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MBA – HRM  
Compensation & Benefits
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Compensation Policy Issues

Survey Question

- Rate 1 – 7 (7 highest)

Q1 - Are you happy with the Compensation package from the company ?

Q2 – Which components of the Com and Benefit package that you are really not 

happy with ? And Why ?

www. Menti.com 
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Compensation Policy Issues

• Pay for performance

• Pay for seniority

• The pay cycle

• Salary increases and promotions

• Overtime and shift pay

• Probationary pay

• Paid and unpaid leaves

• Salary compression

• Geographic costs of living differences

Hygiene Factor
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Compensation & Benefit (C & B) -
Purpose

• C&B – at the core of employment relationship

• Comparative and Competitive

• Attract/Retain - Best talent & Potential qualified expats

• Facilitate transfer - EE locations & functions

• Consistent process : 
• to build reasonable / fair relationship between CB of EE: all 

facilities (local / aboard)

• Balance
• Cost of labour / Productivity / market dynamics >> healthy 

bottom line
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© 2005 Prentice Hall Inc. All 

rights reserved.
11–10

Job Evaluation Methods: Point Method

• A quantitative technique that involves:

– Identifying the degree to which each compensable 
factors are present in the job.

– Awarding points for each degree of each factor.

– Calculating a total point value for the job by 
adding up the corresponding points for each factor.



Grading - Bands

Band Grading
(1-10)

Com / Ben Title Division Country Key
Functions

General

A 1 
2
3
…
10

250K – 1.6M
G-A Ben 
package

CEO
COO
CFO
….

Global Division HEAD

B 1
2

100K – 250K
G-B- Ben

T1 HEAD - China, India

C 1
2

T2 Head (AUS, JPN) T2 VP Fin
T2 VP 

T1 - Director

D 1
2

VP HR HR Mgr

E

F

G 1
2
…

Techician
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Basic Principles of 
Compensation Management
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Total Rewards Is More Than Just ‘Pay’

• Company Brand

• Job

• Leadership & Culture

• Training / Development

• Career Growth

• Communication

• Recognition

• Environment

Benefits

• Paid leaves

• Group Insurance

• Social Insurance

• Pension

• Savings

• Housing

• Childcare

Perquisites

• Car

• Driver

• Club

• Yacht / Plane

• Housing

• Children’s education

Fixed Pay

• Base Salary

• Allowances

Variable Pay

• Short-term

• Long-term

Others

• Merit Increase

• Special Increase

• Savings Plan

Cash Kind Experience

Expatriate :

Others Kind ?
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What to Pay For?

Time Knowledge/Skills Behaviors Results

Presence                Capability             Commitment            Achievement

SALARY
INCENTIVES
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Factors to consider when making pay 
decisions

- Employee’s performance (Relative Performance 

Assessment)

- Salary increment matrix

- Position within salary range (Internal equity)

- Market rates (External competitiveness)
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Performance Grouping – Relative 
Performance Assessment

Outstanding Exceeds

Expectations

Meets

Expectations

Needs

Improvement

Unacceptabl

e

Peter Jane

Mark

David

Emily

Cynthia

Natalie

Chris

Mandy

Michael

Caleb

Kylie

Kathryn

http://www.google.com/imgres?imgurl=http://kmblog.rmutp.ac.th/chawanee.s/files/2010/01/normal_curve.gif&imgrefurl=http://kmblog.rmutp.ac.th/chawanee.s/2010/01/28/normal-distribution/&usg=__UXH5nq6eYRhBXO6UYQYvMTuWUAI=&h=403&w=557&sz=75&hl=en&start=3&sig2=YN_sG53YG-0Lkn9ZCqWCbg&zoom=1&itbs=1&tbnid=zJTRsLsbl-Aw3M:&tbnh=96&tbnw=133&prev=/images%3Fq%3Dnormal%2Bdistribution%2Bcurve%26hl%3Den%26gbv%3D2%26tbs%3Disch:1&ei=Y_Y_TdmiD4f5cdOb-NcB
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Salary Increment Matrix - sample

FY20XX Salary Increment Matrix

Division: Sample Market Unit

Budgeted increase % 7.0%

Zone 1 Zone 2 Zone 3

CR Below 90% CR Between 90% and 110% CR Above 110%

1 - Outstanding 9% - 10.5% 8.5% - 10% 8% - 9.5%

2 - Exceeds Expectation 6.5% -7.5% 6% - 7% 5.5% - 6.5%

3 - Meets Expectation 6% - 7% 5% - 6% 4% - 5%

4 - Needs Improvement 1% - 2% 0.0% 0.0%

5. Unacceptable

6 - Not Rated (too soon to rate)

Compa ratio (CR) *

Performance Rating

Management Discretion - depending on individual performance and 

remuneration level against the market

0%
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Equity and Its Impact on Pay Rates

• The equity theory of motivation

– States that if a person perceives an inequity, the 
person will be motivated to reduce or eliminate 
the tension and perceived inequity.

• Internal Vs External Equity



25

Compa-Ratio

• The Compa-Ratio of an employee’s salary reflects 

individual pay positioning Vs Salary Range mid-point

• A Compa-Ratio of 1.00 means that the employee is paid

market going rate

• A Compa-Ratio of less than 1.00 means the employee is 

paid below market going rate

• A Compa-Ratio of more than 1.00 means the employee is 

paid above market going rate
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Compa-Ratio
Calculate External Compa-Ratio:

Actual Salary

Market Benchmark Reference

$20,000

$21,000

External compa-ratio = 0.95

COMPANY considers a competitive salary is 90% - 110%

of the mid point for that position

(Problem – same job pays differently in different industry group)

* IT engineer in Industrial Group Vs IT engineer in IT Group ?
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Pricing Managerial / Professional Jobs

• Compensating managers
– Base pay: fixed salary, guaranteed bonuses.

– Short-term incentives: cash or stock bonuses

– Long-term incentives: stock options

– Executive benefits and perks: retirement plans, life 
insurance, and health insurance without a 
deductible or coinsurance.
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Pricing Managerial / Professional Jobs

• What Really Determines Executive Pay?

– CEO pay is set by the board of directors taking into 
account factors such as the business strategy, 
corporate trends, and where they want to be in a 
short and long term.

– Firms pay CEOs based on the complexity of the jobs 
they filled.

– Boards are reducing the relative importance of base 
salary while boosting the emphasis on performance-
based pay.
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What Is Competency-based Pay?

• Competency-based pay

– Where the company pays for the employee’s 
range, depth, and types of skills and knowledge, 
rather than for the job title he or she holds. 

• Competencies

– Demonstrable characteristics of a person, 
including knowledge, skills, and behaviors, that 
enable performance.
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Why Use Competency-Based Pay?

• Traditional pay plans may actually backfire if a 
high-performance work system is the goal.

• Paying for skills, knowledge, and competencies 
is more strategic.

• Measurable skills, knowledge, and 
competencies are the heart of any company’s 
performance management process.



Pay for Performance and 
Financial Incentives
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Motivation, Performance, and Pay

• Incentives
– Financial rewards paid to workers whose production 

exceeds a predetermined standard.

• Law of individual differences
– The fact that people differ in personality, abilities, 

values, and needs.
– Different people react to different incentives in 

different ways.
– Managers should be aware of employee needs and 

fine-tune the incentives offered to meets their needs.
– Money is not the only motivator.
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Employee Preferences for Noncash Incentives

Figure 12–1

*The survey polled a random nationwide sample of 1,004 American adults. Among those polled, 851 were working or retired 

Americans, whose responses represent the percentage cited in this release. The survey was conducted June 4–7, 1999, by 

Wirthlin Worldwide. The margin of error is ±3.1%. Responses total less than 100 because 4% responded “something else”.

Source: Darryl Hutson, “Shopping for Incentives,” Compensation and Benefits Review, March/April 2002, p. 76. 
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Types of Incentive Plans 
Individual – Team 

• Pay-for-performance plans (Variable)

– Individual incentive/recognition programs

– Sales compensation programs

– Team/group-based variable pay programs

– Organizationwide incentive programs

– Executive incentive compensation programs
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Compensation & Benefit (C & B)
- Impacts - Functions and Activities

Why do different staffs earn different amounts ?

• Nature of Jobs

• Length of service, 

• Age, qualification, Grading

• Difference performance level 

• Potentials

• OTHERS : ____________________

Entry point, Econ cycle, stage of int’l, Overstaff, Percent of pay/commission, 

Imbalance wage/expenses, allowance & benefits, other means of pay..
Other factors – drive this differences ???

http://www.google.com/imgres?imgurl=http://www.saudiairlines.com/saudiairlines/static_files/160X120/al%2520fursan/earnmiles.jpg&imgrefurl=http://www.saudiairlines.com/portal/site/saudiairlines/menuitem.d9a467d070ca6c65173ff63dc8f034a0/%3Fvgnextoid%3Debe5c1cec1bc7110VgnVCM1000001f64e80aRCRD&usg=__YEaj89Ips1AvCZc7lZobQ-u2P4Y=&h=120&w=160&sz=41&hl=en&start=63&sig2=zwR7qcSJZUpUIV69HBAEQw&zoom=1&itbs=1&tbnid=gB9TFoyYkqDMMM:&tbnh=74&tbnw=98&prev=/images%3Fq%3Drewards%2Band%2Brecognition%26start%3D60%26hl%3Den%26sa%3DN%26gbv%3D2%26ndsp%3D20%26tbs%3Disch:1&ei=viRATZHMKcG9ccPulOcB
http://www.google.com/imgres?imgurl=http://www.onlineinvestingai.com/blog/wp-content/uploads/2008/12/business_cycle_stock_market_sectors_29_1_08.jpg&imgrefurl=http://www.onlineinvestingai.com/blog/2008/12/19/the-end-of-the-business-cycle/&usg=__4cioWNxD-RGX2LH1pz3rjQR8ufQ=&h=538&w=680&sz=84&hl=en&start=3&sig2=WByz3CY9H0qk_WLWG0_Qsg&zoom=1&itbs=1&tbnid=vyLPCZdUx0shNM:&tbnh=110&tbnw=139&prev=/images%3Fq%3Deconomic%2Bcycle%26hl%3Den%26gbv%3D2%26tbs%3Disch:1&ei=OC9ATZyaHseecNWR_NIB
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Share  / Share Options
Types of equity compensation

ESOP: EE share 

ownership plan

Gives employees shares of company stock (as bonus, or 

profit-sharing plan) – usually redeemable when they leave 

the company

ESPP: EE share 

purchase plan

Gives employees an opportunity to purchase company 

stock (deduct from payroll with a cap % of salary)

Stock or call options Grants certain employees the right to receive or purchase 

company shares at a specific price (vesting period) 

SAR: Stock 

Appreciation Right

Awards a grant to the employee, but no benefit unless 

stock appreciates (vesting period)

Phantom stock Simulated equity plan that grants employees fictitious 

stock units (no transaction, no dilution…) (Huawei – in 

China)
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IHRM – Compensation & Benefit (C&B)
Key Topics :

1. Design of International 

Compensation

2. Strategic Aspects of International 

Compensation

http://www.google.com/imgres?imgurl=http://www.puretravel.com.au/images/business-travel.jpg&imgrefurl=http://www.puretravel.com.au/agency/corporate-travel.html&usg=__YUS7DV5-jVdc0ajd7Xs2wkVW4Dc=&h=312&w=312&sz=34&hl=en&start=5&sig2=MH1OKqtRtCKxbDhzSDxuXQ&zoom=1&itbs=1&tbnid=7UyyI1rCaB1ssM:&tbnh=117&tbnw=117&prev=/images%3Fq%3Dbusiness%2Btraveller%26hl%3Den%26sa%3DG%26gbv%3D2%26tbs%3Disch:1&ei=DOU7TbqRLI7Zceyx5IUH
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Equity compensation 
considerations

⚫ Qualified or non- qualified plans

– China – cannot own the US options, so need to set 

up EE Stock Plan Fund Adm to hold options for 

employees

⚫ U.S. accounting rules for stock options

– Tax, expenses, financial booking (SGA)

⚫ Tax rules and currency exchange restrictions

⚫ Local adaptation

⚫ Global stock plan administrator

http://www.google.com/imgres?imgurl=http://www.saudiairlines.com/saudiairlines/static_files/160X120/al%2520fursan/earnmiles.jpg&imgrefurl=http://www.saudiairlines.com/portal/site/saudiairlines/menuitem.d9a467d070ca6c65173ff63dc8f034a0/%3Fvgnextoid%3Debe5c1cec1bc7110VgnVCM1000001f64e80aRCRD&usg=__YEaj89Ips1AvCZc7lZobQ-u2P4Y=&h=120&w=160&sz=41&hl=en&start=63&sig2=zwR7qcSJZUpUIV69HBAEQw&zoom=1&itbs=1&tbnid=gB9TFoyYkqDMMM:&tbnh=74&tbnw=98&prev=/images%3Fq%3Drewards%2Band%2Brecognition%26start%3D60%26hl%3Den%26sa%3DN%26gbv%3D2%26ndsp%3D20%26tbs%3Disch:1&ei=viRATZHMKcG9ccPulOcB
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IA C&B strategy and policy

⚫ Ensure equity and consistency

⚫ Educate employees

⚫ Set objectives to ensure effectiveness

http://www.google.com/imgres?imgurl=http://sivers.org/images/big-vs-little-clients.jpg&imgrefurl=http://sivers.org/big-vs-little-clients&usg=__JfZF7PRAudS90_9qOj95ItQNmZs=&h=229&w=240&sz=16&hl=en&start=3&sig2=m_NfHobJXULWfMr2HTxDMg&zoom=1&itbs=1&tbnid=SzscMz5OTy4naM:&tbnh=105&tbnw=110&prev=/images%3Fq%3Dbig%2Bvs%2Blittle%26hl%3Den%26gbv%3D2%26tbs%3Disch:1&ei=gyZATeO2KYb0ccmgvekB
http://www.google.com/imgres?imgurl=http://locallybranded.com/wp-content/uploads/2010/11/big_apple_small_apple.jpg&imgrefurl=http://locallybranded.com/branding/local-vs-global-brands-who-will-win/&usg=__560kOKh2kvh_VT0R3ofuhDz2pxk=&h=263&w=350&sz=61&hl=en&start=37&sig2=8_yOZ9eIvMflXtfXE-pvaw&zoom=1&itbs=1&tbnid=LNtuyug_tIofpM:&tbnh=90&tbnw=120&prev=/images%3Fq%3Dlocal%2Bvs%2Bglobal%26start%3D20%26hl%3Den%26sa%3DN%26gbv%3D2%26ndsp%3D20%26tbs%3Disch:1&ei=UyZATbPDKs2qcdLCgdUB
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Approaches to IA compensation

⚫ Negotiation 
– Few IA, baseline - cascading effects

⚫ Localization 
– IA relocate permanently, 

– Turn to localize term when IA term ends

⚫ Balance sheet (most common used)

⚫ Other approaches
– Lump sum – overall amount to Expat (no restriction)

– Cafeteria – Bench of choices (selective to meet overall amount)

⚫ For Executives levels (car, house, trip, insurance,.. ) not increasing 
the income.. (tax !!)

– Regional systems / Global systems – specific to set of standards

http://www.google.com/imgres?imgurl=http://i.treehugger.com/images/2007-3-21/BuffetFoodPicSmaller.jpg&imgrefurl=http://www.treehugger.com/files/2007/03/the_googling_go.php&usg=__mhYr7yRVsmkH-5tT4UaxAvdfizg=&h=244&w=203&sz=76&hl=en&start=23&sig2=bvSAbBCgVeBZN_dudHhFNQ&zoom=1&itbs=1&tbnid=Ime_8QM227JEEM:&tbnh=110&tbnw=92&prev=/images%3Fq%3Dbuffet%2Bfood%26start%3D20%26hl%3Den%26sa%3DN%26gbv%3D2%26ndsp%3D20%26tbs%3Disch:1&ei=W81cTdK_BtOdceGD8d4J
http://www.google.com/imgres?imgurl=http://www.psychologytoday.com/files/u107/negotiation.gif&imgrefurl=http://www.psychologytoday.com/blog/ulterior-motives/201006/the-value-being-multicultural-warrior-improved-negotiation-skill&usg=__-Go9G72AFL4kXZFN3gNpmnzOacY=&h=480&w=480&sz=5&hl=en&start=2&sig2=P09mpVq-KkHa3zrlUBPF-A&zoom=1&itbs=1&tbnid=7zRjDEzxESvQ4M:&tbnh=129&tbnw=129&prev=/images%3Fq%3Dnegotiation%26hl%3Den%26gbv%3D2%26tbs%3Disch:1&ei=3dJcTe6mBYS8cI7U7ckJ


44

Balance sheet approach

⚫ Favored in the U.S.

⚫ Replication of home lifestyle in the home 

country

⚫ Based on four components

⚫ Home or host country approaches

http://www.google.com/imgres?imgurl=http://www.planoresearch.com/Images/Statistical%2520Analysis.gif&imgrefurl=http://www.planoresearch.com/forms/en/galaxy.php%3Fp%3D3&usg=__m4JnDEJEWfDWb1zCNJ2MbL4l1TM=&h=332&w=500&sz=23&hl=en&start=10&sig2=M-ITHZrU1HTKO16A4_SsJg&zoom=1&itbs=1&tbnid=BXjYFY4a_zqtTM:&tbnh=86&tbnw=130&prev=/images%3Fq%3Dstatistical%2Banalysis%26hl%3Den%26gbv%3D2%26tbs%3Disch:1&ei=wfc_TYitCsKPcaiXkNYB
http://www.google.com/imgres?imgurl=http://www.oneparkwest.co.uk/images/lifestyleImage.jpg&imgrefurl=http://www.oneparkwest.co.uk/lifestyle.aspx&usg=__EV9Xo300GARjT1rn6zg2EC3bbGM=&h=474&w=590&sz=126&hl=en&start=56&sig2=-9J3gxCP_NJjLiZsKILWWQ&zoom=1&itbs=1&tbnid=AWk8l0Bel4zrLM:&tbnh=108&tbnw=135&prev=/images%3Fq%3Dlifestyle%26start%3D40%26hl%3Den%26sa%3DN%26gbv%3D2%26ndsp%3D20%26tbs%3Disch:1&ei=A85cTcTyBsLMcLGq3M8J
http://www.google.com/imgres?imgurl=http://i.ehow.com/images/a07/4o/c2/calculate-spendable-income-200X200.jpg&imgrefurl=http://www.ehow.com/how_7496066_calculate-spendable-income.html&usg=__RTnSzvDNciz0vxrf1XS9YLBls4o=&h=200&w=200&sz=38&hl=en&start=1&sig2=5OnbpT0vjs0gxVGUEwHG3A&zoom=1&itbs=1&tbnid=C4thNtKekT4oHM:&tbnh=104&tbnw=104&prev=/images%3Fq%3Dspendable%26hl%3Den%26gbv%3D2%26tbs%3Disch:1&ei=K85cTbu0OYPZcbLw-MkJ
http://www.google.com/imgres?imgurl=http://www.cslaurentides.qc.ca/Ecole/curemercure/anglais/images/us-flag.jpg&imgrefurl=http://www.cslaurentides.qc.ca/Ecole/curemercure/anglais/Accueil.htm&usg=__8RopcCf4gHPCck2N5E7dWzFV0wU=&h=480&w=640&sz=54&hl=en&start=16&sig2=cMVRrbOE00D1C__NPOUuZQ&zoom=1&itbs=1&tbnid=LNCGhKdN6tTmzM:&tbnh=103&tbnw=137&prev=/images%3Fq%3Dus%2Bflag%26hl%3Den%26gbv%3D2%26tbs%3Disch:1&ei=tNJcTdiVCYW9cfePicoJ
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Expatriate Pay – examples
Balance sheet Approach

Income taxes Income 

taxes

Housing Additional Premiums 

and 

incentives

Income taxes Housing Income taxes

Housing Goods and 

Services

Additional Housing

Good and 

Services

Good and 

Services

Good and 

Services

discretionary discretionary discretionary discretionary

Home Country Host Location Host location 
cost shared 

EE/Co

Home Country 
Eqv. Purchasing 

power
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The 10 most expensive cities in the 
world in 2014, 2015

Rank*

(most 

expensive)

ECA (Rent 

ONLY)

ECA EIU survey Mercer survey USB survey

1 Tokyo Tokyo Oslo Moscow London

2 Moscow Oslo, Norway Paris Seoul New York

3 Hong Kong Luanda, 

Angola

Copenhagen Tokyo Oslo

4 London Nagoya Jpn London Hong Kong Tokyo

5 Singapore Yokohama 

Jpn

Tokyo London Zurich

6 Stavrager, 

Norway

Reykjavik Osaka Copenhagen

7 Koba, Jpn Zurich Geneva Geneva

8 Cohpenhagen 

Denmark

Osaka Copenhagen Dublin

9 Geneva, 

Swiss

Frankfurt Zurich Chicago

10 Zurich, Swiss Helsinki Oslo Los Angeles
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Alternative tax strategies

⚫ Laissez faire – remain Home EE, Overseas package separate 

agreement, EE – responsible for home/overseas compliance 

requirement on their own

⚫ Tax equalization – Hypo – No more and no less

⚫ Tax protection – Maxi

⚫ Ad hoc

⚫ US Taxation Issues

– US tax to U.S. international assignees (U$87,600 exempted)

– Compensation by foreign multinationals in US 

– Compensation and taxation of foreign nationals working in US

http://www.google.com/imgres?imgurl=http://marketsmarty.files.wordpress.com/2011/01/taxes.jpg&imgrefurl=http://marketsmarty.wordpress.com/2011/01/04/tax-season-is-open-season/&usg=__yhIcsNkc7qJh791SsC8KciM9Ah4=&h=566&w=800&sz=52&hl=en&start=19&sig2=gEkFwemTBJ10n0cvewGpUQ&zoom=1&itbs=1&tbnid=AHgzBE-niQj00M:&tbnh=101&tbnw=143&prev=/images%3Fq%3Dtax%26hl%3Den%26gbv%3D2%26tbs%3Disch:1&ei=e9FcTbDWFYPZcbLw-MkJ
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Global C & B - Problem of comparability within 
the organization and across borders

In developed, and emerging markets 

• CB gaps esp. in Executive compensation 

Bonus ties

HQ Share Option

% of salary

-Discount to buy 

Company share

Performance 

Partly tie to Regional

Global performance

Global Task

Allowance 

Not to eliminate or equalize > Focus on 

remove de-motivational impact of CB variations between countries

Adjust proportion

Salary / Benefits / Bonus 

Std – Global / Local

Industry salary 

(Median ? Compa ratio)

Std – Global Core + Local Benefits

-Medical (family), safety, pension

Insurance, mini. Leave / holiday

Discretion leave, bonus scheme,

Employee right, ethics, discrimination

Child education support, Equity-com

Share – ways

Discussion – Approaches / actions 

to manage/reduce the de-motivational impact of  

the CB variation between countries
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Why Incentive Plans Fail

• Performance pay can’t replace good management.

• You get what you pay for.

• “Pay is not a motivator.”

• Rewards punish.

• Rewards break relationships.

• Rewards can have unintended consequences.

• Rewards undermine intrinsic motivation.
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Implementing Effective Incentive Plans

• Link the incentive with your strategy.

• Make sure effort and rewards are directly related.

• Make the plan easy for employees to understand.

• Set effective standards.

• Get employees’ support for the plan.

• Use good measurement systems.

• Emphasize long-term as well as short-term success.


