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1 Introduction

At any stage in a company’s development,
core employee turnover can have a significant im-
pact on the entire group or project’s performance.
As such, managing and mitigating turnover re-
lated losses present essential, yet complex chal-
lenges. Several variants of compensation man-
agement including Flexible Benefits Plans (FBP)
and Broadband Salary (BS) have been shown to
affect employee performance (Guan et al., 2014).
This paper will aim to quantify the difference
made by the transition to each management type
by taking job satisfaction as a reference point,
as well as answer the question of the extent to
which turnover costs can be reduced by effective
compensation management types. It is hypoth-
esised that by using job satisfaction to quantify
variations in compensation management, an op-
timum management style can be determined and
implemented to achieve the highest job satisfac-
tion and the lowest turnover rate and turnover
cost. After outlining the current situation, this
article will review the three proposed methods of
FBP, BS as well as appropriate employee valu-
ation as both a distinct compensation manage-
ment variation and its effect when implemented
alongside conventional methods.

2 Literature and the Problem

2.1 Turnover Rate and Cost

Just as there are a multitude of subgroups
within turnover costs, there are many factors that
could potentially affect it. These factors include
job satisfaction, position in the organisation hi-
erarchy, employee replaceability among others.
The scope of this study will focus on job satis-
faction, which will be varied by employing dif-
ferent types of compensation management. The
proposed methods of FBP and BS neither new
nor revolutionary. However, their conventional
usage is limited to specific organisational norms
and have yet to be analysed in a quantitative
study. Ward (2017) cites that only 27% of Mil-
lennials expect to stay at their current workplace
until at least 2020 whereas 25% expect to leave
within a year. While direct costs of replacing
an employee range from 50% to 60% of their an-

nual salary, the total cost can reach as high as
200% (Allen 2008). Both the high cost ceiling
and the uncertainty due to the large range are
clear signs of inappropriate employee valuation
and are severely detrimental to any organisation.

2.2 Surveyed Causes

Among the many reasons cited for resig-
nation, approximately 70% claimed undervalu-
ation for their position or skill level while 45%
said that they would have reconsidered if given
more benefits (Paychex 2016). Other reasons for
leaving their current workplace included unpro-
portionate work pressure, inadequate work envi-
ronment and misalignment with company ethics
and policies (Alam 2015, Sungatullina & Sokolov
2015). As these issues of undervaluation and
lack of benefits have been long since linked with
low job satisfaction, it becomes clear how they
would be a major proponent of high turnover
rates. With the most common reason being un-
dervaluation, which one of the proposed meth-
ods attempts to directly address, employee effi-
cacy and the closely related work morale are also
affected to a significant extent (Hornsby et al.
2015). The other possible causes including work-
life imbalance, paucity of motivation and mis-
alignment with company policies present chal-
lenges that an organisation would find difficult to
approach in an employee-centric way. Although
citations differ in their ranking of importance of
these causes, the necessity of appropriate em-
ployee valuation and the strong relationship with
job satisfaction are indisputable. Although many
studies have been conducted showing a signifi-
cant amount of evidence emphasising the prob-
lem, many organisations today would rather pas-
sively take these costs into account than delve
into this multifaceted conundrum (Terera & Ngi-
rande 2014).

3 Discussion

3.1 Literature Review of Flexible
Benefits Programs

The compensation method of Flexible Ben-
efits Programs is traditionally used in small, ver-
tical organisations due to their complexity in per-
sonalisation. Each eligible employee is either sur-
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veyed in various ways to provide a personalised
menu of fringe benefits or otherwise directly asked
to pick off a list of available sponsors. This method
generally requires a relatively small yet reputable
organisation to be able to put up with high man-
agement costs per employee and keep a symbiotic
relationship with sufficient sponsors to provide
enough variety in personalisation. Along with
the increased customisability, more resources can
be invested to micromanage for employee choices.
For example, commissions and bonuses could be
replaced with exclusive benefits within the organ-
isation or a premium version of an existing bene-
fit choice. The specific variation of FBP as imple-
mented by Hornsby, Kuratko & Naffinzger (2015)
reached the conclusion that personalised benefits
caused a definite improvement in employee reten-
tion and performance in smaller firms. Hornsby
et al. (2015) also offered the hypothesis that the
positive approach of FBP can be manifested in
alternative management systems to be equally
effective in medium and large institutions. Hof-
mann (2015) further investigated this hypothesis
with a clearer definition of base salary and its
purpose. Along with Bussin & Christos (2015),
Hofmann emphasised the importance of appro-
priate compensation management after reaffirm-
ing the necessity of a broadband framework to
any base salary structure. Due to the strong
tradition of FBP used exclusively in small ver-
tical companies, there is a severe lack of research
on its application in other types of organisations.
Using Hornsby et al.’s definition of salary types
and the positive conditioning approach of FBP,
this variation of compensation management may
prove to be beneficial even to large or horizon-
tal companies. However, further investment must
be considered to provide available customisation
that is both inclusive and relevant. As such, high
management and administration costs would be
unavoidable.

3.2 Literature Review of Broadband
Salary Designs

Broadband salary design is another conven-
tional method of compensation management gen-
erally implemented in large horizontal organisa-
tions. Especially in organisations in which em-
ployees gain skills specific to their position the
longer they retain that position and company

structure is mostly rigid (Hornsby et al. 2015).
The broadband framework allows certain employ-
ees to attain compensation comparable to a higher
position if the higher position itself is not yet
available. For example, a technician who has
been loyal to the company for a relatively long
time has also accumulated considerable experi-
ence with which he could apply to a competitor
for a higher position with higher remuneration.
Even if he lacks some other qualification or ref-
erential perk, his performance and loyalty to the
company is also proven by his work history there.
Broadband salary would, for example, grant him
the same salary as a senior technician even if the
relevant positions are filled or otherwise not re-
quired. This shifts much of the work competi-
tion to one of skill rather than a race for va-
cancies (Lee & Lin 2014). For a generally stag-
nant organisation, broadband structures also mo-
tivate and help retain employees with higher re-
muneration incentive even if the equivalent work-
place hierarchy is unavailable (Bussin & Chris-
tos 2015). As with FBP, the increased complex-
ity of BS leads directly to higher management
costs. Outside of horizontal organisations, the
investment capital required increases vastly with
the organisation’s hierarchal complexity, with ev-
ery work position and advancement possibility re-
quiring expertise-specific valuation (Imna & Has-
san 2015).

3.3 Importance of Appropriate Em-
ployee Valuation

Appropriate valuation of employees aims to
accurately evaluate an employee’s net worth as
well as potential to contribute to the organisa-
tion. This can be done by either extensive sur-
veying, workplace-specific psychological study or
a combination of both as well as the employees’
and their peers’ first-hand evaluations. Accurate
valuation was found to be especially important
in forming the foundation for FBP or Broadband
Salary (Zhang 2014). Karlitasari & Suhartini
(2017) investigated employee remuneration via
a comparison of two competing employee selec-
tion methods, simple additive weighting (SAW)
and composite performance index (CPI), result-
ing in a remuneration determination system of
the same effect as that of Zhang (2014). FBP,
broadband salary and accurate employee valua-
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tion methods have thus been shown to positively
influence retention rates and mitigate turnover
costs. Using the index of job satisfaction as cited
by Purpora & Blegen (2015), these three solu-
tions can be quantified and evaluated against the
claimed benefits. As organisational psychology
is a field of ongoing study and dispute, invest-
ment required for a significant outcome is both
temperamental and high risk high return. An ac-
curate, investigative census of the entire organi-
sation would allow much more personalised com-
pensation management as well as the ability to
micromanage and objectively prioritise especially
valuable employees. This ties in well with FBP
and BS as appropriate valuation would increase
the benefits of both. However, due to the unreal-
istic investment required and the risk associated,
particularly large companies may choose to gen-
eralise employees by sectors or work hierarchy to
provide a less accurate, more reliable assessment.

4 Evaluation

Although the citations affirm the positive
effects of compensation management on turnover
rates, the implementation of the aforementioned
solutions are not without their drawbacks. Hornsby
et al. (2015) investigated FBP and refrained from
testing in larger samples due to the high admin-
istration costs and intra-organisational complex-
ity. As administration and management costs are
generally not far behind turnover costs, the prof-
itability of any proposed solution can only be de-
termined specifically depending on the organisa-
tion (Paychex 2016). This lack of generalisabil-
ity would be an unworthy obstacle to overcome
for semi-horizontal organisations or those with
relatively small profit margins due to the high
initial investment capital required. Broadband
salary systems face similar issues when applied
to organisations with more complex vertical pro-
gressions as each tier would add another layer
of broadband progression. In its conventional
form, employees are only given the opportunity
to advance via the broadband system when the
equivalent hierarchical position for that salary
is filled. Implementing this in a mainly verti-
cal organisation raises the same problem of high
management costs as well as vulnerability to dis-
agreement among employees due to their differ-

ing self-other valuation (Purpora & Blegen 2015).
The difficulty in implementing accurate employee
valuation was acknowledged by Bussin & Chris-
tos (2015), who consequently suggested that only
larger companies would benefit from this endeav-
our in any significant proportion. Allen (2008)
emphasised that truly accurate valuation would
require a large amount of investment in every em-
ployee in the form of time and psychological as-
sessment. This was echoed by Hornsby (2015)
where a compromise was reached to use a less re-
liable method of valuation in order to complete
the investigation within a reasonable timescale.

5 Conclusion and General Lim-
itations

In conclusion, the three proposed methods
could potentially be applied to organisations of
different structures. With FBP in vertical and
small companies, broadband systems in horizon-
tal and large companies and in-depth employee
valuation in established companies with high profit
margins. Each method is then limited by the im-
plementation and management costs which must
be investigated on a per organisation basis. As
this investigation would be difficult to conduct in
a developing company with a structure prone to
significant changes, the conclusion of this study is
more beneficial to organisations with an already
set hierarchy.
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