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Abstract

This study investigated policy decisions on middle
management pay and their relationships to business
strategy. Compensation directors at 208 marnufacturing firms
answered questions on pay structure, level, mix, inceritives
and administration, and on firm business strategy. The
results sugpested that pay decisions reflect seven brocader
dimensions of policy such as an emphasié on paying for
membership or performance. They also supported the notion
that pay pelicy varies systematically with business strategy.
For example, firms with a strategy of maintaining market
share emphasized centralized pay administration arnd cost
control performance criteria. The results are discussed
relative to development of a model of "fit" between pay

policy and business strategy.



PAY POLICY AND BUSINESS STRATEGY

The notion 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 impliesA
that the better the "fit" between pay policy and organization
characteristics such as business strategy, the higher the
organization performance. The model in Exhibit 1 shows that
the "fit" between policy on the design and administration of
pay and overall organization strategy, design and
administration influences organization perforﬁance.

There are two theoretical reasons offered for the higher
organization performance attributable to "fit" relationships
between pay policy and these organization characteristics.
First, if pay policy is contingent on an organization’s
business strategy--that is, if it is designed and
administered to support business strategies——then appropriate
employee behaviors are more likely to be defired 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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performance. (See Lawler, 19813 Ellig, 19823 Milkovich and
Newman, 1984,) Second, the notion of "fit" includes
congruency between pay pcelicy and the organization’s design
and administrative style. Such cornsisterncy is believed to
ircrease employee percepticons of pay policy equity. Equity
perceptions can; in turn, increase employee motivation to
perform. (See Lawler, 19713 Salter, 19735 Lorsch and Morse,
197453 Dyer and Theriault, 1976.)

Ry increasing the charnces of desired employee performarce
in these ways, pay policy approapriately related to
crganization strategy, design and administration could
increase organization performance. If these performance
relationships are true, then knowing how to develap pay
policy that "fits" a particular organization could be
advantageocus in the management of human rescurces.

‘ Unfortunately, these performarnce assumptions have not
beern tested. In part, this is due to the fact that a riumber
of pieces needed to test the pay policy model are missing.

At minimum, measures of pay policy decisions and scme
definition of "fit" are needed. Measures of employee and

organization performarnce must alsc be specified. This study



laoks at three aspects of the model in Exhibit 1: (1) pay
policys; (2) organization strategy; and (3) the relationship
(or "fit") between them. The relationship with performance

is left to subsequent studies.

DEVELOPING MEARSURES OF PAY POLICY AND "FIT"
This study is crganized arcund two questions: (1) Can an
important set of crganization pay policy decisions be
identified and measured?; and (g) Do pay policy decisions

vary systematically across: organizations with different

busirness stratepgies? The first question is related to the
pay policy aspects of the model. The second is related to
crganization strategy and "fit" aspects. The investigation

of the first gquestion was meant to develop measures of pay
policy. The investigation of the second, was meant to
provide an intial description of "fit" that could be
developed irn subsequent study. In order to investipate each
questicn a search of the pay administration, human resocurce
management and organization behavior literatures is coupled
with an empirical examination of pay policy decisions in

organizations.



REVIEW OF THE LITERATURE

IDENTIFICATION OF PAY POLICY DECISIONS
The study’s first question involved the identification
and measurement of pay policy decisions. In the literature,
policy decisions on pay structure and level, mix, incentives
and pay administration were consistently identified as
important to the overall design and administration of an
organization’s pay system. These decisions are listed in

Exhibit 2 and described below.!

Pay Structure and Level. Pay structure is defined as the
distribution of money rate paid to different jobs in an
organization. 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 methads of job
evaluation or choice of the wage survey to be used in
determining pay level (Lawler, 19815 Milkovich and Newman,
1984).



Design Factors

Administrative Style Factors

Exhibit 2. A Priori Pay Policies

and Decisions Derived from the Literature

A Priori Pay Policies

A Priori Pay Decisions

7.

Internal versus External
Equity Emphasis

Membership versus
Performance Emphasis

Performance-Based Pay

_Increase Guidelines

Standardization

Participation

Authorization

Formalization of Pay
Structure and Level

Formalization of Pay
Incentives

Formal Communication

Job valuation criteria

Ski11 specificity required
Ski1l acquisition policies
Pay level competitiveness

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

Performance Time Orientation
Performance Evaluation Criteria
Anount 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.

De%ree to which employees at different

evels 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
communicating pay information.

Rage of Pay plan information communi-
cated.




For example, in developing a pay structure policy for a
group of jobs, the organization must determine their going
rate in the external labcor market. At the same time, it
must decide the emphasis to place on interrnal norms relative
to these external prices. Other decisions involve some
specification of the degree of training rneeded to perform the
Jobs, and the degree to which the jobs should be filled by
current employees or riew hires. Before setting a pay level,
the organization must decide whether levels equal to, above
or below those of its competitors are riecessary to attract
and retain the employees needed. (See Livernash, 1957;
Belcher, 1974; Lawler, 1981; and Milkovich and Newman, 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, bernefits and incentives (pay increases related
to performance). Organizations who wish to reward employee
loyalty and seniority often emphasize base salary and
berefits in pay mix decisions. Organizations wishing to
reward employee performarce--particularly very high

performance levels——-often emphasize incentives. The policy



decision invalves a choice between these two emphases

(Relcher, 1974).

Pay Incentives. The policy decisions asscociated with pay

incentives require organizations to determine how to best
communicate to employees the broad outlines of the
performance desired. As Exhibit 2 indicates, there are at
least three decisions considered. The first inveolves the
time orientation the organization wishes to communicate and
reward. By empahsizing long term incentives (that is, pay
contingent on performance over a three to five year period)
long term objectives are shown to have high pricrity.
Alternatively, an emphasis on short term incentives (pay
contingent on a one to two year periocd 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 and 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



reflects the degree of risk invelved in employee attempts to
perform as desired. Presumably, more entrepreneurial
behaviors are asscociated with a higher risk of failure.
Salter (1973) and Galbraith (1977) sugpested that
reinforcement of these types of behaviors required high
incentive paymeﬁts.
Pay Administraticon Decisions. The decisions listed under
administration in Exhibit 2 influerice 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
crganization’s pay system should be admfnistered 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:
éommunication, centralization, formalization and
standardization (Zey-Ferrell, 1979). The definitions of
these characteristics are extended to pay system
administration.

Communication decisons can range from an emphasis on open

communiication of all types of pay informantion (including



10

facts on individual salaries) to relative restriction of
information. 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 centralization of decision making power in
the hands of a select group of top managers to a
decentralized dispersal of decision making power throughout
all levels of management.

Closely related to centralization are policy decisions
that establish the degree to which the implementation of pay
syétem design is governed by standard operating 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 incentive pay across all

units. In other firms, differences in objectives may



Justify establishing unique performance criteria (Salter,
1973).
DIMENSIONS OF PRY POLICY DECISIONS

The literature review also sugpested that the pay policy
decisions listed in Exhibit 2 might be related to more
aggregate dimensions of pay policy. For example, 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
(Doceringer 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 linkages between pay and performance. Once the pay
framework is established, it is relatively stable and
difficult to change.

Pay administration decisions tend to be more process
oriented and dynamic. They establish the style of pay
system operation—-for example, the degree of employee
participation in pay decisions, the pay information available

and the degree to which incentive guidelines are followed.

11



The literature suggested that by emphasizing certain
choices on these pay policy decisions an organization could
communicate a specific policy intent to its employees. For
example, pay structure and level decisions emphasizing
internal job values, Job specific skills, internal promotions
and lagging pay levels would tend to focus employee pay
comparisons within the organization. An emphasis on market
pricing of jobs, gerneral skills, open hiring and leadingﬂpay
levels would tend to focus employee pay comparisons ocutside
the workplace. 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 production 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 alsco evidence in the research literature that
the many decisions making up pay administration policy
represent distinct (albeit related) dimensions. The work of

Lorsch and Allen (1973) and Kerr (1984) suggested that policy

12
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on pay formalization might differ between decisions on pay
structure and level and those on pay incentives. Lawler
(1981) indicated that policy on pay decentralization might
vary with employee level and the pay decision involved.
While many levels of employees may participate in a variety
of pay decisions the power to authorize decisions may be more
restricted. Thus pay.centraiization might be represented by
both participation and authorization dimensions. Pay
administration dimernsions are listed in Exhibit 2.
PRY POLICY RELATED TO BUSINESS STRRTEGY

The second question 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
palicy.
Strategic Types. While a wide variety of busiress
strategies are feasible, three distinct forms of strategy
were consistently identified in the research literature.
Each type of business strategy was alsc associated with a
particular type of organization design and administrative
style. (See Burns and Stalker, 1961; Chandler, 1962;

Lawrerce and Lorsch, 1967; and Miles and Sriow, 1978.)



Exhibit 3 depicts the three combinations of strategy, design
and administration as described by Miles and Srow (1978).
The Miles and Srnow typoloy of business strategy was used to
review the evidernce on pay policy and to classify the
aorganizations 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 Deferider has a narrowly defined, stable
product market strategy. Its structural design is
functional, and its administrative style tends to be
centralized, formal and standardized. The Prospector, on
the other hand, emphasizes an innovative, dynamic approach to
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 irnnovative. Analyzers often
have matrix or divisional type structural designs with

administrative styles between those of the other types.

14
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Variance in Pay Policy Dimensions. Exhibit 4 summarizes

proposals about how pay policy dimensions might be expected
to vary with strategic type. Each of the nine pay design
and administration dimensions presented earlier (Exhibit 2)
are listed. The pattern of pay decisiorns 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
palicies of Deferders emphasize job specific skills,
retention, promcotion from within and production or cost based
performance criteria. Pay design compatible with these
policies might emphasize internal equity, membership rewards
and production based incerntives. Prospectors were seern as
emphasizing general skills, hiring at all levels of
organization and pursuing ernitrepreneurial performarnce
objectives. A compatible pay design for Prospectors might
emphasize external equity, performance rewards and pay
incentives based on creative or irnnovative behavior. The
Aralyzer, with human resocurce 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, 19715 Galbraith, 1977;



Exhibit 4.

A-priori-Derived from Literature

17

Variance in Pay Policies Across Stratetic Types

STRATEGIC TYPES

PAY FACTORS DEFENDER PROSPECTOR ANALZYER
1. PAY DESIGN
(1) Internal vs. External
Equity ’ Internal External Combination
(2) Membership vs. Per-
formance Membership Performance  (Combination
(3) Performance Based Pay
Increases:
Entrepreneurial vs.
Production Production Entrepreneurial .Combination
1I. ADMINISTRATIVE STYLE
(4) Communication: #Channels High Low Moderate
. Range Low’ High Moderate
(5) (6) Participation Low High Moderate
Authorization Low High Moderate
(7) (8) Formalization:
Structure & Level . Hi§h Low Moderate
Pay Increases Low High Moderate
(9) Standardization High Low Moderate




Lawler, 1981; Salschieder, 19815 Ellig, 1982; Kerr, 19843 and
Milkovich and Newman, 1984.)

With regard to pay administration factors, the proposed
pattern of variance is an extension of the Miles and Snow
(1978) descriptions of each type’s administrative style.
Defenders are more centralized, formalized and standardized.
Therefore, their style of pay system administration might be
expected to follow suit. Prospectors are described as J
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 might 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) sugpested a similar pattern of
pay standardization and formalization by strategic type. A
distinction between the formalization of pay structure and
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

18



19

characteristic of Defenders. Next, Lawler (1981) suggpested
that centralization of pay decisions should match the
centralization typical of the entire organization. Finally,
the riumber of formal communication charmels is expected to be
higher, and the detail of pay information communicated lower,
for Defenders than for Prospectors. The former are both more

centralized and formal.

EMPIRICAL INVESTIGATION OF PAY POLICIES

PROCEDURE

A survey based on mailed questionnaires was considered
the best way to cost effectively sample pay policy in a large
number of organizations. The questiornnaire included items
on pay structure and level, mix, incentives and
administration. It also included items on business
strategy, organization design and administration. A pilot
group of fifteern compernsation professicnals reviewed the
questionnaire. The members of this group represented a
variety of industry and gecgraphic backgounds. They

suggested improvements in the questiornnaire, identified



compensation directors as the most appropriate respondent
group and provided a definition of middle managers.
Respondents were asked to focus on middle managers in
answering pay policy questions.
TARGET POPULATION AND SAMPLE

One thousand firms in four digit, manufacturing, Starndard
Industrial Classification (hereafter, SIC) codes were
selected as the study’s target population. The COMPUSTAT
data base (maintained by Investors Management Sciences, Irc.)
was used to identify these firms. The four digit SIC codes
were considered proxies for a firm’s product market. (A
firm was assigned to a four digit SIC cdde based on the
product market from which it drew the largest proportion of
its revenues.) Only firms with the same SIC code for
1981-1984 were included in the tarpet population. This was
done to assure some stability in product market asscciation.
In addition, only firms with an average employee population
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 manapgers.

20



Respondents for approximatley 60 per cent of the firms in
the population were identified through the annual membership
directory of the American Compensation Association. The
reméining 40 per cent were identified in the STANDARD AND
POORS DIRECTORY (Veol. 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 S5 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 incluaed more
drug manufacturing, petroleum refining and tobacco processing
firms. Orne third of the sample firms were in

€lectronic/electrical and transportation equipment

manufacturing.

QUESTIONNRIRE 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

21
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point, anchored scales. For example, & pay level item was
phrased as:

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

1 2 3 4 5
Seldom; this unit tends Sometimes; but more often Usually; the unit tends
:2 :et $a¥tlevels ::10w the unit simply tries to ’ to setypay levels above
ose o0 s competitors; meet competitors' pa h i
the unit compensates ’ Tevels. pay those of ts competitors.

employees in other ways.

Measures of pay mix reflected the percentage that base
salary, bernefits and incentives each represented in a middle
manager’s total pay. Pay centralizatiorn measures
represented the number of lower level managers who
participated in, or authorized, ten different pay decisions
(ranging from compensation philosophy to budgets).
Communicaticn measures involved the viumber of formal
channels over which seven kinds of pay information were
circulated. (These rarnged 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." (to
what extent does this statement represent your pay
pelicy?=-=(1) very little; (3) moderately; (5) to a great

extent). Seventy pay policy decision were measured.

23



In gevieral, questiocns were written so that the higher the
scale score (5 is high), the more likely that the asscciated
decision would represent a hiéhly developed interral labor
market (internal promotion, Jjob specific skills, and so
forth) and a centralized, formal and standardized style of
pay administration.

Measures of Strategic Type. Questionnaire measures of
strategic type were based on the Miles and Srnow descriptions
of Defernders, Prospectors and Arialyzers. There were four
measures—-one on product market definition; another on the
busirness unit’s reputation for product market innovation; a
third on the area of expertise or the function from which top
management was drawnj and the fourth, on the orpganization’s
gereral 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.

Ar index of an organization’s overall business strategy
was developed by adding each firm’s scores on the four
questionnaire measures of strategic type. These sums were

theri averaged, and the means and standard deviations were
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calculated. Defenders were defined as firms with an averapge
score more than ore standard deviation above the mean
(greater than 4.23)3; Prospectors were defined as firms with
average scores one standard deviation or more below the mean
(less than 2.67); and Analyzers were defined as firms with
scores that fell within one standard deviation of the mean
(inclusive). )

Control Measures. In addition to the measures on pay and
strategic type, the survey questionnaire included measures of
respondent characteristics and busiress unit age. The
COMPUSTAT data base also included measures of employemnt
size, net sales and cther industry characteristics. These
measures were used as control variables in sample analysis.
Levels of Analysis. The study survey was desigrned to
compare pay policy decisions across organization strategic
types. The Miles and Srnow typology was chosen as a measure
of strategic type primarily because it allowed this kind of
comparison. Thecoretically, Defernders, Prospectors and
Aralyzers 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 in this study was organization strategic
type. Within strategic type, measures of pay were limited
to policy decisions concerning middle management. The
middle management group was selected because their pay
typically reflects a broader 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 MEARSURES
The sample descriptive statistics indicated that the

measures of pay pelicy decisions were normally distributed.
Desigrn decisions were slightly skewed toward a higher
emphasis on interrnal equity, membership pay and incentives
based on cost control performance criteria. The
administration 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 stratepic type.
MEASURES OF PAY POLICY

.Measures of pay policy decisions were factor analyzed for
the entire 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 dimensions on participation,
authorization, formalization and standardization identified
in the literature review (compare Exhibits 2 and 6). The
measures of policy decisions most closely 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 and incentives 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

lower level managers are involved in discussing and approving

a variety of pay decisionsy high formalization scores (scale
3) indicate that the busirness unit’s pay structure and level
decisions are made and implemented in a regulated fashiong
and high standardization scores (scale 4) suggest that pay
policy is uniform across divisions or departments. High
scores on the external competitiveness (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 performance scale (6€) suggest an emphasis
on membership rewards (base salary and benefits) in pay mix
decisions. Finally, a high score on the efficiercy versus
growth performance scale (7) irndicates a corncern with growth

oriented performarnce criteria.
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ANALYSIS OF PAY POLICY VARIANCE RY STRATEGIC TYPE

The next step in the arnalysis was to classify each of the
sample firms as a Defender, Prospector or Analy:zer. The
firms were placed according to their scores on the overall
index of business strategy. The pay scales described above
were thern compared across the three groups of firms. The
results of descriptive comparisons are presented in Exhibit
7.

The pattern of pay scale differences across Deferders,
Prospectors and Analyzers was very like the pattern suggested
in the literature review (compare Exhibit 4 and 7).
Deferders, for example, had lower scores on efficiency versus
growth performance scales. This suggests a coricern with
cost based performarnce criteria. Prospectors, on the ather
hand, had higher scores on this scale. This suggestes a
concern with growth oriented performance criteria.

Aralyzers scores fell mid-scale. These descriptive
statistics suggested some support for the patterns of palicy
variarnce derived from the literature.

The significance of mean differernces in these scales

across types was also analy:zed. 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 comparisons were
done using multivariate analysis of variance [MANOVA]
techniques.) However, whern analyzed individually, the mears
of only three scales differed significantly by type. (These
comparisons were done using one—-way analysis of variarce
techniques, controlling for the firm'’s level of

employement. ) These were the participation (1)
authorization (2)3; and efficiency versus growth performance
(7) scales. Overall, these results suggest that while
differernces in pay policies do exist among strategic types,

the differerces are not always significant.

DISCUSSION AND CONCLUSION

THE TWO BRSIC GUESTIONS INVESTIGATED
The first question this study investigated was, "Can a
set of important organization pay policy decisions be
identified and measured?". The literature provided a list
of pay policy decisions and suggested that they might be

related to more aggoregate policy dimensions of pay system
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design and administration. Measures of these policy
decisions were developed and used in a survey of middle
management pay policy in 208 manufacturing firms. These
meagures were factor analyzed and the emergent factors
compared to the policy dimensions suggested in the
literature. The comparisons were favorable, and the
factors, orce scaled can be used as measures of pay palicy
dimensions. These measures are an improvement over those
previocusly available. They are based on an integrated
search of the pay literature, and represent a broader range
of policy decisions than has beer 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, and
cdommunication 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 questiornaire measures.
Despite pilot testing, the survey responses to these items

were confused and sometimes inconsistent. Since the



questions designed to measure pay communication and incerntive
decisions were based onn the available literature, this
suggests that a more qualitative investigation may be reeded.
The emphasis should be on how organizations do define these
decisions and the range of alternatives covered.

In the case of pay structure decisions the problem is not
so clear. The survey repsondents did not appear to be
confused regarding the pay structure items. And the items
covered the domain of decisions discussed in the
literature. Indeed these were the decisiorns considered
crucial to an orgnaization'’s internal or exterral pay equity
orientation. While the results are specific to this sample,
it is possible that some unidentified pay structure decisicons
need to be included in the measurement of this construct.
Again, more in—-depth case study may be called for.

The second question this study investigated was, "Do pay
policy dimensions vary systematically with differences in
busirness strategy?'. Simple comparisons of pay scale means
across Defernders, Analyzers and Prospectors supported the
notion that pay pelicy does indeed vary with strateige type

(see Exhibit 7). The patterns of variarnce observed were
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similar to those proposed in 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 compared across strategic
types, however, only the participation, authorization and
cost versus growth performance scales were significantly
different. The most stratightforward interpretation of
these findings is that, in this sample, pay pclicy for middle
managers did vary across strategic type. However, the only
significant variation was related tco differerces in the
degree to which pay decisions are centrélized 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 nat
always specific to a particular employee group’s pay.

There are several cother possible interpretations. The
results may be due to error in the measurement of either pay
policy decisions or stratepgic type. The questiormaire
measures used in this study were new. Case studies were

suggested to improve pay measures. Sample firms could alsa
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be retyped using arcther measure of busirness strategy. Pay
policy variarnce could then be reanalyzed to see if the
pattern across types remains the same. Further, the full
range of policy variation may not be observed in a sample
restricted to manufacturing firms. A mcre hetercogernecus
sample may be required.
CONCLUSION

This study set ocut to identify and develop measures ﬁ%
important pay policy decisions and to investigate variarce in
these decisions across organizations with different types of
busiress strategy. Both these objectives were met. The
measures of pay policy decisions developed were an
improvement over those previously available in the
literature, although they need to be replicated. The
results also provided some empirical support for 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 "fit" between pay policy and
business stratepgy.

Firnally, from a thecory building perspective, the study’s

findirngs offer some food for thought. Earlier in this paper



the importance of pay policy "fit" was related to the
concepts of congruency and contingerncy. Pay policy that is
congruent or consistent with organization design and
administration is believed to enhance employee perceptions of
pay equity and thus, their motivation to perform. Ore
measure of pay policy congruerncy would be the strength and
the direction of the aésaciation 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 developmernt of such
measures.

Pay policy that is contingent on business strategy is
believed to improve the link between pay and employee
behaviors rieeded to support that strategy. One way of
measuring pay policy contingency would be to identify
profiles of policy decisions that are asscciated with
different types of business strategies. This study’s
empirical support for the specific patterrns of pay policy
proposed in the literature suggests that such measures are

feasible.

37



Measures of pay policy congruency and contingercy are

important to the developmernt of the notion of pay policy

"fit". They are required to
practical interest--"Does pay
strategy improve organization
the present study represent a
examining the implications of

organization performance.

test the questiorn of more

policy that "fits" business

performance?".

The results of

rnecessary first step in

pay policy "fit"

for
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