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For indeterminate employment, remuneration refers to the material, monetary (wages, cost of
living bonuses, premium pay, bonuses, etc.) or other (paid leaves, services and privileges, etc.)
compensation as well as the psychological benefits (personal growth, satisfaction, pride, etc.)
received by individuals in return for assuming the roles and duties inherent to their position and,
depending on the practices in effect, in recognition of their individual performance or contribution
to organizational performance. These direct and indirect benefits are intended to compensate
individuals for their contribution and motivate them to join, remain with and give the best of
themselves to organizations. However, when professional or technical services are provided under
a fixed-term contract, the meaning of “remuneration” (or, in this instance, “pay”) is often more
limited in scope. For example, it may merely refer to direct compensation in form of professional
fees, emoluments and payments for specific services that are provided during a set period of time.

Direct compensation is either fixed or variable. As for variable pay, there are two types of
systems. One is based on the individual, whereby an individual's pay is fully or partially related to
his or her performance. The other is based on a group, whereby a portion of the pay is determined
by the savings or performances achieved by an organization in the short or long term.

Saint-Onge, Commeiras and Balkin (2007) distinguish five types of individual pay plans:

e merit pay, which takes employee performance at least partially into account when
determining salary raises and then integrates these into the pay scale;

e merit awards or bonuses, which are paid as a lump sum on top of wages and are not
integrated into pay scales;

¢ mixed plans composed of wages and merit awards;

e various piecework rate payment practices;

¢ commissions and bonuses given to sales personnel. Some authors include suggestion awards
and programs in this type of plan.

Individual performance pay plans must meet various critiera if they are to succeed in motivating
staff to positively affect organizational performance. For example, a merit pay plan should meet the
following conditions:

e the performance to be measured should stem primarily from the efforts of the individual
concerned;
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¢ performance should be properly measured;

¢ the performances of assessed individuals may be compared in view of awarding their raises,
but this should be done in a fair manner;

¢ the raise offered to an individual should be large enough to justify his or her efforts;

¢ the motivation that an individual gains from the merit pay should not lead to dysfunctional
behaviour, such as excessive competition;

¢ the indexation of scales should not result in a distorted pay structure that violates the
principles of internal equity;

¢ wage indexation should not threaten the medium- or long-term budgetary balance of an
organization.

It is particularly difficult for the public and parapublic sectors that use individual variable pay
plans to meet these criteria, due to the following problems:

e it is often hard to find enough funds to offer the kind of performance pay that motivates
individuals;

e individual performance trumps group performance when it comes to performance pay;

e because it is difficult to discern which individuals deserve merit pay based on their
performance, some organizations are tempted to extend the benefits of additional pay from
the funding envelope reserved for merit pay to the greatest number of people possible, which
may create dysfunction.

As shown in the list of conditions to be met, proper performance assessment is at the core of the
merit pay and merit award allocation process. However, it is a complex undertaking that is rife with
pitfalls. Some authors, such as Laurin and Boisvert (1997) and Morin (2004), go as far as to claim
that it is the most delicate - indeed, most unpleasant - task in the field of management, considering
the number of challenges associated with it. The first of these challenges is to choose reliable,
precise and valid performance indicators and to measure them adequately. According to Foucher
(2007, p. 67), performance refers to “an obtained result and, consequently, the degree of success
represented by the result. The degree of success associated with a result can be assessed according
to various criteria, such as its compliance with a standard, the fulfillment of pre-set objectives, or
comparison with another criterion that allows the decision-maker to make a judgment” [our
translation]. The second challenge is to motivate the actors concerned to play their assigned roles
so that the performance assessment process can be successfully completed. This is an essential
condition for avoiding a trend affecting many organizations that use performance-based pay -
namely, the inflation of good results in assessments (Brett and Atwater, 2001). The third challenge
is to incorporate assessments in a performance management system and support them with a
compatible culture. At that point, the performance assessment will help to achieve the following
objectives: collect and organize information that can be sent to a targeted individual so that he or
she can use it to grow, improve and ultimately contribute to the development and progress of the
enterprise (Brassard, 2009).

As for group variable pay plans, Saint-Onge, Commeiras and Balkin (2007) distinguish two main
types. Under the first type, there are five plans that offer short-term benefits:

e profit-sharing plans;

e productivity gain sharing plans;

e success sharing plans;

e group bonus plans; and

e bonus plans based on individual and group performances.
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Under the second type, there are two plans that afford long-term benefits:

e share award or purchase plans; and
¢ share option plans.

While the plans coming under the second heading do not apply to the public and parapublic
sectors, plans of the first type are quite appealing to them, especially when the productivity gains
and savings achieved by organizations are the result of group efforts. For organizations that
hesitate between these two types of variable pay, Saint-Onge and Thériault (2006) provide a grid
with criteria that makes it easier to choose between the individual-based and group-based plans.

In conclusion, pay for performance is neither a panacea nor an automatic source of motivation
and performance. When managed according to certain principles, it can be effective. But when it is
poorly managed, it is likely to cause inequity, conflicts and other problems having a range of
adverse impacts.

Bibliography

Adams, J. S. (1965). “Inequity in Social Exchange,” in L. Berkowitz, Advances in Experimental Social Psychology,
New York, Academic Press, pp. 267-297.

Brassard, N. (2009). Réactions du chef de PME apreés utilisation d'un systeme d'évaluation multi-source,
PhD thesis in management, Université du Québec a Trois-Riviéres, Québec.

J

Brett, ]. and L. Atwater (2001). “360-Degree Feedback: Accuracy, Reactions and Perceptions of Usefulness,’
Journal of Applied Psychology, vol. 86, no. 5, pp. 930-942.

Foucher, R. (2007). “Mesurer les compétences, le rendement et la performance : clarification des termes et
proposition d'un cadre de référence,” in S. Saint-Onge and V. Haines (eds.), Gestion des performances au
travail : bilan des connaissances, Brussels, De Boeck, pp. 53-95.

Laurin, P. and D. Boisvert (1997). L'évalation collaborative du rendement: un guide méthodologique,
Sainte-Foy, Presses de I'Université du Québec.

Morin, D. (2004). L'évaluation : un malaise partagé, La Presse, cahier Les Affaires.

Saint-Onge, S., N. Commeiras and D. Balkin (2007). “Rémunération des performances : bilan des
connaissances et voies de recherche,” in S. Saint-Onge and V. Haines (eds.), Gestion des performances au
travail : bilan des connaissances, Brussels, De Boeck, pp. 331-379.

Saint-Onge, S. and R. Thériault (2006). Gestion de la remuneration : théorie et pratique, Montréal, Gaétan
Morin/Cheneliere.

REPRODUCTION Reproduction in whole or part of the definitions contained in the Encyclopedic Dictionary of Public
Administration is authorized, provided the source is acknowledged.

How To CITE Brassard, N. and R. Foucher (2012). “Pay for Performance,” in L. Coté and ].-F. Savard (eds.),
Encyclopedic Dictionary of Public Administration, [online|, www.dictionnaire.enap.ca

INFORMATION For further information, please visit www.dictionnaire.enap.ca

LEGAL DEPOSIT Library and Archives Canada, 2012 | ISBN 978-2-923008-70-7 (Online)

ENCYCLOPEDIC DICTIONARY OF PUBLIC ADMINISTRATION 3


http://www.dictionnaire.enap.ca/�
http://www.dictionnaire.enap.ca/�

