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               Human Needs & Compensation


Responding to Employee Needs through Compensation Package and Incentive Programs
The compensation package is made up of those cash and non-cash items provided to an employee for services rendered.  The size and makeup of the package will be influenced by five factors:

· Government requirements

· Compensation packages offered by               competitors

· Responsibilities of the job

· Length of service

· Employee needs
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The first four factors that influence a compensation package are relatively obvious, but the last, employee needs, though important, is often ignored or at least not recognized for what it is.



Theories of Human Needs
To foster understanding of the role of employee needs in developing effective compensation packages, we will delve briefly into the world of human behavioral science.   In the 1940's, a behavioral scientist named Abraham Maslow advanced a theory to explain the basis for human behavior that has become widely accepted.  It is based on his belief that peoples’ behavior is based on their need to strive to reach the highest level of their capabilities, rather than responding strictly to environmental stimuli or instinct.

He arranges needs in levels from most basic to more self-fulfilling.  He further grouped the levels of needs into two major categories--the deficiency needs and the growth needs.

Maslow’s Hierarchy of Needs
Maslow’s Hierarchy of Needs

A.   Deficiency Needs
1.
Physiological needs: biological requirements  to sustain life--oxygen, food, water, temperature

2. Safety/security needs: long term survival and stability

3.
Belonging and love needs: lack of loneliness and alienation, able to give and receive love and affection, sense of belonging, being accepted

3. Esteem: self confidence, respect and approval from others, recognition

B.
Growth Needs
5.
Cognitive (thinking) needs: need to know, to gain knowledge, to understand, to explore

4. Aesthetic needs: needs for order, symmetry and beauty

7.
Self-actualization needs: need to realize one’s potential, to find self-fulfillment

8.
Transcendence: need to help others realize their potential and find self-fulfillment



According to Maslow’s theory, needs positioned higher in the hierarchy are not addressed until the demands of the lower category needs are met.  If the most basic needs are not being met, an individual will not respond to an opportunity to fulfill higher order needs.  An employee not being paid enough to meet the basic food and shelter needs of his/her family will probably not respond positively to receiving a certificate for years of service.

Other behavioral scientists have developed models similar to Maslow’s, which attempt to further characterize needs based behavior.  One such model, developed by Hershberg is presented on the following page. It attempts to define how human needs relate to motivation of employees.

Hershberg’s

Human Needs Model

All human behavior is in response to our needs

Needs



Classification


Effect


MOTIVATIONAL NEEDS
-RECOGNITION







If given opportunity to

fulfill, person will go

-RESPONSIBILITY/







beyond that required,

POWER
        (+)


will take initiative, try to

help business succeed.

-ACHIEVEMENT/ TO BE

CHALLENGED







If no opportunity given

     



to fulfill, person will 


sit at (0)

-GROWTH/LEARN



    SATISFIERS  

         NEUTRAL(0)

MAINTENANCE NEEDS


  DISSATISFIERS 

If fulfilled person will do

-ESTEEM








what is required

           (-)


(Person comes up to (0))

-SOCIAL/LOVE/FUN

If not fulfilled, person is

-SECURITY/SAFETY






dissatisfied, unhappy (-)

-PHYSIOLOGICAL/

SURVIVAL
                                                                                

                                                         



The Compensation Package 

and Human Needs
A properly designed compensation package can have a positive impact on employee performance and behavior.  It can be a management tool rather than just a cost of doing business.

When you offer housing, provide milk, and allow for flexible work schedules, you are responding to employee needs.  Most of the benefits required by law and/or offered by competition also respond to employee needs.  But their inclusion in your compensation package is due to the pressure of government and competition--not necessarily because you are focusing on responding to needs.

Developing a compensation package by focusing on the employee’s needs can often save considerable money and at the same time make the employee much more satisfied with the package.  We each have the same basic needs, but these needs express themselves differently for each individual depending on such things as age, the home situation, etc.  For example, a single, 22 year old person probably does not feel the need for a retirement package nearly as badly as a 50 year old with a family.

Therefore, when considering the compensation package, after including those items required by law, focus on what this employee may want rather than what the competition offers.  Attention to basic needs of the employee through a thoughtfully developed compensation package can help to avoid employee dissatisfaction in the workplace which leads to poor quality work, tardiness, absenteeism and quitting.



Employee Maintenance Needs and Compensation Package Responses
Listed below are the basic human needs scientists say we all have and elements of compensation packages which may respond to those needs:


Physiological 


Responded to through wages, housing, other provisions such as meat, milk, etc.


Safety/security
Responded to through a work agreement (greater job security), health insurance and retirement program, safety training program, awareness and attention to safety in work environment


Social/belonging
Responded to through coffee breaks, farm sponsored social activity, vacation time, holiday time off


Esteem
Responded to through recognition program

Meeting Employee Motivational Needs
Employers can not motivate workers.   People can only motivate themselves.  To reach the goal of a motivated work force, employers must hire motivated people, prevent job dissatisfaction and create a motivating environment for employees.

Employers often mistakenly believe that money is a way to increase employee  motivation.  While adequate wages plays a strong role in preventing job dissatisfaction, higher than adequate wages plays a weak role in motivating employees.  As long as maintenance needs are met the employee will do what is essential to keep the job, but will not feel motivated to do more, according to the Hershberg  model of human needs. 

When opportunities are provided for the employee to fulfill the motivational as well as maintenance needs, motivated employees will respond with loyalty, commitment and stronger performance.  Business owners benefit through increased productivity and reduced costs which outweigh any added cost of the opportunities provided.

Motivation Job Factors
Motivation job factors are characteristics that strongly influence how hard employees try to help achieve the goals set for the business.  The following five characteristics have been shown to be strong motivating factors for productive employees:

· Involvement

· Achievement

· Growth

· Responsibility

· Recognition

Some practical ideas for creating a motivating environment in the workplace include:

Hold Weekly Meetings to let everyone know what is going on and solicit employee suggestions.   Well-run meetings foster better communications and also involve employees in the operation of the farm.  Give recognition to workers for special contributions or goals met over the past week at these meetings.

Meet Individually With Employees on a regular basis for the purpose of reviewing job performance, recognizing efforts, expressing concerns, discussing goals and changes, and any other topic that is mutually useful and appropriate.

Delegate Additional Responsibilities to individual employees as soon as they  become capable.  There are a number of points to keep in mind in designing and offering a program to address the motivational needs of employees.

Treat Employees With Respect  Follow the rule, Praise publically, reprimand privately.  Introduce employees to visitors by name--not as “the hired man”.  Be as courteous and respectful with employees as with family and visitors.

Develop Worker’s Knowledge and Skills Employee education helps the employer through improved practices or output and the employee through professional growth.  Select sound educational programs for your workers and consider paying both the cost of the program and employees’ time while attending.

Design and Use Incentive Programs Wisely Well-designed incentive programs can work to motivate employees because they are practical applications of involvement, achievement, 

growth, and responsibility for employees to 

make the target improvements, and recognition is provided in the form of money.

Some behavior scientists believe our needs are in conflict with each other at times.  For example an offer of a position with more responsibility/power may jeopardize important social contacts of an employee.
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Giving a person additional responsibility can motivate that individual only if three ingredients are present--ability, authority and accountability.  Like a three-legged stool, if any one leg is missing, the responsibility is worthless and often causes more damage than good.

Employee Incentive Programs
Employers often feel employee performance can be further enhanced through incentive programs.  The different levels of needs and motivation of individual employees makes it very difficult to set up a uniform incentive program.  Those businesses doing it successfully follow a few basic rules.

Basic Rules:

The incentive should be geared toward increasing the employer’s profit , by increasing income, cutting costs, or both.  They should be targeted at weak areas of the business and emphasize those key activities that are essential to generating profit.


The employee should agree that the target of the incentive is something he/she is willing and able to achieve.


The employee needs to know that she/he has control over performing the job--that there isn’t a missing ingredient that prevents success.


The employee needs to be trained so that he/she can achieve success--must know what it takes to get the job done.


The incentive must be organized and administered in a very simple manner.  Avoid complicated formulas.


Incentives should be paid in cash immediately after successful completion of the job and should be worth the effort.


To avoid misunderstandings, the plan should be put in writing and signed by both parties.

· The incentive should not shift part of the financial risk of the business to the employee.  A base wage or salary is necessary to guarantee a minimum level of income for the employee, with the incentive plan providing a bonus above that minimum when specified requirements are met.
The nature of farming businesses makes it difficult to implement and carry out meaningful incentive programs.  It is probably more important that an employee receive adequate salary and fringe benefits--these must be satisfied first.

The best incentive for an employee of a farm business is to know that the employer recognizes and rewards employees with fair wages as part of an attractive compensation package, and provides and maintains good facilities and equipment to work with.


Compensation Package Dimensions
I.
Cash Wages

A. Hourly wage rates

B.  Salaries

II.
Cash Extras

A.  Cash Bonuses

B.  Cash Incentives

C.  Overtime Pay

D.  Vacation Pay

E.  Holiday Pay

F.  Sick Leave Pay

G.  Military Leave Pay

III.
Noncash Extras

A.  Noncash income

1.  Insurance

a.  Compulsory

     (1) Social Security

     (2) Workmen's Compensation

     (3) Unemployment Insurance

b. Other

     (1) Hospital-Medical

     (2) Disability and/or Retirement Income

     (3) Life

2.
Clothing

3.
Health care, food, financial, babysitting, etc., services

4.
Gifts

B.
Other Noncash Extras

1.  Social activities

2.  Recognition such as “Employee of the Month”

3.  Breaks

4.  Written agreement

5.  Permission to use company equipment

Exercise

Extended Benefits: What, For Whom, and How Much?

Adapted from a case study developed by

Wayne Howard

University of Guelph

Published in

Instructors Manual for

Labor Management in Ag: Cultivating Personnel Productivity
University of California Agricultural Extension

Gregory Billikopf, Editor
Directions: 

Read the attached case farm narrative.  Then in your small group, put yourselves in Rob’s shoes and decide what benefits, if any, you would offer your employees.  Consider the benefits listed in the case farm narrative and in the unit text under Compensation Package Dimensions, and your own experiences as a starting point but feel free to be creative in developing additional benefits which you think might fit a particular employee.

Be prepared to have a spokesperson for your group present your compensation packages to the entire group and explain why you feel the benefits you chose will help to keep and to motivate Rob’s employees.

Extended Benefits: What, For Whom, and How Much?

A Case Example
Rob Sweeney noticed lately that several farm magazines had articles on labor management; attracting, keeping, and motivating labor seemed to be the buzz words.  Several of these articles stressed how compensation packages were more than just cash wages, and that a farm had to have competitive benefits if it was to keep satisfied, productive employees.  Rob hadn’t had any problems per se with his employees, but he thought it was better to head off problems by careful planning.  He had always paid well, including a one month bonus at Christmas, but he hadn’t thought much about other types of benefits until last week.  He had heard one of his workers mention ”. . . I’d rather have money than benefits.”  Rob didn’t know what brought on the comment, but maybe it was time to consider expanding the compensation package he offered.

The Sweeney Dairy
Sweeney Dairy was a large dairy and crop operation.  They milked about 350 cows in a freestall/parlor setup and cropped 900 acres, mostly producing feed for the dairy herd.  The farm was successful by most standards: Rob had about 65% equity, revenue of $1.2 million last year and an operating expense ratio of 69%. Rob’s main interest was in crop production so in addition to serving as general manager, he concentrated on managing the cropping enterprises.

In addition to Rob, the farm had five full-time employees:

5. Jim McGroot was the herd manager.  He was 34 years old, had worked for Rob for seven years, was married and had two children in elementary school.  His wife worked at an office in town.  Her benefits package included extended medical, dental, optical, and a pension.  Jim’s current salary was $24,000/year, and a house that he rented at $200/month for tax purposes.  He was also provided with a pickup truck.  Jim enjoyed working on Sweeney Farms, but thought that someday he would like to have his own farm.

2.
Paul Haupert was the dairy herdsman/milker supervisor, who did some of the milking.  He was 37 years old, had two children in elementary school, and had worked for Rob for five years.   His wife worked part-time year round at a local vegetable canning plant.  Her job provided no benefits.  Paul’s salary was $23,000/year.  He liked working with the cows better than working with books, and he liked to leave his job at the farm gate.

6. Myra Johnson was the full-time milker.  She was 45 years of age and married with three children, two of whom had graduated from high school (one working, the other a college sophomore) and the third was in high school.  Her husband owned and operated his own small electrical contracting business, employing himself and his son.  Myra’s salary was $21,000 per year.  She had been at the farm for six years and was very happy and satisfied with her job.

4.
John Gardner was responsible for repair and maintenance of the equipment and machinery, and did most of the field work.  He was 29 years old, divorced with one child, and was usually behind in his child support payments.  John’s salary was $20,000.  He had been with Rob off and on since his high school days.  John enjoyed tinkering with equipment and operating machinery, but he wasn’t sure what he wanted to do in the long run.

7. George Gray was 21, married, and had one toddler.  He helped in the barns and the fields.  His wife worked part-time at a mini-mart, but was expecting their second child in five months and would probably stop working outside of the home in a few months.  George currently made $20,000 per year, and Rob rented him a house for $200/month.  He enjoyed the work on the farm, but lately had thought that he could probably make more money with a factory job.

6.
Jason Henry was 19 years old, single, and worked in the barns and fields.  he currently made $18,000 a year and lived at home with his parents.  His pride and joy was the $16,000 Ford Mustang that he brought back from the year he spent working in a mine out west.  Jason is having fun working on the farm and figured that he would worry about next year when it arrived.

Types of Benefits
Since starting to think about changing his compensation package, Rob attended a farm labor management seminar which addressed compensation, and visited with other producers about their compensation packages.  He found out that some farms provide no benefits while others offered everything from pension plans to Brewers tickets.  Among the benefits Rob heard about were:

Medical insurance

Extended medical coverage--dental, optical, orthopedic

Shares in the business

Performance bonuses

Christmas bonuses

Use of vehicles, machinery, shop equipment and supplies

Use of farm land for pasture, garden plots

Provide boots and clothing

Training courses and schools

Magazine subscriptions

Golf and ski club membership fees

Tickets to pro and semi-pro ball games

Rob wasn’t sure where to start (or if he should) with an expanded compensation package, including some benefits.  He realized that his employees were a mixed lot, with different wants given their different life situations.  He decided to give the idea some thought, to develop some ideas for extended benefits and then ask his employees what they thought about the idea.

Notes

Human Resource Management
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