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Performance management
· Process of creating a work environment in which people can perform to the best of their abilities
· 6 Steps:
1. Goals set to align with higher level goals 
2. Behavioural expectations and standards set and then aligned with employee organizational goals
3. Ongoing performance feedback provided during cycle 
4. Performance appraised by manager 
5. Formal review session conducted 
6. HR decisions making (ex: pay, promotion, etc.)

Performance appraisal 
· The result of an annual or biannual process in which a manager evaluates an employee’s performance relative to the requirements of his or her job and uses the information to show the person where improvements are needed and why 
· Tool to maintain and enhance organizations productivity and facilitate progress towards their strategic goals 

Appraisal programs
· Focal Performance appraisal:
· An appraisal system in which all of an organization’s employees are reviewed at the same time of the year rather than on the anniversaries of the individual hire dates 
· Helpful if company is experiencing change and must quickly alter its strategy
· Compare performance of different employees simultaneously, which can result in appraisals that are more accurate and fair
Purposes of performance appraisal:
· “What gets measured gets done”
· Influence employee behaviour and improve an organization’s performance 
· Organizations with strong performance appraisal programs anre 40-50% more likely to outperform competitors in areas of revenue growth, productivity, profitability, and market value (why you should still appraise during economic downturn, even if you cant afford to give raises)
· Ensures employees receive some feedback from supervisors 
Administrative Purposes:
· Appraisal programs provide input that can be used for the entire range of HRM activities, such as promotions, transfers, layoffs, and pay decisions 
· Pay for performance – basing employees pay on their achievements, employees are more satisfied this way
· Performance appraisal data can also be used in HR planning, in determining relative worth of jobs under a job evaluation program, and as criteria for recruiting particular types of employees and validating selection tests.
· Provide “paper trail” for documenting HRM actions that can result in legal action
· Must maintain accurate, objective employee performance records to defend against possible discrimination charges when it comes to promotions, salaries, and terminations
· Recognize that the success of the entire HR program depends on knowing how the performance of employees compares to the goals established for them 
Developmental Purposes:
· From standpoint of individual development, appraisal gives feedback essential for discussing an employee’s goals and how they align with the org’s goals 
· Gives opportunity to discuss ways to build on their strengths, eliminate potential weakness, identify problems, and set new goals for achieving high performance 
· Used to develop training and development plans for employees 
· Developmental approach helps employees understand that the appraisals are being conducted to improve their future competencies and further their careers, not being conducted simply to judge them based on their past performance 
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Its advisable on the administrative or developmental but not both at the same time. Eg. We have been underperforming so we wont get a bonus
 
Why appraisal programs fail
· Lack of top management information and support
·  Program will not work in an environment where appraisers are not encouraged by their superiors to take the program seriously
· Should let employees know that the appraisers themselves will be evaluated in the same way
· Unclear performance standards 
· Rater bias, biased ratings because managers lack training
· Too many forms to complete
· Use of appraisal program for conflicting purposes: 
· ex: if used to determine employees future pay and at the same time to motivate the person to perform better, 2 purposes can end up conflicting with one another, the salary decisions become the dominant topic of convo, and ways to improve future job performance gets less discussion
Other reasons:
1. Little face-to-face discussion between manger and employees
2. Relationship between the employees job description and the criteria on the appraisal form is not clear 
3. Managers feel that little or no benefit will be derived from time/energy spent on the process or are concerned only with bad performances
4. Managers not sufficiently adept at rating employees or providing them with appraisal feedback
5. Judgemental role of appraisal conflicts with the helping role of developing employees 
6. Once a year event, little follow up: many orgs finding it better to do it semi annually or even quarterly, to provide feedback on a continual basis, less anxiety experienced in formal appraisal
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· Unfair evaluations: managers inflate results because they want their employees to be paid more or to make them look good as supervisors, or might want to get rid of troublesome employees by inflating their ratings and passing them off to another department.
· Managers are nervous to give appraisals, want to get them over with and end up not engaging employees in much of a conversation
Developing an Effective Appraisal Program:
· Responsibility of HR department, managers from company’s operating departments actively involved, employees more likely to accept/be satisfied with program if they have chance to participate in development 
What are the performance standards?
· Before conducting an appraisal the standards by which performance is to be evaluated should be clearly defines and communicated to employee
· Translates goals and objectives into job requirements 
· 4 Basic considerations in establishing performance standards:
1. Strategic Relevance:
· The extent to which the standards of an appraisal relate to the strategic objectives of the organization in which they are applied
· Provides documentation HR managers need to justify various training expenses to close any gaps between employees’ current skills and those they will need in the future to execute the firm’s strategy 
2. Criterion Deficiency:
· Extent to which the standards capture the entire range of an employees responsibilities 
· Aspects of actual performance that are not measured 
· Appraisal systems suffer when performance standards focus on one single criterion, to the exclusion of other important but less quantifiable performance dimensions (sales rev vs. customer service)
3. Criterion Contamination
· Elements that affect the appraisal measures that are not part of the actual performance
· Factors outside an employees control that can influence his or her performance
· EX: comparison of the performance of production workers should not be contaminated by the fact that some work with newer machines than others do, performance of traveling sales people should not be contaminated by the fact that territories differ in sales potential 
4. Reliability:
· Measures that are consistent across raters and over time 
· Measured by correlating two sets of ratings made by single rater or by two different raters (two raters measure one employee then see how they compare)
· Calibration: process whereby managers meet to discuss the performance of individual employees to ensure that all managers apply similar standards to all the firm’s employees.
· Standards should be defined in quantifiable and measurable terms and written down 
· Legal Issues: Performance appraisals must meet legal requirements since they are used for HRM actions. Ex: Appraisals might indicate that an employee performance is above average (when actually it isn’t) and they are promoted and in turn disciplined for poor performance

Who should appraise Performance
- Unrealistic to assume that one person can fully observe and evaluate an employees performance given the complexity of todays jobs
· Manager/ Supervisor Appraisal
· Performance appraisal done by an employee’s manager and often reviewd by a manger one level higher
· Supervisors are in the best position to perform this function since managers often don’t have time to fully observe employee performance 
· Managers would have to rely on performance records, if reliable and valid measures are unavailable, the appraisal may be less than accurate
· Managers appraisals of employees they’ve known for less than a year are less reliable
· When supervisor appraises employee alone, the supervisor’s supervisor must review it to reduce chance of superficial/biased evaluations
· Self-Appraisal
· A performance appraisal done by the employee being evaluated, generally on an appraisal form completed by the employee prior to the performance interview
· Increases employees involvement in the review process
· Gets employees thinking about their strengths and weaknesses and barriers to effective performance
· Then in performance interview employee and manager discuss job performance and agree on final appraisal
· Works well when manager and employee establish future performance goals or employee development plans 
· Critics say that self-raters are more lenient than managers and present themselves in a highly favourable light and lead employees to believe that they have more influence over the appraisals outcome and if that expectation is not met they will be frustrated
· Best for developmental purposes than administrative decisions 
· Subordinate Appraisal
· Performance appraisal of a supervisor by an employee, which is more appropriate for developmental than for administrative 
· Subordinates in frequent contact with their superiors 
· Judged upon a mangers leadership, oral communications, delegation of authority, coordination of team efforts, and interest in his or her subordinates
· Dimensions related to manager’s specific job tasks (planning, organizing, budgeting, creativity, analytical ability) are not considered
· Managers will be hesitant to give employees power over them, especially when regarding administrative decisions like compensation
· Managers open to the idea when used for developmental purposes
· Submitted anonymously and combined across several individual raters
· Peer Appraisal
· Performance appraisal done by fellow employees, generally on forms that are compiled into a single profile for use in the performance interview conducted by the employees manager
· Peers see different dimensions of his or her performance 
· Peers can readily identify leadership and interpersonal skills along with other strengths and weaknesses
· Advantage is the belief that they furnish more accurate and valid information than appraisals by superiors, since supervisors often see employees on their best behaviour, employees see more realistic picture
· Provides a forum in which to address issues and resolve conflicts for employees who have trouble confronting their coworkers about problems 
· Reasons why they are not used more frequently include:
· Peer ratings are simply a popularity contest
· Managers are reluctant to give up control over appraisal process
· Those receiving low ratings might retaliate against their peers
· Peers rely on stereotypes in ratings
· Must ensure confidentiality to avoid interpersonal rivalries, hurt feelings and fostered hostility among fellow employees 
· Team Appraisal
· A performance appraisal, based on total quality management concepts, that recognizes team accomplishment rather than individual performance
· Can be impossible to separate an individuals contribution in team setting
· In such cases individual appraisals can be dysfunctional because they detract from the critical issues of the team
· Breaks down barriers between individual employees and encourages a joint effort on their part
· Interest frew out of company commitment to total quality management (TQM) in 1980’s
· TQM: control system that involves setting standards, measuring firm’s performance against those standards, and identifying opportunities for improvement, firm’s performance is best understood at the level of the system as a whole, where as performance appraisals usually focus on individual 
· Customer Appraisal
· Performance appraisal that, like team appraisals, is based on total quality management concepts and seeks evaluation from both external and internal customers 
· Use external customers as source of appraisal. Poor customer appraisals explain why companies have reconsidered offshoring their customer service functions
· Also survey vendors and suppliers, in doing so managers hope to produce more objective evaluations, more effective employees, more satisfied customers, and better business performance 
· Use internal customers (anyone inside the organization who depends on an employees work output) ex: managers who rely on HR department for selection and training would be candidates for conducting internal customer evaluations of that department
· For both admin and developmental purposes, internal customers provide useful feedback about value added by an employee or team of employees
 
Putting it all together: 360 degree apprasial
· Combine various sources of performance appraisal info to create multirater (360  degree) appraisal and feedback systems
· Provide employee with as accurate as a view of their performance as possible by getting input from all angles
· Can become complex for administration so orgs have recently started using performance management software to compile and aggregate the info
· Ensure anonymity
· Make certain that no employee ever knows how any evaluation team member responded (The supervisors rating is an excep)
· Make respondents accountable
· Supervisors should discuss each evaluation team member’s input, letting each member know whether he or she used rating scales appropriately, whether his or her responses were reliable, and how other participants rated the employee
· Prevent gaming of the system
· Some individuals may try to help or hurt an employee by giving either too high or too low an evaluation. Team members may try to collude with eachother by agreeing to give each other high ratings. Supervisors should check for obviously invalid responses
· Use statistical procedures
· Use weighted averages or other quatitative approaches to combining evaluations. Supervisors should be careful about using subjective combinations of data, which could undermine the system
· Identify and quantify biases
· Check for prejudices or preferences related to age, gender, ethnicity, or other group factors
 
Training Appraisers
- Weakness of many performance appraisal programs is that mangers/supervisors are not adequately trained for the appraisal task, feedback is not useful and can be meaningless or destructive

Establishing appraisers
· Provide an explanation of the performance appraisal system objectives
· Explain the purpose for which the appraisal will be used
· Explain the mechanics of the rating system (how frequently, who will conduct, standards of performance)
· Alert raters to the weaknesses and problems of the appraisal systems so that they can be avoided
Eliminating Rater Error:
“Halo” or “Horn” errors are when a manger focuses on one positive/negative aspect about an employee and generalizes it into an overall good/poor appraisal rating
Distributional Errors:
· Error central tendency
· Performance rating error in which all employees are related about average 
· Raters are reluctant to assign either extremely high or low ratings
· Reduce error by explaning that you can expect to find significant differences in their behaviour, productivity and other characteristics
· Leniency or strictness error
· Appraiser tends to give employees either unusually high or unusually low ratings 
· “all my employees are excellent” “noe of my people are good”
· Reduce error by clearly defining the characteristics of performance and to provide meaningful descriptions of behaviour, known as “anchors”, on the scale
· Another approach is to require ratings to conform to a forced distribution. This is when managers are required to place a certain percentage of employees into various performance categories (ex: 10% of ratings must be poor… similar to the grade curve)
· Variation of forced distribution is peer ranking, whereby employees in a work group are ranked against one another from best to worst
· Forced distribution and peer ranking can however cause rating errors, particularly when all employees are performing above the standard. Can cause lawsuits, lower morale, decreased teamwork, destructive employee competition
· Recency error
· Error in which the appraisal is based largely on the employees most recent behaviour rather than on behaviour throughout the appraisal period
· Managers who give higher ratings because the employee is “showing improvement” may unwittingly be committing recency error
· Can redice by having appraiser document employee accomplishments throughout entire appraisal period, rather than relying on memory (manager diary or log)
· Contrast error
· A performance rating error in which an employee’s evaluation is biased either upward or downward because of comparison with another employee just previously evaluated
· Ex: average employee may seem especially productive when evaluated just after a poor performer.
· Most likely when the employees are ranked in order from the best to the poorest
· Reduce through training the focuses on using objective standards and behavioural anchors to appraise performance
· Similar to me error
· A performance rating error in which an appraiser inflates the evaluation of an employee because of a mutual personal connection
· When similarity is based or race, religion, or gender can result in discrimination
· Raters need to be aware of any stereotypes they hold toward particular groups because observation and interpretation of performance can be clouded by them
· Can be reduced through training appraisers, it pays off particularly when participants have the opportunity to (1) observe toher managers making errors, (2) actively participate in discovering their own errors and (3) practise job-related tasks to reduce the errors they tend to make 
 
Performance Appraisal Methods
- Trait approaches most popular despite their inherent subjectivity, behavioural approaches provide more action-oriented information to employees and therefor may be best for development. Results oriented approach focuses on the measurable contributions that employees make to organizations
Trait methods
- Designed to measure the extent to which an employee possesses characteristics – such as dependability, creativity, initiative, and leadership – that are viewed as important for the job and organization in general. Notoriously biased and subjective if not carefully designed on the basis of job analysis  
· Graphic rating scales
· A trait approach to performance appraisal whereby each employee is rated according to a scale of characteristics
· Many variations of the graphic rating scale, the differences are to be found in:
· The characteristics or dimensions on which individuals are rated
· The degree to which the performance dimension is defined for the rater
· How clearly the points on the scale are defined 
· Subjectivity is reduced when the dimensions on the scale and the scale points are defined as precisely as possible
· Rating should provide sufficient space for comments on the behaviour associated with each scale 
· Mixed standard methods
· Similar to other scale methods but based on comparison with (better than, equal to, or worse than) a standard
· Forced choice methods
· Requires that the rater chooses from statements, often in pairs, designed to distinguish between successful and unsuccessful performance 
· The rater selects one statement from the pair without knowing which statement correctly describes successful job behaviour. For example forced-choice pairs may include the following:
· Works hard or works quickly
· Shows initiative or Is responsive to customers 
· Produces poor quality or Lacks good work habits
· Limitations include the cost of establishing and maintaining is validity, can be a source of frustration to many raters, it cannot be used as effectively as other methods as a tool for developing employees
· Essay method
· Requires the rater to compose a statement describing employee behaviour. 
· Instructed to describe employee strengths and weaknesses and make recommendations for his or her development 
· Often combined with other methods since it can provide additional descriptive info
· Very time consuming to cover all of an employees characteristics
· Quality of the performance appraisal depends on supervisor’s writing skills and composition style 
· Subjective, may not focus on the relevant aspects of a person’s job performance
 
Behavioural methods
- One way to improve a rating scale is to have descriptions of behaviour along a scale, or continuum. These descriptions permit the rater to readily identify the point where a particular employee falls on the scale. Behavioural methods have been developed to specifically describe which actions should (not) be exhibited on the job
· Critical incident method
· An unusual event that denotes superior or inferior employee performance in some part of the job
· When employee behaviour results in unusual success or unusual failure in some part of the job
· Ex: janitor observes that a file cabinet containing classified documents has been left unlocked at the close of business and calls the firms security officer to correct the problem
· Ex: Mail clerk fails to deliver an express mail package immediately, instead putting it in with regulr mail to be roted two hours later 
· Manager keeps log or diary for each employee throughout the appraisal period and notes critical incidents related to how well they perform
· Uses log/diary to create an eomployees rating of outstanding, satisfactory, or unsatisfactory in specific performance areas and overall 
· Helps managers counsel employees when they are having difficulties performing while the problem is still minor 
· Behavioural checklist method 
· Oldest technique, consists of having the rater check the statements on a list that rater believes are characteristics of the employee’s performance or behaviour 
· Behaviourally anchored rating scale method (BARS)
· Consists of a series of 5-10 vertical scales, one for each important dimension of job performance 
· Dimensions are anchored by behaviours identified through a critical incident job analysis 
· Critical incidents are placed along the scale and are assigned point values according to the opinions of experts 
· Typically developed by a committee that included not subordinates and managers, that must identify all the relevant characteristics or dimensions of the job. 
· Behavioural anchors in the form of statements are then established for each job dimension, participants then review them and indicate which job dimension each anchor illustrates, only the anchors that at least 70% of the group agrees belong with a particular dimension are kept, then anchors are attached to their job dimension and place on the appropriate scales according to values that the group assigns to them 
· Yield more accurate ratings
· Advanatage is that personnel outside of HR department can pariticpate, which can lead to greater acceptance of the process 
· High content validity
· Disadvantage is that it requires time and effort to develop, and scales designed for one job may not be appropriate for another [image: ]
· Behaviour observation scale (BOS)
· Measures the frequency of observed behaviour 
· Similar to BARS in that they are both based on critical incidents, however rather than asking the evaluator to choose the most representative behavioural anchor, BOS is designed to measure how frequently each behaviour has been observed 
· Appraiser plays role of observer rather than judge, easier to provide constructive feedback and employee is more willing to accept it 
· Users prefer it over BARS or trait scales for (1) maintaining objectivity (2) distinguishing good performers from poor ones (3) providing feed back and (4) identifying training needs 
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Results methods
 Focus on employee accomplishments – results they achieve through their work
The focus is on productivity
 More objective and empowering, results such as sales figures and production  output 
Give employee responsibility for their outcomes while giving them discretion over the methods they use to accomplish them

· Productivity Measures/ Appraisals based on quantitative methods:
· A number of results measures are available to evaluate performance. (sales volume, number of units produced, number of defects, profits, growth rate)
· Directly links what employees accomplish and the results that benefit the organization, directly align employee with org’s goals
· Results can be contaminated by external factors unrelated to employees (sales reps with bad markets)
· Can encourage employees to “look good” on short term basis while ignoring the long term ramifications Ex: line supervisors let their equipment suffer to reduce maintenance costs
· To be realistic both the results and the methods used to achieve them should be considered, if they focus on a narrow set of results criteria to the exclusion of other important process issues, the system may suffer from criterion deficiency ex: job that interacts with people, it is not sufficient to focus solely on sales
· Management by objectives (MBO)
· A philosophy of management that rates performances on the basis of employee achievement of goals set by mutual agreement of employees and manager
· System that involves a cycle that begins by setting the orgs common goals and objectives and ultimately returns to that step. 
· Steps in MBO:
1. Establish Organization goals and metrics.
2. Establish Departments goals and objectives
3. Establish employee golas - Supervisor lists goals and metrics for subordinate, subordinate proposed goals and metrics 
4. Mutual agreement of goals and metrics
5. [bookmark: _GoBack]Periodic meetings - Inappropriate goals/metrics deleted. New inputs are then provided 
6. Final review. At the end of the period of time (usually 6 months or one year) employee makes self appraisal showing what they have accomplished and uses factual data where possible. 
7. Reviewing the connection between individual and organizational performance
· Guidline for MBO:
· Managers and employees must be willing to establish goals and objectives together. Helps employees focus on tasks and makes them accountable for completing these tasks. 
· Objectives should be quantifiable and measurable for the long and short terms. However goal statements should be accompanied by a decription of how htat goal wil be accomplished
· The results that are expected must be under the employees control. (criterion contamination)
· The goals and objectives must be consistent for each employee level
· Managers and employees must establish specific times when the goals are to be reviewd and evaluated 

 Balanced scorecard  method


Appraisal interviews
· Tell and sell interview
· Supervisor tells problems and sells solution
· Skills required include the ability to persuade an employee to change in a prescribed manner
· May require the devolpment of new behaviours on the part of the employee and skilful use of motivational incentives on the part of appraiser or supervisor 
· Tell and listen interview- 
· Supervisor tells problem and listen to a solution
· Skills required include the ability to communicate the strong and weak points of an employee’s job performance during the first part of the interview 
· During the second part of the interview, the employee’s feelings about the appraisal are thoroughly explored 
· Gives both managers and employees the opportunity to release feelings of frustration
· Advise employees to speak freely and listen closely to what they have to say , communication during performance appraisals should be a two way street 
· Problem solving interview- 
· Supervisor and employee work on a solution
· Listening, accepting, and responding to feelings are essential 
· Seeks to stimulate growth and development in the employee by discussing the problems, needs, and on-the-job satisfactions and dissatisfactions
· Can use one or more interview types, depending on the topic being discussed or on the behaviour of the employee being appraised 
Conducting the Interview: 
An effective interview has participation, has a goal to change behaviour, minimize criticisms - express appreciation, establish goals- be supportive, follow up day to day
· Ask for self-assessment
· Have employee evaluate their own performance prior to interview
· Gets employee thinking about their accomplishments 
· Can discuss areas in which manager and employee have different conclusions
· Invite Participation:
· Initiate a dialogue that will help an employee improve his or her performance 
· More participation means that the root causes of the obstacles to performance will be revealed and more likely to find constructive ideas for improvement 
· Participation strongly related to employee satisfaction with appraisal feedback
· Express Appreciation:
· Praise is a powerful motivator, employees seek positive feedback
· Start with good things and they will be less defensive and more likely to talk about parts of the job that aren’t going well 
· Avoid sandwich technique (positive negative positive) because praise can often alert the employee that criticism is coming 
· Minimize Criticism
· Will get defensive 
· If many areas need improvement, should focus on the few objective issues that are most problematic/important to the job
· Consider whether is is necessary 
· Consider the person and how they can handle criticism
· Be specific and do not exaggerate. Keep it simple, factual, and to the point
· Watch your timing. Criticism late in the day when employee is tired can be taken worse
· Make improvement your goall, compliment criticism with managerial support 
· Change behaviour, not the person
· It is not the person who is bad but the actions taken on the job
· Avoid making suggestions about personal traits to change, suggest more acceptable ways of performing 
· Focus on solving problems
· Don’t play the “blame game”, analyze the causes but ultimately direct the interview at devising a solution to the problem 
· Be supportive
· “What can I do to help you” engages employees in problem solving 
· Be open and supportive, employee will feel like the manager will help to eliminate roadblocks and work with employee to achieve a higher standard of performance
· Establish Goals
· Focus employees attention on the future rather than the past 
· Emphasize strengths which the employee can build on rather than weaknesses to fix
· Concentrate on opportunities for growth 
· Limit plans for growth to a few important items that can be accomplished within reasonable period of time 
· Establish specific action plans that spell out how goals will be achieved 
· End the review on a postitive note by highlighting how the employee and the firm will excel if the goals are achieved 
· Follow up day to day 
· Feedback most useful when it is immediate and specific 
· Have informal talks periodically to follow up on issues raised in appraisal

 
Managing ineffectve performance
· Once source of performance problems are known a course of action can be planned.
· Providing training in areas that would increase knowledge/skill needed for effective performance 
· Transfer to another job or department, give employee chance to become more effective
· Attention focused on ways to motivate individual 
· Cautions
· If ineffective performance persists, it may be necessary to transfer the employee, take disciplinary action or discharge from org since the ineffective behaviour can effect not only the manager and the org as a whole but also coworkers
· Whatever action is taken should be done objectively, fairly and with an understanding of the feelings of individuals involved
· Because managers usually attribute poor performance to characteristics of the individuals (ability, motivation), although employees usually blame external forces, this can establish a negative cycle if not handled properly.
· Managers can treat employees that they think aren’t motivated differently than others (perhaps watch them too closely) which can actually decrease motivation and cause him or her to withdraw, manager sees this and confirms their initial belief that the employee does not measure up. “set-up-to-fail” syndrome can self-fulfilling and self-reinforcing
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Strategic Compensation 
· Compensation of employees in ways that enhance motivation and growth while at the same time aligning their efforts with the objectives, philosophies, and culture of the organization. 
· Key purposes of the compensation system is to motivate employees 
Compensation goals for linking organizational objectives to their compensation program
1. To reward employees, past performance
1. To remain competitive in the labour market
1. To manintain salary equity among employees
1. To mesh employees future performance with organizational goals
1. To control the compensation budget
1. To attract new employees
1. To reduce unnecesarry turnover

Motivating Employees Through Compensation: Theoretical Explanations 
Pay equity
· Pay represents a quantitative measure of employee’s worth
· An employee’s perception that compensation received is equal to the value of the work performed. 
· Pay must be equitable in terms of what other employees are receiving for their contributions 
· Fairness
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· Input/output ratio: Abilities, skills, experiences and salary and benefirs
· Strength of motivation is proportional to the magnitude of the perceived inequity
· Equity: perceived input/output ratio = input output ratio of referent others. 
· Compensation must be internally equitable (employees believe wage rates are equal to job worth) and externally equitable (wages are relatively equal to what other employees are paid for similar work) 

Expectancy theory
· A theory of motivation that holds that employees should exert greater work effort if they have reason to expect that it will result in a reward that they value.
· Predicts that one’s level of motivation depends on depends on the attractiveness of the rewards sought and the probability of obtaining those rewards
· Perceptions employees develop concerning their pay are influenced by the accuracy of their knowledge and understanding of the compensation programs strategic objectives
· 3 conditions must be met for a reward to be motivational:
1. Must have high valence, must be valued by employees
2. Compensation packages have high instrumentality, employees believe that the attainment of goals set by org must result the promised reward 
3. Must have an expectancy that they can do the required task, goals must be attainable

Job evaluation
· The systematic process of determining relative worth of jobs in order to establish which jobs should be paid more than others in an organization
· Establish internal equity between jobs 
· Relative worth determined by comparing it to others within th organizations or to a scale that has been constructed for that purpose
· Can be made on basis of job as a whole or the parts that constitute the job
Simple, non-quantitative approaches
· Job ranking system
· Simplest and oldest system of job evaluation by which jobs are arrayed on the basis of their relative worth
· One technique consists of having raters arrange cards listing the duties and responsibilities of each job in order of importance
· Disadvantages:
· Does not provide a very precise measure of each job’s worth
· Final rankings represent the relative importance of each job but not the differences in the degree of importance between jobs
· Can only be used when there is a small number of jobs 
· Job classification system
· System of job evaluation in which jobs are classified and grouped according to a series of predetermined wage grades
· Successive grades require increasing amounts of job responsibility, skill, knowledge, ability and other factors to compare jobs with
· Compare the descriptions of job class and the wage grades to “slot” the job into the appropriate grade 
· Disadvantage: although it is simple, it is less precise than the point system because the job is evaluated as a whole 

Quantitative approachs
· Point system
· A quantitative job evaluation procedure that determines the relative value of a job by the total points assigned to it 
· Complicated to establish, simple to understand
· Refined basis for making judgments than ranking and classification, valid and less manipulative results
· Jobs evaluated quantitatively on the basis of factors called compensable factors (skills, efforts, responsibilities, working conditions… accountability, leaderships)
· Once selected the compensable factors are assigned weights according to relative importance
· The point manual
· Point system requires use of point manual, a handbook that contains a description of the compensable factors and the degrees to which these factors may exist within the job 
· Will also indicate the number of points allocated to each factor and to each of the degrees to which these factors are divided
· Point value= sum of numerical degree values of each compensable factor the job possesses
· Statement that describes each degree and each factor [image: ]
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· Using the point manual
· Compare the job descriptions/specifications against the factor-degree descriptions in the manual
· Each factor within job is then assigned the number of points specified in the manual, total point value is calculated
· Work Valuation:
· Job evaluation system that seeks to measure a jobs worth through its value to the organization
· Valuing work properly helps price individual jobs effectively and provide insight into how jobs relate to orgs overall goals and how roles contribute to orgs success
· Work is measured through standards that come directly from business goals ex: relative to financial, operational, or customer service objectives
 
The compensation structure
Job evaluation serves as basis for wage rate determination, but does not actually determine the wage rate, worth must be translated into an hourly, daily, weekly, or monthly wage 
· Wage and salary survey
· Survey of wages paid to employees of other employers in the surveying organizations relevant labour market 
· Labour market: area from which employers obtain certain types of workers
· Maintains external equity
· Gather competitive wage data, but also info on employee benefits or organizational pay practices (ex: overtime rates or shift differentials)
· Labour Market
· Area from which employers obtain certain types of workers
· Local, regional, or national depending on the job 
· Office personnel= local, engineering= national
 
The wage Curve
· Wage curve
· A curve in a scatter gram representing the relationship between the relative worth of jobs and wage rates
· Includes current wages, new rates resulting from job evaluations, or rates for similar jobs in labour market 
· Scatterplot of current wages and curve drawn to have approximately same number of dots on the top and bottom 
· Pay grades
· Groups of jobs within a particular class that are paid the same rate
· Classification system: jobs are grouped into grades as part of evaluation
· Point system: pay grades established at selected intervals 
· Number of grades within a wage determined by the slope of wage curve, the number and distribution of the jobs and the organization’s wage administration/promotion policies
· Rate ranges
· Range of rates for each pay grade 
· Can be same for each grade of proportionately bigger (provides incentive to accept promotion to a job in higher grade)
· Red circle rates: someone getting paid above their pay grades, payment rates above the maximum of the pay range when employees have high seniority or promotional opportunities are scarce. Employers often freeze these rates until all ranges are shifted upward through market wage adjustment
· Broad banding
· Collapses many traditional salary grades into a few wide salary bands
· May have midpoints and quartiles, or they may have extremely wide salary ranges or no ranges at all
· Encourages lateral skill building while addressing the need to pay employees performing multiple jobs with different skill level requirements
· Eliminates the obsession with grades, moves employees to positions where they can focus on their careers and add value to org
· Competence-based pay( also skill based pay or knowledge based pay)
· Pay based on an employees skill level, variety of skills possessed or increased job knowledge, rather than for the job they hold in a designated job category
· Earn higher wages by learning and performing a wider variety of skills or displaying an array of useful competencies
· Benefits include greater productivity, increased employee learning, commitment to work, improved staffing flexibility to meet demands, and reduced effects of absenteeism/turnover 
· Encourages training when new/updated skills are needed
· Difficulties include limiting the amount of compensation an employee can earn, after achieving top wage employee is reluctant to continue educational training and developing appropriate measures 
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