Think Outside the Box

The Finer Points of Pay for Performance
I have been a proponent of pay for performance ever since my first job
analysis days back in Phoenix. It’s something you learn about early in
your career and in the HR community you try to teach managers how to
do it better. Few companies these days stick to a COLA approach to
managing pay increases, although for many who say they do pay for
performance, it could just as well be a COLA.
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And isn’t that the real question we debate every year – how do we take
2.5% - 3% of an eligible payroll budget and really make differential pay
decisions? Is it really worth the
gyrations to tell our top performing
employees that they are getting 3.75% or
4%? Or having to explain that they are
already near the top of the pay range so
their increase isn’t what they expected?
I’m not totally deconstructing arguments
for using merit for pay for performance.
I just want to entertain a nuance or two. Some that come to mind start
with understanding the nature of the performance; after all we could
probably all agree that not all performance is the same, and certainly we
don’t have the sort of tools to be able to consistently measure
performance in a way that would enable consistent application of
rewards.
Career growth (in-family). For those that have career levels in job
families, you’d readily recognize that moving from entry level to
intermediate, from there to journey and perhaps further into advanced
levels can happen at different rates and at different times of the year
outside of a focal for individuals. Usually this sort of increase in
competency is rewarded through a promotion, but for the individual
whether it is called a promotion of some other name, it is a recognition
of their performance through a pay increase. The nuance here is that
promotions should really be given greater consideration for inclusion in
a pay for performance strategy. This includes more attention paid to
funding requirements for greater promotion velocity that occurs at
lower career levels, resulting in more promotions in early years of a
career, and slowing down over time.
Magnitude or significance. It is clear that the intent of pay for
performance is to pay or reward those who make greater contribution at
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a different rate than others. Again, sometimes without realizing it we’ve relied too
heavily on existing tools to measure performance such that we become blind to reality.
For example, many performance evaluation tools use consistent formats to establish
targets or standards at the beginning of a performance period, then ask the rater to
make an evaluation at the end of the year whether targets were achieved or not. This
ignores the absolute performance and puts the weight on the relative performance of
employees (bell curves, etc.). The nuance here is that results that are really businessdriver and business-enabling deserves really significant compensation recognition; not
just the top of the range of the “bingo-chart” but something like a generous lump-sum /
one-time bonus.
Frequency and timing. Although we’d like to believe it so, performance doesn’t
necessarily line up to our defined calendar dates when salary adjustments are made; as a
matter of fact, hardly ever. But to give salary increases throughout the year would be
chaos – right? Maybe not. Why not take pay for performance more seriously by
attempting to align it to the event to be recognized? It could be chaotic to try to
recognize every performance event no matter how small, but that’s why we have
recognition programs. I’m talking about making the effort to swim upstream against the
policies and deliver real pay recognition in the form of a special increase. It needs to
have your company’s flavor and culture, but prohibiting the capability to make special
pay adjustments when need be is eroding the effectiveness of pay for performance.
Carve-outs. I written about managing a merit program by using merit budget carveouts before, so won’t repeat that here. See my website
http://columbiacomp.com/newsletters-links, Volume 15-1.
Can you improve pay for performance? Sure – not by blindly adopting what other
companies are doing though. Be thoughtful to apply elements of change that are
appropriate for your culture and business strategy. Unless you are the company where
it is already working…
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