned in the be-
ginning of this section, the compensatron program is an
integral part of the whole company’s systems. That means
the compensation program should:be. harmonious with
other subsystems within the company; and they altogether
have to focus on the same single point.

. Principle 5: Fit with the,company s culture. Company’s

‘culture means the ways individuals within a company do

things. Company’s culture is unique (there are no two or
more companies Which"have'exactly' the same culture),
and it directs the ways the people behave. Meariwhile, the
compensation program basically is-designed to encour-
age people to behave in certain ways. However, it can be
very difficult and certainly takes time to encourage people
to behave in unusual ways. How they can be encouraged

if they are not familiar with such ways of behavior. So,

the compensation program should. encourage people to
behave in-usual Ways the ways that the culture directs

ees differ widely in the preferences that they have for the

compensation program (Lawle,r-,IIL 1990). These di'ffer-‘v'

ences are quite sensible and indeed predictable, given the
differences in people’s life-styles and personal s1tuat1ons

Considering those facts, it is necessary for the company
to give little choice to individuals with respect to the com-
pensation program, the choice: that allows: them to plck

. from among an array of compensatlons basedona budget -

which reflects the company’s willingness to spend money

on each of them. From individuals’ side, this ﬂeXIblllty" N

will be more attractive and can generate a perception that
the company values them personally. From company’s” =~ .-
side, it will not increase the total compensatron cost. There— o

fore, it will be a win-win situation. : ~
Designing the compensation. program 1tse1f is not a

- one-step process. It is a quite long process and consrsts, H

of sixteen steps as follows:

1. Formacross functional taskforce The recommended i
members of this task force are top mianagers, = -
compensation professionals and representatives. of

users (from both headquarters and subsidiaries).
2. Review the company’s mission, objectives/goals-and

strategies, identify the company’s culture, and 1dent1fy 2

the key success factors of the business."

3. Based on that review, then identify the company s -
needs in terms of its human resources (crltlcal com- . .-
petencies, behaviors and- performances of human- .~
resources). Long-term needs are more preferable thanj L
short-term ones because compensation program. will -

not be designed for only short period of time.

4. Determine the compensation objectlves that can‘

satisfy those needs.

5. Select one of four methods or combmatron of any of i
those methods of compensation through Wthh com—j e

pensation objectives can be.achieved.

6. Choose which global compensation approach and ‘_ £
which global compensation system will be used: -
Consider compensation objectives, compensation

method(s), and company’s host.countries’ and third

countries’ (the countries. where TCNs come from) e

cultures when choosing the approach and system. -

7. Determine, and specifically ‘and clearly defined the -
compensation criteria. These criteria depend on what ‘

compensation method(s) are going to be used:

a. Fortime-based method, determine, and specrﬁcaﬂy .
and clearly defined what time standard(s) is/are.

going to be the compensation criterion/criteria.

'b. For competency-based method, determine, and

specifically and clearly defined what kinds of -
competencies are gomg to be the compensauon‘} i

criteria.

“c. For performance based method, determine, andf




spe01ﬁca11y and clearly defmed what kmds of per—

terl --and ; hat level of measurement(s) (1nd1v1dual

?

V-i '.Thls step is 1mportant to:€ ensure the 1nterna1 equlty of
- the’compensatlon program :

rket survey to- get 1nf0rmat10n about the:

2 of employees This step is necessary

tablishin g the competmveness (external equlty)
hi company ’s compénsatmn program. .

{ : ’m_pensatmn Wthh

appr x1mate (18} 'pensatlon COStS;

co Slde ',ble mput for annuaI' o

sampl de artments

formances are going fo be the compensation-cri-
‘converting, electromcs

* finishing, non- ~woven
- industries. The princi

€ This ex eﬁinenfa nshould be carefully -

quahty and manufacturmg ef‘flclency Nordson Corpora—-' '
tion’s: product are used around the: world in the apph—, b
ance, automoiv boo bmdmg constructlon container,

facxh’ues of Nordson

: .ough féur mtematlonal_ -
‘ rope Japan, and Pa-;' -
on-are. supperted bya




-~ the company does not want to differentiate the compen-

sation of .its. employees based on their nationalities. In -

‘Nordson Corporation’s perspective, such differentiation

is discriminatory and it can lead to internal inequity (in-

consistent with the equitable compensation strategy).
Generally, the compensation package (or the total

.employee reward package) in Nordson Corporation con-

sists ‘of two components. The-first component is called

. economic component which includes cash (salary, over-

time, bonus and expenses), stock (employee stock owner-
ship program and dividend reinvestment program), pen-
sion, risk/insurance program, vacation (holidays, personal
days, family illness days and leaves), working facilities

|~ and medical. The second componenet is called non-eco-

- nomic component which includes environment (living and
working environment), career potential/prospects, train-
.ing professional development, image (external status and
recognition) and management style (participative, com-
~ municative and contribution recognition).

Nordson Corporation designs its compensation pro- -

~gram based on the following principles:
1. Pay for performance. -
2. External competitiveness.
3. Internal equity.
4 Long -term capital accumulat1on (building a capital/
an equity, saving for the future).

The: de51gn of compensation program composes of four

steps as follows: '

1. Thoroughly understand the current compensation
information for all employees which includes base
pays, bonuses, salaries, special compensation plans,

. stock plans, allowances and benefits.

2. Identify high impact players and performance levels
which includes develop the list of current key contribu-
tors and current high potentials, reconcile new lists
with the existing succession plan materials, and
categorize all employees within three performance
‘levels (high, medium and low).

- 3. Develop total compensation strategy for the next three

' years which includes retain high impact players and
attract future high potentials through individual-
specific compensation, integrate all stock plans, accel-
erate pay for performance (individual employee), and
recognize the company’s ability to pay and protection
of annual financial goals.

4. kDevelop detailed compensation program and projected

_ costs which include translate macro data into specific
micro program, cost out planned compensation
program, use the basis of salaries, bonuses, -allowances
and benefits, include stock plans as compensation and
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“cost to the company, recognize the true value and cost

of stock plans, and develop individual-specific fiscal
year salary plans.
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