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It isabit premature to declare job-based pay systems obsolete. It is not too early, however, to
note that they are well on their way to being replaced by person-based pay. | believe we recently
entered phase two of the move from job-based pay to person-based pay. Phase one began in the late
1960s when “ Greenfield” new plants began using skill-based pay in order to pay their production
employees. The key features of these plants are well known asiis their success, so | will not discuss
them here. It isworth noting, however, what the research on these plants and their pay systems has

shown about paying the person instead of the job.

1. Paying for killsis an effective approach to determining the base pay of individuds.

2. Skill-based pay seemsto fit particularly well in team-based environments which require individuas
to learn multiple ills.

3. Skill-based pay systems are rlaively complex to develop and require a good understanding of the
organization’ s management style and the tasks that need to be performed.

4. Skill-based pay systems are rdatively high maintenance because they require continuous updating as
the technology of an organization changes and asindividuas change their ability to perform tasks.

5. Individuas generaly like skill-based pay systems better than they like job-based pay systems, at
least in part because they end up fedling in greater control of their pay and they end up making more
money.

6. Skill-based pay systems have their greatest impact during the first few yearsthey arein place
because during this time period, they lead to tremendous increases in the skills of individuas.

7. Becausethey don't pay for on-going performance, skill-based pay systems are often best combined

with pay-for-performance systems that reward team, group, or plant performance.



8. ltiscriticd to pay individuds only for those skills that they are willing to perform and that the
organization determines it needs them to have.

9. Skill-basad pay systems are effective only when reliable and valid measures can be developed of a
person’s ability to perform key tasks.

10. Skill-based pay systems are most successful when they involve those who will be affected by them
inthar design.

Although the skill-based pay systems used in manufacturing plants are usudly seenas
successful, in most cases, they have not led to person-based pay for non-production employees. Plant
after plant that | studied has had a person- or skill-based pay plan in place for its production employess,
but atraditiona job evauation plan in place for the rest of the employeesin the organization. | have
long argued that thisis an undesirable inconsstency because it crestes a“seam” in the organization
between production employees and others and because it misses the opportunity to apply avery
successful pay approach to non-manufacturing employees. However, except for afew pioneers such as
Polaroid, until recently, most organizations have not tried to develop person-based pay sysems for
other than production employees. This Stuation now seems to be changing. Hence, my earlier
Statement that we are now in phase two of the evolution of person-based pay. When phasetwo is
over, | expect to see widespread use of person-based pay throughout most large organizations.

Phase two islikely to last ten or more years and | expect it to be marked by the successful
development of organization-wide person-based pay systems. But before it can be successful, there
needs to be a great deal of research and development done on how to pay the person in non-

manufacturing jobs. The person-based pay approaches that | have seen some organizations use so far



gives me considerable concern about the types of person-based approaches which are being developed
in order to pay managers and technica experts.

Most person-based pay systems for exempt employees start with the premise that, particularly
in knowledge work stuations, there are tremendous potentia gains to be had from paying the person
rather than thejob. Gains are said to include a better strategic focus and competitive advantages that
come from superior organizationa capabilities and competencies. It is hard to argue with this point but
it fallsto answer the key question, how do you pay the person? That is, what characteristics of the
person do you focus on in order to determine their market vaue and their value to the organization?
These, of course, are the two things that any pay system needsto focus on. Market vaueiscritica in
attracting and retaining individuals and what a person can do is critica to how they can be used by the
organization and whether they are worth what the market saystheir valueis.

Increasingly organizations are choosing to use competency modelsin order to determine what to
pay anindividud. Not surprisngly, thereis genera agreement that the more competent individuas
should be paid more highly than less competent individuas. The challengeisto convert theidea of
competencies into messurable characterigtics of individuals that dlow for the reliable and vaid
determination of pay rates. Thisiswhere many of the competency moddsthat | have seen fdl short.

Asarecent article by Zingheim, Ledford and Schuster (1996) points out, the list of
competencies developed by Hay/McBer has been widdly adopted by organizations who are using
competency-based pay. The result isthat many of them end up with the same set of competencies,
hardly away to gain a compstitive advantage. My problem with this gpproach is not just with the fact
that it is bland and not a strategic differentiator. It is more fundamental and begins with its definition of

competency. According to Spencer and Spencer (1993) in the McBer approach, a competency isan



underlying characterigtic of an individud that is causdly related to effective and superior performancein
ajob. They go onto add that “underlying characteristic” means that the competency isafairly deep and
enduring part of a person’s persondity.

Spencer and Spencer provide adictionary of competencies that includes leadership,
adaptability, innovation, team orientation, communication, customer focus, achievement orientation and
flexibility. For each of these competencies, they provide scales that describe different levels of
competency. They aso present an iceberg model which shows competencies as below the water line
and as aresult are hard to see and measure. It shows knowledge and skills above the surface and
therefore more measurable. They go on to briefly mention the point that individuas should be rewarded
for the development of competencies by “merit pay for skill.” Thisraises an obvious point. Given that
organizationa effectivenessis about task performance, why try to measure and pay for something which
is below the surface and, as aresult, difficult to measure and relate to actud task performance. Isit not
likely to be more effective for pay purposes to focus on what is most easily measurable and directly
related to organizationa effectiveness, that istask performance related knowledge and skills.

In arecent article, Hofrischter and Douglas (1996) argue that Hay Group research has shown
that in complex jobs, competencies are more likely to determine success than skills or knowledge. But
they go on then to say that competencies represent a set of skills and knowledge, abilities, behavior
characteristics and other attributes that predict superior performance. | don’t know about you, but |
find this al very confusing and perhaps somewhat of an exercise in semantic obfuscation.

At times, it sounds like competencies are actualy nothing more than skills and knowledge and
hence, there isa direct parale between paying for them and what is done in the skill-based pay systems

that are used with production employees. At other times, however, particularly in the writings of



Spencer and Spencer, it appears that paying for competencies is much more abouit trying to measure
and pay for the persondity traits of individuds. If the latter istrue, then | have amgor problem with the
idea of paying for competencies.

| was studying performance gppraisa and pay systemsin the 1960s and 1970s when it was
very popular to rate individuals on traits like leadership, cooperation and rdiability and to use these
ratings as abagsfor determining merit pay. Thus, | am al too aware of the many measurement
problems with this gpproach. Unfortunately, some organizations till do use trait rating scales as part of
their performance gppraisal process. They ask managersto rate individuas on innovation,
dependability, communication skills, ec. in order to determine whether they should get a favorable merit
review and a“ merit” pay increase.

Some organizations have made the trait rating approach a bit more sophisticated by adding
descriptive anchors to different points on rating scales (instead of just using high/low or good/bad), but
in my mind, this does not address the fundamental problem. Rating individuas on traitsis an extremely
subjective process and a grest ded of research over the years has shown that it tends to lead to unfair,
invaid and discriminatory outcomes. It wasfor this very reason that during the 1960s numerous studies
were highly critical of the use of personadlity tests for selection purposes and of trait-based performance
gopraisa forms. Asthe result of legidation and numerous court cases, specific standards have
developed concerning the validation of tests and what should be contained in a performance appraisa
form. These standards particularly emphasize the importance of measuring only the job behaviors of an
individud that are related to successful task performance. This brings us back to what has been found

in studies of skill-based pay in plants.



SKill-based pay plans work best when they aretied to an individud’ s ability to perform a
particular task and when there are good measures available of how well an individua can perform a
task. When these are available, then, and only then, can effective skill-based pay systems be
developed. Thiscritica point is neglected in competency-based systems which pay for generic
personality traits that are not clearly related to task performance.

| do not intend to completdly dismiss the use of competencies in human resources management.
If indeed a competency is abass for successful task performance because it isrelated to the
development of the skills and knowledge that are needed to perform the task, then measuring it may be
helpful asaway of determining who should be assgned to a particular job. At that point the person
may not be able to perform the task they will be assigned, so it isimportant to look at predictors of
future performance. However, this use of competencies does not mean that they should be the basis for
pay once an individua has started performing ajob.

What we learned with person-based pay in manufacturing organizationsis that you should pay
individuas for what they can do that is reated to task performance not for their “potentia”. Once an
individua has performed ajob, their task related skills and knowledge can be determined. At this point,
| believe they, not underlying competencies, are the most useful basis for setting pay, because they most
directly determine what work an individua can do, which incidentdly islikely to be the key determinant
of their market value.

Theideaof paying only for the ability to perform atask is consderably easier to goply in
production jobs than it isin many managerid and knowledge work Stuations. It iseaser because the
tasks are often smpler to define and there isamore limited set of them than there isin manageriad and

knowledge work stuations. Thisis undoubtedly one of the main reasons why it has taken so long for



the approach of paying the person to move off the shop floor into the office. Degpite the fact that

gpecifying the skills and knowledge needed to do work can be complex and difficult, | don't believeit is
either acceptable or desirable to rely on generic competencies that are hard to measure, subject to bias,
and not necessarily related to successful task performance in a particular work assignment or work role.

What is needed in order to pay the person in most knowledge work jobs is a person description
that includes a specific description of what the person needsto be ableto do. A person description
needs to include a specification of the job-related task or tasks the individua should be able to perform
and what performance or mastery level of themisrequired. This description needsto be used asthe
bass for determining whether individuas have the necessary work related skills,

For example, instead of saying the person needs to have communication skills, the person
description needs to specify exactly what kind of communication tasks the individua needs to engage in
aswel aswhat level of performance on each of these tasks represents an acceptable level of mastery.

It should establish measures that distinguish between successful and unsuccessful task mastery so that
individuas can be certified as having the necessary communication skills. These same measures may, of
course, be ussful in measuring the ongoing job performance of individuals. But that is not what we are
talking about here; in a person description, the focusis on what a person can do.

Admittedly, creating person descriptions that specify what tasks a person needs to be able to
perform and how task performance mastery can be measured is likely to be considerably more work
than smply picking competencies from adictionary. But, | believeit isthe only effective way to pay the
person in knowledge work Stuations. The dternative of pay for underlying competenciesislikely to
produce invaid measurements, discriminatory decison making and ultimately, the downfdl of the idea of

paying the person rather than paying the job.



Itiscriticd that organizations get on with the chdlenging work that is involved in specifying what
they expect people to be able to do and how well they expect them to be abledo it. Only if they are
ableto do this, can they reasonably expect to create high performance organizations that provide a
competitive advantage. | believe that the lessons from skill-based pay on the shop floor are clear in this
respect. They work best when individuas are paid on the basis of their willingness and ability to
perform specific tasks that are critical to organizationa effectiveness. This golden rule of person-based

pay, | believe, is as applicable in offices asit is on the shop floor.
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