1. Strategic Reward!

Strategic reward management is the process of looking ahead at what an organization
needs to do about its reward policies and practices in the middle or relatively distant future. It
is concerned with the broader business issues the organization is facing and the general
directions in which reward management must go to provide help in dealing with these issues
in order to achieve longer-term business goals.

Strategic reward management deals with both ends and means. As an end it describes
a vision of what reward policies will look like in a few years' time. As a means, it shows how
it is expected that the vision will be realized. Strategic reward management is therefore
visionary management, concerned with creating and conceptualizing ideas of what the
organization should be doing about valuing and rewarding its people. But it is also empirical
management, which decides how in practice it is going to get there.

The foundation of strategic reward management is an understanding of the needs of

the organization and its employees and how they can best be satisfied. It is also very much
concerned with developing the values of the organization on how people should be rewarded
and formulating guiding principles that will ensure that these values are enacted.
As described in this chapter, strategic reward management is about the development and
implementation of reward strategies and the guiding principles that underpin them. The
chapter starts with a definition of reward strategy, followed by a description of the purpose
and features of reward strategies. Approaches to the development of reward strategies are then
considered and the chapter ends with notes on criteria for effectiveness.

1.1. REWARD STRATEGY DEFINED

Reward strategy clarifies what the organization wants to do in the longer term to
develop and implement reward policies, practices and processes that will further the
achievement of its business goals. It is a declaration of intent, which establishes priorities for
developing and acting on reward plan that can be aligned to business and HR strategies and to
the needs of people in the organization. Brown® believes that: 'reward strategy is ultimately a
way of thinking that you can apply to any reward issue arising in your organization, to see
how you can create value from it'.

1.2. THE PURPOSE OF REWARD STRATEGY

The aim of reward strategy is to support the corporate and HR strategies and align
reward policies and processes to organizational and individual needs. It provides a sense of
purpose and direction and a framework for reward planning. In the words of Rosabeth Moss
Kanter,? business strategies exist 'to elicit the present actions for the future' and to become
‘action vehicles - integrating and institutionalising mechanisms for change'. This is also the
case with reward strategies.

There are four powerful arguments for developing reward strategies:
1. You must have some idea where you are going, or how do you know how to get there and
how do you know that you have arrived (if you ever do)?
2. Pay costs in most organizations are by far the largest item of expense; so doesn't it make
sense to think about how they should be managed and invested in the longer term?
3. There can be a positive relationship between rewards, in the broadest sense, and
performance, so shouldn't we think about how we can strengthen that link?
4. As Cox and Purcell® write, 'the real benefit in reward strategies lies in complex linkages
with other human resource management policies and practices'. Isn't this a good reason for
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developing a reward strategic framework that clearly indicates how reward processes will be
linked to other HR strategies and processes so that they are coherent and mutually supportive?

1.3. FEATURES OF REWARD STRATEGY

Reward strategy is an undertaking about what is going to be done in the future. It is
concerned with the direction the organization should follow in developing the right mix and
levels of financial and non-financial rewards to support the business strategy. It will set out 1)
the underpinning guiding principles (the reward philosophy), 2) the intentions - this is what
we propose to do, 3) a rationale - this is why we intend to do it, and 4) a plan - this is how we
propose to do it.

However, Mintzberg, Quinn and James suggest that strategy can have a number of
meanings other than that of being 'a plan, or something equivalent - a direction, a guide, a
course of action'. Strategy can also be:

e a pattern, that is, consistency in behaviour over time; |
e aperspective, an organization's fundamental way of doing things; I
e aploy, a specific 'manoeuvre’ intended to outwit an opponent or a competitor.

1.3.1. The reality of reward strategy

There is always a danger of reward strategy promising much but achieving little. The
rhetoric contained in the guiding principles may not turn into reality. Espoused values may
not become values-in-use. The things that are meant to happen may not happen.

Reward strategy can too easily be unrealistic. It may appear to offer something
worthwhile but the resources (money, people and time) and capability to make it happen are
not available. It may include processes such as performance management that only work if
line managers want to make them work and are capable of making them work. It may be met
by total opposition from the trade unions.

1.3.2. The characteristics of reward strategy

As Murlis points out: 'Reward strategy will be characterised by diversity and
conditioned both by the legacy of the past and the realities of the future." All reward strategies
are different just as all organizations are different. Of course, similar aspects of reward will be
covered in the strategies of different organizations but they will be treated differently in
accordance with variations between organizations in their contexts, strategies and cultures.

1.3.3. Reward strategy and business strategy

One of the defining features of strategic reward is that reward strategy should be
aligned to (fit) the business strategy. According to this concept, reward strategy as an aspect
of HR strategy exists to satisfy business needs and support the achievement of business goals.
A serious objection to this notion is that it ignores the needs of the people in the organization.
It can also be argued that it is simplistic in suggesting that ‘fit' is easily attained. It is not. The
formulation of business strategy is a complex, interactive process influenced by a variety of
contextual and historical factors. In these circumstances, asks Guest ‘how can there be a
straightforward flow from the business strategy to the HR strategy?'. Hendry and Pettigrew’
suggest that there are limits to the extent to which rational HR strategies can be drawn up if
the process of business strategic planning is itself irrational.

Fit may be difficult to attain but reward strategy needs to take into account an
important approach to business strategy that has evolved over the last decade. This is the
concept of resource-based strategy, which is founded on the belief expressed by Hamel and
Prahalad® that competitive advantage is obtained if a firm can obtain and develop human
resources that enable it to learn faster and apply its learning more effectively than its rivals.
Barney® contends that sustained competitive advantage stems from the acquisition and



effective use of bundles of distinctive resources that competitors cannot imitate. The benefits
arising from competitive advantage based on the effective management of people are that
such a resource advantage is hard to imitate. An organization's HR and reward strategies,
policies and practices are a unique blend of processes, procedures, personalities, styles,
capabilities and organizational culture. One of the keys to competitive advantage is the ability
to differentiate what the business supplies to its customers from what is supplied by its
competitors. Such differentiation can be achieved by having HR and reward strategies that
ensure that 1) the firm has higher-quality people than its competitors, 2) the unique
intellectual capital possessed by the business is developed and nurtured, and 3) a culture is
created that encourages commitment, engagement and continuous development.

1.3.4. Reward strategy and HR strategy

Reward strategy is only part - albeit an important part - of an organization's HR
strategy. It is necessary to ensure that reward strategies are ‘bundled’ with other HR strategies
so that they complement and reinforce one another. For example, job family structures as
described in Chapter 16 can define career paths and thus provide the basis for planning career
progression as well as producing a framework for managing performance and contribution
and the delivery and management of pay. This is another argument for developing a total
reward approach as a major aspect of reward strategy.

1.3.5. Reward strategy and line management capability

HR can initiate new policies and practices but it is the line that has the main
responsibility for implementing them. In other words, 'HR proposes but the line disposes'. As
pointed out by Purcell et al. high levels of organizational performance are not achieved simply
by having a range of well-conceived HR policies and practices in place. What makes the
difference is how these policies and practices are implemented. That is where the role of line
managers in people management is crucial: "The way line managers implement and enact
policies, show leadership in dealing with employees and in exercising control come through
as a major issue' (Purcell et al).

The trend is, rightly, to devolve more responsibility for managing reward to line
managers. Some will have the ability to respond to the challenge and opportunity; others will
be incapable of carrying out this responsibility without close guidance from HR; some may
never be able to cope. Managers may not always do what HR expects them to do and, if
compelled to, they may be half-hearted about it. This puts a tremendous onus on HR and
reward specialists to develop line management capability, to initiate processes that can readily
be implemented by line managers, to promote understanding by communicating what is hap-
pening, why it is happening and how it will affect everyone, to provide guidance and help
where required and to provide formal training as necessary.

1.3.6. Reward strategy and employees

All employees, including line managers, are stakeholders in the reward strategy. It
affects their interests and, to a greater or lesser extent, meets their needs. While the reward
strategy does not define the employment relationship, it plays a large part in it. The
employment relationship can have a transactional basis - the employee provides skill and
effort to the employer in return for which the employer provides the employee with a salary or
a wage, the traditional economist's concept of the effort bargain. It also has a relational basis -
intangible relationships are developed that take place within the work environment and are
affected by the processes of leadership, communications and giving employees a voice, and
by how jobs are designed and expectations of behaviour and performance are agreed. The
psychological contract - the mutual and often implicit beliefs of employees and employers of



what they expect of one another - will strongly affect the employment relationship and has
both transactional and relational characteristics.

As stakeholders, employees need to be given a voice in the formulation of the reward
strategy. The strategy has to take account of the mutual expectations of management and
employees - who are all stakeholders in the organization alongside the owners, the customers
and the community. It must also recognize both the transactional and relational aspects of the
employment relationship by developing a total reward approach as described in Chapter 2.

1.4. THE STRUCTURE OF REWARD STRATEGY

There may be no such thing as a model reward strategy but there are a number of
headings that can be used to provide a logical structure for the expression of the particular
strategic intentions of a business. It has been suggested by Richardson and Thompson™ that
any strategy must have two key elements: there must be strategic objectives that define what
the strategy is supposed to achieve, and there must be a plan of action that sets out how the
objectives will be met. In other words, the two basic strategic planning questions are: 'Where
are we going?' and 'How are we going to get there?'. To these could be added two more
questions: 'Why do we want to get there anyhow?' and 'What values or guiding principles
should we adopt in implementing the strategy?".

The structure of a reward strategy could be built round these four questions as follows:
1. A definition of guiding principles - the values that it is believed should be adopted in
formulating and implementing the strategy.
2. A statement of intentions - the reward initiatives that it is proposed should be taken.
3. A rationale - the reasons why the proposals are being made. The rationale should make out
the business case for the proposals, indicating how they will meet business needs and setting
out the costs and the benefits. It should also refer to any people issues that need to be
addressed and how the strategy will deal with them.
4. A plan - how, when and by whom the reward initiatives will be implemented. The plan
should take account of resource constraints and the need for communications, involvement
and training. The priorities attached to each element of the strategy should be indicated.

1.5. GUIDING PRINCIPLES

Guiding principles define the approach an organization takes to dealing with reward.
They are the basis for reward policies and provide guidelines for the actions contained in the
reward strategy They express the philosophy of the organization - its values and beliefs -
about how people should be rewarded.

Members of the organization should be involved in the definition of guiding
principles, which can then be communicated to everyone to increase understanding of what
underpins reward policies and practices. However, employees will suspend their judgement of
the principles until they experience how they are applied. What matters to them is not the
philosophies themselves but the pay practices emanating from them and the messages about
the employment 'deal’ that they get as a consequence. It is the reality that is important, not the
rhetoric.

1.5.1. Fundamental values
Guiding principles may incorporate or be influenced by some general beliefs about fairness,
equity, consistency and transparency.

Fairness

Fairness means that reward management processes should operate fairly in accordance
with the principles of distributive and procedural justice. As defined by Leventhal distributive
justice refers to how rewards are distributed. People will feel that they have been treated justly
(fairly) in this respect if they believe that rewards have been distributed in accordance with



the value of their contribution, that they receive what was promised to them and that they get
what they need. Procedural justice refers to the ways in which managerial decisions are made
and HR procedures are put into practice. The five factors that affect perceptions of procedural
justice as identified by Tyler and Bies are:

1. The viewpoint of employees is given proper consideration.

2. Personal bias towards employees is suppressed.

3. The criteria for decisions are applied consistently to all employees.

4. Employees are provided with early feedback about the outcome of decisions.

5. Employees are provided with adequate explanations of why decisions have been made.

Equity

Equity is achieved when people are rewarded appropriately in relation to others within
the organization. Equitable reward processes ensure that relativities between jobs are
measured as objectively as possible and that equal pay is provided for work of equal value.

Consistency

A consistent approach to the provision of rewards means that decisions on pay should
not vary arbitrarily and without due cause between different people or at different times. They
should not deviate irrationally from what would be generally regarded as fair and equitable.

Transparency

Transparency means that people understand how reward processes operate and how
they are affected by them. The reasons for pay decisions should be explained to them at the
time they are made. Employees should have a voice in the development of reward policies
and practices and should have the rights to be given explanations of decisions and to comment
on how they are made.

Specific guiding principles
Reward guiding principles may be concerned with such specific matters as:
e developing reward policies and practices that support the achievement of business goals;
e providing rewards that attract, retain and motivate staff and help to develop a high-
performance culture;
e maintaining competitive rates of pay;
e rewarding people according to their contribution;
e recognizing the value of all staff who are making an effective contribution, not just the
exceptional performers;
¢ allowing a reasonable degree of flexibility in the operation of reward processes and in the
choice of benefits by employees;
e devolving more responsibility for reward decisions to line managers.

1.6. THE CONTENT OF REWARD STRATEGY

Reward strategy may be a broad-brush affair simply indicating the general direction in
which it is thought reward management should go. Additionally or alternatively, reward
strategy may set out a list of specific intentions dealing with particular aspects of reward
management.

1.6.1. Broad-brush reward strategy

A broad-brush reward strategy may commit the organization to the pursuit of a total
rewards policy. The basic aim might be to achieve an appropriate balance between financial
and non-financial rewards. A further aim could be to use other approaches to the development
of the employment relationship and the work environment that will enhance commitment and



engagement and provide more opportunities for the contribution of people to be valued and
recognized.

Examples of other broad strategic aims include 1) introducing a more integrated
approach to reward management - encouraging continuous personal development and spelling
out career opportunities, 2) developing a more flexible approach to reward, which includes the
reduction of artificial barriers as a result of overemphasis on grading and promotion, 3)
generally rewarding people according to their contribution, 4) supporting the development of
a performance culture and building levels of competence, and 5) clarifying what behaviours
will be rewarded and why.

1.6.2. Specific reward initiatives

The selection of reward initiatives and the priorities attached to them will be based on
an analysis of the present circumstances of the organization and an assessment of the needs of
the business and its employees. The following are examples of possible specific reward
initiatives, one or more of which might feature in a reward strategy:
e the replacement of present methods of contingent pay with a pay for contribution scheme;
e the introduction of a new grade and pay structure, e.g. a broad banded or job family
structure;
e the replacement of an existing decayed job evaluation scheme with a scheme that more
clearly reflects organizational values and needs;
e the improvement of performance management processes so that they provide better
support for the development of a performance culture and more clearly identify development
needs;
e the introduction of a formal recognition scheme; the development of a flexible benefits
system;
e the conduct of equal pay reviews with the objective of ensuring that work of equal value is
paid equally;
e communication and training programmes designed to inform everyone of the reward
policies and practices of the organization and ensure that those who conduct performance
reviews or make or influence pay decisions have the necessary skills.

1.7. DEVELOPING REWARD STRATEGY

The formulation of corporate strategy can be described as a process for developing and
defining a sense of direction. A logical step-by-step model for doing this is illustrated in
Figure 3.1. This incorporates ample provision for consultation, involvement and
communication with stakeholders; these include senior managers as the ultimate decision
makers as well as employees generally and line managers in particular.
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Figure 3.1 A model of the reward strategy development process

In practice, however, the formulation of reward strategy is seldom as logical and linear
a process as this. Quinn produced the concept of logical incrementalism’, which states that
strategy evolves in several steps rather than being perceived as a whole. This notion was
developed by Mintzberg, who believes that strategy formulation is not necessarily rational and
continuous. In theory, he says, strategy is a systematic process: first we think, then we act; we
formulate, then we implement. But we also ‘act in order to think'. In practice, 'a realised
strategy can emerge in response to an evolving situation' and the strategic planner is often 'a
pattern organiser, a learner if you like, who manages a process in which strategies and visions
can emerge as well as be deliberately conceived'. Strategy, according to Mintzberg, is best
regarded as a 'pattern in a stream of activities'.

These opinions about the nature of strategy formulation suggest that, while a logical
approach as shown in Figure 3.1 may provide a desirable model, the reality is different.
Reward strategists do not start with a clean sheet. They have to take note and keep taking note
of the changing situation in their organization, including the needs of stakeholders. They will
have to take particular account of financial considerations - the concept of ‘'affordability’
looms large in the minds of chief executives and financial directors, who will need to be
convinced that an investment in rewards will pay off.

Reward strategists must also track emerging trends and may modify their views
accordingly, as long as they do not leap too hastily on the latest bandwagon. It may be helpful
to set out reward strategies on paper for the record and as a basis for planning and
communication. But this should be regarded as no more than a piece of paper that can be torn
up when needs change - as they will - not a tablet of stone. However, it is still desirable to
have a clear view shared with management and other stakeholders about future intentions
even if this may have to change, and there are certain criteria as set out below that can be used
to judge the effectiveness of the strategy as a broad but possibly evolving statement of intent,
which may usefully be recorded in writing.

1.8. CRITERIA FOR AN EFFECTIVE REWARD STRATEGY
According to Brown, effective reward strategies have three components:
1. They have to have clearly defined goals and a well-defined link to business objectives.
2. There have to be well-designed pay and reward programmes, tailored to the needs of the
organization and its people, and consistent and integrated with one another.



3. Perhaps most important and most neglected, there need to be effective and supportive HR
and reward processes in place. A check list for assessing the effectiveness of reward strategy delivery
as drown upon Brown is shown in Figure 3.2

Figure 3.2 Reward strategy delivery?

Objectives Rating*
1 Reinforce the achievement of corporate goals.
2 Recruit and train staff of the required calibre.
3 Strong relationships between pay and performance.
4 Reinforce organizational values.
5 Motivating for our employees.
6 Cost effective.
7 Well communicated, supported and understood by staff.
8 Managed effectively in practice by line managers.
9 Efficient to operate and maintain.
10 Flexible to react quickly to change.
*Scale: 10 = incredible, 5 = OK, 1 = appalling

2. Reward Policies

Reward policies provide guidelines for the implementation of reward strategies and
the design and management of reward processes. They will be influenced strongly by the
guiding principles and reward philosophy of the organization. The reward policies will be
concerned with:
o the level of rewards;
the relative importance attached to market rates and equity;
attraction and retention;
the relationship of rewards to business performance;
total reward policy;
the scope for the use of contingent rewards related to performance, competence,
contribution or skill; assimilation policies;
o the degree of flexibility required; the role of line managers;
¢ the need to involve employees in the design of the reward system;
e the need to communicate reward policies to employees;
e transparency - the publication of information on reward structures and processes to
employees.

2.1. LEVEL OF REWARDS

The policy on the level of rewards indicates whether the company is a high payer, is
content to pay median or average rates of pay or even, exceptionally, accepts that it has to pay
below the average. Pay policy, which is sometimes referred to as the 'pay stance' or 'pay
posture’ of a organization, will depend on a number of factors. These include the extent to
which the organization demands high levels of performance from its employees, the degree to
which there is competition for good-quality people, the traditional stance of the company, the
organization culture, and whether or not it can or should afford to be a high payer. A firm may
say 'We will pay upper-quartile salaries because we want our staff to be upper-quartile
performers.'

Policies on pay levels will also refer to differentials and the number of steps or grades
that should exist in the pay hierarchy. This will be influenced by the structure of the company.
In today's flatter organizations an extended or complex pay hierarchy may not be required on
the grounds that it does not reflect the way in which work is organized and will constrain
flexibility.



Policies on the level of rewards should also cover employee benefits -pensions, sick pay,
health care, holidays and perks such as company cars.

2.2. MARKET RATE AND EQUITY

A policy needs to be formulated on the extent to which rewards are market driven
rather than equitable. This policy will be influenced by the culture and reward philosophies of
the organization and the pressures on the business to obtain and keep high-quality staff. Any
organizations that have to attract and retain staff who are much in demand and where market
rates are therefore high may, to a degree, have to sacrifice their ideals (if they have them) of
internal equity to the realism of the market place. They will provide 'market pay'; in other
words, they will be 'market driven'. The pay management process must cope as best it can
when the irresistible force of market pressures meets the immovable object of internal equity.
There will always be some degree of tension in these circumstances and, while no solution
will ever be simple or entirely satisfactory, there is one basic principle that can enhance the
likelihood of success. That principle is to make explicit and fully identifiable the
compromises with internal equity that are made and have to be made in response to market
pressures.

The policy may indicate that market considerations will drive levels of pay in the
organization. It may, however, allow for the use of market supplements - additional payments
to the rate for a job as determined by job evaluation (internal equity), which reflect market
rates. The policy may lay down that these payments should be reviewed regularly and no
longer offered if they are unnecessary. Market supplements for those who have them may not
be withdrawn (they would not lose pay), but adjustments may be made to pay progression to
bring their rates more into line with those for comparable jobs. Market pay and market
supplements can lead to gender inequalities if, as is often the case, men in comparable jobs
are paid more generously or more men get market supplements than women. Equal pay case
law (see Chapter 11) has ruled that market pay and market supplements should be ‘objectively
justified” and the requirement to do this should be included in the pay policy

2.3. ATTRACTION AND RETENTION

Market pay and market supplements are the first resort of firms wishing to attract and
retain high-quality people. 'Golden hellos' and 'golden handcuffs' (recruitment and retention
bonuses) may be used for this purpose. But there is more to attracting and retaining people
than simply throwing money at them. A total reward policy as described in Chapter 2 is
required.

2.3.1. Attraction policies

The overall policy should be to become an employer of choice. More specifically, an
attraction strategy will need to be based on a competitive remuneration package (possibly
including 'golden hellos"). In addition, the policy should be to adopt a targeted approach. This
means analysing the factors for specific occupations or categories of employees that are likely
to affect their decision to apply for jobs and to accept them when offered because they
potentially offer higher rewards in the broadest sense than those they are getting at present or
could obtain elsewhere. These factors could include career prospects, training and
development opportunities, the intrinsic interest of the work, flexible working arrangements
and other work/life balance policies and, especially for research workers, the facilities
available to them and the scope to enhance their reputation.

2.3.2. Retention policies

Retention policies take into account the particular retention issues the organization is
facing and sets out ways in which these issues can be dealt with. This may mean accepting the
reality, as mentioned by Capelli, that the market, not the company, will ultimately determine



the movement of employees. Capelli believes that it may be difficult to counter the pull of the
market - 'you can't shield your people from attractive opportunities and aggressive recruiters' -
and suggests that: 'The old goal of HR management - to minimize overall employee turnover -
needs to be replaced by a new goal: to influence who leaves and when.' This, as proposed by
Bevan, Barber and Robinson, could be based on risk analysis to quantify the seriousness of
losing key people or of key posts becoming vacant.

2.3.3. Talent management policies

The overall approach to the attraction and retention of good-quality people can be
described as 'talent management’, which goes far beyond crude attempts to cure the problem
with money. Talent management is the process of ‘winning the war for talent' by ensuring that
the organization attracts, retains, motivates and develops the talented people it needs. There is
nothing new about the various processes that add up to talent management. What is different
is the development of a more coherent view as to how these processes should mesh together
with an overall objective - to acquire and nurture talent wherever it is and wherever it is
needed by using a number of interdependent policies and practices. Talent management is the
notion of 'bundling’, ie linking HR policies and practices together so that they are mutually
supportive, in action. It should not, however, be assumed that talent management is only
concerned with key people - the high flyers. Everyone in an organization has talent, and talent
management processes should not be limited to the favoured few, although they are likely to
focus most on those with scarce skills and high potential. The key talent management
processes are:
e developing the organization as an 'employer of choice' - a 'great place to work’;
e using selection and recruitment procedures that ensure that good-quality people are
recruited who are likely to thrive in the organization and stay with it for a reasonable length of
time (but not necessarily for life);
e designing jobs and developing roles that give people opportunities to apply and grow their
skills and provide them with autonomy, interest and challenge;
e providing talented staff with opportunities for career development and growth;
e creating a working environment in which work processes and facilities enable rewarding
(in the broadest sense) jobs and roles to be designed and developed;
providing scope for achieving a reasonable balance between working
in the organization and life outside work;
developing a positive psychological contract;
developing the leadership qualities of line managers;
recognizing those with talent by rewarding excellence, enterprise and achievement;
conducting talent audits that identify those with potential and those who might leave the
organization.

2.4. RELATING REWARDS TO BUSINESS PERFORMANCE

This aspect of reward policy refers to the link between business performance and pay.
It will cover the extent to which pay will vary according to results. Ability to pay and value
for money will also be important considerations. The policy will include guidelines on how
gain sharing or profit-sharing schemes should operate (see Chapters 25 and 26).

2.5. TOTAL REWARD

The total reward policy should state that although contingent rewards play an
important part in the reward policies of the organization other forms of non-financial reward
are regarded as being equally important.

2.6. CONTINGENT REWARDS
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The policy will need to determine whether or not the organization wants to pay for
performance, competence, contribution or skill and, if so, how much and under what
circumstances. There may, for example, be a policy that bonuses should be paid for
exceptional performance but that, to be significant, they should not be less than, say, 10 per
cent of basic pay, while their upper limit should be restricted to 30 per cent or so of base pay.
The policy may also indicate the approach to be used in relating pay to individual, team or
organizational performance.

2.7. ASSIMILATION POLICIES

The introduction of a new or considerably revised pay structure means that policies
have to be developed on how existing employees should be assimilated into it. These policies
cover where they should be placed in their new grades and what happens to them if their new
grade and pay range means that their existing rate is above or below the new scale for their
job. The policy should therefore cover 'red-circling' (identifying and dealing with overpaid
people) and 'green-circling' (identifying and dealing with underpaid people). In the case of
red-circled staff, 'protection’ policies may have to be formulated to safeguard their existing
rates of pay. In the case of green-circled staff, the policy may have to determine when (not if)
their pay should be increased to fit into the new scale. It is sometimes necessary to save costs
by phasing the increase and this should be included as a possible policy. Assimilation policies
are dealt with in greater detail in Chapter 17.

2.8. FLEXIBILITY

Reward policies have to take into account the extent to which reward processes should
operate flexibly in response to fast-changing conditions, the adoption of a less rigid
organization structure and approach to management, and changes or variations in the needs of
the company or its employees. A particular aspect of this policy will be the extent to which
the organization wants to introduce flexible benefits (see Chapter 32).

2.9. THE ROLE OF LINE MANAGERS

Line managers play a crucial role in administering rewards, and the policy should
recognize this. The extent to which the responsibility for rewards should be devolved to line
managers is a policy decision. The aim may be to devolve it as far as possible, bearing in
mind the need to ensure that other reward policy guidelines are followed and that consistent
decisions are made across the organization by line managers. The policy may cover the level
of decisions managers can make, the guidance that should be made available to them and how
consistency will be achieved. The training and ongoing support that line managers require to
exercise judgements on reward and to conduct performance management reviews could also
be covered by the policy.

2.10. INVOLVING EMPLOYEES

Reward policies and practices are more likely to be accepted and understood and,
therefore, more effective if employees are given a voice in the design and management of
reward processes. This particularly applies to job evaluation and methods of measuring and
assessing performance and relating rewards to that performance (performance management
and paying for performance or contribution processes).

2.11. COMMUNICATING TO EMPLOYEES

Reward processes are powerful media for conveying messages to employees about the
organization's values and the contribution they are expected to make in upholding those
values and achieving the organization's goals. They should not, however, be left to speak for
themselves. It is essential to communicate to individuals, teams and representative bodies
what reward processes are setting out to do, how they propose to do it, how they affect them,
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how they will benefit, and the part individuals and teams will be expected to play. It is
particularly important to explain the basis of any pay-for-performance scheme and also to
convey to employees how their total remuneration package of pay and other benefits is made

up.

2.12. TRANSPARENCY

Traditionally, organizations in the private sector have tended to keep some
information about pay policies secret. This is no longer a tenable position. Employees will
only feel that the reward management processes of an organization are fair if they know what
they are and how they are used to determine their level of pay and methods of pay
progression. Lack of understanding breeds suspicion and hostility. One of the aims of reward
management should be to enhance commitment, but there is no possibility of this being
achieved if the organization is secretive about pay.

Without transparency, people will believe that the organization has something to hide,
often with reason. There is no chance of building a satisfactory psychological contract unless
the organization spells out its reward policies and practices and the reasons for them.
Transparency is achieved through effective involvement and communication.

3. The Psychological Contract

Managing reward is largely about managing expectations - what employees expect
from their employers in return for their contribution and what employers expect from their
employees in return for their pay and the opportunity to work and develop their skills.
Expectations are built into the employment relationship, the starting-point of which, from the
reward point of view, is an undertaking by an employee to provide effort and skill to the
employer, in return for which the employer provides the employee with a salary or a wage.

There are two types of contracts which define the employment relationship:

1. Transactional contracts, which have well-described terms of exchange. These have a basis
in law and are usually expressed in financial terms with specified performance requirements.
They are also called 'Economic contracts'.

2. Relational contracts, which are less well defined or may not be defined at all. They have
more abstract terms and refer to an open-ended membership of the organization. Performance
requirements attached to membership may be incomplete or ambiguous.

Transactional/economic contracts are expressed in formal contracts of employment,
which may be written or unwritten, and specify or indicate terms and conditions of
employment. Relational contracts are expressed, in so far as they are expressed at all, in what
is usually called a psychological contract, the essence of which is that it is implied rather than
stated and is not subject to agreement. In a sense, the term psychological contract is an
oxymoron. A contract, as defined by the Oxford English Dictionary, is a written or spoken
arrangement or agreement made between two or more persons, usually enforceable by law.
The word 'psychological’ means that the arrangement is only in the minds of those concerned
- it is not agreed between them. A contract is an agreed mutual undertaking. The terms are
contradictory. However, the notion of a psychological contract has now entered the
vocabulary of the HR professionals and is therefore a useful way of referring to all those
aspects of the employment relationship which are neither well-defined nor clearly understood.
And these 'relational’ aspects of employment are those which exert the greatest influence on
the motivation, commitment, morale and job satisfaction of employees.

The concept of the psychological contract is an important one to anybody involved
with reward management because it is concerned with defining and meeting expectations
concerning pay, performance and the development and application of competence and skill.
This chapter therefore starts by defining the psychological contract and its characteristics,
continues by examining its significance in the employment relationship and concludes with
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some ideas on how HR, including reward policies and processes, can contribute to the
development and maintenance of a productive and mutually satisfactory relationship.

3.1. THE PSYCHOLOGICAL CONTRACT DEFINED

Fundamentally, the psychological contract as researched by David Guest who has led
UK work in this area, and others, expresses the combination of beliefs held by an individual
and his or her employer about what they expect of one another. The concept is not a new one.

It was first defined by Ed Schein in 1965 as follows:
The notion of a psychological contract implies that there is an unwritten set of expectations operating at all
times between every member of an organization and the various managers and others in that organization.

This definition was amplified by Rousseau and Wade-Benonzi more recently. They stated

that:
Psychological contracts refer to beliefs that individual hold regarding promises made, accepted and relied
upon between themselves and another... Because psychological contracts represent how people interpret
promises and commitments, both parties in the same employment relationship (employer and employee) can
have different views regarding specific terms

More succinctly, Sims® defined a psychological contract in 1994 as:
The set of expectations held by the individual employee that specify what the individual and organization
expect to give and receive from one another in the course of their working relationship.

3.2. CHARACTERISTICS OF THE PSYCHOLOGICAL CONTRACT

A psychological contract is a system of beliefs which encompasses, on the one hand,
the actions employees believe are expected of them and what response they expect in return
from their employer; and, on the other, the behaviour employers expect from their employees.
A psychological contract is implicit. It is also dynamic - it develops over time.

The aspects of the employment relationship covered by the psychological contract will
include, from the employee's point of view:
how s/he is treated in terms of fairness, equity and consistency;
security of employment;
scope to demonstrate competence;
career expectations and the opportunity to develop skills;
involvement and influence;
trust in the organization to keep its promises;
the expectation that s/he will be managed competently.

From the employer's point of view, the psychological contract covers such aspects of
the employment relationship as:
e competence;
effort;
compliance;
commitment;
loyalty.

Some interesting insights into the nature of the psychological contract were provided
by the IPD Templeton / Birkbeck College research conducted in 1995. This revealed the
following:

e 65 per cent of respondents felt that they had a lot of direct involvement in deciding how to
do their jobs and organize their work;

e 40 per cent had a lot of loyalty to their company;

e 26 per cent trusted their company a good deal to keep its promises to employees.

3.3. CHANGING NATURE OF THE PSYCHOLOGICAL CONTRACT
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Until fairly recently the psychological contract has not been an issue. People knew
what to expect - you turned up to work, did what was required and the organization provided
security and development. It was not a complicated relationship and for most organizations it
worked well, providing them with a loyal, committed and dependable workforce.

Times have changed.

e Business organizations are neither stable nor long-lived - uncertainty prevails and job
security is no longer on offer by employers who are less anxious to maintain a stable
workforce - as Mirvis and Hall* point out, organizations are making continued employment
explicitly contingent on the fit between people's competencies and business needs.

e Flexibility, adaptability and speed of response are all-important and individual roles may
be subject to constant change - continuity and predictability are often no longer available for
employees. Leaner organizations mean that careers may mainly develop laterally -
expectations that progress will be made by promotion through the hierarchy are often no
longer valid.

e Leaner organizations may make greater demands on employees and are less likely to
tolerate people who no longer precisely fit their requirements.

But, more positively, many organizations are realizing that steps have to be taken to
increase mutuality and to provide scope for lateral career development and improvement in
knowledge and skills through opportunities for learning. They recognize that, because they
can no longer guarantee long-term employment, they have the responsibility to help people
continue to develop their careers if they have to move on. In other words, they take steps to
improve employability. Even those which have fully embraced the ‘core-periphery' concept
may recognize that they still need to obtain the commitment of their core employees and pay
attention to their continuous development, although in most organizations the emphasis is
likely to be on self-development

The ways in which psychological contracts are changing will, of course, vary between
organizations but some of the positive and less positive developments are summarized in
Table 2.1.

These trends are summarized by Hiltrop, who suggests that a new psychological
contract is emerging - one that is more situational and short-term and which assumes that each
party is much less dependent on the other for survival and growth. He believes that in its most

naked form, the new contract could be defined as follows:
There is no job security. The employee will be employed as long as he or she adds value to the organization,
and is personally responsible for finding new ways to add value. In return, the employee has the right to
demand interesting and important work, has the freedom and resources to perform it well, receives pay that
reflects his or her contribution, and gets the experience and training needed to be employable here or

elsewhere.

But this could hardly be called a balanced contract. To what extent do employees in
general have 'the right to demand interesting and important work? Employers still call the
shots, except when dealing with the special cases of people who are much in demand and in
short supply. In Britain, as Mant® points out, 'people often really are regarded as merely
"resources" to be acquired or divested according to short-term economic circumstances'. It is
the employer who has the power to dictate contractual terms unless they have been fixed by
collective bargaining. Individuals, except when they are highly sought after, have little scope
to vary the terms of the contract imposed upon them by employers.

Table 2.1 The ways in which psychological contracts are changing

| From | To
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Imposed relationship (compliance, Mutual relationship (commitment, participation and
command and control) involvement)

Permanent employment relationship Variable employment relationship -people and skills
Focus on promotion only obtained or retained when required

Finite job duties Focus on lateral career development Multiple roles
Meet job requirements Add value

Empbhasis on job security and loyalty to Emphasis on employability and loyalty to own career
company and skills

Training provided by organization Opportunities for self-managed learning

3.4. THE SIGNIFICANCE OF THE PSYCHOLOGICAL CONTRACT
As suggested by Spindler: 'A psychological contract creates emotions and attitudes
which form and control behaviour.' The significance of the psychological contract was further

explained by Sims as follows:
A balanced psychological contract is necessary for a continuing, harmonious relationship between the
employee and the organization. However, the violation of the psychological contract can signal to the
participants that the parties no longer share (or never shared) a common set of values or goals.

The concept highlights the fact that employee/employer expectations take the form of
unarticulated assumptions. Disappointments on the part of management as well as employees
may therefore be inevitable. These disappointments can, however, be alleviated if
managements appreciate that one of their key roles is to manage expectations. This means
clarifying what they believe employees should achieve, the competencies they should possess
and the values they should uphold. And this is a matter not just of articulating and stipulating
these requirements, but of discussing and agreeing them with individuals and teams.

The psychological contract governs the continuing development of the employment
relationship, which is constantly evolving over time. But how the contract is developing and
the impact it makes may not be fully understood by any of the parties involved. As Spindler’

comments:
In a psychological contract the rights and obligations of the parties have not been articulated, much less
agreed to. The parties do not express their expectations and, in fact, may be quite incapable of doing so.

People who have no clear idea about what they expect may, if such unexpressed
expectations have not been fulfilled, have no clear idea why they have been disappointed. But
they will be aware that something does not feel right. And a company staffed by 'cheated'
individuals who expect more than they get is heading for trouble.

The importance of the psychological contract was emphasized by Schein! who
suggested that the extent to which people work effectively and are committed to the
organization depends on:

1. The degree to which their own expectations of what the organization will provide to them
and what they owe the organization in return matches what the organization's expectations are
of what it will give and get in return;

2. The nature of what is actually to be exchanged (assuming there is some agreement) -
money in exchange for time at work; social need satisfaction and security in exchange for
hard work and loyalty; opportunities for self-actualization and challenging work in exchange
for high-productivity, high-quality work, and creative effort in the service of organizational
goals; or various combinations of these and other things.

3.5. DEVELOPING AND MAINTAINING A PRODUCTIVE PSYCHOLOGICAL CONTRACT

3.5.1. General approaches

In general, the following steps can be taken to shape and define the psychological
contract, develop a more productive employment relationship and increase employee
commitment:
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e During recruitment interviews, present the unfavourable as well as the favourable aspects
of a job in a 'realistic job preview'.

e In induction programmes, communicate to new starters the organization's personnel
policies and procedures and its core values, indicating to them the standards of performance
expected in such areas as quality and customer service, and spelling out requirements for
flexibility.

e Issue and update employee handbooks and intranet entries which reinforce the messages
delivered in induction programmes.

e Develop performance management processes, which ensure that performance and
competence expectations are discussed, agreed and reviewed regularly.

e Encourage the use of personal development plans, which spell out how continued
improvement of performance can be achieved, mainly by self-managed learning.

e Use training and management development programmes to underpin core values and
define performance expectations.

e Ensure through manager and team leader training that managers and team leaders
understand their role in managing the employment relationship, through such processes as
performance management and team leadership.

e Encourage the maximum amount of contact between managers and team leaders and their
team members, to achieve mutual understanding of expectations and provide a means of two-
way communication.

e Adopt a general policy of transparency - ensuring that on all matters which affect them,
employees know what is happening, why it is happening and the impact it will make on their
employment, development and prospects.

e Develop personnel procedures covering grievance handling, discipline, equal
opportunities, promotion and redundancy; and ensure that they are implemented fairly and
consistently.

e Develop and communicate personnel policies covering the major areas of employment,
development, reward and employee relations.

3.5.2. Implications for reward management

Reward management policies and processes can be used to develop and support a
productive psychological contract in the following ways:
e Pay people on the basis of their contribution to the organization, rather than relying on the
carrot of promotion as a reward for loyalty and service.
e Reward people according to their developing competence and skills, as long as these are
used to good purpose.
e Rely upon contingent pay more as a means of conveying messages about organizational
values, critical success factors and priorities and how people are expected to contribute in
specified areas, rather than as a direct motivator.
e Include both input (competence) and output (achievement of objectives) factors in
performance management reviews so that employees can, with their managers, focus on
expected behaviours. Develop team reward systems that emphasize the importance of team
work, flexibility and multiskilling.
e Introduce gain sharing schemes which underline the propositions that ‘'we are all in this
together' by sharing gains in added value and involving employees in analyzing performance
and proposing improvement.
e Communicate to employees the reasons for reward innovations and how they will be
affected by them.
¢ Involve employees in the development of new reward processes and structures.
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e Provide training to everyone (managers and other employees alike) on the operation and
implications of reward policies and practices, especially when they are being changed.

4. YupaBpJjieHHe HA CHCTEMATA 32 Bh3HATPAKICHHS

Ts e eneMeHT Ha cuCTeMara 3a YIpaBJICHHE HA YOBEIIKUTE PECypCH. YTPaBICHUETO
OCBIIIECTBSIBA OPraHU3aIIMOHHATA CTPATETHs U MOJIMTHKA Ha PHKOBOJCTBOTO Ype3 CHCTEMAara
Ha BB3HArPaXJACHUE, T. €. TEXHUTEC HAMEPCHUS, BIDKIAHUS, THTEPECH U IIe]IU 32 PA3BUTHETO U
MOTHUBUPAHETO Ha IEPCOHAIA.

YrpaBieHHeTO Ha Bbh3HATPAXKICHUSATA UMA CHIIHO BIIMSHUC BBPXY Pa3IMIHU 00JIaCTH
OT YIPAaBJICHHETO Ha XOpaTa: 3aeTOCT, JIOsUTHA OLIEHKA Ha MPUHOCA, MHOBAIIMUTE U PUCKa, HA
CTWJIa Ha YIpaBJICHHE, KIUMaTa, KaueCTBOTO Ha TPYJIOBHUS >KMBOT, MPOU3BOJUTEIHOCTTA U
YIIOBJIETBOPEHOCTTa HA WM3IBIHHUTENHTE. Pesynratute oT e)eKTHBHOTO i yIpaBlieHHE ca
CBBP3aHU C U3ITBIHEHUETO Ha IIeJH, ToJTy4YaBaHe Ha nedanOu u puHaHcoBaTa CTaOMIIHOCT Ha
opranuzaiusaTa. JlOCTOHHOTO OIICHsSBaHE M Bb3ME3IsBaHE Ha pPAaOOTEHIMTE TOBUIIIABAT
YCTOMYUBOCTTA, MPOCHIEPUTETA HA OPTaHU3AMATA, IEPCOHATN3AIMATA HAa IPOPEeCHOHATN3MA,
NpUJIaraHeToO Ha CKUITHUS MOJIEI Ha paboTa NPy KOPEKTHU MEXTYJIUYHOCTHU OTHOIICHHUS.

TexHonoruara Ha pa3paboTBaHE W yIpaBJIIEHUE HA CHCTEMAaTa Ha BB3HATPAKACHUE €
npejacTaBeHa Ha ¢ur. 6.2.

Qurypa 6.2. Cucrema Ha Bb3HarpaXXJACHUE HA YOBEIIKUTE PECYpCH

Crpaterusi Ha OpraHu3alusaTa - 5 Crparerus
IHonutuka [TonuTrka Ha Bb3HATPAXKICHUS
buznec nemm Llenn Ha BB3HArpaXXACHUATA

CrpykTypa Ha 3aruiaiiaHe

Hugsa na 3annamane

Cucremu Ha: Pa0OorHa 3aruiara

Crumynupane

Tabnuna 6.5. [TomuTuka Ha Bb3HATPAKICHUS

2 Tlo: XapuzanoBa, M., Bosypkues, J1., Muponosa, H. (2006). Vipasienue Ha yoBenkuTe pecypcu. MHBecTHIus
B Obaenieto. ABanrapn [Ipuma, Codus, rnaBa 6, Ynpaenenue na ev3nacpasicoenusma, c. 118-120
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BbusHec crparerma

Moamumm Ha
nasapa

Crparerma no
Bb3Harpa>xaeHvn-
Ta

CruyerTaHme oT
Bb3HarpaxaeHus

ExkcnaHsauAa

3anaszesaHe Ha no-
svnumuTe (cTtabunn-
3vpawm)

NanonazsaHe Ha ne-
yan6aTa 3a nHBec-
TupaHe B opyrm na-
3apHu Huwm (Own-

Bbp3o napacTt-
BaHe

Pazsutmne n
nocTuraHe Ha
3penocT

CnupaHe Ha
pacTte>xka un yna-
OAbK

CrTumynupaHe Ha
npeanpuemadvecTtso

Bb3Harpa>kgasaHe
Ha cnocobHocTuTe

HabnAaraHe Ha KoH-
Tpona BbpXy pas-
xoauvTe

Bucoko (Han cpeaHoTo)
3anauwaHe noouwpeHmna 3a
nHOMBMAOyasriHoO npeacra-
BAHEe

ATpakKTuBHU NpnaobmsBkn
CpengHo HUBO Ha noxoau-
Te CbhbC CbBpeMeHHN Nno-
ouipeHunAa BbpXy nHansBM-
AyanHoTO, NrPyrnoBoOTO wuin
dompmeHoTO npeacrasAHe
CrTaHgapTHM npuaobuesku
Mop cpenHOTO HMBO Ha
3annawaHe ¢ Mmasnkum no-
ouwpeHun, CBbp3aHu C
KOHTpONa Ha pas3xoauTte

BepcudpmnkKauma)
CrTaHgapTHM Npunaobusku

Cucremarta 3a ympaBieHHE Ha Bb3HArpaxkJIeHUsATa € OoOBbp3aHa CbhC (UpMeHarTa
CTparerusi, MOJIMTUKA W 1menu. SICHO ¢opmynupaHara OW3HEC CTpaTeruss BOIU IO SICHO
neGuHMpaHa CTpaTerus U MOJUTHKA Ha Bb3HarpaxaeHus (tadi. 6.5).

Crpaterusita 3a ymnpaBICHHE Ha BB3HATPAXKACHHUATA CE WIACHTU(UIHpA ChC Hame-
pEeHHsITa HA OpPraHU3alMATa J1a OCUTYPH KBATH(HIMpPAH MEPCOHAN, Ja rapaHTUpa HEromara
32€TOCT M J]a CTUMYJIMPA U3IIBJIHEHUETO Ha (PUPMEHUTE T[SIIH.

OcHoBara 3a pa3zpa0oTBaHe Ha CTpAaTETHUTE 3a Bb3HarpaxaeHue na YP e:

* pupMeHa cTpaTerus, 1eNu, KyJITypa;

* KBaNU(UIUPaH IEPCOHAT,

* YIPaBJICHCKH CTHJI, CTUMYJIHUPAIIl U3ITBTHCHHUE HA IIeJTH, aJICKBaTHA OIICHKA U
BB3HArpaXKIACHHE, TOBEICHNE 32 BUCOKOKAaYeCTBEHA padoTa.

B 3aBHCcHMOCT OT TO3WITMUTE HA OpPTaHW3ANMATA HA IMa3apa U CTpaTerwsTa i, ce om-
penens MOJUTHKATa Ha Bb3HATPaKIeHHS (Tald. 6.5).

OCHOBHHTE TPHHIIUIINA, OTPA3CHH B TOJUTHKATAa Ha BBH3HATPAXKICHUATA TPAOBaA Ja
OBJarT:

* [locrturane Ha chriacue MO OTHOIICHHWE HA BB3HATPAKIACHHUITA (PHKOBOJIUTEIH U HAEMHU
pabOTHUIIM, PHKOBOIUTENN U CHHIUKATH U T. H.).

» CrpaBeTMBOCT NPHU Bh3HATPAXKICHUSATA.

* OOBbBp3BaHE C MOTHBAIIHATA.

[Ipu Gpopmupane Ha MOTUTHKATA HA BH3HATPAKIACHHUITA CE aHAM3HMPA BIMSHUETO HA

clenHuTe (PaKTopH:

» dakTopH, KOUTO MPEIU3BUKBAT HAW-OBP30 M MIOCTOSHHO M3IIBJIHEHUE M MOTHBAITHSI.

* @daxkTopu, KOUTO BIUSSIT BEPXY pPaBHUIIATA HA 3aIUIall[aHe.

» dakTopu, KOUTO MPEAUIBUKBAT ITO-TOJISIMO YJIOBJIETBOPCHUE OT Bh3HATPAKICHHUATA.

* @upmeHa KyiaTypa.

* Tlocouenute GakTopu ca B 3aBUCHMOCT OT TOBA, KAKBO MPEIU3BUKBAT:

» daktopuTe, MPEIU3BUKBAIIY U3NbIHEHUe, 3aBUCAT OT PA3IUYHUS TUI MEPCOHAI, C KOUTO
pasmojara OpraHu3aIusTa.

» ®dakTopuTe, KOUTO MPEAU3BUKBAT MOMuUsayusma ca CBbp3aHu C OYaKBAHUATA U yCUIIHATA
Ha XopaTa, KOUTO TpsiOBa ga ObJaT aJIeKBaTHO Bh3HATPAICHHU.

e Te3mu, KOUTO BIUSAAT HA pasHUWAMA HA 3anjlaujaHe ca CBBP3aHU C BIMSHHUETO Ha
BBHIITHATA CPEJIa ¥ HHIUBUYATHHS IPUHOC HA BCEKHU.

*  Qupmenama Kyimypa BIHsSE HAa IIECHHOCTUTE U TpeANIpUeMadecKus 1yX, KOUTO CTUMyIupa
paboToaaTens u mepcoHana.
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*  Voosnemesopenuemo om mpyoa € BaxeH (pakTop, KOMUTO TpsAOBa ja ObJe CTUMYJIUPAH Ype3
MIOCTUTaHE Ha CHPABEIIMBOCT Ype3 CUCTEMUTE 33 Bb3HArpaXkJIEHHE, upe3 YIOBJIECTBOPSBAHE
HAa OYAaKBAaHUATA W JOCTOMHCTBOTO. ToBa c€ IMOCTHra 4pe3 CPaBHEHUETO C JAPYTruUTe M
CaMOOIICHKA.

Koraro ¢upmenara crpaterus u MOJUTHKA 32 Bb3HArpakJICHUATA ca SICHO OYEpTaHH,
TpsiOBa 1a ce AeTaiim3upar B LENWTE HA BB3HATPAXKICHMATA, CTPYKTypaTa, HUBAaTa Ha
3aIyiallaie u CUCTEMUTE Ha Bb3HarpaxaeHue, pa3padoTeHu B nmpenxoauute maparpadu. [Ipes3
nociaeauure 15-20 roguHM, KOMIAHUMTE B CBETA ChCPEAOTOYABAT CBOETO BHHUMAaHUE IpU
yIpaBieHUE Ha BB3HATPAKACHUITA BBPXY HEMOHETAPHUTE BB3HATPAXKICHHUSA, TAXHOTO
pasHooOpa3siBaHe U oboraTsiBaHe. Upes TsIX Te MOBUIIABAT CTUMYJIHUTE 32 ChIPUYACTHOCT, 32
ChIJIacHe U JIOSITHOCT IIPU peanu3anus Ha GUPMEHUTE LEIH.

5. lloauTHKA MO B’I)3Hal"pa)l()leﬂldﬂ3

[TonuTrka HU € HE0OX0AMMa MOPAAM CICTHUTE TPUUHHH:

* CHUCTEMaTH3Mpa OCHOBHHTE MPHUHIIUIIN 32 YIIPABICHUE HA Bh3HATPAKICHUITA;

* OIKMCBAa HAYMHHUTE, IO KOUTO MHBECTUIIMMTE BHB BBh3HAIPAKJICHHS C€ OOBBP3BAT C
Ou3HEC cTpaTerusiTa U CTpaTerusaTa 3a pa3BUTHE HA YOBEIIKUTE PECYPCH;

* ompexaens sCHa OOBBP3aHOCT Ha CHCTeMaTa HAa BB3HATPAKJICHHS C OCTaHAJIUTE
MIPOLIECH B KOMIIAHUSATA,

* TapaHTHUpa SICHU MPABUJIA;

* Ompenaens CJIEMEHTHTE Ha Bb3HATPAXKICHUATA U ChIBPKAHHUETO HA BBTPEIIHUTE
npaBuja 3a paboTHA 3ariaTa;

. rojara OCHOBUTE 3a OCUTYpPSIBAHE HAa BBTPEIIHA CHPABEIJIMBOCT M BBHIIHA
KOHKYPEHTOCIIOCOOHOCT.

[TomuTtukaTta € 10-00II JOKYMEHT, KOWTO JaBa OIMCAHME U OMNpEACIICHUs Ha
€JIeMEHTUTE Ha BB3HArPAXACHUS, OONIM HACOKM 3a TOBa, KOra M Kak Ce W3MOJ3Bar,
CITY)KUTEIUTE, KOUTO ca 00XBAaHATH OT Hesl.

[TonpoOHOTO omMCcaHKe Ha €IEMEHTUTE B CHCTEMaTa Ha Bb3HArpakJIeHUs ce J1aBa BHB
BBTPEIIHUTE TpaBuia 3a pabOTHA 3aruiaTta, KbACTO CE€ ChAbPXKAT MOAPOOHN WHCTPYKIIUHU 3a
MpoLeCUuTe U JeiHOCTUTE MpU (hopMUpaHEe, THKHOCTUTE, 32 KOUTO CE OTHACST, YECTOTa Ha
M3IUIalaTe v T.H. HA BCUYKHU €JIEMEHTH OT CUCTEMAaTa Ha Bb3HAarpaxxJaeHus.

5.1. KOMYHUKAILINA HA JOKYMEHTHUTE I10 Bb3HAT'PAXKJIEHUA

B mnpakTthkata cum 4ecto ce cON'BCKBAME C MHEHUETO, 4€ BCHYKO, CBBP3aHO C
Bb3HATpaKJCHUATA, TPsIOBa Ja € MOBEpPUTETHO. MoeTo MHEHME € JocTa mo-pasnuuHo. He
MOJXE J]a O4YaKBaMe XeJIaHO TOBEJIeHNE, 0e3 1a 00ACHUM Ha ChOTBETHHUTE CIYXKHMTEIH Kak J1a
ro IIOCTUTHAT, KAKBU Ca KPUTEPUUTE 32 U3MEPBAHE Ha yCIleXa M Ha KaKBO Bb3HArpaXKIcHUE
MOTaT Ja pa3uuTaT NpPHU KOPEKTHO H3NBJIHEHHE Ha BbB3JOKEHHTE 3anauu. [lopamm Tasm
NpUYMHA € HeOOXOIMMO J1a U3I0JI3BaMe BCSKa Bb3MOXKHOCT J1a 3all03HaBaMe, pa3siCHABaMe U
M3CIIyLIBaMe CIYKUTEIUTE CU OTHOCHO BCUUKHU BBIIPOCH, CBBP3aHU C Bb3HATPAXKICHUATA.

5.2. OOEPTA I1PU HABHAUYABAHE

B romsma wact or apyxkecTtBara cieq Ipolieca Ha moabop W u300p Ha Hai-
MOAXOAIINS KaHIUJAT C€ M3Mpalla KOHKpeTHa odepTa, B KOSTO CE€ OMHCBAT OCHOBHUTE
napamMeTpu Ha IMpeajiaraHaTa IIbXHOCT. ToBa € mbpBaTa BB3MOXKHOCT Ja 3all03HAEM
Oblemysi Cu KoJjiera C eJEeMEHTUTE U pa3MepuTe Ha OBACIIOTO MY Bb3HArpaxJIeHHUE.
EctecTBeHO Tyk HE MOXKEM J1a lafieM oIpOOHOCTH 32 HAaUMHHUTE Ha PopMHUpaHe, [EIUTE WU

3 Tlo: Kamenos, B. (2011). Ynpaenenue Ha Bb3Harpakaenusta. Codus, Cuena, c. 124-128
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HU3MEPUTEIIUTE Ha ycIiexa, HO MOXKEM Ja NpPeJ0oCTaBUM HH(OpMamms 3a TOBa, KOETO IO
WHTEpECyBa Ha TBPBO BpeMe - pa3Mep Ha (PUKCHpaHaTa MECeYHa 3aruiata, OOy MpaBuia 3a
OOHYCH, TPUIOOMBKH 3a JUTHKHOCTTA.

5.3. BEBEXXKJIAHE HA HOB CJIYKUTEJI

Cnen npuemane Ha oepTa o BpeMe Ha IUIaHA 3a BbBEX/IAHE HA HOBUS CIIYXHUTEN €
BpEME J1a IO 3aI103HAEM ITOAPOOHO ChC:

* BBTpEIIHUTE IpaBuiIa 3a pabOTHa 3amiaTa, a My OIMILEM HadyMHa, [0 KOHTO e
dopMupaHa HavanHaTa 3alulaTa, ¥ JUana3oHa, B KOWTO MOXE Ja Bapupa HETrOBOTO
Bb3HAIPaXXJACHUE B 3aBUCUMOCT OT UHIUBUYAIHOTO IIPEACTaBAHE;

* BCHYKH BHTPEIIHOPHUPMEHH JOKYMEHTH, OT KOUTO 3aBUCH Bb3HATPAXKICHUETO;

* HA4YMHA U IEPUOJMYHOCTTA HA IIpEriie/ia Ha Bb3HATPaXKICHUATA,;

* JICTAlJIHO OIMCAaHHUE Ha JOIIBIHUTECIHUTE CTUMYJIH, KOUTO MOKE Ja IOJIydd B
3aBUCUMOCT OT IIOCTUr'aHE Ha ITOCTaBEeHUTe Lenu (OOHYyCH);

* pa3Mep U NEPUOAUYHOCT HA NPUIOOMBKHUTE - IpaBa U 3aIbJDKEHUS IpU
IIOJI3BAHETO UM;

* IPOMSHA BbB Bb3HAIPAKICHUATA.

5.4. IPEACTABAHE HA METOJAUTE 3A OIIPEAEJIIHE HA Bb3HAT'PAXKIEHUATA

W3KII0YNTENHO BAXKHO € MOHE BEIHBXK TOJUIIHO Ja MPOBEKIAME CPEIIN C BCHUKHU
CIIy’)KUTEIH, 32 J]a UM MPUIIOMHIM OCHOBHHUTE TIpaBuiia 3a opMUpaHe Ha Bh3HATPAKICHUATA
U J1a YyeM TSAXHOTO MHEHME IO MOJUTUKATa HU. ToBa MOXE /a ce OCBhLUECTBU MPU MPO-
BeXJaHe Ha o0mo (upmMeHn KoH(pEpeHINH, OOydeHHs Ha TOJEMH TPYNH CIYKUTEIH U
MIPEACTABIISIBA OTJIMYHA BB3MOKHOCT 3a CIEUUATUCTUTE MO BB3HATPAXKICHUS Ja U3JIA3aT OT
AQHOHUMHOCT ¥ Ja TIPEJICTaBAT IUIaTa KapTHHA Ha Bh3HarpaxiaeHusara. [lomoOHM cpemm ca
abCOJIIOTHO 3a/IBJDKUTEIHU MIPU U3BBPILIBAHE HA MIPOMsHA B MOJUTHUKATA, BbBEXKIAHE HA HOBU
€JIEMEHTH WM NPOMSIHA B OpraHu3aluaTa Ha o0paboTKa Ha Bb3HArpaxjeHusta. TpsoBa na ce
3Hae, 4e JMrcara Ha MHpOpMauus B 00JacTTa Ha Bb3HArpaKACHUSATA BUHArM BOJAU [0
HEraTUBHU PEaKLUH Y CIIY)KUTEIUTE, Ch3jaBaHe Ha CIIyXOBE U HAIIPEKEHUE.

5.5. TOAUIIHA IMTPOMAHA HA BB3HAT'PAXJIAEHUETO

Crnen mpoBexJaHe Ha TOAMINHA OLIEHKA WM aTecTalus INPe3 BPEMETO, B KOETO Ce
HU3BBPIIBAT I[GI\/'IHOCTI/ITG o OoHNpCACIAHE HAa HMHAUBUAYAJTHUTC BB3HAIPAXKACHHA, HACTBHIIBA
NEepUoJl Ha OYAKBAHUS Yy CIIY)KUTEJIUTE, KOWTO MOXe M TpsAbBa 1a ObAe M3Moy3BaH. 3a Ja
MOCTUTHE HYXHHUS e(eKT, KOMyHHMKalusTa TpsAOBa Ja ObJe NpOBEAEHA MPEIU PEeaHOTO
U3IUTallaHe WM TojlydaBaHe Ha QumoBere 3a 3amiatd. OOMKHOBEHO c€ HM3ION3BAT JBa
HauMHa Ha KOMYHHMKAIHs WIK KOMOUHAIMS OT TAX:

- CHCOUAIMCTHUTE 110 BB3HAIPAXKACHUA HW3TOTBAT HHIAWBHAYAJIHW IIHCMa C O6HIO
ONKCaHHE Ha METOJTUTE 3a OIpeJieNisHe Ha (PUMKCUPAHUTE MECEUHH 3ariiaTH, HHpopManus 3a
HOBHUA pasMCp Ha BB3HAIPAXICHHUETO, MNPUIIOMHAHEC Ha CICMEHTUTC Ha BB3HArpaXacHUC,
KOMTO (popMHUpaT OOIIMS NAKEeT OT Bh3HATPAXKICHHS U MPUI00UBKH;

- CHCOHUAJIMCTHUTE IO BB3HAIPAXKIACHHA H3TOTBAT CIIMCBIM C HOBHUTC pasMCpU Ha
(UKCUpaHUTE MECEYHHU 3aIIaTh MO OpPraHU3allMOHHM 3BEHAa M MOATOTBAT IpE3eHTAIUs 3a
PBEKOBOAUTECIIUTE HA TE3U 3BCHA. P’BKOBO}II/ITeJ'H/ITe OT CBOsA CTpaHa MPOBEKAAT UHAWBUAYAJTHU
CpELLM U 3al03HaBaT CBOUTE MOAYNHEHHU C pa3Mepa Ha HOBOTO UM Bb3HarpakJI€HUE, HaunHa,
10 KOWTO € (hopMHpaHa, U OCTaHAIUTE €JIEMEHTU U PUIO0OUBKH.

KakbBTO W MmoaxoJ 1a ce HW3MoJ3Ba, TPsAOBa Ja CME CUTYpHHU, 4e CIOJelieHaTa
nHpopmarus e Obe Hali-100pe yyTa OT CITY)KUTEITUTE.

5.6. MHEHUE HA CJIY>KUTEJIUTE
Koncynranture ot ,,JIenodT” M3M0ON3BaT MHTEPECEH METOJ, HApEe4yeH AHalior 3a
BB3HATPAXKIACHUATA, KATO YaCT OT METOJIOJIOTHATA 32 Ch3/IaBaHe M MPOMSHA Ha MOJIMTHKATA 110
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BB3Harpaxaenus. llpencrasnsBa cucremMaTusnpaH MoAXo[ 3a ChOMpaHe MHEHUETO, OYaKBa-
HUATA U HYXJIUTE Ha KIIOYOBU CIY)KUTEIM OTHOCHO BB3HAIPAXKICHUATA, KOWUTO LIETH
CUHXpPOHM3UpAaHE Ha MOTUBUpAIIUTe (AKTOPU 3a CIHYKUTEJIUTE U MOTHUBATOPUTE,
MpEJOCTaBsIHM OT CBhOTBETHATA KOMIIAHUS. 3a OTYUTAHE MHEHHUETO Ha CIIYKUTEIHUTE
roBOpexXMe OlIe B CaMOTO HAayalo - KaTo €Ha OT OCHOBHHUTE XapaKTEPUCTUKH Ha OOIIOTO
BB3HATPAKIACHUE U 0€3 3HAUYCHHE KaKbhB METOJ| M3I0JI3BaMe MpU ChOMpaHe Ha WHPOPMAIUI
TS HM nomara Ja ¢okKychpame eJIeMEHTUTE Ha OOLIOTO Bb3HArpakJAeHHe IO Hai-100pus
HAYMH.

5.7. BBBEXXJIAHE HA HOBU EJIEMEHTU NJIU [IPOMSHA B ITIPABUJIATA

ITpu ycraHOBsIBaHE HYXJIa OT IIPOMSIHA, BbBEXK/IaHE HA HOBU €JIEMEHTHU CIYXHUTEIINTE,
YUUTO BB3HArPaKICHUs 1€ ObJAT 3aCerHaTH OT MPOMSHATA, 3aAbDKUTENIHO ce MH(pOpMHUpar
[I0 BpEME Ha HapO4HM cpeulu. Pa3scHABaT ce NpUYMHUTE 3a MIPOMSHATA, LEIUTE, KOUTO Ce
npecieaBar, IpaBuiaaTa, KOUTO TpsiOBa Jja ce cieABaT, HauMHUTE, IO KOUTO CIIYKUTEIUTE
MOTarT Ja BIUSAT, GUHAHCOBHST PE3YyITAT, KOWTO MOTAT J]a MOCTUTHAT.

He Ha nocneqHo MsCcTo - 3aKOHOJATeIHN U3UCKBAHUS:

Ui 37 KT 3agbimkaBa paboronarens J1a KaHW U rapaHTHpa MPaBOTO HAa OpraHUTE Ha
CUHJIMKAJIHUTE OpraHu3aluy B IPEANPUATHETO 1a y4acTBaT B IOJAMOTOBKATa HA MPOEKTUTE HA
BCUYKHU BBTPEIIHU IPABUJIHUIM U HApeJOU, KOUTO CE€ OTHACAT /10 TPYAOBHUTE OTHOULIEHMS, 3a
KOETO paboToAaTeN AT 3aJbJDKUTEIIHO 'Y TIOKaHBaA.

JleilHOCTUTE 1O KOJEKTUBHOTO TPYAOBO JOrOBAapsSHE OTHOBO M3UCKBAT TSICHO
B3aMMOOTHOIIEHUE C IIPEJCTABUTENIN Ha CUHANKAIHUTE OPTaHU3aL1H.

OcHOBHHMTE TEMH 10 BpEME Ha IPErOBOPUTE Ca CBBP3aHU C BBIPOCUTE Ha
Bb3HArPaKICHUATA, NOPaJU KOETO CIEUUAIMCTUTE 0 Bb3HArpaKJIeHus TpsOBa na Obaar
OTJIMYHO MOJArOTBEHM M 3alO3HAaTH C MNPUHUUOUTE M I[paBUiaTa 3a JAcQUHHpaHE Ha
pasIMYHUTE €JIEeMEHTH B IMOJUTHKATa WIM BBTPELIHUTE NpaBuia. J[pyroro u3uckBaHe 3a
MpOBEXJAaHe Ha €(PEKTUBHU MPErOBOPHU U KOHCYNITALUU € TE€3H CIELUAINCTH J1a IpUTEkKaBaT
crneur(UYHN yMEHHs 3a BOJIEHE Ha MPETOBOPH U 3alllMTa Ha MHEHHUE, YMEHUE 3a e(EeKTUBHO
npejcTaBsiHe Ha pupmarTa.

He Tpsi6Ba na ce 3abpaBsi, 4e BEAHBX JOTOBOPEHU U CHIJIACYBaHH, YCIOBHSTA IO
BB3HATPAKIACHUITA, TPYAHO CE MPEAOTOBAPAT U peAYyLUpAT.

ITo muenue Ha excnepture oT HAY Group, myOiukyBaHO B caiiTa Ha KOMITaHUSATA,
BB3HArPAKIACHUSTA ca €HHU OT Hail-JIoIIO yNpaBisiBaHUTE pa3xou B kommnaHuure. [logo6Hu
KOMEHTapH CbM Cpellaji Mo BpeMe Ha cpeld u o0ydeHus. B mpakTukaTa chlecTByBaTr pe-
LA MpuMepHu, KoraTo ,,Iie/Ipu’” MakeTh OT Bb3HArpaXK/I€HUs HE BOJAT JO MpEecie/BaHus OT
akuuoHepure pesynrat. CiaydBajio MU ce € J1a YyBaM MHEHHE Ha TOI MEHHU/DKBPH, Ye HUBATa
Ha BBb3HArpaXJeHUsI B PbKOBOJACHUTE OT TSIX KOMIAHHUM ca JIOCTa HaJl Te3W B OTpachia WU
CEKTOpa, HO HE IOJy4aBaT aJeKBATHOTO IPEJCTaBSHE OT CIy)KMTEIUTE. YecTo aKIEeHTHUTE,
MIOCTaBEHW B OpraHu3als Ha BBb3HATPAKICHHUATA, C€ pa3sMHHABAT C HYXIUTE Ha
CIIY’)KUTEIIUTE U BOJAT JI0 PE3yATaTH, pa3IMYHU OT OYaKBAHUTE.

HansiBam ce, ue Hactosimiata pa3pa®oTka 1€ BM Hakapa Ja ThPCUTE BbB BCSKa
crcTeMa 3a Bb3HarpakJIeHUs] OCHOBHUTE €JIEMEHTH, PEBPBIIAIIH s B UHCTPYMEHT, KOHTO:

* MOJKperns Ou3HeC Mojiena u OU3HEC IENINTE;

* BB3HArpaXkaaBa J00pPOTO Mpe/CTaBsIHE;

* OCHUT'ypsiBa BBTpEIHA CIPABEUIMBOCT U BBbHIIIHA KOHKYPEHTOCIIOCOOHOCT;

* OTYMTAa MHEHUETO Ha CIIY)KUTEJIUTE;

* BOAM 10 Hal-epeKTMBHA BB3BPHIIAEMOCT Ha CpEJACTBaTa, WHBECTUPAHH BBHB
Bb3HATPAKICHHUS;

* OCUTYpsBa OTKpPHMTAa KOMYHHMKAIMsl 3a HauWHA Ha M3rpaxkJaHe, NPUHLUIUTE U
BBH3MOKHOCTUTE HA CHCTEMATa 3a Bb3HArPaXJICHHS.
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TeMI/ITe, KOUTO pasriicgaxme, CbC CUI'YPHOCT pasmaupsAaBaT 06cera, 3aABbJDKCHUATA U
Ha4YMWHa Ha pa60Ta 1 N3HUCKBaHUATA KbM pa60TaTa Ha CIICHUAJIMCTUTEC IO Bb3HAI'PAXKICHUA, HO
CaMO II0 TO3HM HAYMH TC MOraT Aa OCHUI'ypsT Oaiauc npyu U3TrpaXKIAAHC HAa CHUCTCMHUTC I10
BB3HAIpaAXXACHUWA, TaKa Y€ Aa MOCTUTHAT HYKHHA CUHXPOH.

6. The psychological contract*
This factsheet gives introductory guidance. It:

. defines the psychological contract

. considers what research into the psychological contract tells us about the changing
employment relationship, and whether there is a 'new contract'

. looks at the strategic implications

. outlines some learning points for managers

. gives the CIPD viewpoint.

Research into the psychological contract between employer and employees has
produced a number of important messages for managers and students of people management.
Despite the academic origins of the term, many managers believe that the idea of the
psychological contract offers a valid and helpful framework for thinking about the
employment relationship against the background of a changing labour market.

6.1. What is the psychological contract?

The term 'psychological contract' was first used in the early 1960s, but became more
popular following the economic downturn in the early 1990s. It has been defined as '...the
perceptions of the two parties, employee and employer, of what their mutual obligations are
towards each other. These obligations will often be informal and imprecise: they may be
inferred from actions or from what has happened in the past, as well as from statements made
by the employer, for example during the recruitment process or in performance appraisals.
Some obligations may be seen as ‘promises' and others as ‘expectations'. The important thing
is that they are believed by the employee to be part of the relationship with the employer.

The psychological contract can be distinguished from the legal contract of
employment. The latter will, in many cases, offer only a limited and uncertain representation
of the reality of the employment relationship. The employee may have contributed little to its
terms beyond accepting them. The nature and content of the legal contract may only emerge
clearly if and when it comes to be tested in an employment tribunal.

The psychological contract on the other hand looks at the reality of the situation as
perceived by the parties, and may be more influential than the formal contract in affecting
how employees behave from day to day. It is the psychological contract that effectively tells
employees what they are required to do in order to meet their side of the bargain, and what
they can expect from their job. It may not - indeed in general it will not - be strictly
enforceable, though courts may be influenced by a view of the underlying relationship
between employer and employee, for example in interpreting the common law duty to show
mutual trust and confidence.

A useful model of the psychological contract is offered by Professor David Guest of
Kings College London (see table below). In outline, the model suggests that:

. the extent to which employers adopt people management practices will influence the
state of the psychological contract

. the contract is based on employees' sense of fairness and trust and their belief that the
employer is honouring the 'deal’ between them

. where the psychological contract is positive, increased employee commitment and
satisfaction will have a positive impact on business performance.

4 (nttp://www.cipd.co.uk/subjects/empreltns/psycntrct/psycontr.htm), Latest revision January 2007
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A model of the psychological contract

Inputs Content Outputs
employee characteristics fairness employee behaviour
organisation characteristics trust performance
HR practices delivery

6.2. What happens if the contract is broken?

Research evidence shows that, where employees believe that management have
broken promises or failed to deliver on commitments, this has a negative effect on job
satisfaction and commitment and on the psychological contract as a whole. This is particularly
the case where managers themselves are responsible for breaches, eg where employees do not
receive promised training, or performance reviews are badly handled. Managers cannot
always ensure that commitments are fulfilled - for example where employment prospects
deteriorate or organisations are affected by mergers or restructuring — but they may still take
some blame in the eyes of employees.

Managers need to remember:

. Employment relationships may deteriorate despite management’s best efforts:
nevertheless it is managers’ job to take responsibility for maintaining them.

. Preventing breach in the first place is better than trying to repair the damage
afterwards.

. But where breach cannot be avoided it may be better to spend time negotiating or
renegotiating the deal, rather than focusing too much on delivery.

6.3. What has persuaded people to take the psychological contract seriously?

Changes currently affecting the workplace include:
. The nature of jobs: more employees are on part time and temporary contracts, more
jobs are being outsourced, tight job definitions are out, functional flexibility is in.
. Organisations have downsized and delayered: 'leanness’ means doing more with less,
so individual employees have to carry more weight.
. Markets, technology and products are constantly changing: customers are becoming
ever more demanding, quality and service standards are constantly going up.
. Technology and finance are less important as sources of competitive advantage:
'human capital' is becoming more critical to business performance in the knowledge-based
economy.
. Traditional organisational structures are becoming more fluid: teams are often the
basic building block, new methods of managing are required.
The effect of these changes is that employees are increasingly recognised as the key business
drivers. The ability of the business to add value rests on its front-line employees, or ‘human
capital’. Organisations that wish to succeed have to get the most out of this resource. In order
to do this, employers have to know what employees expect from their work. The
psychological contract offers a framework for monitoring employee attitudes and priorities on
those dimensions that can be shown to influence performance.

6.4. Employer brand

Employees in large organisations do not identify any single person as the ‘employer'.
The line manager is important in making decisions about day-to-day working but employees
are also affected by decisions taken by the chief executive and HR department. In many cases
employees may often have little idea who, if anyone, is personally responsible for decisions
affecting their welfare or the future of the business. Unsurprisingly surveys confirm that
employees tend to feel more confidence in their line manager, whom they see on a regular
basis, than in anonymous members of senior management.
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In order to display commitment, employees have to feel they are being treated with
fairness and respect. Many organisations have concluded they need to create a corporate
personality, or identity, that employees as well as customers will recognise and relate to. This
leads them to identify a set of corporate values or set down the organisation's mission. The
purpose of creating an ‘employer brand' (sometimes referred to as the employment
proposition) is to outline the positive benefits for employees of buying into the relationship
with that employer. In practice the employer brand can be seen as an attempt by the employer
to define the psychological contract with employees so as to help in recruiting and retaining
talent.

6.5. The changing employment relationship: is there a new contract?

The traditional psychological contract is generally described as an offer of
commitment by the employee in return for the employer providing job security - or in some
cases the legendary 'job for life'. The recession of the early 1990s and the continuing impact
of globalisation are alleged to have destroyed the basis of this traditional deal since job
security is no longer on offer. The new deal is said to rest on an offer by the employer of fair
pay and treatment, plus opportunities for training and development. On this analysis, the
employer can no longer offer security and this has undermined the basis of employee
commitment.

But is this the case, and is there a 'new contract'? Research suggests that in many ways
the 'old' psychological contract is in fact still alive. Employees still want security:
interestingly labour market data suggest that there has been little reduction in the length of
time for which people stay in individual jobs. They are still prepared to offer loyalty, though
they may feel less committed to the organisation as a whole than to their workgroup. In
general they remain satisfied with their job.

The kinds of commitments employers and employees might make to one another are
given in the box below:

Employees promise to: Employers promise to provide:

Work hard Pay commensurate with performance

Uphold company reputation Opportunities for training and development

Maintain high levels of attendance and punctuality Opportunities for promotion

Show loyalty to the organisation Recognition for innovation or new idea

Work extra hours when required Feedback on performance

Develop new skills and update old ones

Interesting tasks

Be flexible, for example, by taking on a colleague’s work

An attractive benefits package

Be courteous to clients and colleagues

Respectful treatment

Be honest Reasonable job security

Come up with new ideas A pleasant and safe working environment

A study of collective agreements in the last few years suggests that employers
recognise employee concerns about security. Such agreements often state that compulsory
redundancy will be used only as a last resort. However employers know they are unable to
offer absolute security and employees do not necessarily expect it. Younger people - the so-
called 'generation X' - want excitement, a sense of community and a life outside work. They
are not interested, as some of their fathers and mothers were, in a 'job for life', nor do they
believe any organisation can offer this to them. They expect to be treated as human beings.
The state of the psychological contract

Press reports suggest that UK employees are dissatisfied, insecure and lacking in
commitment. Major national surveys, including those undertaken by CIPD between 1996 and
20042, show that this picture is at best distorted:

. A majority of employees consistently report that they are satisfied with their jobs.
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. Four out of five employees are not worried about losing their job, and most expect that
if they did lose their job they would be able to find another one at similar pay without having
to move house.

. Levels of commitment have not shown any significant trend - whether up or down - in
recent years.

. However, trust in the organisation has declined somewhat, in both private and public
sectors.

. There are continuing concerns about long hours and work intensity.

But research findings suggest that managers can usefully focus on other issues. In particular:

. Employability: Although job security cannot be guaranteed, employers can recognise

employees' need to build up a 'portfolio’ of skills and competencies that will make them more
marketable. Employees can be helped to develop occupational and personal skills, become
more pro-active and take more responsibility for their own careers.

. Careers: Early comments on the likely impact of labour market change suggested that
employers were no longer able to provide ‘careers' and that this was bound to sour the
employment relationship. Research suggests that, while organisations have been de-layering
and reducing the number of middle management posts, most employees have in fact adjusted
their career expectations downwards. Many will be satisfied if they believe that their
employer is handling issues about promotion fairly. They may also benefit from the
opportunity to negotiate alternative career options.

. Work-life balance: There is an important link between employee feeling that they
have got a satisfactory balance between work and the rest of their life, and having a positive
psychological contract. Employers need to think through how employees can be helped to
achieve such a balance - see our factsheet on Work life balance for further information.

6.6. How important is communication?

CIPD research into employee 'voice™® shows the importance of communication and
specifically of dialogue in which managers are prepared to listen to employees' opinions.
Managers need to manage expectations, for example through systems of performance
management which provide for regular employee appraisals. HR practices also communicate
important messages about what the organisation seeks to offer its employers. But employee
commitment and 'buy-in' come primarily not from telling but from listening.

Employers are experimenting with a range of attitudinal and behavioural frameworks
for securing employee inputs to management thinking as part of the decision-making process.
This can be done face-to-face, for example through 'soap box' sessions, which encourage
employees to speak their minds. Employee attitude surveys can also be an effective tool for
exploring how employees think and feel on a range of issues affecting the workplace. In times
of rapid change, managers and employees frequently hold contrasting opinions about what is
going on. Two-way communication, both formal and informal, is essential as a form of reality
check and a basis for building mutual trust.

6.7. Strategic implications of the psychological contract

Basically the psychological contract offers a metaphor, or representation, of what goes
on in the workplace, that highlights important but often neglected features. It offers a
framework for addressing 'soft' issues about managing performance; it focuses on people,
rather than technology; and it draws attention to some important shifts in the relationship
between people and organisations.

Most organisations could benefit from thinking about the psychological contract. The
first priority is to build the people dimension into thinking about organisational strategy. If
people are bottom-line business drivers, their capabilities and needs should be fully integrated
into business process and planning. The purpose of business strategy becomes how to get the
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best return from employees' energies, knowledge and creativity.

Employees' contribution can no longer be extracted by shame, guilt and fear: it has to
be offered. Issues about motivation and commitment are critical. Yet many of the levers
which managers have relied on to motivate employees are increasingly unreliable.

The psychological contract may have implications for organisational strategy in a
number of areas, for example:

. Process fairness: People want to know that their interests will be taken into account
when important decisions are taken; they would like to be treated with respect; they are more
likely to be satisfied with their job if they are consulted about change. Managers cannot
guarantee that employees will accept that outcomes on eg pay and promotion are fair, but they
can put in place procedures that will make acceptance of the results more likely.

. Communications: Although collective bargaining is still widely practised in the
public sector, in large areas of the private sector trade unions now have no visible presence. It
IS no longer possible for managers in these areas to rely on ‘joint regulation' in order to
communicate with employees or secure their co-operation. An effective two-way dialogue
between employer and employees is a necessary means of giving expression to employee
'voice'.

. Management style: In many organisations, managers can no longer control the
business 'top down' - they have to adopt a more 'bottom up' style. Crucial feedback about
business performance flows in from customers and suppliers and front-line employees will
often be best able to interpret it. Managers have to draw on the strategic knowledge in
employees' heads.

. Managing expectations: Employers need to make clear to new recruits what they can
expect from the job. Managers may have a tendency to emphasise positive messages and play
down more negative ones. But employees can usually distinguish rhetoric from reality and
management failure to do so will undermine employees' trust. Managing expectations,
particularly when bad news is anticipated, will increase the chances of establishing a realistic
psychological contract.

. Measuring employee attitudes: Employers should monitor employee attitudes on a
regular basis as a means of identifying where action may be needed to improve performance.
Some employers use indicators of employee satisfaction with management as part of the
process for determining the pay of line managers. Other employers, particularly in the service
sector, recognise strong links between employee and customer satisfaction. But employers
should only undertake surveys of employee attitudes if they are ready to act on the results.
Managing change is a major challenge for organisations. HR professionals have a key role to
play in contributing to top-level decisions about the direction and pace of change and in
supporting line managers across the organisation in implementing them. The psychological
contract can help HR managers to make the business case for incorporating effective people
management policies and practices into the change management process at an early stage, and
to successfully manage their implementation.

Research evidence* shows that:

. A majority of workers in both public and private sectors report major organisational
changes taking place.

. Employees are not necessarily hostile to change but major changes — particularly
leading to redundancies — tend to cause negative attitudes.

. Most people say change in their organisation is badly managed.

. Employee trust in organisations has declined and this can make the process of

managing change more difficult.
Breach of the psychological contract can seriously damage the employment
relationship. It won’t always be possible to avoid breach of the psychological contract but
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employees are more likely to be forgiving where managers explain what has gone wrong and
how they intend to deal with it. The contract may need to be renegotiated.

6.8. CIPD viewpoint

Public interest in the psychological contract has been stimulated by fears about job
insecurity. Survey evidence suggests that, although such fears have been exaggerated,
employers should nevertheless be paying more attention to restoring employees' trust in their
organisations. This means clarifying what is on offer, meeting commitments or if necessary
explaining what has gone wrong, and monitoring employee attitudes on a regular basis.

The psychological contract does not supply a detailed model of employee relations but
it offers important clues about how to maintain employee commitment. With the decline in
collective bargaining, attention is more clearly focused on relations between the organisation
and individual employees. The psychological contract reinforces the need for managers to
become more effective at the communications process. Consultation about anticipated
changes will help in adjusting expectations and if necessary renegotiating the deal.

The psychological contract provides a convincing rationale for ‘'soft HRM', or
behaving as a good employer. It offers a perspective based on insights from psychology and
organisational behaviour rather than economics. It emphasises that employment is a
relationship in which the mutual obligations of employer and employees may be imprecise
but have nevertheless to be respected. The price of failing to fulfil expectations may be
serious damage to the relationship and to the organisation.
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