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Abstract

This study investigated policy decisions on middle

managermernt pay and their relat ionrships to business

st rat egy. Compensat i on d i rectors at 208 rmianufact ur i ng firrms

answered quest ions on pay structure, level, mix, incentives

and administration, and on firm business strategy. The

results suggested that pay decisiorns reflect sevens broader

dimensions of policy such as an emphasis on paying for

membership or performance. They also supported the notion

that pay policy varies systematically with business strategy.

For example, firris with a strategy of maintaining market

share emphasized centralized pay administration and cost

control performance criteria. The results are discussed

relative to development of a model of "fit" between pay

policy and business strategy.
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PAY POLICY AND BUSINESS STRATEGY

The nrction that pay policy should be related to or vary

with an crganization's business strategy is grounded in the

research and professional literature on pay. It implies

that the better the "f it" between pay policy and organization

characteristics such as business strategy, the higher the

organization perforrnance. The model in Exhibit 1 shows that

the "fit" betweenr policy on the design and administration of

pay and overall organization strategy, design and

administration influences organization performance.

There are two theoret ical reasons offered for the higher

organization performance attributable to "fit" relationships

between pay policy and these organizatior characteristics.

First, if pay policy is contingent on an organization's

businress strategy--that is, if it is designed and

administered to support business strategies--then appropriate

employee behaviors are mc.re likely to be defined and

rewarded. By rewarding the appropriate employee behaviors,

the organization is sending a clear signal about what is

expected. This increases the probability of the desired
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perfcormarice. (See Lawler, 1981; Ellig, 1982; Milkovich and

Newrman, 1984.) Second, the notion of "fit" includes

ccngruency between pay pclicy and the organizatiion's design

and administrative style. Such co:nsistency is believed tc.

increase employee perceptic.ns of pay policy equity. Equity

percept ions carn, in turn, increase employee motivation to

perforrn. (See Lawler, 1971; Salter, 1973; Lorsch and Mcrse,

1974; Dyer and Theriault, 1976.)

By increasing the charnces of desired ermployee performance

in these ways, pay policy appropriately related to

organization strategy, design and administration could

increase corgani zat ion performance. If these performance

relationships are true, then knowing how to develop pay

policy that "fits" a particular organization could be

advarntageous in the management of human resources.

Unfortunately, these performance assumptions have not

been tested. In part, this is due to the fact that a number

of pieces needed tco test the pay policy model are missing.

At minimum, measures of pay policy decisions and some

definition of "f it" are needed. Measures of employee and

organization performance must also be specified. This study
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lcooks at three aspects of the model in Exhibit 1: (1) pay

pc'licy; (2) organization strategy; arnd (3) the relationship

(or "f it") between them. The relationship with performance

is left to subsequent studies.

DEVELOPING MERSURES OF PAY POLICY AND "FIT"

This study is organized around two quest icrns: (1) Can an

important set of organization pay policy decisions be

jider,tified arnd measured?; arnd (2) Do pay policy decisiorns

vary systermatically across organizations with different

business strategies? The first question is related to the

pay pcolicy aspects of the model. The second is related tc.

organi zat ion strategy and "fit" aspects. The invest i gat ion

of the first question was meant to develop measures of pay

pc'licy. The investigation of the second, was meant to

provide an intial description of "fit" that could be

developed in subsequent study. In order to investigate each

quest ion a search of the pay administration, human resource

management arid organization behavior literatures is coupled

with an empirical examination of pay policy decisions in

or g ari i zat i ons.



REVIEW OF THE LITERATURE

IDENTIFICATION OF PAY POLICY DECISIONS

The study's first question involved the identificaticon

arid measurement of pay pcol icy decisions. Inr the literature,

pc.licy decisions cr pay structure and level, rmix, incentives

and pay administration were consistently identified as

important to the overall design and administration of ari

organization's pay system. These decisions are listed in

Exhibit 2 and described below.1

PaY St ructure and Level. Pay structure is defined as the

distribution of money rate paid to different jobs in an

corganization. Pay level is defined as the average of the

total distribution of these rates. (See Mahoney, 1979.)

The actual pay structure and level for a group of jobs or

employees are determined by a number of pay policy decisions

1 Pay policy decisions are distinguished from more
technical pay decisions such as those on methods of job
evaluation or choice of the wage survey to be used in
deter-mining pay level (Lawler, 1981; Milkovich and Newman,
1984).
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Exhibit 2. A Priori Pay Policies and Decisions Derived from the Literature

A Priori Pay Policies

1.

2.

Internal versus External
Equity Emphasis

Menbership versus
Performance Emphasis

3. Performance-Based Pay
Increase Guidelines

4. Standardization

5. Participation

6. Authorization

7. Formalization of Pay
Structure and Level

8. Formalization of Pay
Incentives

9. Formal Conmnunication

A Priori Pay Decisions

Job valuation criteria
Skill specificity required
Skill acquisition policies
Pay level competitiveness

Percentage of total pay represented by
base pay; benefits; incentives.

Performance Time Orientation
Perfonmance Evaluation Criteria
Amount of Award

Degree to which pay structure, level
and incentive decisions are the
same in all organization units.

Degree of employee participation in
pay plan design and implementation.

Degree to which employees at different
levels of organization approve pay
plan design and implementation
decisions.

Degree to which the implementation
of pay plan structure and level
decisions is explicit (written) and
rule bound.

Degree to which performance based pay
increase implementation is explicit
(written) and rule bound.

Number of established channels for
conriunicating pay infomation.

Ra,'e of Pay plan information comnuni-
cated.

C
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For exarmple, inr developing a pay structure policy for a

group of jobs, the organization must determrine their going

rate irn the exterrnal labor market. At the same time, it

must decide the emphasis to place on internal norms relative

to these external prices. Other decisions involve some

specification of the degree of training needed to perform the

jobs, and the degree to which the jobs should be filled by

current em,ployees or new hires. Before setting a pay level,

the organization must decide whether levels equal to, above

or below those of its competitors are necessary to attract

and retain the employees needed. (See Liverrnash, 1957;

Belcher, 1974; Lawler, 1981; and Milkovich and Newrnan, 1984.)

Pay Mix. Pay mix refers to the emphasis on a particular

form of pay in the total compensation package offered for a

specific group of employees. Typical forms of pay include

base salary, benefits and incentives (pay increases related

to performance). Organizat ions who wish to reward employee

loyalty arnd seniority often emphasize base salary and

benefits in pay mix decisions. Organizations wishing to

reward employee performance--particularly very high

performance levels--often emphasize incentives. The policy
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decision irnvcolves a choice between these two emphases

(Belcher, 1974).

PayIjrcentives. The pc.licy decisions asscciated with pay

irncentives require crganizations to determine how to best

commrunicate to employees the broad out 1 ines of the

performance desired. As Exhibit 2 indicates, there are at

least three decisions considered. The first involves the

time orientation the organization wishes to communicate and

reward. By empahsizirng long term incentives (that is, pay

cont ingent on performance over a three to five year period)

long term objectives are shown to have high priority.

Alterniatively, an emphasis on short term incentives (pay

cont irgerit on a one to two year period of performance) is a

signal of the importance of short term objectives (Ellig,

1982). Typically the literature described choices between

entrepreneurial and production (including cost control)

performance criteria. (For example see March arnd Olsen, 1958;

Galbraith, 1977.) The combination of criteria used to best

communicate the organization's emphasis on a particular type

of employee behavior depends on the strategic objectives of

the organization (Galbraith, 1977). The third decision
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reflects the degree of risk involved in employee attempts tco

perfcsrn as desired. Presurnab ly, more entrepreneur i a 1

behaviors are associated with a higher risk of failure.

Salter (1973) arnd Galbraith (1977) suggested that

reinforcement of these types of behavicors required high

incentive payments.

Pay Adm i ni st rat i .rn Dec is iiors. The deci si ons 1 i st ed under

administration in Exhibit 2 influence the style in which a

pay system's design is developed and maintained, day to

day. While the pay literature did not describe these

decisions in any detail, Lawler (1981) maintained that an

organization's pay systeem should be admi nistered in a style

similar to that of its overall administration. The

characteristics of an organization's administration were

described in the organization behavior literature as:

communication, centralization, formalization and

staandardization (Zey-Ferrell, 1979). The definitions of

these characteristics are extended to pay system

admi r,i st rat i on.

Cc.mmunicat ion decisons can range from an emphasis on open

commriunication of all types of pay informantion (including
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facts ori individual salaries) to relative restriction of

inforrnation. Pay centralization policy determines the level

at which employees participate in, and authorize, different

types of pay decisions. Decisions can range from an

emphasis on the cerntralization of decision mriaking power irn

the hands of a select group of top managers to a

decentralized dispersal of decision making pcwer throughout

all levels of management.

Closely related to centralization are pcolicy decisions

that establish the degree to which the implementation of pay

system design is governed by standard operat ing procedures,

work rules and supervision. Examples of formalizaiton in a

pay context might include the degree to which job analysis,

evaluation and wage surveys are governed by structured

questionnaires, evaluation manuals and established wage

survey procedures. Finally, the pay standardization

decisions involve the degree to which pay policies are either

tailored to a specific organization unit or standardized

across all units. For example, in some firms the same

performance criteria can be used for incenrt ive pay across all

units. In other firms, differences in objectives may
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justify establ ishirg unique perforniance criteria (Salter,

1973).

DIMENSIONS OF PAY POLICY DECISIONS

The literature review also suggested that the pay policy

decisions listed in Exhibit 2 might be related to more

aggregate dimensions of pay policy. For exampple, the pay

administration and industrial relations literatures described

pay structure, level, mix and incentive decisions as critical

in establishing a framework for an organization's pay system

(Doeringer and Piore, 1971; Mahoney, 1979; Lawler, 1981).

Pay structure and level decisions establish the shape of the

pay distribution for broad classes of work or employees.

Mix and incentive decisions establish both the form of pay

and 1 inkages between pay and performance. Once the pay

framework is established, it is relatively stable and

difficult to change.

Pay admninist rat ion decisions tend to be more process

oriented and dynamic. They establish the style of pay

system operation--for exarnple, the degree of employee

participation in pay decisions, the pay information available

and the degree to which incentive guidelines are followed.



1?

The literature suggested that by emphasizing certain

choices orn these pay pcolicy decisions an organization could

ccrnrmunicate a specific policy intent to its employees. For

exarmlple, pay structure arnd level decisions emphasizing

internal job values, job specific skills, internal promotions

and lagging pay levels would tend to focus employee pay

comparisons withirn the organization. An emphasis on market

pricing of jobs, general skills, open hiring and leading pay

levels would tend to focus employee pay comparisons outside

the wo.rkplace. Choices on pay mix decisions might be

related to an emphasis on membership (base salary and

bernefits) versus performance (incentives). Likewise,

incentive decisions could emphasize entrepreneurial over less

risk taking product ion oriented behaviors. (See

descriptions in Livernash, 1957; March and Simon, 1958;

Belcher, 1974; and Milkovich and Newman, 1984.) These three

design dimensions or factors are listed in Exhibit 2.

There was also evidence in the research literature that

the many decisions making up pay administration policy

represert distinct (albeit related) dimensions. The work of

Lorsch and Allen (1973) and Kerr (1984) suggested that policy
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onr pay fcrmalization might differ between decisions on pay

structure and level and those on pay incentives. Lawler

(1981) indicated that policy on pay decentralizatiorn might

vary with employee level and the pay decision involved.

While many levels of employees may participate ir a variety

of pay decisions the power to authorize decisions may be more

restricted. Thus pay cerntralization might be represented by

both participation and authorization dimensions. Pay

administration dimensions are listed in Exhibit E.

PAY POLICY RELATED TO BUSINESS STRATEGY

The seccnd questionr this study investigated was, "Does

pay policy vary systematically across organizations with

different business strategies?". The literature review

covered research on both strategic types and variance in pay

pclicy.

Strategic Tv2es. While a wide variety of business

strategies are feasible, three distinct forms of strategy

were consist ernt l y i dent i fi ed in the research l it erat ure.

Each type of business strategy was also associated with a

part icular type of organi zat ion desi grn and administrat ive

style. (See Burns and Stalker, 1961; Chandler, 1962;

Lawrence and Lorsch, 1967; and Miles and Snow, 1978.)
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Exhibit 3 depicts the three combirnatic.ns of strategy, design

and administration as described by Miles and Snow (1978).

The Miles and Snow typoloy of business strategy was used to

review the evidernce on pay policy and to classify the

organizations in the study's survey because it provided

descriptive detail on design and administration.

As Exhibit 3 indicates, Miles and Snow identified three

strategic types of organization: Defenders, Prospectors and

Analyzers. The Defender has a narrowly defined, stable

product market strategy. Its structural design is

functional, and its administrative style tends to be

centra l ized, formal and staridardized. The Prospect or, on

the other hand, emphasizes an innovative, dynamic approach tc

product market definition. It's structural design tends to

be divisional or product-based, and its administrative style

decentralized, informal and nonstandardized. The Analyzer

is characterized by a mixed product market strategy in which

some of its product markets are stable and narrowly defined,

but others are more dynamic and innovative. Analyzers often

have matrix or divisional type structural designs with

admirnistrative styles between those of the other types.
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Variance iRPay Policy Dimensions. Exhibit 4 summarizes

propcsals about how pay policy dimensions might be expected

to vary with strategic type. Each of the nine pay design

and admiristrat ion dimensions presented earlier (Exhibit 2)

are listed. The pattern of pay decisions associated with

the strategic types reflects the Miles and Snow (1983)

descriptions of the human resource policies typical of each.

For example, they indicated that the human resource

pclicies of Defenders emphasize job specific skills,

retent ion, promot iion from Within and product ion or cost based

performance criteria. Pay design compatible with these

policies might emiphasize internal equity , membership rewards

arid product ion based iricent ives. Prospectors were seen as

emphasizing general skills, hiring at all levels of

organizat ion and pursuing entrepreneurial performance

objectives. A compatible pay design for Prospectors might

emphasize external equity, performance rewards and pay

incentives based on creative or innovative behavior. The

Analyzer, with human resource policies that combine aspects

of the other two types, might be expected to have a mixed pay

design. (Support for these patterns is also found in

Livernash, 1957; Doeringer and Piore, 1971; Galbraith, 1977;
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Exhibit 4. A-priori-Derived from Literature

Variance in Pay Policies Across Stratetic Types

STRATEGIC TYPES

PAY FACTORS DEFENDER PROSPECTOR ANALZYER

I. PAY DESIGN

(1) Internal vs. External
Equity Internal External Combination

(2) Membership vs. Per-
fonnance Membership Performance Combination

(3) Perfonnance Based Pay
Increases:

Entrepreneurial vs.
Production Production Entrepreneurial Combination

II. ADMINISTRATIVE STYLE

(4) Conmnunication: #Channels High Low Moderate

Range Low High Moderate

(5) (6) Participation Low High Moderate

Authorization Low High Moderate

(7) (8) Formalization:

Structure & Level . High Low Moderate

Pay Increases Low High Moderate

(9) Standardization High Low Moderate
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Lawler, 1981; Salschieder, 1981; Ellig, 1982; Kerr, 1984; arnd

Milkovich arnd Newman, 1984.)

With regard to pay administration factors, the propcosed

pattern of variance is an extension of the Miles and Snow

(1978) descriptions of each type's administrative style.

Defenders are more central i zed, formal i zed and standard i zed.

Therefore, their style of pay system administration might be

expected to follow suit. Prospectors are described as

having more decentralized, informal and nonstandardized

administrative styles. Their style of pay administration

might be decentralized, informal and nonstandardized as well.

The pay administration of the Analyzers riight be expected to

represent a middle ground between the other extremes. There

was some additional support for these patterns. The work of

Salter (1973) and Kerr (1984) suggested a similar pattern of

pay standardization and formalization by strategic type. A

d i st i nct ion between the formal i zat ion of pay st ruct ure arid

level decisions and that of pay incentive decisions was made

in this work. Kerr found that Prospectors had more formal

pay incentive procedures than Defenders. This is the

opposite of what might be expected given the formalization
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characteristic of Defernders. Next, Lawler (1981) suggested

that centralization of pay decisions should match the

centralization typical of the entire organization. Finally,

the nrumber of formal comrmunriicat ion chaannels is expected to be

higher, and the detail of pay inrforrirati. rn coramunriuicated lower,

for Defenders than for Prospectors. The former are bcoth more

centralized anid formal.

EMPIRICAL INVESTIGATION OF PAY POLICIES

PROCEDURE

A survey based on rnailed questionnaires was considered

the best way to cost effectively sample pay policy in a large

number of organizations. The questionnaire included items

on pay structure and level, mix, incentives and

adriiinistration. It also included items or business

strategy, organization design and administration. A pilot

group of fifteen compensation professionals reviewed the

questionnaire. The members of this group represented a

variety of industry arnd geographic backgounds. They

suggested improvements in the questionnaire, identified
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comper,sat iorn directors as the most appropriate respondent

group arid provided a definition of middle managers.

Respc.ndents were asked to focus onr middle managers in

answerirng pay policy quest ions.

TARGET POPULATION AND SAMPLE

One thousand firms in four digit, manufacturing, Standard

InduLstrial Classification (hereafter, SIC) codes were

selected as the study's target population. The COMPUSTAT

data base (maintained by Investors Management Sciences, Inc.)

was used to identify these firms. The four digit SIC codes

were cconsidered proxies for a firm' s product market. (A

firm was assigned to a four digit SIC code based on the

product market from which it drew the largest proport ion of

its revenues.) Only firms with the same SIC code for

1981-1984 were included in the target population. This was

done to assure some stability in product market association.

Inr addition, only firms with an average employee populatiorn

of at least 100 over this same period were considered. It

is more likely that organizations of this size would have pay

policy covering middle managers.
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Respondents for approximatley 60 per cent of the firms irn

the population were identified through the annual membership

dir-ectory of the American Compensation Associat ion. The

remaining 40 per cent were identified in the STANDARD AND

POORS DIRECTORY (Vol. III, 1984). The survey response rate

was 20 per cent, resulting in a sample of 208 firms. This

rate is typical of other studies using questionnaires of

similar length (DeBejar, 1983).

As Exhibit 5 demonstrates, the sample was not

representative. The sample firms had significantly higher

net sales and employement levels than non participating

firms. The distribution of firms across the manufacturing

SIC codes differed also. The sample firms included more

drug manufacturing, petroleum refining and tobacco processing

firrns. One third of the sample firms were in

dlectroinic/electrical and transportation equipment

manufact ur i ng.

QUEST IONNAI RE MEASURES

Pay Policy Decisions. The decisions identified in the

literature were used to develop measures of pay policy. Pay

structure, level and incentive measures were based on five
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point, anchored scales. For example, a pay level item was

phrased as:

3. Does the pay level (actual average rate paid) for your unit tend to exceed the paylevels (actual) of your competitors?

2 3 4 5
Seldom; this unit tends Sometimes; but more often, Usually; the unit tends
to set pay levels below the unit simply tries to to set pay levels above
those of its competitors; meet competitors' pay those of its competitors.
the unit compensates levels.
employees in other ways.

Measures of pay mix reflected the percentage that base

salary, benefits and incentives each represented in a middle

manager's total pay. Pay centralization measures

represented the number of lower level managers who

participated irn, or authorized, ten different pay decisions

(ranging from compensation philosophy to budgets).

Commnunicat ion measures involved the number of formal

channels over which seven kinds of pay information were

circulated. (These ranged from policy manuals to formal

grievance procedures.) Measures of pay formalization

involved twenty different items such as, "There are

established guidelines on how to conduct wage surveys." (tc.

what extent does this statement represent your pay

policy?--(1) very little; (3) moderately; (5) to a great

extent). Severity pay policy decision were measured.



Irn general, questions were written so that the higher the

scale score (5 is high), the more likely that the associated

decision would represent a highly developed interrnal labor

market (internal promotion, job specific skills, arnd so

forth) and a centralized, formal and standardized style of

pay admrniist rat ior.

Measures of Strategic Ty-e. Questionnaire measures of

strategic type were based on the Miles and Snow descriptions

of Defenders, Prospectors and Analyzers. There were four

measures--one on product market definition; another on the

business unit' s reputat ion for product market innovat ion; a

third on the area of expertise or the function from which top

managernent was drawn; and the fourth, or the organization's

general structure and administrative style. Each measure

was based on a five point, anchored scale. In general, the

higher the score (5) on these scales, the more likely the

organization was a Defender.

An index of an organization's overall business strategy

was develciped by adding each firm's scores on the four

questionnaire measures of strategic type. These sums were

then averaged, and the means and standard deviations were
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calculated. Defenders were defined as firms with an average

score more than one standard deviat ion above the mean

(greater tharn 4.23); Prospectors were defined as firms with

average scores one standard deviation or more below the mean

(less thar 2.67); and Analyzers were defined as firms with

scores that fell withirn one standard deviation of the mean

(inclusive).

Coritrol Measures. In addition to the rmeasures on pay and

strategic type, the survey questionnaire included measures of

respondent characteristics and business unit age. The

COMPUSTAT data base also included measures of employemnt

size, net sales and other industry characteristics. These

measures were used as control variables in sample analysis.

Levels of AaY s. The study survey was designed to

compare pay policy decisions across organization strategic

types. The Miles and Snow typology was chosen as a measure

of strategic type primarily because it allowed this kind of

comparison. Theoret ical ly, Defenders, Prospectors and

Analyzers can be identified in all product markets.

Strategic types might thus be compared without further

stratification of the sample by product market. The primary
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unit of analysis ir this study was organization strategic

type. Within strategic type, measures of pay were limited

to policy decisions concerrnirng miiddle management. The

middle management group was selected because their pay

typically reflects a brcoader range of policy decisions than

that of lower level employees, yet is considered less

confidential than executive pay.

ANALYSIS AND RESULTS

SUMMARY PROFILE OF SAMPLE MEASURES

The saniple descriptive statistics indicated that the

measures of pay policy decisions were normally distributed.

Design decisions were slightly skewed toward a higher

emphasis on internal equity, membership pay and incentives

based on cost control performance criteria. The

admini strat ion decisions indicated that sample firms tended

to centralize pay decision making and standardize pay

policies. Their pay administration was only moderately

formalized. Overall, there was not a lot of variance in the

sample pay measures. Measures of strategic type were also
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slightly skewed toward higher scale scores; that is, toward

the Defender strategic type.

MEASURES OF PAY POLICY

Measures of pay policy decisions were factor analyzed for

the ent ire sample. The resulting seven factors selected to

represent these decisions are presented in Exhibit 6. The

factors accounted for 61. 1 per cent of the variance in the

sample. The first four factors to emerge in the analysis

were very like the policy dimensiorns on participation,

authorization, formalization and standardization identified

in the literature review (compare Exhibits 2 and 6). The

measures of policy decisions most closel y related to these

factors were those on participation in pay decisions,

authorization of pay decisions, the regulation of pay policy

and uniformity in the application of pay policy. The

factor on external competitiveness covered pay policy

measures on pay level decisions (Factor 5 in Exhibit 6).

The membership versus performance factor covered decisions on

pay mix and the efficiency versus growth factor covered

decisions on performance criteria used for incentive

awards. (These are Factors 6 and 7 in Exhibit 6.) Some
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pay structure ard incent ives measures were not related to

these factors as had been suggested in the literature.

(These are described in the discussion section.)

Pay scales were then developed from the seven factors

that emerged in sample analysis. Each of the pay scales

might be interpreted as follows: High scores on

participation (1) and authorization (2) scales indicate that

lc.wer level managers are involved in discussing and approving

a variety of pay decisions; high formalization scores (scale

3) indicate that the business unit's pay structure and level

decisions are made and implemented in a regulated fashion;

and high standardization scores (scale 4) suggest that pay

policy is uniform across divisions or departments. High

scores on the external cc'mpetitiveness (scale 5) imply that

the pay level policy of the firm is closer to leading than

lagging its competitor's pay levels; and high scores on the

membership versus per formance scale (6) suggest an emphasis

on membership rewards (base salary and benefits) in pay mix

decisions. Finally, a high score on the efficiency versus

growth perfcormance scale (7) indicates a concern with growth

oriented perfformance cr i t er i a.
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ANALYSIS OF PAY POLICY VARIANCE BY STRATEGIC TYPE

The next step in the analysis was to classify each of the

sarnple firms as a Defernder, Prospector cr Analyzer. The

firms were placed according tco their scores on the overall

index cof business strategy. The pay scales described above

were then compared acrc.ss the three groups of firms. The

results of descriptive ccmrnparisorns are presernted in Exhibit

7.

The pattern of pay scale differences across Defenders,

Prospectors and Analyzers was very like the pattern suggested

in the literature review (compare Exhibit 4 and 7).

Defenders, for example, had lower scores on efficiency versus

gr-owth performance scales. This suggests a concern with

cost based performance criteria. Prospectors, on the other

hand, had higher scores on this scale. This suggestes a

concern with growth oriented performance criteria.

Analyzers scores fell rmid-scale. These descriptive

statistics suggested some support for the patterns of policy

variance derived from the literature.

The significance of mean differences in these scales

across types was also analyzed. The results suggest that
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when viewed as a composite of all seven pay scales, policy

did differ across strategic types. (These ccrnparisonris were

done using multivariate analysis of variance EMANOVA)

techniques.) However, when analyzed individuIally, the mearns

of ornly three scales differed significantly by type. (These

comparisons were dcore using one-way analysis of variance

techniques, controlling for the firm's level of

ernployernent.) These were the participation (1);

authorization (2); and efficiency versus growth performance

(7) scales. Overall, these results suggest that while

differences in pay policies do exist among strategic types,

the differences are nct always significant.

DISCUSSION AND CONCLUSION

THE TWO BASIC QUESTIONS INVESTIGATED

The first question this study investigated was, "Can a

set of irnportant organization pay policy decisions be

identified and measured?". The literature provided a list

of pay pclicy decisions and suggested that they might be

related to more aggregate policy dimensions of pay system
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design and administration. Measures of these poslicy

decisions were developed and used in a survey of middle

management pay pclicy in 208 manufacturing firms. These

measures were factor analyzed and the emergent factcors

cornpared to the policy dimensions suggested ir the

literature. The comparisons were favorable, and the

factors, once scaled can be used as measures of pay policy

dimensions. These measures are an improvement over those

previously available. They are based on an i ntegrated

search of the pay literature, and represent a broader range

of policy decisions than has been studied to date. They

were quantified, and based on a large sample of firms. This

will make their replication easier.

There were some intriguing issues surrounding these

measures, however. Pay structure, many incentive, arnd

dommunication decisions were not clearly related to any of

the factors that emerged in analysis. In the case of pay

communication and incentive decisions this could be

attributed to problems with the questionnaire measures.

Despite pilot testing, the survey responses to these items

were confused and sometimes inconsistent. Since the
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quest ions designed to measure pay ccommunicat ijon arid ircernt ive

decisiorns were based on the available literature, this

suggests that a more qualitative investigation may be needed.

The emphasis should be orn how organizatiors do define these

decisions arid the range of alternatives covered.

Ir the case of pay structure decisions the problem is noct

so clear. The survey repsondents did nrot appear to be

confused regarding the pay structure items. Arid the items

covered the domain of decisions discussed in the

literature. Indeed these. were the decisiorns considered

crucial to an orgnaization's internal or external pay equity

orientation. While the results are specific to this sarmple,

it is possible that some unidentified pay structure decisicans

need to be included in the measuremernt of this ccnstruct.

Again, more in-depth case study may be called for.

The second question this study investigated was, "Dc. pay

policy dimensions vary systematically with differences in

business strategy?". Simple comparisons of pay scale meanrs

across Defenders, Ana 1 yzers and Prospectors supported the

notion that pay policy does indeed vary with strateigc type

(see Exhibit 7) . The patterns of variance observed were
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similar tc' those prcoposed irn the literature review.

Moreover, when differences in the joint distribution of all

seven pay scales were tested across strategic types, the

results were significant.

When individual pay scales were cc.mpared across strategic

types, however, onrly the participation, authorization and

cost versus growth performance scal es were si gn i f i cant 1 y

different. The most strat ightforward interpretat ion of

these findings is that, in this sample, pay policy for rmiddle

managers did vary across strategic type. However, the only

significant variation was related to differences inr the

degree to which pay decisions are centralized in these

organizations. While the other scales did vary as the

literature would suggest, that literature was based on case

studies and speculation. Also, the case studies were ncot

always specific to a particular employee group's pay.

There are several cther possible interpretat icons. The

results may be due to error in the measurement of either pay

policy decisions or strategic type. The questicrinai re

measures used in this study were new. Case studies were

suggested to improve pay measures. Sample firms could als.o
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be retyped using another measure of business strategy. Pay

policy variance could then be reanalyzed to see if the

pattern across types remains the same. Further, the full

range of pcl icy variat ion may riot be observed in a sarniple

restricted to manufact ur i ng firms. A mcore het erogenecous

sarmple may be required.

CONCLUSION

This study set out to identify and develop measures of

important pay policy decisions arid to investigate variarnce in

these decisions across organizations with different types of

busirness strategy. Both these objectives were met. The

rieasures of pay policy decisions developed were an

improvernent over those previously available in the

literature, although they need to be replicated. The

results also provided some empirical sutpport fc.r the notion

that pay policy varies with business strategy. The overall

pattern of variance identified here may provide a step toward

a descriptive measure of "f it" between pay po:1licy and

business strategy.

Finally, from a theory building perspective, the study's

findings offer some food for thought. Earlier in this paper



37

the importance of pay pclicy "fit" was related to the

concepts of congruency and cont ingency. Pay pol icy that is

congruent or consistent with organiizatiorn designr arid

administration is believed tc' enhance emplc'yee perceptions of

pay equity and thus, their motivation to-. perform. One

measure of pay policy congruency would be the strength and

the direction of the association between detailed measures of

organization strategy, design and administration and similar-

measures of pay policy. The pay factors identified in this

study provide a foundation for the development of such

rneasures.

Pay policy that is corntingent on business strategy is

believed to improve the link between, pay and employee

behaviors needed to support that strategy. One way of

measuring pay policy contingency would be to identify

profiles of policy decisions that are associated with

different types of business strategies. This study's

empirical support for the specific patterns of pay policy

proposed in the literature suggests that such measures are

feasible.



Measures of pay pc.l icy ccngruency ard cc.rot irgerncy are

important to the development of the nc.t ion of pay pol icy

"fit". They are required to test the question of r,iore

practical interest--"Does pay policy that "fits" business

strategy improve organi zat i or performance?". The resul t s cf

the present study represent a necessary first step in

examirning the implications of pay policy "fit" f.or

organizat ion performance.
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