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there are few hard data on this question, most experts agree that employees don't begi
10 notice payouts unless they are at least 10 percent, with 15 to 20 percent more like
10 evoke the desired response.*
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I the structure o the organization suffcenty decentalized o allow diferent operati
unts to creae flexible variations on  general pay-for peformance plan? For examp
IBM adapted performance reviews o the diferent necds of diflrent uits, and the
agers in them, resuling in @ very flxibl system. n thisnew sysiem, midpoins or ¢
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Standards
Operatonally the key 10 designing a pay-for-performance system rests on standards,
Speciicaly, we need 0 be concerned sbout the following;
Objecives: Are thy specifc et flexible? Can employees see tha their behavior
influcnces thei ability o achieve objectives (calld the “line-of-sight” issue in
industry)?
Measures: Do employees know what measures (individual appraisal, peet reviews
Of team performance, corporate financial measures, ete.) will be used (0 assess
‘whether performance i sufficintly g0od (0 merita payout?
Eligibilisy: How far down the organization wil the plan run? Companies like
PepsiCo and Starbucks believe all employees should be included. Others think only
top management can see how ther decisions affect the bottom line.
Funding: Wil you fund the program out of extra revenue generated sbove and
beyond some presct standard? If so, what happens in a bad year? Many employees
become disilusioncd when they fee they have worked harder but economic
‘conditions or poor management decisions conspire o cut or eliminate bonuses,

Equity/Fairness
‘Our second design objectiv is 0 ensure that the system is fir to employees. Two
{ypes of fimess are concerns for employees. The frst type i faimess in the amount
thatis distributed o cmployees. Not surprisingly, this ype of firnes is labeled die.
iributivejusice Does an employee view the amount of compensation reeeived s
fr? As we discussed carlir i th scction on equiy theory,

e depend on the amount of compensation actually rece

‘conditions, pay-poliy deci
by the cmployee. Indeed, recent research suggests
tive distibution of pay. For example, i
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Our second design objective is to ensure that the system is fair to cmployees. Two
types of fimess are concems for employees. The first type is fairness in the amount
that s distributed to employees. Not surprisingly, this type of fuimess is labeled dis:
pributive justice Does an employee view the amount of compensation reecived 25
fair? As we discussd earlir i the section on equity theory, perceptions of fairmess
e depend on the amount of compensaton actually rceived relative o input (68,
productivty) compared against some relevant siandard. Notice that severy of the
Components of this equity cquation are frustratingly removed from the control o the
ypical supervisor or manager working with employees. A manager has litle sl
e et e ize of an cmployee's paycheck.I i influenced more by exiemal jasket

Soions. pay-poicy decisionsof the oganization. and the oseupational haion catgs
by the cmployee. Indeed, recent researct
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Managers have somewhat more control ove the second type of equity. Employees
are also concemed about the fimess of the procedures used to determine the amount
of rewards they roceive. Employees expect procedural justice ™ Evidence suggests
that organizations using fair procedures and having supervisors who are viewed as
fair in the means they use o allocate rewards are perceived as more trustworthy and
command higher levels of commitment*” Some resarch cven suggests that employee
satisfaction with pay may depend more on the procedures used to determine pay than
on the actual level distributed %

A key element in fimess is communications. Employees want to know in advance
what is expected of them. They want th opportunity to provide input nto the standards
or expectations. And, if erformance is judged lacking relative o these standards, they
want a mechanism for appeals. In a union environment, this is the grievance procedure.
Something similr needs (o be set up in & nonunion environment ¥ As cvidence, only
15 percent of employees who fecl wellinformed indicate they are considering leaving
their company. This jumps to 41 percent who think about leaving if tey feel poorly
formed about the way the pay system operates.®

Compliance

Finally, our pay.-for-performance system should comply with existing laws. We want
reward system that maintains and enhances the reputation of our fim. Think abont the
companics that visit a college campus. Forsome of these companies,stdents naurally
gravitte o intrview opportuniies—he intcrview schedule flls very quickly indecd,
Why? Becauseofreptation." We end (0 undervalue the reward valu ofa good reputa:
tion. To guar tisreputation, we nced 0 make sure we comply with compensation s





