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BACKGROUND

Large organizations typically tie employee salaries to
a market-informed internally defined structure. A
series of bands is often used, with midpoint salaries
on a fixed-increment geometric progression. The
benefits of salary band structures include
simplification and stabilization of complex,
fluctuating market reference data, and the creation
of clear boundaries between salaries by job level.
Liabilities include divergence from market norms
due to discretization, with roughly half of the jobs
positioned below market, leading to hiring and
retention challenges.

Standard approaches to salary structure design
also fit parameters by the collection of jobs and
market references, without consideration of
population by job, unnecessarily exacerbating these
challenges. Populations by job title and level' may
be highly variable (see Fig. 1).

The premise of this case study is that superior
band structures may be desighed by considering job-
level populations and varying midpoint increments.

— Summary Statistics
Ss2iazasaaa L LY

Mean 35.812635

- Std Dev 227.11979
Std Err Mean 4.7244909

Upper 95% Mean 45.077321

Lower 95% Mean 26.547949

N 2311

Minimum 1

m Maximum 8680

| e AR RARRE Median 3

O 5 10 15 20 25 30 35 40 45 50 Mode 1

Personnel Count in Job Title and Level

Figure 1: Florida state government personnel
counts by job and level.

APPROACH

The mathematics of the standard fixed-increment
geometric progression used in Human Resources
practice are shown below?.
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Smaller increments between levels for lower-paid
jobs should improve fit, given observed tendencies
in compensation spread? (see Fig. 2). The
mathematics for a steadily increasing increment
were developed to address this opportunity:
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Figure 2: Summary of Bureau of Labor Standards
survey salary ranges for the State of Florida.

RESULTS

The standard fixed-increment approach is equivalent
to € =1 in the increasing increment model. The
value of € for minimum aggregate loss varies with
band count but the fixed increment model is clearly
suboptimal (Figs. 3-4).
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Figure 3: Aggregate loss vs. € and band count.
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Fig. 4: Aggregate loss performance.

COMMENTS

Aggregate statistical loss is a measure of model
fitting error to a data set. In the context of analysis
for operational management it should represent lost
value. Suboptimal salary structure design impacts
all personnel, thus frequency by job and level should
be considered.

In this case study a geometrically symmetric point
loss function was used to demonstrate the benefit of
accommodating employee population distribution.
An asymmetric loss function considering the various
salary structure related factors influencing employee
intention to leave?, productivity effects, and the
costs associated with turnover would be expected to
vield different outcomes. The development of more
representative functions will require substantial
research. Such research is justified given that
personnel costs are the dominant operating expense
of most firms-.
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