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Note to Federal Agencies:

Broadbanding is not currently available to agencies covered
by title 5, United States Code, except as a feature of an
approved demonstration project conducted under chapter 47
of title 5, or for projects conducted under section 342 of Pub.
L. 103-337, the DOD Appropriations Act for Fiscal Year 1995.

This report is intended to provide background information and
to summarize research and experience for managers,
personnel management specialists (including classification
and compensation specialists), employees, and others who
may be exploring the issues associated with the design and
administration of broadbanding systems. The information
presented here should not be construed to endorse any
particular approach to broadbanding or any particular within-
range pay adjustment strategy.
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Alternative Pay Progression Strategies: Broadbanding Applications

As an organization delayers its structure,
establishes work teams, and embraces quality
initiatives, it also may consider realigning its
pay and classification system to support and
promote these changes. Broadbanding is one
vehicle for moving these changes forward.

This report begins by reviewing some basic
aspects of compensation and broadbanding
that will help clarify further discussion on pay
progression strategies. (The term "pay pro-
gression" refers to how the pay rates of indi-
vidual employees will be adjusted over time.)
Then the report presents three categories of
pay progression strategies:

Overview

The specific design features of any pay sys-
tem represent pay policy choices. Those
policies are realized through the specific pay
administration actions taken under the system,
e.g., the adjustments made to individual em-
ployees' rates of pay. Those actions, while
often appearing rule-driven and rigidly con-
structed, nevertheless carry meaning and mes-
sages over which the pay system designers
can exercise choice. This report is intended to
help system designers consider what meaning
and messages they may want to choose or
avoid in their broadbanding systems.

As pay system designers determine their pay
band structure, they may choose from a vari-
ety of strategies for determining pay progres-
sion within the bands. This aspect of pay
system design in broadbanding applications is
a key pay administration feature that deserves

Introduction

(1) time-based, (2) performance-based, and
(3) development-based. These strategies can
be used singly or in combination. How an
organization applies them depends on its
culture, environment, work structure, and its
overall goals and strategic plans. The
description of each category includes:

(a) organizational characteristics best suited
for implementation; (b) methods for deter-
mining the amount of a pay adjustment;

(c) advantages and disadvantages; and

(d) examples of the pay progression strategy
in practice. The effects of combining the
strategies are also discussed.

careful consideration. Pay adjustments are
typically the most frequent and most specific
phenomena that employees actually experi-
ence under any compensation system, but
especially a broadbanding scheme. There-
fore, it is important to design and communi-
cate their basis clearly. In addition, and
perhaps more important, the pay progression
scheme a system includes can most directly
affect overall compensation costs.

Any discussion of pay progression in broad-
banding must be anchored by some funda-
mental compensation concepts. It may be
helpful to review some basic terminology and
principles, as well as the general concepts
involved in broadbanding, before describing
alternative within-range pay progression
strategies.
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Alternative Pay Progression Strategies: Broadbanding Applications

Compensation Concept

Pay Structures. Most organizations use
compensation approaches under which pay
rates are established in some systematic
fashion. While some use systems where
all employees in a job type or rank are paid
at the same rate, it is far more common to
see pay ranges, each with a minimum and
maximum rate of pay, devised to cover
multiple positions and employees. A set of
such pay ranges is commonly called a pay
structure or pay schedule.

One pay policy choice organizations face is
where their pay will fall, on average, rela-
tive to the market rate. Both public and
private organizations conduct wage surveys
to determine the market rate for benchmark
jobs. Depending on the labor supply, the
qualifications required to do the work, the
strategy of the organization, and other fac-
tors, organizations may choose to pay, in
the aggregate, either at, below, or above the
market rate. That choice carries a message
about an organization's view of its place in
the labor market. In private organizations,
the midpoint of a pay range is usually the
market rate for the job and is a critical
factor in an organization maintaining a
competitive pay position within the labor
market (ACA/ASPA, 1988). In devising a
pay structure, system designers must also
make policy choices about how narrow or
broad to make the pay ranges; that is,
whether the maximum rate exceeds the
minimum rate by a relatively small or large
amount. Lately, the trend has been to
broaden pay ranges.

Another key consideration for pay system
design focuses on how an employee's
position-in-range will be affected by pay
progression policies. Position-in-range refers
to the position of the employee's pay rate

relative to the minimum rate for the range.
Typically, most pay systems set pay for
novice employees at a lower position-in-range
and reserve rates at a higher position-in-range
for skilled, experienced employees.

Base Pay Increases. There are three types
of base pay increases: promotions, general
increases, and within-range increases.

The first type of increase to base pay is a
promotion. This pay increase is generally
applied as an individual action and repre-
sents upward movement between pay ranges.
With a promotion, the employee's actual

rate of pay is increased. Policies may be

set concerning minimum or maximum
increases for promotions. And as with other
compensation practices, an organization's
policies affecting promotions carry messages.
Consider the difference in “mean-ing"
between a virtually automatic, but small, shift
between narrow pay ranges and a highly
competitive, and substantial, shift between
broad, widely-spaced pay ranges.

The second type of base pay increase is a
general increase. When a general, or across-
the-board, increase is given, all employees re-
ceive the same percentage pay increase. For
example, an annual adjustment (or what is
commonly referred to as a cost-of-living
adjustment) is a general increase.

Most private organizations do not actually
grant general increases for their white collar
employees. This is principally because most
organizations consider performance to be a
fundamental value that should drive their
compensation systems to support individual
pay equity. Granting general increases is not
compatible conceptually with that value.
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Alternative Pay Progression Strategies: Broadbanding Applications

These organizations usually achieve the
effect of a general increase by including it
as a component of a “merit-based” within-
range increase (see below). The most com-
mon practice is to apply the percentage of a
general increase to the pay structure only,

as a structural increase. That is, the mini-
mum and maximum rates of the pay ranges
will be increased, without actually adjusting
the rates of pay of individual employees.
(However, some organizations will automat-
ically adjust the rate of employees paid at
the minimum rate to bring them up to the
newly increased minimum rate.) For the
majority of employees within the pay range,
individual pay adjustments that maintain
their position-in-range are delivered via
other within-range adjustments.

The final type of base pay increase, and the
focus of this report, is the within-range
increase. Within-range increases can be

based on time, performance, the develop-ment

of the employee, or a combination of any of
these. Through within-range increases,
employees improve their position-in-range,
within the pay ranges or bands. Most private
sector organizations still deliver within-range
increases for white collar employees as merit
increases, which typically vary by individual
employees depending on performance and
position-in-range. All employees who per-
form even merely adequately usually end up
with an adjustment at least the size of any
structural increase, so that they maintain their
position-in-range. However, some organiza-
tions will permit employees paid near the top
of the range to decelerate back toward the
market rate (by delivering an adjustment
smaller than the structural increase
percentage) unless their performance is rated

well above average.

The pace at which within-range progression
occurs, the basis for that progress, any limits
on that progress, and which factors will make
a difference across individual employees are
the policy choices that organizations face.
For example:

e What will it mean to move faster through
the range, i.e., accelerate or gain posi-tion-
in-range relative to other employees?
(You're an exceptional performer? You
have acquired a critical job competency
ahead of schedule?)

e What will it mean to be paid above the
market rate? (You have specialized skills?
You have received another longevity
increase?)

e What will it mean to be paid at the top of
the range? (You're a top performer?
You've “been around the longest”?)

e Will it be possible to decelerate within-
range progress or lose position-in-range
relative to other employees, and what will
that mean? (You have failed to improve
performance? You havent maintained a
previous level of performance?)

There are no predetermined answers. The pay
progression alternatives discussed in this
report present different possible answers.

And even within a general alternative strat-
egy, specific progression schemes can pro-
duce different patterns of answers. Pay sys-
tem designers need to consider what they
want the answers to be and then choose care-
fully among pay progression alternatives to
achieve those answers.
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Alternative Pay Progression Strategies: Broadbanding Applications

AN ILLUSTRATION: THE GENERAL SCHEDULE

Pay Structure. The General Schedule (GS) is an example of a pay structure. Each of
its 15 grades has a 30 percent range, that is, the maximum rate for each range is 130
percent of the value of the minimum rate. These days, 30 percent is considered a fairly
narrow rate range. Under the national pay administration policy enacted through the
Federal Employees Pay Comparability Act of 1990 (FEPCA), GS pay ranges are set
and structured so that, under its full implementation and through the operation of locality
pay adjustments for specific pay areas, the overall difference between non-Federal and
Federal salaries in each pay area is no more than 5 percent of the Federal rate.

Pay Progression. A Federal employee under the General Schedule always maintains
position-in-range because the annual adjustment, a structural increase, to the General
Schedule is actually paid out to virtually all employees as a general increase,
irrespective of other factors like performance. Although commonly referred to as a
"cost-of-living increase," the General Schedule's annual adjustment is actually based on
a Bureau of Labor Statistics cost-of-labor measure, the Employment Cost Index, and
can also be influenced by the Federal budget.

Each General Schedule grade's range is subdivided into ten steps or fixed rates of pay.
Within-range pay progression is achieved through the use of periodic step increases, or
within-grade increases. Step increases generally are granted as a fixed amount
throughout the range (as opposed to a fixed percentage increase) on a time schedule
set by statute. The amount of a step increase, usually, is equal to one-ninth of the
difference between the minimum and maximum rates for the range. This pay
progression scheme includes a performance contingency component because statute
also stipulates that, to be eligible for an increase, an employee must be performing at
an "acceptable level of competence" (aka "ALOC").

This stable, predictable progression scheme of the General Schedule actually carries
with it a meaning and message that, although now perhaps somewhat faded, underlay
its original design. Progressing through fixed steps at fixed intervals that get longer
over time is based on a "learning curve theory." That is, initial annual pay increases
reward a substantial increase in skills, knowledge, and improved performance
presumed to occur during the first few years in the grade (steps 1-4). Pay progression
decelerates once full mastery is achieved (steps 4-7 delivered biannually). Finally, skill
acquisition is presumed to taper off and the final step increases are granted at extended
3-year intervals to reward the loyalty, longevity, and continued mastery of long-term
employees, short of promoting them. Pay progression can be accelerated for GS
employees through the use of quality step increases (QSI's), i.e., additional step
increases granted to exceptional performers. Taken together across all nine
increments of a GS pay range, all three pay progression strategies described in this
report operate to some extent: time (periodic increases), performance (ALOC
requirement and QSI's), and development (skill acquisition assumed to be greatest at
steps 1-4 and tapering off after step 4).

USOPM:PMIAD April 1996 Page 4
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Alternative Pay Progression Strategies: Broadbanding Applications

Broadbanding

Definition. Broadbanding is a pay and
classification approach that combines two
or more grades into broad pay bands. The
term "banding" is also applied to the notion
of grouping jobs horizontally. That is, spe-
cific position classification series may be
consolidated into broader job "families."
That form of banding, however, is not the
subject of this report, and the term will be
used here to mean vertical, or pay grade,
banding.

A 1992 private sector survey conducted by
Hewitt Associates reports that there are
almost as many variations of broadbanding
as there are organizations using it. The sur-
vey also showed that fully half of all compa-
nies that use broadbanding cover less than 10
percent of their employee population in

the banding system (Braddick et al., 1992;
Gerson, 1992). The variety of broadbanding
approaches in use indicates that there is

not one universal model. In fact, many con-
sultants stress the importance of tailoring the
broadbanding system to the needs of the or-
ganization (Gerson, 1992; Hay Group, 1992;
LeBlanc, 1992).

Base Pay Increases. Of the three types of
pay increases discussed earlier, promotion
increases do not occur as frequently in a
broadbanding system as they do in narrow-
range grade systems because there are fewer
levels to which employees can be promoted.
Organizations can determine a minimum
and/or maximum percentage increase for
promotions. For example, the Department

of Defense Nonappropriated Fund (DOD
NAF) broadbanding system requires at least
a 6 percent pay increase for a promotion from
one band to the next higher band. (As-
signment to another position within the

same band is not considered a promotion.)
No maximum promotion increase is set
because tight budget constrictions control
costs.

With respect to general increases, an organi-
zation moving to a broadbanding scheme will
need to address the policy question of whether
to deliver any structural increase to the
employees in the bands. That is, should an
automatic, general, across-the-board pay
increase be granted to all employees, or
should the aggregate funding for such a gen-
eral increase be included as part of a total
salary increase budget that is actually distri-
buted to employees as part of their individual
within-range increases?

Finally, broadbanding systems offer an
opportunity to revisit the meaning and mes-
sages of within-range adjustments. Of
particular importance from a cost-control
standpoint is a system's policy about access to
the maximum rate in the band. The Hewitt
survey and other consultants found that a

few organizations were moving into a "second
generation” approach for broad-banding
where target zones within each band are
developed for specific jobs, skills, or
competencies in order to avoid moving too far
from market-based pricing. Some
organizations used the midpoints of the bands
as journeyman target levels, with only excep-
tional performers allowed to move past the
mid-point. Most organizations, however, do
not put official limits within the bands on
income potential (Gerson, 1992; Hay Group,
1992).

Organizational Characteristics. Al-
though it recommended broadbanding as one
alternative to the current Federal classification
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Alternative Pay Progression Strategies: Broadbanding Applications

system, Vice President Gore's Report of the
National Performance Review implies that
broadbanding may not work for everyone
(NPR, 1993). Private consultants and other
Federal managers who have voiced their
opinions share this view (Gerson, 1992; Hay
Group, 1992; LeBlanc, 1992). Organi-zations
that are likely to be most successful at
implementing a well-designed broadband-ing
program have many of the character-istics
listed below:

¢ The organization is reengineering work,
flattening its structure, introducing cross
training, eliminating functional boundaries,
and increasing employees' decision-making
responsibilities (Hofrichter, 1993).

e The organization has a strong performance-
based culture (Hay Group, 1992), and an
effective performance management system
is in place (Braddick et al., 1992; Hay
Group, 1992).

e The organization is looking to support a
new culture and most likely has just exper-
ienced a precipitous event (Braddick et al.,
1992).

e Top management strongly supports the
broadbanding system (Braddick et al.,
1992; Hay Group, 1992).

e Effective communication channels exist
within the organization (Braddick et al.,
1992), and high levels of trust and under-
standing exist among employees and man-
agement (Hay Group, 1992).

e Line managers are skilled at setting and
managing employee pay (Braddick et al.,
1992).

e The organization has a good market data
system in order to determine market rates
for setting pay and for adjusting pay scales
(Gerson, 1992; Hay Group, 1992).

e An organization with a well-designed,
extremely accurate budgeting and
allocation system is more likely to
implement a broadbanding system
successfully because budget is a significant
factor in determining base pay increases
(Hay Group, 1992). A large number of
organizations allocate a specific percentage
of total payroll for base pay increases in
order to ensure that budgets are met and
maintained. (The Navy demonstration
project and DOD NAF employees under
performance-based pay progression are
examples of salary budgeting.)

e Many managers and consultants believe
that organizations should have a variable
pay program also, since base pay is only
one part of a compensation strategy.
Variable pay, group incentives, gainsharing,
etc. can all affect levels of employee
performance and should not be left out of
the picture (McNally, 1992).

Survey of Current Broadbanding Prac-
tice. In 1993, the American Compensation
Association sponsored a research project
conducted by Hewitt Associates to survey
broadbanding practice. The study report,
Broadbanding Design, Alternatives, and
Practices (Abosch & Hand, 1994), provides a
comprehensive look at experience to date and
identifies emerging trends and issues.

Summary. An organization will need to
consider many factors carefully before adopt-
ing broadbanding. Broadbanding will not
meet the needs of every organization. When
the compensation strategy is linked with most
other organizational strategies, the systems
will work toward a common goal, not work
against each other.
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Alternative Pay Progression Strategies: Broadbanding Applications

Alternative Strategies
for Pay Progression

Time-Based Pay Progression

Description. In a time-based pay system,
base pay increases rely solely on time spent
at a pay level.

Organizational Characteristics. Time-
based pay progression works best in organi-
zations that have repetitive, routine jobs
where there is small potential for vary-

ing performance (Greene, 1991). Also, be-
cause union leaders often favor a time-based
system, this type of strategy may work best in
organizations with a strong union influence.
This strategy may not be the best choice for
organizations that want to emphasize the
importance of performance or employee
development.

Methods. Organizations that use time-based
pay progression usually advance employees a
predetermined or negotiated percentage annu-
ally, similar to a step system. A variation of
the fixed percentage method schedules higher
percentage pay increases during the first few
advancement periods, or more frequent
adjustments, to recognize the initial sharp rise
of the learning curve.

Advantages.

¢ A time-based pay progression strategy
allows an organization to predict costs with
more certainty (Greene, 1991).

e Costs can be controlled more easily by
adjusting the percentage increase given.

e The measurement device that triggers the
pay adjustments is well-accepted and com-
pletely noncontroversial. (Marking days
off a calendar stimulates none of the tur-

moil that performance appraisal ratings can stir
up!)

Disadvantages. There are a number of

disadvantages to using a time-based pay pro-
gression strategy, especially for organizations
encouraging quality and continuous improvement.

o A time-based pay strategy sends the mes-sage
that performance does not matter.

¢ Reducing the salience of performance promotes
mediocre performance and top performers
usually leave for other organizations that will
recognize their contributions.

e De-emphasizing performance also encourages
employees to protect their turf, further hindering
cooperation and organizational improvement.

¢ Finally, employees who have worked a number
of years at the same job may have reached the
top of their pay level (Greene, 1991).

Example. Pacer Share. The Pacer Share
demonstration project at McClellan Air Force Base
in Sacramento, California, used automatic annual
pay increases. Basing its strategies on

Dr. W. Edwards Deming's management
philosophies, the project eliminated individual
performance appraisal and based all pay increases
on seniority. Employees received between 1 and 3
percent pay increases annually without variation,
depending on which tercile of the band they fell
within. On top of that, they also received the same
amount of annual adjustment that was given other
Federal employees. (The band structure was also
adjusted upward.) This double increase is very
similar to the current Federal pay system with its
steps and annual adjustments. Pacer Share relied
on gainsharing to promote improved performance.
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Alternative Pay Progression Strategies: Broadbanding Applications

An employee survey revealed that there was
low satisfaction with the Pacer Share pay
advancement strategy. The survey also
showed that Pacer Share supervisors felt little
authority to affect the pay of subordinates
(Schay, 1993). Because of these results,
evaluators recommended that Pacer Share
management consider modifying their pay
progression process by including a pay-for-

performance component using process im-
provement as a measure (OPM, 1992). No
changes were made, however, because
management felt that adding a performance
element to the process would have contradicted the
basic elements of the Deming philosophy

upon which the project was based. The Pacer
Share demonstration project expired at the end of
its 5-year statutory test period in February 1993.

Performance-Based Pay Progression

A Note about Performance Manage-
ment. The term "performance manage-
ment" often connotes performance appraisal
only, when in fact it usually encompasses
much more. Title 5 of the Code of Federal
Regulations defines performance manage-
ment as "the systematic process by which an
agency integrates performance, pay, and
awards systems with its basic management
functions for the purpose of improving indi-
vidual and organization effectiveness in the
accomplishment of agency mission and goals"
(5 CFR 430.102). Performance management
includes processes for performance planning,
assessment, incentives, and recognition.

The literature on broadbanding often refers

to a "successful," "effective," or "strong"
performance management system as critical
for a positive broadbanding experience. A
successful performance management system
will have an effective assessment process

that establishes work objectives and makes
credible distinctions among multiple levels

of performance. Assessment should accu-
rately measure current performance levels and
contain mechanisms for reinforcing strengths,
identifying deficiencies and providing feed-
back to employees so that they may improve
future performance (Schneier et al., 1982).

A successful performance management system

will also have an effective reward system that
recognizes outstanding performance through
monetary and nonmonetary rewards. These
rewards provide incentives to employees to
improve and maintain high levels of perfor-
mance. In a successful performance manage-
ment system, it should be clear to all partici-
pants that good and outstanding performers
are recognized and rewarded more than aver-
age performers. It should also be evident that
the system positively affects organizational
performance.

Description. Performance-based pay pro-
gression strategies include a wide variety of
approaches that all use the employee's level of
performance to determine the amount of pay
increase. Performance-based progression
systems usually allow a wide spread in the
percentage pay increase possible, with

0 percent given to marginal performers and

up to 20-25 percent for top performers.

Organizational Characteristics. Perfor-
mance-based pay progression works best in
organizations that already have a culture that
encourages improved performance. Despite
Dr. Deming's viewpoints on performance
appraisal (Deming, 1982; Scholtes, 1987),
performance assessment can be a beneficial
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Alternative Pay Progression Strategies: Broadbanding Applications

process and can mesh well with quality and
continuous improvement (Graber et al., 1992).

Performance-based pay strategies work best in

organizations that have strong and successful
performance management systems. Employee
involvement in the development of the ap-
praisal system, from inception to implementa-
tion, should be high. This will promote
credibility and encourage employee accep-
tance. Also, managers and supervisors should
have adequate training in performance assess-
ment (Braddick et al., 1992; Greene, 1991;
NRC, 1991). Performance-based pay strate-
gies are only as successful as the performance
appraisal systems on which they depend.

Performance-based systems need adequate

funding. Salary increases and/or bonuses
should be meaningful to employees and com-
mensurate with their contributions (PFPLMC,
1991). In the private sector, performance-
based pay systems are most successful where
managers have the flexibility or discretion to
differentiate between the pay increase given to
top performers and that given to good
performers, and the option to dismiss poor
performers (NRC, 1991).

The U.S. Office of Personnel Management
(OPM) conducted a survey of Federal em-
ployees in 1992 that included questions about
performance management. The survey found
that nearly 97 percent of Federal

employees believe that the quality of their
work should be important in determining their
rating, with 82 percent preferring an increase
in base pay as their performance reward. This
suggests potential employee acceptance of
future performance-based systems since
employees approve of using performance as a
factor for determining pay. However, only 48
percent perceive that they will receive a pay
raise or cash award if they perform
exceptionally well (OPM, 1992). This

illuminates a weakness in the current Federal
performance management system and
suggests that future performance-based sys-
tems should focus on employee buy-in, trust
in the system, and good communication.

Method. A wide range of performance-based
methods can be used by organizations for
determining individual pay increases, from
issuing only broad guidelines with no salary
increase limits to issuing specific amounts of
pay increases for specific rating levels. For
example, some organizations have allowed the
first-line supervisors to determine the amount
of pay increases based on the employee's
performance, as long as the supervisor stays
within budgetary limitations. Other organiza-
tions have developed a complex rating and
ranking system with a matrix of fixed percent-
ages established for each performance rating
level. Often a time factor is built into perfor-
mance-based systems where pay increases can
only occur annually. However, some organi-
zations place no time limitations at all; theo-
retically, an employee could receive a pay
raise every day of the year. (The organiza-
tions without time limitations generally have
strict budgetary limitations, thereby
precluding the abuse of pay raises.)

These methods can be used in conjunction
with target zones and midpoint strategies.
They can also grant general, across-the-board
increases that are given to all employees who
at least perform at a certain level. However,
general increases given to everyone regardless
of performance are not conceptually compati-
ble with performance-based systems
(ACA/ASPA, 1988) and are not commonly
found in the private sector.

Advantages.

e Pay-for-performance systems reinforce the
message to employees that good perfor-
mance is important to the organization.
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Alternative Pay Progression Strategies: Broadbanding Applications

e Employees say they want performance to
influence pay.

e Merit pay can have positive effects on in-
dividual job performance (NRC, 1991).

e If pay differentiation between top perfor-
mers and mid- to low-performers is signif-
icant, the prospect of receiving a meaningful
reward can serve as an incentive to perform
at top levels.

Disadvantages.

e The evidence shows that performance-based
within-range progression systems are costly.
At the same time, there is no evidence that
they are effective tools for increasing
organizational performance (NRC, 1991).

o [fthere is little difference between the in-
creases top performers and poor performers
receive, employees have little incentive to
perform well (Brookes, 1993).

¢ If the organization does not have a credible
performance appraisal system, the basis for
determining pay progression is weak.

¢ In addition, if the appraisal system as ap-
plied fails to make distinctions among per-
formers (e.g., 99+ percent rated "pass"), the
progression scheme reverts in effect to a
time-based strategy.

Examples. Navy Demonstration (China
Lake). The Navy project uses a broadbanding
system that directly links pay increases to
performance rating. China Lake uses a five-
level rating system that ties employee job
duties to organizational goals. With a salary
increase budget of 2.4 percent of payroll, man-
agers determine base pay

increases or can give cash awards in lieu of a
salary increase. Managers can give from

0 percent to 6 percent in pay increases plus
comparability, which has averaged 3.5 percent
between 1980 and 1990 (Schay, 1993).

Pay points or increments are determined for
each band. These points/increments are

equal to a certain percentage of the band.
Comparability pay (the General Schedule
annual pay adjustment and, at one project site,
the locality pay adjustment) is also dependent
on performance. Using a five-level rating
scale, the payout matrix rewards the highest
rated employees with a comparability
adjustment plus either four or three
points/increments, while employees rated "3"
receive comparability plus one or zero incre-
ments. The position of these employees in the
range advances. Meanwhile, the lowest-rated
employees may receive nothing and thereby
lose position-in-range (OPM, 1984).

The Navy's banding system has been very
successful in balancing higher starting salaries
with slower pay progression. During the first
5 years, pay progression under bands has been
slower than under the General Schedule
system where employees tend to start with
lower salaries but move up quickly due to
annual promotions which can involve 20
percent pay increases. At the Navy project,
trading off higher starting salaries against
slower initial pay progression is an effective
strategy that has resulted in improved
recruitment and retention of quality employees
(Schay et al., 1992).

The National Institute of Standards and
Technology Demonstration (NIST). The
NIST project also uses a broadbanding sys-
tem. Originally, the project's perfor-

mance management system used five rating
levels, comparable to the Performance Man-
agement and Recognition System (PMRS) for
Federal managers in grades 13, 14, and 15.
However, in 1991, NIST adapted its system to
include some of the characteristics of a two-
level rating system. Appraisal elements are
awarded points with 100 total points possible.
An employee who scores below 40 points is
unsatisfactory and will receive no base pay
increase. The amount of pay increase the
employee receives depends on the employee's
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Alternative Pay Progression Strategies: Broadbanding Applications

rating, his/her ranking compared to other
employees, and into which tercile of the band
the employee falls (Reynolds et al., 1992;
Schay, 1993).

NIST uses a pay matrix that places limits on
the amount of base pay increase employees
may receive (see below). The specific amount
chosen from the range shown on the pay

matrix depends on the ranking of the
employee based on the number of points (40-
100) from the appraisal rating. To recognize
the initial learning curve and move employees
quickly to the market rate, the limits in the
first tercile are much higher than the limits in
the second and third ter ciles. Since 1988
when the project began, NIST salaries have
increased about 4 percent more under broad

NIST Pay Increase Matrix

Pay-for-Performance Payout Matrix
Pay Range Intervals and
Pay Ranges of Salary Increase Percent-
Career Path Band ages
Tercile 1 Tercile 2 Tercile 3
ZA 1 0-14% 0-12% 0-7%
1I 0-20% 0-16% 0-8%
Administrative Pay Plan 1 0-15% 0-12% 0-7%
v 0-10% 0- 8% 0-6%
\ 0- 6% 0- 5% 0-4%
ZP 1 0-14% 0-12% 0-7%
11 0-20% 0-16% 0-8%
Scientific and Engineering Pay Plan 11 0-15% 0-12% 0-7%
v 0-10% 0- 8% 0-6%
\Y 0- 6% 0- 5% 0-4%
7S 1 0-12% 0-10% 0-7%
11 0-12% 0- 8% 0-6%
Support Pay Plan 11 0- 8% 0- 6% 0-5%
v 0- 7% 0- 5% 0-3%
\ 0- 6% 0- 4% 0-3%
ZT 1 0-12% 0-10% 0-7%
1I 0-12% 0- 8% 0-6%
Scientific and Engineering Technician Pay 1 0- 8% 0- 6% 0-5%
Plan v 0- 7% 0- 5% 0-3%
\% 0- 6% 0- 4% 0-3%

banding than the salaries of a comparison
group under the General Schedule system
(Schay, 1993).

Employee and supervisor surveys show that
employees feel that higher performance is
better rewarded, that more employees are
satisfied with their pay, and that supervisors
feel they have more control over their

(Reynolds et al., 1992)
employees' pay and are better able to reward
them (Reynolds et al., 1992).

Department of Defense (DOD) Nonap-
propriated Fund (NAF) Employees. DOD
NAF employees (except for craft and trades) are
under a six-band broadbanding system very
similar to the Navy project. Commands can
determine their own policy for granting
discretionary pay increases. DOD has regulated
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Alternative Pay Progression Strategies: Broadbanding Applications

that the general increase (annual pay
adjustment) will increase the minimum and
maximum rates of the bands as well as
employees' individual pay rates so that
employees do not lose position-in-range.

Pay progression within the bands must be
negotiated with local unions at each command
or installation since NAF employees are not
covered by title 5 pay regulations and must
bargain pay and benefits. Discretionary pay
increases can be based on increased job re-
sponsibility, on the performance rating, or can
be given for other reasons. Pay increases
must be recommended by the supervisor and
approved by a higher-level manager. Budget
limitations similar to those in the Navy
project are in place and are a key factor in
determining pay increases. Despite the
various reasons pay increases can be granted,
DOD defines the NAF system as
performance-based.

U.S. General Accounting Office (GAO).

About 74 percent of GAO's employees
(evaluators and attorneys) are in a broad-
banding system. General increases (annual
pay or comparability adjustments) are given
to everyone and are not tied to performance.
The minimums and maximums of the bands
are also adjusted so that employees maintain
their position-in-range.

A management review group (MRG) panel
determines individual pay increases by con
sidering four information sources: (1) the
performance appraisal, which has ratings for
seven critical factors but no overall rating; (2) a
contribution statement, which is the

staff member's view of his/her contributions;

(3) panelists' knowledge of the individual's and
the group's work; and (4) the discussions during
the MRG meetings covering the performance
and contributions of each staff member. Based
on data gathered from the information sources,
the MRG places broadbanded employees into
four pay categories: Exceptional, Meritorious,
Commendable, or Acceptable. A merit increase
matrix specifies percentage increases allowable
to each pay category as well as bonuses (see next
page). There is a direct correlation between pay
category and amount of merit increase, with
Exceptional employees receiving around 4 to 5
percentage points higher pay increases than
Acceptable

employees.

GAO management feels the system is successful.
Employee surveys show dissatisfaction with
requirements that at least 10 percent of
employees fall into the Acceptable pay category
and that only two-thirds of the employees may
receive bonuses. Because of recom-mendations
made recently by a TQM team, these limitations
have been eliminated.
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GAO 1992 Merit Increase and Bonus Tables

A GAO representative reports that since the
system has only been in place 4 years, the
agency has not yet had the problem of people
"maxing out" in their bands, but it might be

a problem in the future. If this occurs, a
GAO manager states that GAO will likely
give bonuses to those who have reached the
top of their pay bands in place of base pay
increases.

Data General. The Data General Corpora-
tion implemented a broadbanding system for
3,000 of its exempt employees. Five "career
bands" cover first-line supervisors up to and
including the Chief Executive Officer. Bands
1 through 4 are merit eligible, which means
that employees in these bands are eligible for
base salary increases or cash awards based on
several factors. These factors are: (a) the
market value of the job performed; (b) the
salary of peers; (c) a written performance
appraisal; and (d) budgetary limitations. The
system is extremely flexible in that no
minimum or maximum pay limits are
assigned to the career bands and that current,

Band Placement of Salary in Range Performance Group
Exceptional Meritorious/ Acceptable
Commendable

I 1st Half of Range 6.0% 3.5% 1.0%
2nd Half of Range 4.0% 2.0% 0.0%

Bonus Range (Exceptional/Meritorious Only) 5-7% 2-4% N/A

I Ist Quarter of Range 6.0% 3.5% 1.0%
2nd Quarter of Range 5.0% 2.5% 0.5%

3rd Quarter of Range 4.5% 2.0% 0.0%

4th Quarter of Range 4.0% 1.5% 0.0%

Bonus Range (Exceptional/Meritorious Only) 5-7% 2-4% N/A

111 Ist Third of Range 6.0% 3.5% 1.0%
2nd Third of Range 4.75% 2.5% 0.5%

3rd Third of Range 4.0% 1.5% 0.0%

Bonus Range (Exceptional/Meritorious Only) 5-7% 2-4% N/A

(GAO, 1992)

undocumented performance is taken into account
along with the formal performance ratings. No
general pay adjustments are given to all
employees. There are no established percentages
of increase given for particular ratings. (Band 5
salary increases for top executives depend on
other factors.)

A Data General representative stated that it took
2 years to design and implement this program.
The most difficult issues were pay comparability
(internal and external) and employee buy-in.

General Electric (GE). Many of GE's divi-
sions use broadbanding systems. One particular
division has collapsed 14 non- executive grades
into 4 broad bands that cover 97 percent of its
employees. When GE hires a new employee,
they place the employee within the band based
on the skills and knowledge of the employee.
Job descriptions have been eliminated and
replaced by job objectives which are determined
by customer satisfaction surveys. There have
been no annual adjustments made to the bands or
to employees' base pay. Annually, managers
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Alternative Pay Progression Strategies: Broadbanding Applications

appraise employees, give each a performance
grade (A, B, C, or D), and then determine pay
increases based on that grade, budget limita-
tions, and the market data for benchmark
jobs. A GE representative says the program
has been very successful because it stream-
lines management processes (through the
elimination of job descriptions) and provides
greater flexibility for getting the work done.
One of the greatest challenges to both manag-
ers and employees is to erase the stigma
associated with not receiving a promotion.

Pratt & Whitney. Pratt & Whitney

reduced the number of salary levels from 11
to 6 and cut the number of job descriptions by
more than half. This was done to support and
promote a flatter organization structure that
placed a greater emphasis on cross-functional
and matrix-type team approaches to problem
solving. Performance ratings, budget
limitations and market value determine the
amount of a pay increase. No general annual
adjustment to base pay is made. Human
resources staff are under increased pressure to
maintain external market relationships. The
company expects that the reduced number of
grades eventually will lead to a need for
fewer management layers and will improve
vertical communications overall (Eyes,

1993).

A Pratt & Whitney representative reports that
the company is still downsizing and changing
its structure. Soon Pratt & Whitney will
decentralize almost all personnel manage-
ment functions, allowing each division to
determine its internal management systems.

Performance Management and
Recognition System (PMRS). PMRS
was a merit pay system for mid-level
managers in the Federal Government that
covered supervisors and management
officials in General Schedule positions at
grades 13 through 15 (OPM, 1995). It was

established in 1986 as a successor to an earlier
merit pay system for those same employees,
which had been enacted as part of a major reform
of the Federal civil service system in 1978.
PMRS terminated as of November 1, 1993, and
PMRS employees returned to the pay adjustment
policies and procedures of the General Schedule.

Technically, PMRS is not an example of pay
progression through wide pay ranges. However,
the Federal experience with PMRS is instructive
of the effects of per-formance-based within-
range adjustments operating with only limited
controls. The principal features of PMRS pay
adjustments were set in statute, along with a
requirement to use a five-level performance
appraisal system and to grant rating-based lump-
sum performance awards. Receipt of the general
increase was contingent on performance being
rated Fully Successful. When that general
increase was withheld, a poor performer's pay
rate could slip below the minimum rate for the
grade, and that did occur in a handful of cases.

Annual within-range adjustments were driven by
a merit increase matrix (see next page) that
combined performance rating and position-in-
range, as prescribed in law. A full merit increase
was equivalent to the periodic step increase other
General Schedule employees received. Because
merit increases were annual, PMRS employees
in the upper two-thirds of the pay range received
increases in their rates of basic pay in advance of
their GS counterparts, who had 2- and 3-year
waiting periods. A merit increase could not
result in a pay rate above the maximum rate for
the grade; the merit increase would be reduced
by whatever amount would leave the resulting
pay rate at the maximum rate. That limitation
was one of the few cost controls in the system.

The relationship among three possible sources of
cost control—salary increase budgets, payout
formulas, and performance rating distributions—
is clearly illustrated by the PMRS design and
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Performance Management and Recognition System
Merit Increase Matrix

3.33%-3.03%

3.03%-2.78%

PERFORMANCE 15T NP 3RD
RATING LEVEL TERCILE TERCILE TERCILE
OUTSTANDING | Full Merit Increase Full Merit Increase Full Merit Increase

2.78%-0.00%

EXCEEDS FULLY SUCCESSFUL

Full Merit Increase
3.33%-3.03%

Y5 Merit Increase
1.51%-1.39%

Y4 Merit Increase
1.39%-0.00%

FULLY SUCCESSFUL

Full Merit Increase
3.33%-3.03%

5 Merit Increase
1.51%-1.39%

_ Merit Increase
0.93%-0.00%

MINIMALLY SUCCESSFUL

-0-

-0-

-0-

UNACCEPTABLE

-0-

-0-

-0-

experience. In addition to prescribing the
merit matrix, the law also prohibited forced
distributions of performance ratings. Until
1991, a combination of two other legal
provisions (mandated 2 percent-of-basic-pay
cash awards for PMRS employees rated
Outstanding and a limit on spending by each
agency for such cash awards of 1.5 percent-of-
payroll) technically meant that Outstanding
ratings could not be granted to more than 75
percent of PMRS employees in an agency. In
1991, even that control was lifted when the 2
percent cash award requirement was removed.
This combination of a statutory payout matrix
with no performance rating controls resulted
in an uncontrollable salary increase budget.
Once the rating was given, the pay increase
was an entitlement. The designers of PMRS
likely never envisioned the rating inflation
that occurred unabated during the PMRS years
and that trickled down inexorably into the
rank-and-file (OPM, 1995). Between 1985
and 1993, the percentage of PMRS employees
who were rated Outstanding increased from
20.7 percent to 41.1 percent, while the
percentage of PMRS employees rated Fully
Successful decreased from 30.1 percent to

(U.S. Office of Personnel Management, 1995)

14.0 percent. The direct result of this rating
inflation was ever-increasing costs in terms of
the merit increases that those ratings earned.
Because the payout formulas were fixed by law
and the ratings distribution was not controllable
(save by an act of will to raise performance
standards), the salary increase budget could not
be controlled.

An indirect effect of the rating inflation is
perhaps even more instructive for designing
within-range pay progression schemes. By
1992, after only 6 years of operation, the
PMRS population began to show signs of
significant “maxing out.” That is, more and
more employees had reached a pay rate very
high in their grade range and were bumping up
against the maximum rates. At the individual
level, the effect is that employees started

getting "shortchanged" in their merit increases
because those mandated increasesmust be
reduced by the amount in excess of a pay
adjustment up to the maximum rate. Between
1988 and 1993, the number of PMRS
employees who had reached a position high
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Alternative Pay Progression Strategies: Broadbanding Applications

enough in the pay range where they faced
being so "shortchanged" had increased by
more than 50 percent, while the total PMRS
population had only increased by 23 percent.
Some of this “maxing out” effect under PMRS
occurred due to the narrow General Schedule
pay ranges and in fact is a principal source of
the impetus to move to pay banding.
However, PMRS illustrates how the onset

of this effect was accelerated by phenomena
independent of range width.

First, the unabated rating inflation was driv-
ing employees through the pay range at

a much faster rate. A PMRS employee rated
Outstanding every year would have moved
from the minimum to the maximum rate in

9 years, compared with the 18-year time frame
the General Schedule uses. Technically, a
continually Outstanding GS employee could
move that quickly—or even quicker—by
getting a quality step increase every year in
addition to normal periodic step increases.
However, in practice this does not occur and,
if it did, would be a matter of management
discretion, not legal entitlement.

A second, more subtle source of the “maxing

out” effect was the smaller structural adjust-
ments that began in the early 1990's and may
likely continue for some time. Anytime the
average employee percentage within-range
adjustment exceeds the size of the structural
adjustment, the average position-in-range—an
indicator of the degree of the effect—goes up.

This was clearest in the year when there was
no general, structural increase to the General
Schedule. The October 1993 pay adjustments
were followed by a 0 percent general increase
in January 1994. Subsequent pay increases
granted within an unmoved structure raised
average position-in-range.

A final source of rising average position-in-
range was the general labor economy of the
late 1980's and early 1990's. Turnover, hiring,
and promotions had all slowed considerably.

In the aggregate, this left posi-tion-in-range
climbing on average, since fewer people higher
in the range had been leaving and fewer people
had been hired or promoted into the lower part
of the range. The effect of the current mid- and
late 1990's downsizing of the Federal
Government remains to be seen.

The PMRS experience illustrates the effects of

failing to incorporate appropriate sources of
control into a within-range pay progression
design. In retrospect, the absolute prohibitions
of some of those potential sources of control,
such as adjusting payout formulas or limiting
the use of high, expensive performance ratings,
appear questionable. Those prohibitions may
have been well-intentioned at the outset, in the
spirit of building acceptance of PMRS.
However, their cumulative effect, in the
absence of any self-imposed restraint by senior
management on rating inflation, was negative
for the system's credibility and cost-
effectiveness.
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Development-Based Pay Progression

Currently, several private sector pay progres-
sion strategies are similar to each other but
fundamentally different from time-based and
performance-based strategies. For the
purposes of this report, these "different" pay
strategies can be categorized as devel-
opment-based pay. Whereas time-based and
performance-based pay systems reward the
good performance of a particular job or the
time spent in the job, development-based pay
progression rewards the employee's develop-
ment and demonstrated proficiency in newly-
learned knowledge, skills, abilities, value-

adding characteristics, and/or other attributes.

This fundamental change, from paying for
the job to paying for skills, works success-
fully in high-involvement companies. These
companies usually have: (a) delayered
organizations; (b) self-managed work teams;
(c) extensive communication of business
information; (d) high levels of training; and
(e) innovative reward systems.

Skill-based pay and competency-based pay
are two compensation strategies that fall into
the development-based category. They are
very similar-so similar that Gerald E.
Ledford, Jr., a leading expert on skill-based
pay, stated in a telephone conversation with
the authors that the two terms are used inter-
changeably, with skill-based pay usually ap-
plied to blue collar work and competency-
based pay applied to white-collar work.
However, the Hay Group draws specific
distinctions between the two. Because the
literature distinguishes between the two, this
report describes each approach separately.
Nevertheless, many of the methods, organi-
zational characteristics, and advantages and
disadvantages are the same for both
approaches.

Skill-Based Pay Progression

Description. A skill-based pay system
bases salary increases on how many skills
employees have or how many jobs they can
do (Lawler et al., 1993). This requires orga-
nizations to shift from managing jobs to man-
aging people and skill sets. This type of pay
is different from performance-based pay be-
cause this strategy pays the person for the
skills and knowledge that they have, not the
performance they've demonstrated, the duties
they perform, or the job they encumber.
Skill-based pay requires that the organ-ization
identify the skills needed to perform its work
(using skill units or blocks), develop ways to
determine whether an individual

has learned the skills, and ensure that the
skills fit its strategic plan and work design.
Employees are usually hired at a minimum,
developmental wage, with pay increases de-
pendent on skills learned and demonstrated.
The organization must make it clear to em-
ployees how acquiring skills will affect their
pay (Lawler, 1992).

A survey sponsored by the American Com-
pensation Association (ACA) found that skill-
based pay plans typically are used in a wide
variety of industries and technologies and that
these plans apply to a wide range of jobs
(although supervisory and management jobs
are usually excluded). The survey also found
that these plans are very successful and
promote flexibility, productivity, and
employee growth (Jenkins et al., 1992).

The ACA survey also found that although
most organizations that use skill-based pay do
not have unions, the ones that do had a
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Alternative Pay Progression Strategies: Broadbanding Applications

high degree of success in gaining union buy-
in and support. Legal problems were also not
an issue. There were very few lawsuits filed
on skill-based pay issues. The cases that were
filed were decided in favor of the organization
(Jenkins et al., 1992).

Skill-based pay systems do not necessarily
need to include or exclude the idea of paying
for individual performance. They are neutral
on the point of whether individuals should
receive more pay depending on how well they
perform a particular skill. They deal only
with the issue of whether someone can per-
form a job. But it is quite possible to assess
how well individuals perform each of the
skills and combine that with a skill-based
system (Lawler, 1992).

Organization Characteristics. Skill-
based pay works best in organizations where
jobs are highly interdependent, cooperation
and support are required, flexibility of work
assignment is needed, and the skills are rea-
sonably stable (Greene, 1991; Lawler, 1992).

Organizations should also have good skills
measurement systems as well as organization
performance measures. Managers need to be
able to financially justify higher wages
through improved organizational perfor-
mance, better quality products, or higher
profits. It is also helpful feedback for em-
ployees to see that their added skills make a
difference in the organization's performance
(Verespej, 1992).

Some organizations using skill-based pay
have developed problems with their systems
because they had inadequate or faulty per-
formance appraisal systems (Jenkins et al.,
1992). The assessment process either was not

accepted by employees, had meaningless
performance distinctions, had incompetent or
biased raters, or had other deficiencies. Per-
formance assessment is important to a skill-
based system because once skills are learned,
employees must be assessed on their perfor-
mance of the new skills to

ensure competency. Good performance man-
agement systems are necessary for successful
skill-based compensation.

In a survey of Fortune 1000 companies in the
U.S. by Edward E. Lawler and his colleagues,
the following patterns among organizations
using skill-based pay were found:

e 51 percent of the responding companies
used skill-based pay for at least some of
their employees (an increase of more than
25 percent over 3 years). The percentage
of employees covered in these companies
was less than 20 percent.

e Most companies using skill-based pay also
used employee involvement practices, such
as participation groups, job enrichment, and
self-managed work teams. Lawler and his
colleagues argue that skill-based pay is an
important component of employee in-
volvement systems.

e Most organizations that use skill-based pay
also use TQM as a management practice.

o Skill-based pay practices are especially
likely to be adopted by companies that feel
strong competitive pressures in the mar-
ketplace.

¢ Firms that have removed management lay-
ers during recent years are most likely to
adopt skill-based pay practices.
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e 59 percent of companies with skill-based
pay said they used gainsharing or other
incentive plans, while only 19 percent of
those who do not use skill-based pay used
gainsharing.

e 67 percent of current users planned to in-
crease their use of skill-based pay, while 33
percent planned to stay the same (Lawler et
al., 1993).

Method. The organization must define skill
sets or skill blocks required for its work. It
must also assign a monetary value to each
skill set/block. In order to earn a pay in-
crease, the employee must demonstrate com-
petency in the new skills. Supervisors and/or
peers assess competency. In some organiza-
tions, once the employee is certified, pay is
increased. In other organizations, pay in-
creases are confined to annual reviews.

Advantages.

e Skill-based pay reinforces employee
involvement and a participative culture.
Organizations using total quality man-
agement principles and forms of employee
involvement find that employees tend to
make greater contributions when there is an
incentive to increase their job skills and
knowledge (Greene, 1991; Lawler, 1992).

o A skill-based system gives managers flex-
ibility in job assignment because it en-
courages employees to cross-train, both
vertically and horizontally. This can lead
to leaner staffing, especially among pro-
duction employees, and increases bench
strength (Greene, 1991; Lawler, 1992).

o If the organization can make use of skilled

people in ways that add significant value to
the product, then total labor costs can be
lower than with a traditional pay system
(Lawler, 1992). So far, the experience of
companies using skill-based pay plans
indicates they actually cut costs, despite
increased wages (Jenkins et al., 1992;
Lawler et al., 1993; Verespej, 1992).

e Using skill-based pay for all employees
puts everyone on the same footing and
creates a homogeneous culture. It is also a
good way to deal with the problems of
career progres-sion that are created by a
flat organization structure (Lawler, 1992).

Disadvantages.

e The system encourages employees to
become more valuable to the organization
as a basis for being paid more (Lawler,
1992). If not carefully controlled, costs
will escalate quickly (Greene, 1991).
Organizations must show productivity
gains to justify the higher wages paid under
a skill-based pay system (Verespej, 1992).

¢ [t may not work for all occupations within
an organization. Can the organization's
culture support multiple approaches to
administering pay? (Greene, 1991). Also,
there has been a problem in some organi-
zations with resentment among employees
not covered under the plan (Jenkins et al.,
1992).

e Employees may top out in their pay range
(Lawler, 1992).

o Skill-based pay makes market comparisons
of jobs difficult (Lawler, 1992).

e [t requires organizations to keep track of
exactly who is qualified on all of the
different tasks and the different pay rates
(Lawler, 1992).
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Competency-Based Pay
Progression

Description. The Hay Group report defines
competencies as "the set of skills, knowledge,
abilities, characteristics, and other attributes
that, in the right combination for the right set
of circumstances, will [lead to] superior per-
formance." Competency-based pay is similar
to skill-based pay in that it bases rewards

on learned skills and knowledge. However,
two other deeper levels of behavior are con-
sidered: (a) the type of self-image, work atti-
tudes, and values needed to perform a job;
and (b) the basic motives and traits that cause
some people to be more driven and achieve-
ment-oriented than others (Hay Group, 1992;
Hofrichter, 1993).

In short, just because a person has the skills
to do the job doesn't ensure that he/she will
be a top performer. Certain characteristics,
such as initiative, teamwork effectiveness,
and leadership, to name a few, are key strat-
egies used by top performers (Froiland,
1993). Companies that use competency-
based pay encourage and promote superior
performance over average performance, by
rewarding demonstrated competencies (Hay
Group, 1992).

Organization Characteristics. An
organ-ization considering adopting a
competency-based system should have a job
evaluation system, good market data, a highly
specific performance measurement system
that includes group contributions such as 360-
degree or peer appraisal, and a flexible
automated salary administration system. An
organization should also be delayered, with
relatively few hierarchies in its structure, and
it should accomplish most of its work through
teams. Organizations must also establish
competencies that are validated as predictors

of success for each type of job or pay level (Hay
Group, 1992; Hofrichter, 1993).

Method. The organization must first establish
valid competencies for job levels, broad-bands, or
even for the organization overall. The Hay Group
states that the competency-based approach awards
pay in two stages: (1) up to market level for dem-
onstrating job understanding and satisfactory
performance of skills; and (2) beyond the market
level for growth in key competencies that create
real value and advance the organization (Hay
Group, 1992).

The Hay Group recommends that organizations
that want to use a competency-based pay system
should phase it in slowly. During the first phase,
the organization should emphasize the market rate
for satisfactory performance, with above-market-
rate salaries for superior performance (i.e., begin
with a successful performance-based system). A
360-degree or peer appraisal approach should be
established, and variable pay should be tied to
results. In the second phase, the organization can
begin incorporating competencies into the assess-
ment process. In the final phase, the organization
can weigh competencies more heavily (Hay
Group, 1992).

Advantages.

e Competency-based adjustments focus
employee attention on improving work
strategies that support the organization's core
mission and capabilities.

e Superior performance through developing
competencies becomes a goal that supports
overall strategic plans.

¢ Organizations can place more emphasis on the
added value workers contribute as they broaden
the scope of their jobs.

¢ Improving employees' competencies supports
involvement initiatives, delayered work
structures, and teamwork.
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Disadvantages.

e Researching, developing and validating
competencies takes a great deal of time,
money and effort. (The Employment Ser-
vice at OPM has a database called
MOSALIC that lists competencies for most
Federal positions at all levels of develop-
ment.)

e Payroll costs may increase dramatically.

Examples of Development-Based
Pay Progression.

DOD Child Development Centers
(CDC). To improve the quality of the work-
force in its child care centers, DOD placed its
nonappropriated fund child care givers
(called program assistants) into a broadband
system that has a structured training program.
Completion of twelve training modules
determines salary increases, with the first two
modules as required training and the rest as
optional. As employees complete a module,
CDC directors can increase base pay as a re-
ward (although this is not required). Ifa
program assistant completes all the modules,
they receive a promotion into the next band.
Many CDC directors have found that
increasing pay as modules are completed
encourages employees to increase their skills
and knowledge. Even though costs have
risen, many feel that the improved quality of
child care has been well worth it. The
increased costs have been absorbed by
increased charge to the customers and
additional appropriated funds.

A Southern Paper Company. The con-
sulting firm WMS and Company, Inc. has a
client (who wishes to remain nameless) who
uses a broadbanded, skill-based incentive
program along with its merit pay system to
encourage employees to acquire skills and
knowledge. (Although this is an example of

both performance-based and skill-based pay, it is
included in this section because of the interesting
attributes of its skill-based pay system.) Job
descriptions have been rewritten to include six to
eight specific key end results with one to four
different measures of accomplishment for each
end result. Performance appraisals and
performance-based base pay increases are based
on these results. At the same time, a skill-based
pay option is available to all employees. Employ-
ees who complete a training program and pass a
rigorous test can either advance to a higher-level
job, or, if there is no opening at the time, be
placed in a higher "interim" pay range until an
opening occurs. In either case, base pay is
increased due to skills and knowledge acquired.
The company has found this program successful
because: (a) it has developed qualified workers in
an unskilled labor market; (b) company-specific
skills are taught to more employees, creating
greater bench strength; and (c) morale and
employee enthusiasm for the program are high
(Meng, 1992). (It is not known whether general
increases are given in this company.)

Northern Telecom. Northern Telecom began
its broadbanding system almost 5 years ago. Its
program is one example of a skill-based system
for white-collar work. The system's objectives are
to improve customer satisfaction, increase
employee commitment to Northern Telecom, and
to place the entire company into one pay system.

Pay increases can be given for good performance,
up to a target level. To go beyond the target level,
employees must increase their skills. Northern
Telecom uses "career development pay" to
encourage employee development and

to increase pay beyond the target level. This
program has clearly defined skill sets. Higher-
level skill sets include problem-solving abilities
and interpersonal relations. Employees must
demonstrate skill competency and are assessed by
supervisors and peers before advancement. A
matrix establishes a range for the amount of salary
increase, but the specific amount of increase
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depends on the salary of peers, market data,
and the level of risk the employee shows in
the lateral move. A high-risk move, where
very different skills and knowledge are
needed (e.g., field technician to support en-
gineer), deserves a higher increase in pay
(LeBlanc, 1991).

No general increases are given to all
employees, and so far there have been no
range adjustments. If there were to be a
range adjustment, a Northern Telecom
spokesperson states that only the minimum
and the maximum rates would change; indi-
vidual employees would not receive the ad-
justment.

General Mills. Other than the manager,
General Mills' Squeeze-It food-processing
plants use only one job classification: opera-
tor/mechanic. Self-managed teams perform
the continuous-process work. The work is
broken into four skill blocks, with three levels
in each block. Skill levels are defined in
terms of performance required, area knowl-
edge, and technical knowledge. Level 1 of
each skill block indicates limited ability.
Level 2 indicates partial proficiency, and
Level 3 signifies that the employee is fully
competent. Employees are expected to reach
at least Level 2 in all four skill blocks. New
employees begin at the entry rate and receive
pay increases as they learn skill levels. Each
skill level is worth a specified percentage pay
increase. Peers appraise each other and de-
termine skill competency. General Mills'
strategy for adopting skill-based pay is: (a) to
attract and retain a talented workforce; (b) to
develop a salary structure competitive in the
beverage industry; and (c) to ensure that the
pay system reinforces organizational values
and supports the work system and technology
(Ledford et al., 1991). (It is not known
whether general increases are given.)

Honeywell Ammunition Assembly Plant.
For the past 9 years, the Honeywell Ammunition
Assembly Plant has used skill-based pay for its
production workforce. The system has gone
through several revisions as a result of employee
input. There are four defined skill blocks, with
employees required to learn at least three. Em-
ployees are given 12 months to complete a skill
block. Origin-ally, employees did not want to
evaluate each other, but the program has evolved
and peer input is now common (Ledford et al.,
1991).

ESCA Corporation. ESCA Corporation,

a small engineering firm located in Bellevue,
Washington, has moved to a broadbanding system
but refers to the bands as career paths. One
reason for this change is that they use self-
directed teams to accomplish the work. As part of
this shift, the company determines salary or career
advancement based on expanded knowledge,
experience, and demonstrated career
competencies. Workers can advance monetarily
by demonstrating observable behaviors that are
described in a set of career competency listings.
Employees are evaluated by peers and leaders
who observe and acknowledge their progress and
achievement. Employee efforts will be recog-
nized over time through the annual salary increase
process. (Performance reviews are not the
primary determinant for salary increase amounts,
but they are considered.) A pay increase may be
as high as 20 percent at the discretion of the team
leader (Brown, 1993). (It is not known whether
the company grants general increases to match
range adjustments.)
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Discussion

The categories of within-band pay progres-
sion strategies described here can be used
individually or combined in a variety of ways.
For instance, the broadbanding model
recommended by the National Academy of
Public Administration (NAPA) combines
time-based and performance-based pay pro-
gression, with pay ranges divided into incre-
ments, similar to steps. Pay raises would be
given once a year, with flexibility in the num-
ber of increments an employee could be
given, based on performance and other rele-
vant considerations (NAPA, 1991). This type
of system is called a variable timing step-rate
program and is often used as a transitional
device to get from time-based pay to
performance-based pay (Greene, 1991).

One author recommends using performance-
based pay, but puts a different twist on it.
Brookes suggests a performance contract
system where an employer can promise to pay
an increased amount of salary to an employee
in exchange for a promise made by the

employee to perform satisfactory future work
of a specific and mutually agreed upon
complexity. In this way, future performance
becomes the focus, not past performance
(Brookes, 1993).

The Monsanto Corporation uses a broadband-
ing system for its top management that is
performance-based, but it also has a Nutra-
Sweet division that has eliminated grades and
bands altogether. Because pay is set and
adjusted based on the market value of the job,
NutraSweet relies heavily on gainsharing or
incentive plans to reward employees. No
across-the-board pay adjust-ments are given
to all employees, but market adjustments may
be made for particular occupations. Instead
of receiving regular base pay increases,
employees receive cash bonuses determined
under specific incentive plans. Monsanto has
over 40 different incentive plans that cover 25
percent of Monsanto's non-management
workforce.
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Summary

Because of the wide variation in agency mis-
sions, work assignments, cultures, and envi-
ronments, one broadbanding system with one
pay progression strategy will not meet the
needs of the entire Federal government. It may
be most effective to enable agencies to select
an approach from among a range of
broadbanding and pay progression strategies
that fits their specific situation and promotes
improved organizational performance.

Through the Hewitt survey, companies

using broadbanding systems gave advice to
others thinking of adopting the system. Based
on their experiences, these companies advised:
(a) put strong emphasis on communication and
education; (b) make clear distinctions about
how pay increases are determined; (c) be sure
to integrate the program with the career
development function (not solely
compensation); and (d) be extra sensitive to
any groups of employees who may get hurt
when moving to bands (Gerson, 1992). The

Hay Group also advises caution and thorough
analysis. If banding is simply tacked on

to rigid systems of pay and employer/employ-

ee relationships, it will probably fail (Hay Group,
1992).

There can be many advantages to establishing
a well-planned broadbanding system in an org-
anization with the appropriate climate, culture,
and environment. Broadbanding can break
down many of the nagging but often hidden
barriers to teamwork and cooperation. Con-
tinuous improvement and teams do not oper-
ate effectively in a culture that places too
much emphasis on hierarchy (LeBlanc, 1992).

Finally, it is worth noting in a discussion on

pay strategies that base pay should be consider-ed
only part of an organization's compensation
strategy. Variable pay, group incentives, gain-
sharing, etc., can all be used effectively to man-
age employee performance and should be inte-
grated into the total direct compensation picture
(McNally, 1992).
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