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Abstract

This study involves how Managers and professional employees are
compensated or priced. Compensation for company’s executives
usually consists of four main elements, Base Pay, short term incentives,
long term incentives and executive perks. This review examines what
determines executive pay, management job evaluation, the current
trend in compensating professional employees and issues relating to
their skill. Other factors to be considered include; detailed examination
on how pay rates are established, examine how to price Managerial
jobs in establishment, pay procedures. The factors that influence pay
rates were also considered, legal union membership, company policy,
competitive strategy and equity. The historical perspective on
employee pricing in Nigeria was equally reviewed. The questionnaire
method and personal on employee pricing in Nigeria was equally
reviewed. The questionnaire method and personal random sampling
technique was used to elicit data from managerial and professional staff
of two different organizations through questionnaire and personal
interview method of data collection.

Developing compensation plans
for managers and other professionals is
synonymous in many respects with
developing plans for other levels of
employees. The basic aim is the same: to
attract and keep good employees — job

evaluation — classifying jobs, ranking
them, or assigning points to them. This
is applicable to managerial and
professional jobs as well as production
and clerical ones. There are big
differences though; managerial jobs tend
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to stress more on quantifying factors like
judgment and problem-solving than in
production and clerical jobs. There is
also more emphasis on pay packages of
managers and professional based on
results that are achieved through their
performance or on what they can do
rather than on the basis of static job
demands like working conditions. One
of the strongest messages and overriding
concern for executives is whether their
pay is comparable against their peer
group.

Compensation for a company’s
top executives usually consists of four
main elements; base pay, short term
incentive, long term incentives and
executive benefits and perks. Base pay
includes the person’s fixed salary as
well as, often guaranteed bonuses such
as 10% of pay at the end of the fourth
fiscal quarter, regardless of whether or
not the company makes a profit. Short
term incentives are usually cash or stock
bonuses for achieving short-term goals,
such as year to year increase in sales
revenue. Long term incentives aim at
encouraging the executives to take
actions that drive up the value of the
company’s stock and include things like
stock options; these generally give the
executive the right to purchase stock at a
specific price for a specific period.
Finally, executive benefits and perks
might include supplemental executive
retirement pension plans, supplemental
life insurance and health insurance
without a deductible or coinsurance
during the 1990s, the structure of pay for

top  corporate  executives  shifted
significantly as the organization’s profits
greatly expanded. For standard firms,
around the globe, Nigeria inclusive, the
return on investment continued to grow
steadily, which remarkably affected the
earnings of executives and professionals
positively with profit sharing as short
term incentive. The common argument
in favour of this increase was that it was
helping to align the incentive of
corporate managers with those of
shareholders. But by the late 2000s, as
the boom ended and gave way to the
world economic  meltdown, these
modern executive incentive scheme
were being sharply questioned on many
grounds.

Bebchuk and Fried (2003); Hall
and Murphy (2003); for encouraging
excessive risk-taking and a short-run
strategy, for being an overly costly and
inefficient  method of providing
incentive and even tempting managers
of firms to commit fraud in order to
ensure a high profit target. This is easily
noticeable in most Nigeria
organizations, where customers have to
pay higher, for instance, for services
shabbily rendered or not rendered at all
to them. This article tends to examine
the description of the subjects — the
executive and professionals, what
compensations are attached to their
levels and how actually they are priced
especially in Nigeria.

Objective
The objective of this study is to
examine how managerial and
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professional jobs are compensated
considering the skill requirement of each
job content vis-a-vis the financial
capacity of the organization. The study
also aims at examining the complexity
of each job, the human capital
requirement, creativity and problem
solving ability of the professionals to the
organization. The scope and technical
knowledge of the professionals, the
market pricing approach under which
competence based pay are to be
discussed. All these will in addition
recognize the evaluation strategy
adopted by the organization

Historical Perspective on Employees’
Pricing (Salary and Wage) Reviews in
Nigeria
It is interesting to note that the
history of Nigeria’s pay structure
predates her political independence. In
the process of evolving an enduring pay
structure and incomes policy in the
country, many Commissions have been
set-up
Some of the major ones were
1. The Hunt Commission (1934),
2. Bridges Committee of Enquiry
(1941),
3. The Tudor Davis Commission
(1945),
4. The Harragin Commission (1946),
5. The Miller Commission of 1947,
The Gorsuch Commission (1955),
6. Newns Commission, the Elwood
Grading Team (1956),
7. The Mbanefo Commission of 1959,
8. The Morgan Commission (1996),

9. The Adebo Commission (1970-
1971),

10. Public Service Review Commission
(Udoji Report) (1974) and

11. The Cookey Commission (1981).

Other Commission were

1. The Fatai Williams Committee
(1990),

2. The Commission on the Review of
Higher Education in Nigeria (Longe
Commision)

3. The 1994 Review Panel on the Civil
Service Reforms (Ayida Panel)
(1994),

4. The Vision 2010 Committee Report
(1997) and

5. The committee on Harmonization of
Remuneration in the Public Service
(1998).

Pertinent Features of Some of the
Commissions Are Provided Below,

The Tudor Davis and Harragin
Commission (1945 and 1946)

The primarily focused on the
review of wages and general conditions
of service. The Commissions made
fundamental changes in the Public
Service by establishing a “Senior
Service” cadre. This lied to the
bifurcation of the service into two rigid
compartments: “Junior” and “Senior’
Services.

The Miller Commission of 1947
The Commission recommended

the application of the principle of

payment based on geographical location
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of workers, especially the daily paid
ones. It went further to partition the
country into six geographical zones with
differentials in pay for workers. It
categorized labour into three: special
and semi-skilled. The recommendation
(of geographical-based pay) was hinged
on the notion that the cost of living was
higher in Lagos and its immediate
environs and so wages should be lower
the farther a worker lived away from
Lagos. The labour unions at that time
protested against the implementation of
the Commission’s recommendation.
They demanded some sort of uniform
remuneration for the daily paid workers
wherever they might be in the country.
All this led to the setting up of a
Minimum Wage Fact-finding
Committee to resolve the ensuing crisis.
Consequently, the regional governments
in the East and West paid uniform rates
while government, on the other hand,
had to effect an across the board
increase in staff salaries in 1949/50

The Gorsuch Commission (1955)

The commission examined the
structure and remuneration of the Public
Service. It observed some defects in the
rigid division of the service into ‘Senior’
and ‘junior’ and the absence of a viable
middle category. It therefore,
recommended five main grades, from
the lowest establishment post upwards.

The Morgan Commission (1964)/
Elwood Grading Team

This was the first post-
independence  Commission in  the

country whose focus was basically on
‘Junior’ workers in both the public and
private sectors. The outcome of its
Report metamorphosed into the Elwood
Grading Team which investigated
anomalies in the grading and other
conditions relating to all posts in the
Public Service of the Federation, with a
view to determining an appropriate
grading  system and  achieving
uniformity in the salaries of officers
performing identical duties. This was
one of the earliest times when pay
relativities was mentioned in the
country. There was no  other
Commission in the 1960s except that
there were restrictions on the agitations
of trade unions for increase in wages.
The restrictions were in the form of a
Trade Dispute (Emergency Provisions,
perhaps to permit the unhindered
prosecution of the civil war.

The Adebo Commission (1971)

It addressed some of the
problems facing the public sector,
particularly the envisaged shortage of
senior civil servants on account of their
abysmally low remuneration package. It
was observed that the last time senior
civil servants had enjoyed wage increase
was in 1959, courtesy of the Mbanefo
Commission (1959). The Adebo Salaries
and Wages Review Commission
recommended the setting up of a Public
Service Review Commission to
exhaustively examine several
fundamental issues, such as the role of
the Public Service Commission, the
structure of the Civil Service and its
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conditions of service and training
arrangements. The acceptance of the
recommendations of the Commission
led to the setting up of the Udoji Public
Service Review Commission.

The Public Service Review
Commission  (Udoji  Commission
Report 1972/74)

The Udoji Commission of 1974
focused on the larger issue of increasing
efficiency and effectiveness in the
Public Service in the context of meeting
the challenges of a development-
oriented society. The commission
recommended, among others, a Unified
Grading and Salary Structure (UGSS)
which would embrace all posts in the
Civil Service from the lowest to the
highest (Grade 01-17) and provide equal
opportunities for officers to advance to
the highest post in the Service,
irrespective of their discipline, provided
they had what it took to get there.

The Commission placed
emphasis on broad relativities in grading
and pays for all jobs. The Commission
also recommended merit as the major
yardstick for determining the promotion
of officers in the Civil Service. The
Commission recommended a
coordinated salary structure that would
be universally applicable to the Federal
and State Civil Service, the Local
Government  Services, the Armed
Forces, The Nigerian Police Force, the
Judiciary, the Universities, the Teaching
Services and Parastatals. It also
recommended that need to ensure that

all Public Service employees received
equitable treatment on pay and benefits
in such a way that no individual
component of the public sector would be
at a disadvantage in respect of the
recruitment and retention of employees.

Besides, the Commission also
adopted five gquiding principles for
Nigeria’s Public Service Compensation
Plan which cannot be elaborated here
due to time and space constraints. The
Commission therefore recommended
that the salary structure pays adequate
attention to job content; provides for
career progression; links public service
pay and benefits to those provided for
equivalent employed and pay levels in
the private sector and provides more
equitable benefits and conditions of
employment across the entire spectrum
of public service employment. It is
pertinent to mention here that the focus
of this paper includes the private sector.

Who is a Manager/Professional?

A manager can be defined as
that person in charge of an organization
or subunit. This definition includes; the
chief executive officers, vice presidents,
Bishops, Sports coaches, and prime
ministers. All these “managers” are
vested with formal authority over
organizational units. From formal
authority comes status, which leads to
various interpersonal relations and from
this comes access to information.
Information, in turn, enables the
manager to make decisions and
strategies for the unit. The manager’s
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job can be described in terms of various
“roles”, or organized sets of behaviours
identified with a position. The
description of a manager comprises ten
roles: formal authority gives rise to three
interpersonal roles, which in turn give
rise to three informational roles; these
two sets of roles enable the manager to
play for the four decisional roles.

Professional

The word “profess” means to
avow or lay claim to some expertise.
Hence, we have professors who are
university  dons  with  specialist
knowledge in particular fields of
academic endeavors. The Concise
Oxford Dictionary (11" Edition 2006)
defines a professional as a person having
impressive competence in a particular
activity and a profession is a paid
occupation carried out by professionals
and not amateurs. From the definition it
can be inferred that a professional is
someone who has undergone a long
period of training or rigorous
apprenticeship and who has been
certified to have acquired enough
knowledge and skills as to be deemed
competent or proficient to render service
in a given vocation. A professional has
formal qualifications and has been
articled or registered and licensed to
practice by his/her professional body or
association. Webster’s New World
College Dictionary (4™ Edition 2001)
defines a professional as one who is
engaged in an activity for money or as a
means of livelihood and not as a hobby
or for amateurish purpose or as a

pastime. There are  commercial
undertones and undercurrents in this
definition. It can contrast professionals
from quacks, pretenders, charlatans and
self-styled practitioners and this latter
group have no external supervision or
regulation and in most cases, these are
those who have awarded themselves
high-fluting degrees and titles.

Compensating professional
employees like Engineers and scientists
presents unique problems. Analytical
jobs like these emphasize problem
solving, capable factor not easily
compared or measured. Performance can
be measured with job evaluation for
professional jobs. It is pertinent to note
that compensable factors tend to focus
on problem solving, creativity, job scope
and technical knowledge and expertise.
Firms use the point method and factor
comparison  method although job
classification seems most popular as
earlier pointed out job evaluation
method is not reliable as it is difficult to
quantify factors such as creativity which
makes the difference in professional
work.

Pricing Managerial and Professional
Jobs

The basic aim of the plan is to
attract good employees and maintain
their commitment. The method of job
evaluation — classifying jobs, ranking
them, or assigning points to them may
be useful in achieving this. Job
evaluation provides answers to the
question of how to pay the employees.
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The basic requirement of an
organization’s reward system is that it
should be sufficient to attract and retain
enough  staff  with  appropriate
competencies, to perform the work
needed to secure its objectives. Failure
to offer competitive reward invariably
leads to high Ilabour turnover and
inability to recruit valued staff.
Consequently, a pay policy should aim
at facilitating the attraction and retention
of valued employees, to motivate
productive workforce, and encourage
cooperation as well as a willingness to
adapt to change. To be competitive, two
elements are relevant: the level of pay
and its structure. The structure depends
on the norms for different jobs — for
examples, a sales force usually expects
to have a significant element of
commission in their remuneration,
whereas a bank clerk may be more
averse to risk and not join a firm in
which pay is quite so indeterminate.
Paying rewards at a competitive level
can be more than necessary being a
difficult policy to carry out. First, you
need to define the job in question so as
to make comparison. Some jobs are easy
to categorize, yet it may be more
difficult to delegate jobs that are more
general in their scope or those that are
more specific to a particular employer,
several techniques for job evaluation
have been established for use in this
situation.

The aim of job evaluation, as we
have seen, is to establish some form of
ranking of jobs based on an explicit
analysis of each job’s content rather than

on market forces. The ranking can then

be used to establish agreed rates of pay

for the different jobs. The main methods

of job evaluation are’

1. Monitoring the Market
Once you have established through
the use of job evaluation techniques,
internal relativity of a job, you need
to know what competitors are
paying for the same job. Given that
it will vary from place to place and
over time, this requires detailed and
ongoing local knowledge.
Information on external pay can be
accessed in several ways. The most
common methods include the
following:

(a) Monitoring advertisement
Many personnel departments
monitor the local press for
information on the pay rates of rival
employees, particularly in their
industrial level of environment. This
is especially true for less-skilled
jobs.

(b) Industrial association

Some industrial associations offer a
service in  which they gather
information on pay rates from their
member firms, and then summarize
the information for the benefit of
members, without revealing the pay
rates of particular firms — i.e. the
industrial pay rates

(c) Professional
services
Some  organizations, including
specialist firms and consultants, in

pay-monitoring
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particular fields, offer a service in
which they keep their clients
informed of pay developments in
their sector.

2. Pay Surveys
A pay survey is a collection of data
on compensation rates for workers
performing similar jobs in other
similar organizations. An employer,
if he can afford it, may use surveys
conducted by him (or other
organization).

The desirability of monitoring
the market pay levels is another
argument for retaining some centralized
Human Resource Management (HRM)
specialist. If many departments in the
organization recruit for similar jobs, a
common information source will prevent
any duplication of (a wasteful spending
on) intelligence gathering.

Also under collective barging
systems, the pay-setting functions are
more specialized and formal. Pay
negotiation typically takes place at a
national level between employees’
representative (usually industrial Trade
Union) and senior Negotiators from the
employers’ side, supported by specialist
industrial-relations ~ functions.  Rates
from the jobs and annual increases
would then apply uniformly across the
organization’s operations. This system is
currently under pressure in some
industrial sectors of the economy, such
as the Banking and finance sector, where
the centralized approach is being

replaced by
compensation system.

There is also tendency to pay
managers and professionals based on
their  abilities, based on their
performance. The traditional wisdom is
that company size and performance
significantly affect top managers’
salaries. Studies show that company size
and company performance explain only
about thirty percent of the variation in
Chief Executive Officer’s (CEO) pay.
Instead each firm seems to take a unique
approach: In reality CEO pay is set by
the board taking into account a variety
of factors such as the business strategy,
corporate trends and most importantly
where they want to be in a short and
long term. Further study concluded that
CEQO’s pay depends on the complexity
and unpredictability of the decisions
they make. In this study, complexity was
a function of such things as the number
of businesses controlled by the CEO’s
firm, the number of corporate officers in
each firm, and the level of R&D and
capital investment activity. In practice
CEOQO’s may have considerable influence
over the board of directors who
theoretically set their pay. So, while
some CEO’s may be paid like top
athletes, their pay is sometimes not
based on the arms length market based
negotiation that the athletes (or rock
stars) are:

company-based

What Really Determines Executive
Pay?

Dessler G.(2011) maintains that
for top executive job like the Chief
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Executive Officer (C.E.O) cadre job
evaluation has little relevance. The basic
factors are paramount; job complexity
(span of control, the number of
functional divisions over which the
executive has direct responsibility, and
management levels, the employers’
ability to pay (total profit and rate of
return), and the executive’ human
capital (educational level, field of study,
work experience) accounted for about
two-thirds of executive compensation
variance. The culture is that company
size and performance significantly affect
top Managers’ salaries yet studies from
this millennium reveal that performance
and size explain only thirty percent of
Chief Executive Officer’s pay. In
practice the Chief Executive Officer
(CEO)’s salary is set by the Board of
Directors, taking into account factors
such as the business strategy, corporate
trends and where they want to be in a
short and long term.

Other factors are based on the
complexity of the jobs they filled.

Boards are reducing their relative
importance of base salary while
boosting the emphasis on
performance based pay.

Compensable factors focused on
problem solving, creativity, job
scope and technical knowledge and
expertise.

Firms use point method and
comparison methods, although job
classification seems most popular.

Professional jobs are marked — price
to establish the values for benchmark
jobs. However shareholders’ activism
has tightened the restrictions on what
companies pay top executives. For
example, shareholders in pharmaceutical
firms, eg. Glaxo Smithkline voted to
reject the board’s recommendation to
pay its chief executive $35 million if he
lost his job and to enhance the pension
plans of both him and his wife. This
agrees with the aforesaid that most
employers, especially large ones, are
linking executive pay more to financial
performance.

Factors that Influence Pay Rates
Other factors that influence pay

rates include; Relationship between pay

and performance,

Competitive and Benchmarking information

Historical and Compensation information

Recommendation of the chief executive

officer

Internal pay equity

Ability to pay and cost of living wage

rate

Conclusion

Salary is traditionally the
cornerstone of executive compensation,
it is the element on which employers lay
benefits, incentive and perquisites — all
normally confer in proportion to base
pay. Executive compensation
emphasizes performance incentive more
than do other employees’ pay plans,
since organizational results are likely to
reflect executives’ contributions more
directly than lower echelon employees.
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Indeed boards are boosting the emphasis
on performance based pay (in part due to
shareholder activism).

The big issue here is identifying
the appropriate performance standards
and then determining how to link these
to pay. Typical short term measures of
share holder value include revenue
growth and operating profit margin.
Long term shareholder value measures
include rate of return above some
predetermined base, and what is known
as economic value added. There is also
the considerable challenge of having to
compete in the market place for
executives who by some standards are
paid higher. So, job evaluation while
still important usually play a secondary
role in non salary issues like bonuses,
incentives, market rate, and benefits.
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