
Editorial:  Pay For Performance---The Weak Part Of The Equation 





From the time we started our careers in the compensation profession, we have been taught that “pay for performance” is the one, true pay philosophy.  After all, it’s the American way.  So, what’s wrong with pay for performance? 





There’s really nothing wrong with the general philosophy.  Compensation professionals have the first half of this equation down cold.  We can write a pay plan for anything.  The quantitative skills of the compensation profession take a back seat to no one, including finance.  All these quantitative systems, however, assume that we can accurately measure individual performance.  But, we are woefully inadequate in developing systems to measure performance, or the second part of the pay for performance equation.  Probably 80% of the pay in this country goes out in the form of salaries based on some semblance of performance evaluation.  We all know the problems with these types of systems.  About the best we can do is separate people into major buckets like below average, average and above average.  





You might think that after all these years, we would know what makes up an accurate performance evaluation.  Accurate in the sense that the instrument and system would yield the same results for a level of performance given different jobs and managers.   We’re not even close to achieving this type of system.  Where is the empirical data that shows that setting and measuring MBOs is a better indicator of overall performance than performance characteristics/competency scales?  Where is the empirical data that shows that three positive performance ratings are better than five?  Are self-evaluations more accurate than manager evaluations?  Does a 360-degree system yield better results than a system with less degrees?  If two managers evaluated the same individual’s performance, how closely would they agree?  There is no empirical evidence that I can see.  We are trying to measure performance the same way we did 50 years ago.  Consequently, no two companies have the exact same performance evaluation form and system.  WorldatWork and SHRM, if you’re listening, please spend some of my dues money on finding out the real answer to some of these questions.  After all, we have a lot money at stake here (billions and billions) .
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