HRM 260 4 Performance Management 
Study Unit 9 Reward systems and legal issues.  
 Traditional and contingent pay plans 
A traditional approach in implementing reward systems is to reward employees with the positions they fill as indicated by the job descriptions and not necessarily by how they do their work 

In traditional reward systems, the type of position and seniority are the determinants of salary and salary increases, not performance. There is no relationship between performance management and rewards 

Contingent pay (CP ) also known as pay for performance – individuals are awarded based on how well they perform on the job 
Employees receive increases in pay based wholly or partly on job performance.

When increases are not added to an employees base salary, as in the case of one time bonuses , they’re called variable pay.

Currently, CP plans are more pervasive.


Reasons for introducing contingency pay plans
Survey: performance management systems are more effective when results are directly tied to the reward system 

CP plans force organisations to define effective performance clearly and determine what factors are likely to lead to effective performance.  When a CP plan is implemented organisations needs to make clear what is expected of employees.

This serves an important communication goal because supervisors and employees are better able to understand what really matters.

High achieving performers are attracted to the organisations that reward high level performance. High performers are usually in favour of CP plans – known as the sorting effect 

CP plans serve as a good tool to recruit and retain top performers.

CP Plans enhance employee motivation to accomplish the goals that match the organisations needs.

CP plans have the potential to help people change behavior and improve performance.

Employees performance is determined by the joint effects of: 

· Declarative knowledge
· Procedural knowledge
· Motivation 

CP plans address the motivational components.

Employees are likely to expend effort in the presence of financial incentives.

CP plans can help improve the motivation of employees when each of the following conditions is presumed: 

· Employees see a clear link between their efforts and the resulting performance – Expectancy 
· Employees see a clear link between their performance level and awards received – Instrumentality 
· Employees value the rewards available – Valence 


Motivation = Expectancy x Instrumentality  x Valence 


CP plans should not be regarded as the holy grail of employee performance for the following reasons: 

· Pay can affect only the motivation aspects of performance – poor performance won’t be solved by more pay 


Problems associated with contingent pay plans 
Not all CP plans working as intended 

Some of the following reasons include: 

· A poor performance management system is in place – Employees may challenge the CP plan legally 
· The folly of rewarding A while hoping for B – Rewarding results and behavior Not part of organizational goals 
· Rewards are not considered significant – rewards must be meaningful for all employees
· Managers are not accountable
· There exists extrinsic motivation at the expense of intrinsic motivation – exclusive emphasis on rewards
· Rewards for executives are disproportionately large compared to rewards for everyone else 

Selecting a contingent pay plan 
A critical issue to consider is that of organizational culture.  An organizations culture is defined by its unwritten rules and procedures.

CP plans are powerful tools that help identify the current culture and can be used to create a new type of culture.

Examples of such CP systems are the following:

· Piece rate – employees are paid based on the number of units produced or repaired
· Sales commissions  - payment based on a % of sales  
· Group incentives – payment based on extra group production based on results oriented measures

Involvement culture is different from traditional culture – characterized by shared decision making, lateral communications, and loosely defined roles.  

Examples of systems that work well in organisations with the involvement cultures include: 

· Profit sharing – employees paid based on the performance of a group 
· Skilled based pay – employees paid based on whether they require new knowledge and skills. Popular in software companies 

An important consideration in selecting a CP plan is the organisations strategic direction.  

If employee development is a key strategic priority, rewards should emphasize new skills acquired.  If customer services is a key priority rewards should be emphasize competencies related to customer service.

See table 10.2 on page 271 of the textbook.

Performance management and the law
Performance management systems that are fair and acceptable to employees are also legally sound.  

A basic principle the guides the design of a fair system is the application of standardized procedures for all employees.

Discriminatory effects of a performance management system can be minimized by applying the basic principle: treat everyone exactly the same way  







Some legal principles affecting performance management 
There are six important concepts that come into play in the case of litigation related to the implementation of a performance management system.

· Employment at will – the employer or employee can end the employment relationship at any time. Gives employers considerable latitude in determining whether, when and how to measure and reward performance 

· Negligence – employees may challenge an unfair performance evaluation If they believe the system has not been implemented as expected 

· Defamation – In employee can argue that an organization defamed them if the employer estates false and libelous information during the course of the performance evaluation. This can happen when an employee is evaluated based and behaviors that are irrelevant and not job related.

· [bookmark: _GoBack]Misrepresentation – Disclosing untrue favorable performance, and this information causes risk or harm to others.

· Adverse impact – also called an intentional discrimination. Occurs when the performance management system has an unintentional impact on a protected class ie. Woman receive consistently lower performance ratings than men

· Illegal discrimination – also called disparate treatment. Raters assign scores differently to various employees based on factors that are not performance related such as race, nationality, color or ethnic and national origin 

The majority of legal cases involving performance management systems involve a claim of disparate treatment.

Be careful to distinguish illegal discrimination from Legal discrimination. A good performance management system is able to discriminate among employees based on levels of performance – Legal discrimination 
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