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Job Evaluation and Wage Plans & Industrial Legislation 

UNIT-III 

Syllabus: 

Job Evaluation and Wage Plans & Industrial Legislation: Objective, Methods of job evaluation, job evaluation 

procedure, merit rating (Performance appraisal), method of merit rating, wage and wage incentive plans. 

Need for Industrial legislation, Factories act 1948, Industrial dispute act 1947, The Indian trade unions act 

1926, Industrial employment act 1946, Payment of wage act 1936, Workmen compensation act 1923, 

Payment of bonus act 1965, Employees provident fund scheme. 

 

Text Books 

1. “a uel Eilo , Ele e ts of P odu tio  Pla i g a d Co t ol , U i e sal Pu lishi g Corp. 

2. Baffa & Rakesh Sarin, Mode  P odu tio  / Ope atio s Ma age e t , Joh  Wile  & Sons. 

 

Introduction 

Job Evaluation: It is a systematic and orderly process of determining the worth of a job in relation to other 

jobs. The objective of this process is to determine the correct rate of pay. It is therefore not the same as job 

analysis. Rather it follows the job analysis process, which provides the basic data to be evaluated. 

 

The aim of job evaluation is to provide a systematic and consistent approach to defining the relative worth 

of jobs within a workplace, single plant or multiple site organisation. It is a process whereby jobs are placed 

in a rank order according to overall demands placed upon the job holder. It therefore provides a basis for a 

fair and orderly grading structure.  

Job evaluation does not determine actual pay. That is a separate operation, normally the subject of 

negotiation between management and employees or their trade union representatives. Only the job is 

evaluated, not the person doing it. It is a technique of job analysis, assessment and comparison and it is 

concerned with the demands of the job, such as the experience and the responsibility required to carry out 

the job. It is not concerned with the total volume of work, the number of people required to do it, the 

scheduling of work, or the ability of the job holder.  

Several techniques of job evaluation have developed, varying in approach. Some involve an examination of 

jobs according to criteria such as skill, responsibility and working conditions. Others are less complex. Why 

introduce job evaluation? Key Points: 
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• It a  e e efi ial he  the e isti g g adi g st u tu e is i  eed of e ie   

• It a  help establish or maintain the credibility and acceptability of a grading system  

• Jo  e aluatio  fa ilitates the a o odatio  of e  o  e ised jo s i to the g adi g st u tu e  

• It a  e used  o ga isatio s as a asis fo  jo  at hi g a d e te al pay comparisons  

In the past job evaluation has tended to be used more often for white collar, rather than manual employees. 

However, there has been a steady increase in the use of job evaluation for all types of jobs in the UK. The 

concern for unit labour costs makes it vitally important for organisations, operating in highly competitive 

markets, to ensure that the grading level of their employees accurately reflects the relative importance of 

their jobs to the organisation. Properly introduced and maintained, job evaluation can help lay the 

foundation of fair and orderly pay structures and thus improve relationships. Job evaluation may therefore 

be appropriate in the circumstances. 

 

The objectives of job evaluation, to put in a more systematic manner are to:  

1. Establish a standard procedure for determining the relative worth of each job in an organization;  

2. Ensure equitable wage for a job and reasonable wage differentials between different jobs in a 

hierarchical organization;  

3. Determine the rate of pay for each job which is fair and equitable with relation to other jobs in the 

plant, community or industry;  

4. Eliminate wage inequalities;  

5. Use as a basis for fixing incentives and different bonus plans; 6. Promote a fair and accurate 

consideration of all employees for advancement and transfer;  

. P o ide i fo atio  fo  o k o ga izatio , e plo ees‟ sele tio , pla e e t, t ai i g a d othe  
similar purposes;  

8. Provide a benchmark for making career planning for the employees in the organization and;  

9. Ensure that like wages are paid to all qualified employees for like work. 

 

There are four basic methods of job evaluation currently in use which are grouped into two categories: 

1. Non-quantitative Methods: 

(a) Ranking or Job Comparison 

 (b) Grading or Job Classification 

2. Quantitative Methods: 

(a) Point Rating 

(b) Factor Comparison 

The basic difference between these two methods lies in the sense that, under non-quantitative methods, 

a job is compared as a whole with other jobs in the organisation, whereas in case of quantitative methods, 

the key factors of a job are selected and, then, measured. The four methods of job evaluation are now 

discussed one by one. 
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Ranking Method: 

The ranking method is the simplest form of job evaluation. In this method, each job as a whole is compared 

with other and this comparison of jobs goes on until all the jobs have been evaluated and ranked. All jobs 

are ranked in the order of their importance from the simplest to the hardest or from the highest to the 

lowest. 

The importance of order of job is judged in terms of duties, responsibilities and demands on the job holder. 

The jo s a e a ked a o di g to the hole jo  athe  tha  a u e  of o pe sa le fa to s. The a ki g 
of jobs in a University, based on Ranking Method, may be like this: 

Table: Ranking of University Jobs: 

Ranking Order Pay Scale 

Professor/Registrar 

Reader/Dy. Registrar 

Lecturer/Asst. Registrar 

Rs. 16,400(M50-20,900-500-22,400 

Rs. 12,000-420-18,300 

Rs. 8,000-275-13,500 

 

The application of the Ranking Method involves the following procedure: 

1. Analyse and describe jobs, bringing out those aspects which are to be used for purpose of job comparison. 

2. Identify bench-mark jobs (10 to 20 jobs, which include all major departments and functions). The jobs 

may be the most and least important jobs, a job midway between the two extremes, and others at the 

higher or lower intermediate points. 

3. Rank all jobs in the organisation around the bench-mark jobs until all jobs are placed in their rank order 

of importance. 

4. Finally, divide all the ranked jobs into appropriate groups or classifications by considering the common 

features of jobs such as similar duties, skills or training requirements. All the jobs within a particular group 

or classification receive the same wage or range of rates. 

Ranking method is appropriate for small-size organisations where jobs are simple and few. It is also suitable 

for evaluating managerial jobs wherein job contents cannot be measured in quantitative terms. Ranking 

method being simple one can be used in the initial stages of job evaluation in an organisation. 

Merits: 

Ranking method has the following merits: 

1. It is the simplest method. 

2. It is quite economical to put it into effect. 

3. It is less time consuming and involves little paper work. 

Demerits: 

The method suffers from the following demerits: 

1. The main demerit of the ranking method is that there are no definite standards of judgment and also 

there is no way of measuring the differences between jobs. 

2. It suffers from its sheer unmanageability when there are a large number of jobs. 
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Grading Method: 

G adi g ethod is also k o  as lassifi atio  ethod . This ethod of jo  e aluatio  as ade popula  
by the U.S. Civil Service Commission. Under this method, job grades or classes are established by an 

authorised body or committee appointed for this purpose. A job grade is defined as a group of different 

jobs of similar difficulty or requiring similar skills to perform them. Job grades are determined on the basis 

of information derived from job analysis. 

The grades or classes are created by identifying some common denominator such as skills, knowledge and 

responsibilities. The example of job grades may include, depending on the type of jobs the organisation 

offers, skilled, unskilled, account clerk, clerk-cum-typist, steno typist, office superintendent, laboratory 

assistant and so on. 

Once the grades are established, each job is then placed into its appropriate grade or class depending on 

how well its characteristics fit in a grade. In this way, a series of job grades is created. Then, different 

wage/salary rate is fixed for each grade. 

Merits: 

The main merits of grading method of job evaluation are: 

1. This method is easy to understand and simple to operate. 

2. It is economical and, therefore, suitable for small organisations. 

3. The grouping of jobs into classifications makes pay determination problems easy to administer. 

4. This method is useful for Government jobs. 

Demerits: 

The demerits of this method include: 

1. The method suffers from personal bias of the committee members. 

2. It cannot deal with complex jobs which will not fit neatly into one grade. 

3. This method is rarely used in an industry. 

Points Rating: 

This is the most widely used method of job evaluation. Under this method, jobs are broke down based on 

various identifiable factors such as skill, effort, training, knowledge, hazards, responsibility, etc. Thereafter, 

points are allocated to each of these factors. 

Weights are given to factors depending on their importance to perform the job. Points so allocated to 

various factors of a job are then summed. Then, the jobs with similar total of points are placed in similar 

pay grades. The sum of points gives an index of the relative significance of the jobs that are rated. 

The procedure involved in determining job points is as follows: 

 Determine the jobs to be evaluated. Jobs should cover all the major occupational and levels of 

responsibility to be covered by the method. 

 Decide on the factors to be used in analysing and evaluating the jobs. The number of factors needs 

to be restricted because too many factors result in an over-complex scheme with overlap and 

duplication between factors. 

 Define the factors clearly in written. This is necessary to ensure that different job raters interpret a 

particular factor in the same sense. 

 Determine degrees of each factor and assign point value to each degree. 

 Point values are assigned to different degrees on the basis of arithmetic progression. 
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 Finally, money values are assigned to points. For this purpose, points are added to give the total 

value of a job. Its value is then translated into money terms with a predetermined formula. 

Merits: 

The method has the following merits: 

1. It is the most comprehensive and accurate method of job evaluation. 

2. Prejudice and human judgment are minimised, i.e. the system cannot be easily manipulated. 

3. Being the systematic method, workers of the organisation favour this method. 

4. The scales developed in this method can be used for long time. 

5. Jobs can be easily placed in distinct categories. 

Demerits: 

The drawbacks of the method are: 

1. It is both time-consuming and expensive method. 

2. It is difficult to understand for an average worker. 

3. A lot of clerical work is involved in recording rating scales. 

4. It is not suitable for managerial jobs wherein the work content is not measurable in quantitative 

terms. 

Factor Comparison Method: 

This method is a combination of both ranking and point methods in the sense that it rates jobs by comparing 

them and makes analysis by breaking jobs into compensable factors. This system is usually used to evaluate 

white collar, professional and managerial positions. 

The mechanism for evaluating jobs under this method involves the following steps: 

1. First of all, the key or benchmark jobs are selected as standards. The key jobs selected should have 

standards contents, well accepted pay rates in the community, and should consist of a representative 

cross-section of all jobs that are being evaluated-from the lowest to the highest paid job, from the most 

important to the least important—and cover the full range of requirements of each factor, as agreed 

upon by a Committee representing workers and management. 

2. The factors common to all jobs are identified, selected and defined precisely. The common factors to all 

jobs are usually five, viz., mental requirements, physical requirements, skill requirements, working 

conditions and responsibility. 

3. Once the key jobs are identified and also the common factors are chosen, the key jobs are, then, ranked 

in terms of the selected common factors. 

4. The next step is to determine a fair and equitable base rate (usually expressed on an hourly basis) and, 

then, allocate this base rate among the five common factors as mentioned earlier. Following is a specimen 

of base rate and its allocation scheme: 

 
 

http://cdn.yourarticlelibrary.com/wp-content/uploads/2014/04/image95.png
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5. The final step in factor comparison method is to compare and evaluate the remaining jobs in the 

o ga isatio . To illust ate, a tool ake  jo  is to e e aluated. Afte  o parison, it is found that its skill is 

similar to electrician (5), mental requirements to welder (10) Physical requirements to again electrician (12), 

working conditions to mechanist (24) and responsibility also to mechanist (3). Thus, the wage rate for the 

job of toolmaker will be Rs. 54 (Rs.5 + Rs. 10 + Rs. 12 + Rs.24 + Rs.3). 

 

Merits: 

This method enjoys the following merits: 

1. It is more objective method of job evaluation. 

2. The method is flexible as there is no upper limit on the rating of a factor. 

3. It is fairly easy method to explain to employees. 

4. The use of limited number of factors (usually five) ensures less chances of overlapping and over-

weighting of factors. 

5. It facilitates determining the relative worth of different jobs. 

Demerits: 

The method, however, suffers from the following drawbacks: 

1. It is expensive and time-consuming method. 

2. Using the same five factors for evaluating jobs may not always be appropriate because jobs 

differ across and within organisations. 

3. It is difficult to understand and operate. 

Now, all the four methods are summarised as follows:

 

 

http://cdn.yourarticlelibrary.com/wp-content/uploads/2014/04/image96.png
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Merit Rating of Employees: Definition, Concept and Objectives 

Merit Rating is also known as performance appraisal or performance evaluation. It is a systematic process 

for measuring the performance of the employees in terms of job requirements. 

It utilizes various rating techniques for comparing individual employees in a work group in terms of personal 

qualities or deficiencies and the requirements of their respective jobs. It is an established fact that people 

differ in their abilities and aptitudes. These differences are natural to a great extent and cannot be 

eliminated even by providing same training and education facilities to them. 

There will be some differences in the quality and quantity of work done by different workers even on the 

same job. Therefore it is essential for the management to know these differentials so that employees having 

better abilities may be rewarded and the wrong selection and placement maybe restricted or avoided. 

Concepts and Definitions of Merit Rating: 

According to Dale Yodder: 

‘efe s to all fo al p o edu es used i  o ki g o ga izatio s to e aluate pe so alities a d o t i utio  
a d pote tial of g oup e e s . I  the o ds of Yodde  all types of methods used in evaluating the worth 

of employees for the organization are termed as performance appraisal. 

In views of Alford and Beaty: 

E plo ees ati g is the e aluatio  o  app aisal o  the elati e o th to the o pa  of a a s se i es 

o  his jo . A o di g to his defi itio  the o t i utio  of e plo ees o  jo s a d thei  useful ess to the 
company is assessed under performance appraisal. 
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Thus according to the above mentioned definitions merit-rating or performance appraisal is a systematic 

evaluation of employees contribution to the organization in performance of their jobs. This evaluation is 

normally done by the immediate superior in the organization which is reviewed in turn by his superior. Not 

only the qualities, but deficiencies are also taken into consideration to improve the performance of 

employees. 

Objectives of Merit Rating: 

People differ in abilities and aptitudes. Management should know these differences so that employees are 

assigned jobs according to their capability. 

Main objectives of merit rating are as follows: 

1. To assess the work of employees in relation to their job requirements. 

2. To consider employees/workers for promotions, transfer, layoffs etc. 

3. To assess the good and bad points in working of employees and then making suggestions for 

improvement. 

4. To help in wage and salary administrations and taking decisions about incentives and increments to be 

given to the workers. 

5. To evaluate skill and training capabilities of employees and helping in planning suitable training and 

development programmes for workers. 

6. To know the problems faced by workers while doing various jobs. 

7. To provide a basis for comparison to segregate efficient and inefficient workers. 

8. To help management in placement/transfer to workers according to their capacity, interest, aptitude 

and qualifications. 

9. To help supervisors to know their subordinates more closely for increasing their efficiency and 

improving productivity. 

Methods of merit-rating are similar to job-evaluation methods. These are explained below: 

1. Ranking: 

Under this method, a man is compared with all others without considering any specific factors. A rank is 

prepared by placing the best at the top and the poorest in performance at the bottom. This method is simple 

and is suitable in case of small scale concerns. 

However, the method is subject to following limitations: 

 (a) It is not only difficult but rather simply impossible to compare a whole man with the whole men. 

(b) When a rank is prepared, it is not possible to know the difference between the two persons listed in the 

rank order. 

The above limitations can be overcome to some extent if paired comparison method is followed. Here an 

e plo ee s pe fo a e is o pa ed ith e e  othe  e plo ee i di idually rather than whole men. 

Under this method the total number of comparisons will be as follows: 

n (n-l)/ 2 

N refers to the number of persons to be compared. The rank prepared on the basis of such comparisons 

will be definitely better than the simple rank. Suppose there are fifteen employees, the supervisor will have 

to make 105 comparisons i.e. 15(15-1)/2. The method is suitable if the number of employees is less. 

2. Grading: 

Under this method, the performance of the employees is evaluated against certain grades such as poor, 

good, very good, excellent or outstanding, satisfactory or unsatisfactory. The grade which describes his 

performance can be allocated to him. 
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3. Graphic Scales: 

Under this method, performance of an employee is evaluated against certain specific factors. Five degrees 

or scales are established for each factor and each degree is defined. This method is most widely used in 

merit rating and is also the oldest. 

The Factors to be Selected are of Two Types: 

(1) Characteristics of employee viz., initiative, ability to learn, dependability, etc., and 

  Co t i utio s of e plo ee s iz., ualit  a d ua tit  of output, safet  e o d, et .  

For example, four factors selected for merit rating may be  a) Quality of output. (b) Quantity of output 

(c) Dependability (d) Attitudes toward associates and superiors. 

The scales or degrees may be constructed as follows: 

Quality of Work Poor Fair Good Very good Excellent: 

Usually the other factors considered for merit rating in addition to four discussed above arc: co-operation, 

personality, Health, attendance, Knowledge of job, initiative, safety, potential for development. 

For each factor we can name five degrees as explained above. The crucial part of this method is, therefore, 

the determination of factors and their degrees. The following definitions may be given for these degrees: 

Poor—Lazy, not interested in his work. 

Fair—does his job without any interest in his work. 

Good—does his job with interest. 

V. Good—Good keen employee. 

Excellent — Exceptionally hard worker. 

It a  e poi ted out that this ethod is just like Poi t “ ste  of Jo  E aluatio . The ati g of a  e plo ee 
may be done by putting a tick or marks from 0 to 20 i.e., for poor 0 marks and for excellent 20 marks. 

4. Man-To-Man Comparison: 

This method resembles with the factor-comparison method of job- evaluation. Under this method certain 

Key personnel are selected for each factor (which may include initiative, leadership, dependability, safety 

etc.) Other employees will be compared with these key personnel by considering one factor at a time. 

This method is not very much used in performance appraisal because of difficulty in selecting the key men. 

5. Check List: 

In order to reduce bias or prejudice of the rater, the merit rating under this method is actually done by the 

H‘ Depa t e t. The supe iso  si pl  epo ts the. Pe fo a e of the e plo ee  putti g Yes  o  No  
against a series of descriptive phrases. The rate is not aware of the weightage of these questions but he can 

definitely distinguish between positive and negative questions. 

The following is the specimen of check list statements: 
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    Yes No 

1. He takes keen interest in his work □ □ 

2. He possesses good knowledge of his work □ □ 

3. He is good in planning □ □ 

4. He is respected by his fellow workers □ □ 

5. He volunteers good ideas □ □ 

6. He is generally regular □ □ 

7. He obeys orders □ □ 

8. He always finishes his work in time □ □ 

9. He is always co-operative with his 

colleagues 

□ □ 

10. He maintains his machines properly □ □ 

11. He frequently commits mistakes □ □ 

12. He tries to evade responsibility □ □ 

There are different checklists for administrative and supervisory personnel. This method is not simple. The 

main disadvantage of check list method is that it is very difficult to assemble, analyse and weigh a number 

of ph ases appli a le to e plo ee s ualities or shortcomings. 
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6. Forced Choice Description: 

Usuall  the ate s t  to ate the e plo ees i  the a e age  atego  e ause it does ot e ui e fu the  
explanation. Under this method, the rate is forced to select a statement from a pair of statements though 

both may be applicable or not applicable to him. 

A pair of un-favorable statements may be as follows: 

(a) Makes promises that he knows he cannot fulfill. 

(b) Shows favor to certain employees. 

He must choose at least one though none may be applicable on the employee. 

The Positive Statements May Be as Follows: 

(a) Has a constant flow of new ideas. 

(b) Shows careful judgment. 

Even though both these statements may be applicable, the rater must select only one statement. Thus, bias 

or prejudice (halo effect) of the rater can be eliminated from merit rating under this method. 

However, this system is not popular on account of the following limitations: 

(a) It is very difficult to keep secret of the values attached to various statements. 

(b) The rater usually objects to this method as he is forced to make a decision which he does not 

want to make. 

(c) This method is unsatisfactory. Both the raters and rates dislike this method, 

7. Selection of Critical Incidents: 

The act or conduct of an employee during crucial or critical circumstances is recorded by the rater. These 

critical incidents are carefully analysed and the behaviour or qualities of the employees are carefully rated. 

The following are some of the examples of such incidents: 

1. Became upset or nervous when accident took place in the factory. 

2. Refused promotion or training opportunities. 

3. Suggested an improvement in the methods of work. 

4. Did not co-operate with his workers. 

5. Gave excellent answer to union grievance. 

6. Persuaded his fellow worker to withdraw his grievance. 

8. Forced Distribution Method: 

Where there are a large number of employees, the rater may be asked to rate all the employees as 

follows: 

Poor 10% 

Average 25% 

Fair 35% 

Good 20% 

Excellent 10% 

Generally the rater does not want to rate the employees as poor or excellent because in both the cases, he 

has to gi e easo s fo  justif i g the ati g. He e ati gs ge e all  luste  a ou d a e age!. U de  this 
method, the rate is forced to distribute all the employees in certain categories as explained above. 
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Advantages of merit rating are as follows: 

(a) It provides a scientific basis for judging the worth of employees. They try to improve upon their 

performance if it is not up to the satisfaction of the employer. 

(b) It provides a basis for decisions like promotion, demotion, transfer or termination of employees. Better 

persons are selected for promotion. The systematic evaluation of employees is also kept as a 

permanent record. 

(c) It helps in distinguishing between efficient and inefficient workers. In this way, it reveals the defects in 

the selection procedure. Those employees who are misfits may be spotted and appropriate action 

taken against them. 

(d) Workers may be given increase in pay if their performance is good. It helps the management in 

avoiding spot judgments and replaces it with planned decisions. 

(e) Objective merit rating develops confidence among the employees if the methods of evaluation are 

systematic and impartial. Among the workers, a sense of competition is developed resulting into 

increased output or better performance. 

(f) It helps in creating a congenial working environment in which employer- employee relations are 

improved. Subordinates get motivated and work hard for getting favorable rating. 

(g) It also helps in stimulating and development of an employee as it points out the weakness of the 

employees. The training needs of employees can be known and training programmes can be 

accordingly drawn. 

(h) A systematic evaluation also develops better supervisors and executives. On the basis of merit-rating 

report, the top management can judge the ability of executives who are writing such reports. 

However, formal merit-rating may not take place in case of a small concern since the informal rating can 

provide all the desired information. In case of a large scale concern, both employer and employee 

stand benefited from a systematic performance appraisal. 

 

Wage Incentive Plans: Objectives, Advantages, Limitations and Types 

Wage incentive refers to performance linked compensation paid to improve motivation and productivity. It 

is the monetary inducements offered to employees to make them perform beyond the acceptance 

standards. 

A o di g to the Natio al Co issio  of La o  age i e ti es a e e t a fi a ial oti atio . The  a e 
designed to stimulate human effort by rewarding the person over and above the time rated remuneration, 

fo  i p o e e ts i  the p ese t o  ta geted esults . 

“ ott defi es it as a  fo al a d a ou ed p og a e u de  hi h the i o e of a  i di idual, a s all 
group, a plant work force or all the employees of a firm are partially or wholly related to some measure of 

p odu ti it  output . 

Hu a  a d Ni ke so  defi e it i  si ple te s as all the pla s that p o ide e t a pa  fo  e t a pe fo a e 
i  additio  to egula  ages fo  a jo . 

Objectives of Wage Incentive Schemes: 

(i) To use wage incentives as a useful tool for securing a better utilisation of manpower, better 

productivity scheduling and performance control, and a more effective personnel policy. 

(ii) To improve the profit of a firm through a reduction in the unit costs of labour and materials or 

both. 

 iii  To i ease a o ke s ea i g ithout d aggi g the fi  i to a highe  age ate st u tu e 
regardless of productivity. 
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(iv) To avoid additional capital investment for the expansions of production capacity. 

Principles of a Good Wage and Salary Administration: 

a. Simple and easy to understand. 

b. Union management agreement. 

c. Time standard must be fixed. 

d. Reward must be proportional to the effort. 

e. Complaints and grievances must be properly attended to. 

f. The plans should not change frequently and must be tried out continuously for some length of 

time. 

g. Equity and fairness. 

h. Workers must be made to understand the plan. 

i. Method study must precede time standard. 

j. There must be a min guaranteed payment. 

Advantages of Incisive Plans: 

Wage incentive plans benefit not only the employees but also the employers. 

a. Wage incentive plans provide an opportunity for hardworking and ambitious workers to earn 

more. 

b. It encourages employees to be innovative. They come out with more efficient ways of doing work 

by overcoming the problems related to productivity and wasteful practice. 

c. Incentive plans help to improve discipline and industrial relations. Effective incentive plan helps 

in minimizing absenteeism, accidents etc. 

d. The self motivation on the part of the workers to work hard and improve performance so as to 

earn monetary rewards will reduce the cost of supervision. 

e. The scientific work study undertaken before introducing the incentive plans helps in improving 

work flow, work methods etc. 

f. The employees are encouraged to work as a team with mutual co-operation as their activities is 

interdependent, and any obstruction on the part of a worker can affect the output and rewards. 

g. A o di g to the Natio al Co issio  o  La ou , age i e ti e is the heapest, ui kest a d 
su est ea s of i easi g p odu ti it .  

Limitations: 

a. Jealousy and conflicts among workers may arise when some workers earn more than others. 

b. Unless strict check and inspections are maintained, quality may come under stake in the 

enthusiasm among workers to increase productivity. 

c. In the absence of a ceiling on incentive earnings, some workers may spoil their health. 

d. Strict vigilance becomes necessary to ensure that workers do not disregard safety regulation. 

e. The cost and time of clerical work increases in introducing and administrating the incentive plans. 

f. Whenever production flow is disrupted due to the fault of management, workers insist on 

compensation. 

Types of Wage Incentive Plans: 

Following are the types of wage incentive plans. 
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They can be diagrammatically represented as below: 

1. Straight Piece Rate Plan: 

Under the straight piece rate plan workers are paid based on their output. For example, if the piece rate is 

Rs. 4 per piece of the product, then a worker who turns out 40 pieces/day earns Rs. 160 (Rs. 4 x 40) as his 

wage for that day. Whereas another employee who produces 32 pieces/ day earns Rs. 128 (Rs. 4 x 32 

pieces). Hence a fast worker earns more compared to the slow worker. 

Advantages: 

i. Motivates the workers to increase their output. 

ii. Simple and easy to understand. 

iii. improve productivity. 

Disadvantages: 

i. No guaranteed minimum wage. This makes workers insecure. 

ii. Great disparity of earning between slow and fast workers. 

iii. Wastage might increase. 

iv. Quality of production may suffer as the workers concentrate on quantity. 

v. Interpersonal relationship suffers due to jealousy and competition to earn more. 

vi. Enforced idleness like electricity failure or machine breakdown, adversely affect earning of 

workers. 

2. Standard Piece Rate with Guaranteed Minimum Wage: 

Here the minimum guaranteed wage is fixed on hourly basis. A worker gets the minimum fixed wage/day 

plus the i e ti e fo  the u e  of pie es p odu ed. To illust ate this, assu e that the e is  hou s shift 
the piece rate is Rs 4 and a minimum fixed wage of Rs 16/ hours (Rs 16 x 8 hours = Rs. 128 per day). The 

standard time/piece is 15 min. 

Now, there are two workers A and B. (If worker A produces 25 prices/day then he earns: Rs. 128 (min. 

guaranteed wage) + Rs. 100 (Rs. 4 x 25 pcs) = Rs. 228/ day 

If worker B produces 40 pieces / day then he earns Rs. 128 (min. guaranteed wage) + Rs. 160 (40 pieces x 

Rs. 4) = Rs. 228/ day) 

Advantages: 

i. Min. guarantee improves sense of security. 

ii. Disparity between slow and faster workers is reduced. 

Disadvantages: 

i. Demotivate faster worker. 

ii. Slow workers get higher piece rate viz Rs. 5.12 (128/ 25). 

Differential Piece Rates: 

The shortcoming of the above mentioned incentive plans have given way Differential piece rates. The 

differential piece rates are classified under two heads viz. Individual incentive plans and Group incentive 

plans. 

Individual Incentive Plans: 

The different plans here are discussed below: 

(a) Halsey Plan: 
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The features of this plan are: 

a. Min. wage is guaranteed. 

b. Additional bonus is provided to workers 

who o plete the jo  i  less tha  the sta da d ti e . Bo us is a e tai  p opo tio  to the ti e sa ed. This 
proportion is fixed at 50% in this plan. 

The total wage is calculated as: 

T x R + 50% (S – J) x R 

Where J – time taken 

R – Rate of wage 

S – Standard time 

50% – The bonus percentage. 

Illustration: 

S = 10 hours, J = 8 hours; R = Rs. 5 / Hr; Bonus = 50% 

Φ =   + /    – 8) x 5 

Φ = ‘s. . 

Advantages: 

i. Guaranteed min. wage exists. 

ii. Simple and easy. 

iii. Dispensed with time consuming and costly process of work study. 

iv. Management share a part of bonus on time saved. 

Disadvantages: 

i. Workers get only half of the benefit of their efficiency. 

ii. If the o ke s ush th ough the jo  to sa e ti e, the ualit  a  suffe . 

iii. Workers object management in sharing bonus on time saved. 

iv. Sufficient incentive is not provided to fast workers. 

(b) Rowan Plan: 

This is a modified form of Hasley Plan, developed by James Rowen of England. The Rowan Plan pays more 

than the Halsey Plan. This is possible if a worker completes the task in half the standard time of the task. If 

more than 50% time is saved then the bonus he earns decreases. 

Therefore, Total wage = J x R + [J x R x (Time saved/std. time)] 

Illustration: 

S = 10 hours; J = 8 hours; R = Rs. 5 / hrs. 

Φ =    + [   + / ] 

Φ = ‘s.  

Advantages: 

i. Minimum guaranteed wage exists. 

ii. Both the employees and the workers share the benefits of time saved. 
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iii. The efficient workers get bonus at diminishing rate if they save more than 50% of the standard 

time. This checks over-speeding. 

Disadvantages: 

i. Incentive provided for fast worker is not sufficient. 

ii. Workers dislike management sharing bonus of time saved. 

(c) Gantt plan: 

This plan was developed by Henry L. Gantt. Here standard time for every task is fixed through time and 

motion study. Minimum time wage is guaranteed to all workers. 

A worker who fails to complete the task within the standard time receives wages for actual time spent at 

the specified rate. Workers who achieve or exceed the standard get extra bonus varying between 20% to 

50% of the hourly rate for the time allowed for the task. 

Illustration: 

(S) Suppose the standard time fixed for the job is 8 hours and (T) time rate is Rs. 10 hours and the rate of 

bonus is 25%, then a worker who completes the job in 10 hours will be paid Rs. 10 x 8 = Rs. 80. On the other 

hand the worker who completes the job in 6 hours will be paid Rs 100 (Rs. 80 + 25% of Rs. 80). 

Advantages: 

i. Minimum guarantee exists. 

ii. Fast worker is paid bonus at higher rate proportional to their output. 

iii. Standard worker is paid 20% bonus. 

iv. Part of bonus is shared by the organisation. 

Disadvantages: 

i. Sharing of bonus by organisation is resentment. 

ii. Disunity among the slow and the fast workers. 

(d) Bedeaux Plan: 

This plan is developed by Charles E. Bedeaux in 1911. Here the minimum time wage is guaranteed to all 

workers. The workers who complete the job within or more than the standard time are paid at the normal 

time rate. 

Workers who complete the job in less than the standard time are paid bonus, generally 75% of the wage 

for the time saved and 25% to the foreman. 

The wage rate is calculated as: 

S x R + 75% of R (S – T) 

Illustration: 

S = 10 hrs; R = Rs. 5 / hrs; T = 8 hrs. 

Then: 

Φ =   + %   -8) 

= 50 + (3.75 x 2) 

= 50 + 7.50 

Φ = ‘s. .  

Advantages: 

i. Min. wage is guaranteed to all the workers. 
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ii. The foreman is motivated to the productivity as 25% of time saved is paid to him. 

iii. This plan is suitable in factories wherein a worker is expected to perform different types of jobs. 

Disadvantages: 

i. Workers may resent sharing the bonus with foreman. 

ii. Workers may find it difficult to understand the complete calculation involved in this method. 

(e) E erso ’s Efficiency Plan: 

This plan was developed by Harrington Emerson. Here minimum wage is guaranteed. Workers are paid 

different bonus rates as per their efficiency level. Bonus is given at an increasing percentage beyond the 

prescribed level of efficiency (usually 66.67%). Efficiency is measured by comparing the actual time taken 

with the standard time. 

Illustration: 

S = 10 hrs, T = 8 hrs, R = Rs. 5 / hr. 

Bonus = 10% upto 75 % efficiency 

20% for 75%- 100% 

30% beyond 100% 

Φ = T  ‘  + pe e tage of o us  T  ‘  

In this case, the efficiency level in (10/8) x 100 = 125% and, 

Bonus at 30% is payable. 

Total wage = 8 x 5 + (30/100) (8 x 5) 

= 40+12   i.e. Rs. 51. 

If worker A takes 16 hrs, then his bonus is nil. 

If worker B takes 14 hrs, his bonus is (1/10) x 14 x 5. 

If worker C takes 10 hrs, his bonus is (2/10) x 10 x 5. 

If worker D takes 8 hrs, his bonus is (3/10) x 8 x 5. 

Advantages: 

i. Guaranteed time wage provides a sense of security to all the workers. 

ii. It encourages healthy competition among workers. 

iii. Bonus begins at 66.67% efficiency which is within the reach of many workers. 

Disadvantages: 

i. There is little incentive after 100% efficiency level. 

ii. The plan is not very flexible or selective. 

iii. Employer may fix the standard time at a low level making it impossible for most of the workers 

to earn bonus. 

Group Incentive Plan: 

In some cases like an assembly line production it is not possible to determine the performance of an 

individual worker as several workers jointly perform a single operation. In such cases it is desirable to 

introduce a group incentive scheme. Here the bonus is calculated for a group of workers and the total 

amount is distributed among the group members in proportion to the wage earned by each. 

(a) The Scalar Plan: 



Notes: Industrial Engineering   Unit 3    Job Evaluation and Wage Plans & Industrial Legislation 

Arvind Shrimali  Page 18 of 23 

 

This is a group plan where the productivity of the entire work force is taken into account. In this plan bonus 

is paid at the rate of 1 % for every 1% rise in productivity. Workers are not paid the full amount of bonus 

earned by them in the same month. 

A e tai  pe e tage is set aside as a ‘esou e Fu d  to take care of fluctuation. At the end of the year, 

the ala e e ai i g i  the ‘ese e Fu d  is also dist i uted. 

(b) Priest Man Bonus Plan: 

Here a committee of workers and management set the standard of performance. A minimum wage is 

guaranteed to each worker. The group gets bonus when actual output exceeds the standard. The group 

supervisor also gets a share on the group bonus. This plan promotes team spirit among employees. 

Other Forms of Incentives: 

Apart from the above mentioned incentive plans; there are also other forms of incentives, especially for the 

white collared workers. They are briefly discussed below. 

Employee Stock Option Plan: 

This is popularly known as ESOP. This is a form of incentive where the employees are allotted the company 

share at a price below the market price. When the company achieve better results, the market price of its 

sha es a d the alue of the e plo ees  sha eholdi g ise. 

This form of incentive plan is relatively new in India and is becoming popular of late. IT is motivating to the 

employee, as (it enhances a sense of belongingness to the organisation) shareholders are the owners of the 

organisation. 

Profit Sharing: 

Profit sharing may be defined as a  a a ge e t  hi h e plo ees e ei e a sha e, fi ed i  ad a e of 
the p ofits . P ofit sha i g usuall  i ol es the dete i atio  of a  o ga isatio  p ofits at the e d of the 
fiscal, year and the distribution of a percentage of the profits to the workers qualified to share in the 

earnings. The main objectives of profits sharing are to create unity of interest and the spirit of co-operation. 

The theory behind profit sharing is that management should feel its workers will fulfill their responsibilities 

more diligently if they realize that their efforts may result in higher profits which will be returned to the 

workers through profit sharing. 

In India this incentive scheme is not well received by both the management and the workers. Committee 

appointed by the Govt. of India suggested profit sharing as a method of ensuring industrial peace and a step 

to a ds o ke s  pa ti ipatio  i  a age e t a d also suggested that % of the p ofit e sha ed a o g 
the workers. 

Both the employers and the trade unions rejected this. The trade unions prefer bonus to profits sharing as 

bonus is payable irrespective of profit or loss under the Bonus Act 1965. 

Fringe Benefits: 

ILO describes fringe benefits as wages are often augmented by special cash benefits, by the provision of 

medical and other services or by payment in kind that form part of the cost for expenditure on the goods 

in services. 

In addition workers commonly receive such benefits as holidays with pay low cost meals, low rent housing 

etc. such additions to the wage proper are sometimes referred to as fringe benefits. 

Fringe benefits involve a labour cost for the employer and are not meant directly to improve efficiency. 

These add to the workers standard of living. Hence benefits may be statutory or voluntary. 

They improve motivation and morale of workers by satisfying their needs and develops a sense of belonging 

and loyalty among workers. They also improve the public image of the organisation. 
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Industrial Laws help to put an end to unfair labour practices and provides for the rights, privileges, 

obligations and responsibilities of the workforce. 

Industrial legislation helps both workers and management to know exactly about their rights, duties and 

obligations and also the liabilities. 

Objectives: 

The objectives of Industrial laws are: 

(i) To safeguard the workers against exploitation. 

(ii) To maintain good relationship between employees and employers. 

 (iii) To provide and improve the welfare, amenities of workers. 

(iv) To settle industrial disputes. 

Factories Act 1948: 

The main objective of the Factories Act is to improve the working conditions of the workers by implementing 

the provisions of industrial safety. 

Fa to  ea s a  p e ises he ei  te  o  o e o ke s a e o ki g a d i  a  pa t of hi h a 
manufacturing process is carried out with the aid of power or wherein twenty or more workers are working 

and in any part of which a manufacturing process is being carried out without the aid of power. 

This Act covers the health, welfare, safety, working hours, annual leaves with wages and employment of 

women and children. Periodically, the Chief Inspector of Factories and his staff have to approve safety 

measures in the plant, including proper ventilation for fumes and gases and protective equipments for eyes 

and ears wherever necessary. 

A maximum workday of 8 hours is prescribed for adults and 5 hours for children. A work week of 48 hours 

is also prescribed. A weekly holiday is also specified, as also the eligibility for annual leave with pay after 

240 days of employment. 

The Act also gives the measures to be adopted to safeguard the health of the workers, so that conditions at 

the work place do not affect them adversely. The Act also deals with cleanliness, waste disposal, pollution 

measures, lighting, drinking water facilities, latrines, spitons etc. and also refers to general welfare 

measures like washing, drying facilities, rest rooms, first aid appliances, canteens, lunch rooms, creches etc: 

Certain facilities are to be given based on the number of employees or size of the establishment. If 250 or 

more workers are working a canten facility should be given and creche for 50 or more women workers 

employed. 

For 500 or more workers, a qualified doctor and staff and ambulance is to be provided. There is a statutory 

provision for a labour officer in an establishment with 500 or more workers. 

The Act provides only for the minimum requirements of welfare. Progressive employers who are realising 

the importance of welfare activities, go a step ahead in providing the facilities over and above the 

mandatory obligations. This helps to promote good industrial relations. 

The Factories Act, is a social legislation which has been enacted for occupational safety, health and welfare 

of workers at work places. This legislation is being enforced by technical officers i.e. Inspectors of Factories, 

Dy. Chief Inspectors of Factories who work under the control of the Chief Inspector of Factories and overall 

control of the Labour Commissioner, Government of National Capital Territory of Delhi  

APPLICABILITY 

It applies to factories covered under the Factories Act, 1948. The industries in which ten (10) or more than 

ten workers are employed and are engaged in manufacturing process being carried out with the aid of 
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power or twenty or more than twenty workers are employed in manufacturing process being carried out 

without the aid of power, are covered under the provisions of this Act 

Salient Features of the Act 

1. Approval of Factory Building Plans before construction/extension, under the Delhi Factories Rules, 1950. 

2. Grant of Licences under the Delhi Factories Rules, 1950, and to take action against factories running 

without obtaining Licence. 

3. Renewal of Licences granted under the Delhi Factories Rules, 1950, by the Dy. Chief Inspectors of 

Factories. 

4. Inspections of factories by District Inspectors of Factories, for investigation of complaints, serious/fatal 

accidents as well as suo moto inspections to check compliance of provisions of this Act relating to: 

I. Health  

II. Safety  

III. Welfare facilities  

IV. Working hours  

V. Employment of young persons  

VI. Annual Leave with wages etc. 

 

Industrial Disputes Act, 1947 

The Industrial Disputes Act, 1947 was enacted to promote industrial peace by providing appropriate 

machinery for amicable settlement of disputes arising between employers and employees. 

Objectives of the Act: 

(1) The Act provides a machinery for the settlement of disputes by arbitration or adjudication. 

(2) It attempts to ensure social justice and economic progress by fostering industrial harmony. 

(3) It enables workers to achieve their demands by means of legitimate weapon of strike and thus 

facilitates collective bargaining. 

(4) It prohibits illegal strikes and lockouts. 

(5) It provides relief to the workman in the event of layoff or retrenchment. 

The act relates to all the relevant aspects of industrial relations machinery namely—collective bargaining, 

mediation and conciliation, arbitration, adjudication and matters incidental thereto. 

Work e ’s Compensation Act, 1923 

It is an Act to provide for the compensation for injury by accident. It provides relief by the way of 

compensation to all employees who suffer an accident during the course of employment which disables 

him to work in the job or as a result of which death occurs. 

The term workers in the Act refers to those employed in factories, mines, plantations, construction work 

and other hazardous occupations except those covered under Employee s State Insurance Act, 1948, and 

le i al e plo ees. The lai s u de  the Wo k e s Co pe satio  A t falls i to th ee atego ies— 

(i) Accidents resulting in temporary disablement. 

(ii) Accidents resulting in permanent, partial or total disablement. 

(iii) Fatal accidents. 

Workmen are expected to notify if any accident occurs, but failure to do so will not deprive them 

compensation claim from employer if the claim is filled within two years from the day of accident. 

Compensation for permanent total disablement and permanent partial disablement should be payable on 

the scales prescribed. In the event of death of the injured during the accident payment of compensation 

must be made only through the commissioner. 
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Breach or violation of the Act is punishable. Returns, statements and notices to the commissioner should 

be sent correctly. The National Commission on labour (1969) recommended that workmen covered under 

the Act including supervisors should be eligible for compensation, without any wage limits. It also 

suggested the fo atio  of the e t al fu d fo  o k e s o pe satio  to e o t olled  the 
Employees States Insurance (ESI) Corporation. 

Employee’s Provident Fund Act, 1952 

 

This Act provides a compulsory contributory provident fund for employees in factories and other 

establishments. It applies to all factories and other establishments falling under any notified industry and 

employing 20 or more workers. It prescribes the obligation of employers and employees and the 

authorities for implementation of the provisions. 

It includes contract labour also. It also applies to educational institutions. The employer is required to 

dedu t e plo ee s o t i ution from his wages and deposit the same in to the provident fund account 

alo g ith e plo e s o t i utio . 

The amount standing to the credit of account holder is not liable for attachment under any court order. 

Nomination facility is available. The member can withdraw to certain extent from the fund account for the 

following purposes. 

(i) To purchase or construct a property or house. 

(ii) For alteration or modification of the house. 

(iii) To meet expenses in case of illness, marriage of dependents, higher education of children etc. 

Provident Fund is refunded with interest in the event of death, permanent disability, retrenchment, 

migration or leaving service. Depending upon the earning on these investments interest is allowed to the 

workers annually, on the amount to their credit. 

Employees Family Pension Scheme 

The family pension scheme seeks to provide some monetary relief to the employees who die in service i.e. 

before super-annulation or after retirement. The contribution to this fund is deducted from employer s 

contributions to Provident Fund. Depending upon the contribution and last salary drawn, the pension 

amount after superannuation is determined for the person as per the scheme. 

 

Payment of Gratuity Act, 1972  
This Act provides for retirement benefit to the employees with long and continuous meritorious service. 

Every employee, irrespective of his remuneration is entitled to receive gratuity if he has entered service of 

5 years, or more. 

Gratuity is payable at the time of termination of services on account of retirement, resignation, death or 

disability due to accident or disease. The condition of 5 years, of service is not applicable for permanent 

disablement. 

In case of death, gratuity is to be payable to the nominee and if there is no nominee then to the legal 

hei s. The A t p o ides that fo  e e  ea s o ti ua e i  se i e a  e plo ees should get  da s 
wages. The total gratuity payable should not exceed 20 months wages. Gratuity cannot be attached by the 

court. 

Minimum Wages Act, 1948 
It is an Act to provide for fixing minimum rates of wages in certain employments. It is meant to help the 

workmen to avail a fair bargain with their employees and ensure wages for them. 

It lays down the procedure for fixing minimum wages and for appointment of advisory committees and 

boards. It prohibits wages in kinds. Time and conditions of payment of wages are stipulated. Only 

authorised deductions are accepted from the wages. 
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Working hours in case of an adult are fixed at 48 hours a week. Wages at the rate of double the time are 

to be paid for work beyond the normal hours. Registers and records are to be maintained under the Act 

are prescribed. 

 

Bonus Act, 1975 
This Act provides for the payment of bonus, related with profit or productivity to the employees in 

factories and establishments. Bonus is payable to all categories of employees drawing wages up to Rs. 

4000 pm. 

The important features of Bonus Act are: 

1. Minimum Bonus was reduced to 4% and there was a condition that if the company did not earn any 

profit there would be no compulsion to pay minimum bonus also. 

2. Negotiations out of the Bonus Act to get bonus in excess of 20% were sought to be curtailed. 

The Indian trade unions act 1926 

The Act was formulated in 1926 called- I dia  T ade U io  A t  and enforced from 1st June 1927. The 

Indian Trade Union Act 1926 was passed to provide for the registration of trade unions with a view to 

render lawful association of workers. The act also defined law relating to registered trade unions and 

provided certain privileges and protection to the registered trade unions. 

Object of the act 

 Conditions governing the registration of trade unions. 

 Obligations imposed upon a registered trade union. 

 Rights and liabilities of registered trade unions. 

Scope of the act 

 It applies to registered trade unions and extend to the whole of India including the state of Jammu 

and Kashmir. The Act applies to all kinds of unions of workers and association of employers. The 

Act aims at regularizing the labour management relation 

Important definitions 

 Appropriate Government 

 Executive 

 Registered Office 

 Registered Trade Union 

 Trade Dispute 

 Trade Union 

 Workmen 

 

Industrial employment act 1946 

It applies to every Industrial establishment wherein 100 or more workmen are employed or were 

employed on any day of the preceding 12 months. 

 

The Act does not apply to: 

Any industry to which The Bombay Industrial Relations Act; 1946 apply. 

Any industry to which The Madhya Pradesh Industrial Employment (Standing Orders) Act 1961 apply 

Object of the Act: 
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1. Object of the Act is to require the employers in industrial establishments to define the conditions 

of employment under them and make the conditions known to workmen employed by them 

before they accept the employment. 

2. To maintain uniformity in terms and conditions of employment in respect of workmen belonging 

to the same category. The rules made in the regard to these conditions is called Standing Orders 

MATTERS TO BE PROVIDED IN STANDING ORDERS UNDER THIS ACT  

1. Classification of workmen, e.g., whether permanent, temporary, apprentices, probationers, or 

badlis. 

2. Manner of intimating to workmen periods and hours of work, holidays, pay-days and wage rates. 

3. Shift working. 

4. Attendance and late coming. 

5. Conditions of, procedure in applying for, and the authority which may grant leave and holidays. 

Requirement to enter premises by certain gates, an liability to search. 

6. Closing and reporting of sections of the industrial establishment, temporary stoppages of work and 

the rights and liabilities of the employer and workmen arising there from. 

7. Termination of employment, and the notice to be given by employer and workmen. 

8. Suspension or dismissal for misconduct, and acts or omissions which constitute misconduct. 

9. Means of redress for workmen against unfair treatment or wrongful exactions by the employer or 

his agents or servants. 

10. Any other matter which may be prescribed. 

Industrial Disputes Act, 1947 

The Industrial Disputes Act 1947 extends to the whole of India and regulates Indian labour law so far as 

that concerns trade unions as well as Individual workman employed in any Industry within the territory of 

Indian mainland. It came into force April 1, 1947. 

The objective of the Industrial Disputes Act is to secure industrial peace and harmony by providing 

machinery and procedure for the investigation and settlement of industrial disputes by conciliation, 

arbitration and adjudication machinery which is provided under the statute. The main and ultimate 

objective of this act is "Maintenance of Peaceful work culture in the Industry in India" which is clearly 

provided under the Statement of Objects & Reasons of the statute. 

The laws apply only to the organised sector. Chapter V talks about the most important and often in news 

topic of 'Strikes and Lockouts'. It talks about the Regulation of strikes and lockouts and the proper procedure 

which is to be followed to make it a Legal instrument of 'Economic Coercion' either by the Employer or by 

the Workmen. Chapter V-B, introduced by an amendment in 1976, requires firms employing 300 or more 

workers to obtain government permission for layoffs, retrenchments and closures. A further amendment 

in 1982 (which took effect in 1984) expanded its ambit by reducing the threshold to 100 workers. 

The Act also lays down: 

1. The provision for payment of compensation to the workman on account of closure or lay off 

or retrenchment. 

2. The procedure for prior permission of appropriate Government for laying off or retrenching the 

workers or closing down industrial establishments 

3. Unfair labour practices on part of an employer or a trade union or workers. 

*** 
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