
CHAPTER 9PRIVATE 


PAY-FOR-PERFORMANCE:  THE EVIDENCE
LEARNING OBJECTIVES
1. Identify the four kinds of employee behaviors that can assist an organization in achieving its strategic objectives.
2. Discuss the relationship of the content theories of motivation to compensation.
3. Discuss the relationship of the process theories of motivation to compensation.
4. Explain why rewards, other than money, can influence employee behavior.
5. Summarize the key research evidence related to the role of compensation to motivate the four types of employee behaviors.
6. Describe the key design issues involved in creating an effective pay-for-performance program.

OUTLINE
I.
WHAT BEHAVIORS DO EMPLOYERS CARE ABOUT? LINKING ORGANIZATION STRATEGY TO COMPENSATION AND PERFORMANCE MANAGEMENT
A. Organizational success ultimately depends on human behavior

B. Compensation decisions should be designed to increase the likelihood that employees will behave in ways that help the firm to achieve its strategic objectives

C. Performance is a function of (skill/ability, knowledge, motivation)


ex.  Barry Bonds attempt to hit pitches depends: f (S, K, M, St) 

 
research shows that:

· when there is variability in organizational performance due to environmental fluctuations; emphasize base pay and de-emphasize incentive pay, emphasize incentives when there is organizational/environmental stability

· when there is variance in employee performance due to job expectations/adjust to the external environ; provide wide range of rewards and de-emphasize monetary rewards and emphasize monetary when person’s work conditions are stable


D.
For an organization to be successful, it needs employees who perform well:

1.
people with skill and ability (S) need to be hired

2.
an organization needs to have programs to ensure good employees (S) 


stay with the company

3.
if an organization succeeds at these first two things, it can then concentrate on building further knowledge and skills (K and S)

4.
an organization must find ways to motivate (M) employees to perform well on their jobs so they can contribute to organizational performance
E.
The “oil that lubricates” this HR engine is performance measurement and performance management

1.
an organization needs to accurately measure performance to determine if its HR efforts are working

2.
compensation strategy has documented the link between the ease of measuring performance and the type of compensation system that works best

F.
Incentives work in some situations and not in others
Evidence suggests companies are best able to get employees to adjust, be flexible, and show commitment when a broader array of rewards, rather than just money, is part of the compensation package
G.
To achieve success, there are four kinds of employee behaviors that organizations should address:
1.
how do we get good employment prospects to join our company?

2.
how do we retain these good employees once they join?

3.
how do we get employees to develop skills for current and future jobs?

4.
how do we get employees to perform well while they are here?


H.
The compensation challenge is to design rewards that enhance job performance
II.
WHAT DOES IT TO GET THESE BEHAVIORS?  WHAT THEORY AND RESEARCH SAY


A.
Motivational elements:

1. what’s important to a person

2. offer that which is important

3. in exchange for a desired behavior

B.
Data provides some evidence regarding what is important to employees:

1.
employees prefer pay systems influenced by:
a.
individual performance
b.
changes in cost of living
c.
seniority
d.
market pay rate

2.
a recent approach – cafeteria-style or flexible compensation – is based on the idea that only the individual employee knows what package of rewards would best suit personal needs

C.
Theories of Motivation:

D.
Content Theories (emphasize that which motivates – the “what” issue)

· Maslow’s Hierarchy of Needs

· Aldefer’s ERG Theory

· pay could be used to satisfy lower level needs


· Herzberg’s 2 Factor Theory

· pay is not a motivator, it is a hygiene factor and minimizes dissatisfaction

E.
Process Theories (emphasizes how people are motivates – the “how” issue)

· Vroom’s Expectancy Theory

· motivation can occur if person believes that effort will lead to performance and the individual’s performance will result in desired rewards

· Adam’s Equity Theory

· people are motivated by perceptions of fair treatment and this is determined in terms of a ratio of their outcomes relative to their inputs compared to a similar ratio of their comparison other

· Agency Theory

· employees prefer static wages (salary) to performance based pay

· employees dislike risky pay and will demand a premium in exchange for accepting performance based pay

· performance based pay can be used to direct and induce employee performance

· performance pay is ideal for complex jobs where monitoring employee work is difficult

· performance targets should be tied to organizational goals

· performance based pay will require higher total pay opportunity

· Goal Setting Theory

· focuses on identifying desired behaviors and the goals expected to


flow from these behaviors
· how goals are set can influence the performance level of employees

III.
WHAT DOES IT TO GET THESE BEHAVIORS?  WHAT COMPENSATION PEOPLE SAY


Compensation packages are being designed to reflect behavior modification strategies 

Ex.. if you want people to take more risks, then compensation should be designed to support risk taking behavior

IV. TOTAL REWARD SYSTEM

· the trend is towards less stable and secure compensation

· employees are less satisfied with compensation at risk & pay determination

· pay security is becoming important in compensation

· empowerment is considered a positive inducement & form of reward

V.
DOES COMPENSATION MOTIVATE BEHAVIOR:  GENERAL


COMMENTS

Although there are exceptions, linking pay to behaviors results in better individual and organizational performance

VI.
DOES COMPENSATION MOTIVATE BEHAVIOR:  SPECIFIC


COMMENTS


Role of compensation in motivation creates four types of behavior


A.
Do people join a firm because of pay?

· level of pay and pay system characteristics influence person’s job choice

· people choose organizations which have reward systems that match their   personalities

B. Do people stay in a firm (or leave) because of pay?

· poor performers more likely than good performers to leave organization

· turnover is higher for poor performers when pay is individual based

· turnover is higher for good performers when pay is group based

· too little pay triggers feelings of unfair treatment resulting in turnover

· reasonable pay can reduce turnover (dah!)

· employees uncomfortable with substantial portion of pay at-risk pay and


linking less to personal effort and more to group effort

· other rewards (besides cash) important in affecting employee retention:

· work variety & challenge

· opportunity to grow & develop

· social aspects

· status recognition

· importance of work

· benefits


C.
Do employees more readily agree to develop job skills because of pay?

· answer is unknown

· SBP is partly intended to pay employees for learning new skills

· pay for skills may not increase productivity but tends to impact quality


D.
Do employees perform better on their jobs because of pay?

· both management and workers believe that pay should be tied to

            performance

· unionized worker prefer seniority as basis for pay rather than performance

· the preference for seniority may be due to distrust of subjective performance systems

· problematic when employees concentrate only on rewarded behaviors

VI.
DESIGNING A PAY-FOR-PERFORMANCE: PLAN
A. Efficiency

involves 3 areas of concerns:
1.
Strategy:  does pay for performance support company objectives

2.
Structure:  is the org. structure flexible enough to allow for variations in pay

3.
Standards:  need to concerned about 


a.
Objectives:  are they specific yet flexible (behavior influences




         outcomes)


b.
Measures:  Do employees know the measures used to evaluate them


c.
Eligibility:  Who and how far down the company will the plan involve


d.
Funding:  How will it be funded and what if there is a bad year?


B.
Equity/Fairness
· employees must believe that the program is fair in terms of distributive/ and  procedural justice

· this has to be communicated to all employees 
· employees should know what to expect regarding performance standards and if performance is lacking based on those standards, employees need an appeals mechanism
C. Compliance

· Pay-for-performance system should comply with existing laws

· desire a reward system that maintains & enhances the reputation of the firm

VII.    YOUR TURN:  Clinton Pharmaceutical

