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In a Nutshell: Issue 75  

It’s important to get on the front foot and think about adopting fair pay principles, both as a way of managing and mitigating reward risks and as an opportunity to improve employee performance and well-being. This US article discusses the benefits of this approach.
Why fair pay is a potent weapon in the war for talent, Scott Olsen, Strategy + Business, Spring 2018, Issue 90.

Article review
Having people with the right skills, attitudes and behaviours is now one of the most important issues for US firms. America has more than six million job vacancies and the situation could get more challenging as technology develops and organisations need more specialised skills, such as advanced coding knowledge, says author Scott Olsen of PwC.
 
Some employers are already responding by looking at new ways to define, discover and develop talent, such as using sophisticated data and analytical tools to locate potential candidates, collaborating with schools and colleges to update the curriculum, or re-engineering the workplace to make it more appealing. 
 
Olsen argues that there is another comparatively simple approach to improving an organisation’s ability to attract and retain the best people – adopt fair pay principles. 
 
When the author talks about fair pay principles he means a set of policies that guide employers’ compensation and total rewards packages for workers. These may include paying employees a fair and liveable wage, offering equal pay for equal work, and being up-front and transparent with employees and the public about compensation and benefits policies.
 
There have been a few examples of companies already making significant public commitments on fairness and fair pay, including Allstate, JPMorgan Chase, McDonald’s, Target and Unilever. Unilever’s fair pay approach includes a goal of providing a living wage – one that gives staff enough to provide for their family’s basic needs, as well as some discretionary income for all on the lowest grades – by 2020. 
 
The retail store Target is raising its minimum hourly wage to $15 by the end of 2020. In comparison, the federal minimum hourly rate is currently set at $7.25 per hour, though some US states (28) have minimum hourly rates that are above the federal rate, such as California ($11), Nebraska ($9) and West Virginia ($8.75).
 
The article warns other employers that it might not be sustainable to watch from the sidelines as more firms adopt fair pay principles. The issue of fairness has become high profile, driven by such issues as stagnant growth in real earnings over the past few decades, the impact of technology and globalisation of jobs, the growth in income and wealth inequality and the fall in trust in institutions. As the author says, businesses don’t have the luxury of ignoring these factors.
 
However, adopting fair pay principles can also boost the value-creation process because employers are in a better position to attract and retain the best talent. Decisions about where to apply for a job may well be partly based on whether the job seeker believes the firm treats its people fairly. Similarly, it can be more challenging for a company to retain its workers and keep them productive if they believe that they are not being treated equitably.
 
For example, research by the American Association of University Women finds that 60% of employees say that they would not apply for a job if they knew a pay gap existed between men and women. Among female employees this proportion jumps to 81%. Also, from 2018, US publically traded firms have to disclose the ratio of CEO pay to median employee pay. Not only could this result in awkward conversations with employees about how performance is defined, measured, ascribed and rewarded across the organisation, it will also reveal to some employees that they are in the bottom half of their company’s pay league and many will be looking for a justification for this state of affairs.
 
The author believes that in the future concerns over fair pay, corporate social responsibility, trust and fairness are likely to drive the adoption of fair pay principles by employers, either proactively or reactively.
 
For those who wish to act proactively, the article breaks the journey to fair pay into five parts, namely:
· Develop fairness principles – fairness means different things to different people, so the firm needs to be clear about what it means by fair and how this is defined. Stakeholder insights should be sought, such as asking employees for their views.

· Translate these fairness principles into tangible people policies – such as paying a living wage, linking rewards to collective achievements and contributing enough to a workplace pension plan so employees can retire on a decent income.

· Conduct a current-state assessment – because fairness can be as much a matter of perspective as an objective, HR should measure reality through the use of appropriate people data.

·  Measure and monitor – develop metrics that encourage progress towards fairness; this can include objective outcomes, such as gender pay statistics, to help show whether you back your principles with real outcomes.

· Tell your story – transparency is a key element of making fairness work, so it’s important to let people know what skills, behaviours and attitudes are valued, why and how they will be rewarded and recognised.
From a personal and UK perspective, I believe this article makes a compelling case for fair pay. The use of social media means that corporate remuneration decisions are increasingly in the public domain. Pay outcomes are regularly discussed by the public on Twitter and reviewed by staff on employee review sites, such as Glassdoor, Vault or The Job Crowd. Gender pay gap reporting and CEO salary disclosure are also raising the profile of reward, so it’s important that UK employers start to get on the front foot and think about fair pay, both as a way of managing and mitigating the potential risks around how it compensates and as an opportunity to improve employee performance and financial well-being.

