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AGENDAAGENDAAGENDA AGENDA 

•• What people and organizations wantWhat people and organizations want•• What people and organizations wantWhat people and organizations want
•• Public sector challengesPublic sector challenges
•• Results of a study of retention, pay andResults of a study of retention, pay andResults of a study of retention, pay and Results of a study of retention, pay and 

rewards practices for scarce talent in public rewards practices for scarce talent in public 
sectorsector
A h t t hi hA h t t hi h ff•• Approaches to create highApproaches to create high--performance payperformance pay

—— Performance management Performance management 
—— Base payBase payp yp y
—— Variable payVariable pay

•• Moving forward on change processMoving forward on change process
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……Answer your questionsAnswer your questions



WHAT DO PEOPLE WANT?WHAT DO PEOPLE WANT?WHAT DO PEOPLE WANT?WHAT DO PEOPLE WANT?

•• Total rewardsTotal rewards•• Total rewardsTotal rewards
•• Surveys show differences in employment stageSurveys show differences in employment stage

—— HireHire
•• Total compensation competitiveness and workTotal compensation competitiveness and work--life balancelife balance
•• Career advancement opportunitiesCareer advancement opportunities
•• Salary increases linked to performanceSalary increases linked to performance

—— Retention / engagementRetention / engagement
•• Learning/development opportunities and skill growthLearning/development opportunities and skill growth
•• Employer reputationEmployer reputation
•• Compensated for contribution using fair, consistent criteria Compensated for contribution using fair, consistent criteria 
•• Management’s relationship with individualManagement’s relationship with individual

Generational differencesGenerational differences
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……Generational differencesGenerational differences
……Individual differencesIndividual differences



TOTAL REWARD COMPONENTSTOTAL REWARD COMPONENTSTOTAL REWARD COMPONENTSTOTAL REWARD COMPONENTS

Individual GrowthIndividual Growth
Compelling FutureCompelling Future

Vision and values
•Investment in people 
•Development and training
•Performance management

• Vision and values
• Company growth and success
• Company image and reputation
• Stakeholdershipg

•Career enhancement 
p

• Win-win over time 

Goals

Total PayTotal Pay
•Base pay

Positive WorkplacePositive Workplace
• People focus

Results

•Variable pay (short and long-
term)
•Benefits or indirect pay 
•Recognition and celebration

• Leadership
• Colleagues
• Work itself
• Involvement

Source: Patricia K. Zingheim and Jay R. Schuster, Source: Patricia K. Zingheim and Jay R. Schuster, Pay People Right! Breakthrough Reward Strategies to Create Great CompaniesPay People Right! Breakthrough Reward Strategies to Create Great Companies,,
San Francisco: JosseySan Francisco: Jossey--Bass, 2000.Bass, 2000.

•Recognition and celebration • Involvement
• Trust and commitment
• Open communications Source: Patricia K. Zingheim and Jay R. Schuster, Source: Patricia K. Zingheim and Jay R. Schuster, Pay People Right! Pay People Right! 

Breakthrough Reward Strategies to Create Great CompaniesBreakthrough Reward Strategies to Create Great Companies, San , San 
Francisco: JosseyFrancisco: Jossey--Bass, 2000.Bass, 2000.
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WHAT DO WHAT DO 
ORGANIZATIONS WANT?ORGANIZATIONS WANT?ORGANIZATIONS WANT?ORGANIZATIONS WANT?

•• Provide value to customers by providingProvide value to customers by providing•• Provide value to customers by providing Provide value to customers by providing 
quality services/products that quality services/products that 

—— Meet specifications Meet specifications 
—— Delight the customerDelight the customer
—— Are efficiently provided/producedAre efficiently provided/produced
—— Are delivered on timeAre delivered on timeAre delivered on timeAre delivered on time

•• Same for public sectorSame for public sector
—— Customers: taxpayer and beneficiariesCustomers: taxpayer and beneficiaries

……Employee/employer value proposition Employee/employer value proposition 
must create winmust create win--win relationship win relationship 

forfor allall stakeholdersstakeholders
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for for allall stakeholdersstakeholders



SOME QUESTIONSSOME QUESTIONSSOME QUESTIONS SOME QUESTIONS 

•• How many are struggling with retention of How many are struggling with retention of 
scarce talent?scarce talent?
H b li hH b li h t l tt l t•• How many believe you have a scarceHow many believe you have a scarce--talent talent 
retention advantage?retention advantage?

•• How many say you have performanceHow many say you have performance--basedbasedHow many say you have performanceHow many say you have performance based based 
pay?pay?

•• How many How many reallyreally have performancehave performance--based based 
??pay?pay?

•• How many are involved in culture, retention, How many are involved in culture, retention, 
pay and reward changes?pay and reward changes?
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pay and reward changes?pay and reward changes?



PUBLIC SECTOR CHALLENGESPUBLIC SECTOR CHALLENGESPUBLIC SECTOR CHALLENGES PUBLIC SECTOR CHALLENGES 

•• ScarceScarce--talent interests do not match traditional publictalent interests do not match traditional publicScarceScarce talent interests do not match traditional public talent interests do not match traditional public 
sector practicesector practice

—— Want to be rewarded for skills and performanceWant to be rewarded for skills and performance
L i t t d i bli t d t j b it dL i t t d i bli t d t j b it d—— Less interested in public sector advantages: job security and Less interested in public sector advantages: job security and 
retirement after 1retirement after 1--employer career (unless near retirement age)employer career (unless near retirement age)

•• Retaining valuable employees who early retire from Retaining valuable employees who early retire from 
organization and take second career in private sectororganization and take second career in private sector

•• Rigid systems that do not meet scarce talent needsRigid systems that do not meet scarce talent needs
Statutory regulationsStatutory regulations—— Statutory regulationsStatutory regulations

—— Civil service systemCivil service system
—— Union rulesUnion rules
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……Traditional value proposition is no longer working, Traditional value proposition is no longer working, 
especially for scarce talentespecially for scarce talent



SAMPLE SCARCE TALENT SAMPLE SCARCE TALENT 
IN PUBLIC SECTORIN PUBLIC SECTORIN PUBLIC SECTORIN PUBLIC SECTOR

•• Mostly skilled, technologyMostly skilled, technology--based based 
professionalsprofessionals——e.g.e.g.

EngineeringEngineering—— EngineeringEngineering
—— Computer scienceComputer science
—— Medical / healthcare (e.g., RNs, physicians)Medical / healthcare (e.g., RNs, physicians)
—— Science (e.g., chemists)Science (e.g., chemists)
—— Finance / accountingFinance / accounting

•• Some represented technologySome represented technology--based peoplebased people•• Some represented, technologySome represented, technology based peoplebased people
—— Mechanics (e.g., vehicle)Mechanics (e.g., vehicle)

Compete for talent with private sectorCompete for talent with private sector
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……Compete for talent with private sectorCompete for talent with private sector



STUDY OFSTUDY OF
“TOUGH MARKET” CITIES“TOUGH MARKET” CITIES“TOUGH MARKET” CITIES “TOUGH MARKET” CITIES 

•• Forbes MagazineForbes Magazine identified 100 “Best Cities foridentified 100 “Best Cities for•• Forbes MagazineForbes Magazine identified 100 Best Cities for identified 100 Best Cities for 
Jobs” based on economic/market dataJobs” based on economic/market data

•• SZA targeted 20 cities for a study of workforce SZA targeted 20 cities for a study of workforce g yg y
retention, pay and rewardsretention, pay and rewards

—— 11 of top 20 and all in top 4111 of top 20 and all in top 41
•• Conducted structured interviews with seniorConducted structured interviews with senior•• Conducted structured interviews with senior Conducted structured interviews with senior 

leadersleaders
•• What are cities doing to address retention, pay What are cities doing to address retention, pay g , p yg , p y

and rewards for scarce talent?and rewards for scarce talent?

……Are cities’ practices working to form Are cities’ practices working to form 
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p gp g
highhigh--performance practice?performance practice?



WHY STUDY CITYWHY STUDY CITY
WORKFORCES?WORKFORCES?WORKFORCES? WORKFORCES? 

•• Test the effectiveness of traditional public Test the effectiveness of traditional public 
sector retention, pay and rewards practices in sector retention, pay and rewards practices in 
scarcescarce talent marketstalent marketsscarcescarce--talent marketstalent markets

•• Cities often good examples of public sector Cities often good examples of public sector 
human resource practices in actionhuman resource practices in action

……Findings may be applicable to other Findings may be applicable to other 
public sector organizationspublic sector organizations
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FIVE SOLUTIONS FIVE SOLUTIONS 
FOR SCARCE TALENTFOR SCARCE TALENTFOR SCARCE TALENTFOR SCARCE TALENT

11 Pay competitive salaries with private sectorPay competitive salaries with private sector1.1. Pay competitive salaries with private sector Pay competitive salaries with private sector 
for scarce talentfor scarce talent

2.2. Provide training / development to enable Provide training / development to enable g pg p
career opportunities career opportunities 

3.3. Reward skills and performanceReward skills and performance
C ti t f d ith d t thC ti t f d ith d t th—— Continue to move forward with and strengthen Continue to move forward with and strengthen 
acceptable approachesacceptable approaches

4.4. Continue competitive benefits if affordableContinue competitive benefits if affordable
5.5. Enhance communicationsEnhance communications

…… Focus on scarce talent or Focus on scarce talent or 
skilled professional talentskilled professional talent
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skilled professional talentskilled professional talent



SOLUTION #1: PAY COMPETITIVE SOLUTION #1: PAY COMPETITIVE 
SALARIES SALARY STRUCTURESALARIES SALARY STRUCTURESALARIES: SALARY STRUCTURESALARIES: SALARY STRUCTURE

FeatureFeature Traditional PracticeTraditional Practice New ObjectiveNew Objective
S lS l Cl ifi ti t /Cl ifi ti t / W k d l ifi tiW k d l ifi tiSalary Salary 
structurestructure

Classification system / Classification system / 
job dutiesjob duties

Work around classification Work around classification 
system / exceptions; include system / exceptions; include 
essential skills and skill growthessential skills and skill growth

Job valuingJob valuing Internal equityInternal equity—— Labor market including privateLabor market including privateJob valuingJob valuing Internal equityInternal equity——
overpay less scarce overpay less scarce 
skills and underpay skills and underpay 
scarce skillsscarce skills

Labor market, including private Labor market, including private 
sector and top payers for best sector and top payers for best 
people with scarce, critical skillspeople with scarce, critical skills

Job value Job value 
increasesincreases

Length of service and Length of service and 
years of experienceyears of experience

KnowledgeKnowledge--based / skills based / skills 
application and performanceapplication and performance

Pay Pay CostCost--ofof--living, acrossliving, across-- Accelerate pay movement for Accelerate pay movement for 
movementmovement thethe--board increasesboard increases scarce skills through pay budgetscarce skills through pay budget

•• Competing for scarce talent with private sectorCompeting for scarce talent with private sector
Must pay scarce talent competitivelyMust pay scarce talent competitively
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—— Must pay scarce talent competitivelyMust pay scarce talent competitively
—— Paying competitively is less expensive than turnoverPaying competitively is less expensive than turnover



SOLUTION #2: PROVIDE TRAINING / SOLUTION #2: PROVIDE TRAINING / 
DEVELOPMENT TO ENABLE CAREERDEVELOPMENT TO ENABLE CAREERDEVELOPMENT TO ENABLE CAREER DEVELOPMENT TO ENABLE CAREER 

OPPORTUNITIESOPPORTUNITIES
•• Accelerate careers for scarceAccelerate careers for scarce--skilled talentskilled talent

—— Provide attractive career paths and career opportunities so Provide attractive career paths and career opportunities so 
scarce talent stays after organization has trained themscarce talent stays after organization has trained themscarce talent stays after organization has trained themscarce talent stays after organization has trained them

•• More inMore in--job development for new contemporary skills job development for new contemporary skills 
and refreshing skills, not just rules and regulations and refreshing skills, not just rules and regulations 

•• Provide career growth based on Provide career growth based on 
—— Acquisition and demonstration of essential skillsAcquisition and demonstration of essential skills——not just not just 

rigid job descriptionsrigid job descriptions
—— Taking on more responsible, valueTaking on more responsible, value--added rolesadded roles
—— More accountabilityMore accountability

•• Career coachingCareer coaching
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•• Career coachingCareer coaching
……Making acquiring and applying Making acquiring and applying 

skills worthwhileskills worthwhile



SOLUTION #3: REWARD SKILLS SOLUTION #3: REWARD SKILLS 
AND PERFORMANCEAND PERFORMANCEAND PERFORMANCEAND PERFORMANCE

•• “Pay for performance” are often “fighting “Pay for performance” are often “fighting y p g gy p g g
words”words”

•• Determine “case for change”Determine “case for change”
D t i t bl h fD t i t bl h f•• Determine acceptable approach for Determine acceptable approach for 
organizationorganization

—— Many organizations are measuring and evaluating Many organizations are measuring and evaluating 
skills / performance through performance skills / performance through performance 
managementmanagement——good at identifying poor performancegood at identifying poor performance

—— May start with rewarding increasing scarce skills May start with rewarding increasing scarce skills 
(acquisition and usage)(acquisition and usage)
•• Keeping upKeeping up--toto--datedate
•• Advanced, broader or deeper skillsAdvanced, broader or deeper skills
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—— Reward outstanding and/or solid performance Reward outstanding and/or solid performance 
(scarce talent or skilled professional talent) (scarce talent or skilled professional talent) 



SOLUTION #3: REWARD SKILLS SOLUTION #3: REWARD SKILLS 
AND PERFORMANCEAND PERFORMANCEAND PERFORMANCE AND PERFORMANCE (CONT.)(CONT.)

FeatureFeature Approach for PerformanceApproach for Performance--Based PayBased Pay
# f# f 14 f 20 d f d/ kill th14 f 20 d f d/ kill th# of orgs.# of orgs. •• 14 of 20 reward performance and/or skill growth14 of 20 reward performance and/or skill growth

EligibilityEligibility •• Typically nonunionTypically nonunion

MetricsMetrics •• Skill acquisition, especially scarce skillsSkill acquisition, especially scarce skills
•• Results or performance on goalsResults or performance on goals
•• Performance on responsibilitiesPerformance on responsibilities

RewardReward •• Outstanding performance only (10% Outstanding performance only (10% -- 15% top performers)15% top performers)g p y (g p y ( p p )p p )
•• Acceptable and higher performanceAcceptable and higher performance

Form of Form of 
awardaward

•• Cash lumpCash lump--sum payment most common (13 of 20 organizations)sum payment most common (13 of 20 organizations)
•• Salary increaseSalary increaseSalary increaseSalary increase
•• Choice of cash lump sum, time off, merchandise, payment Choice of cash lump sum, time off, merchandise, payment 
towards childcare/eldercaretowards childcare/eldercare

Award deAward de-- •• Supervisor using performance scorecard and/or point systemSupervisor using performance scorecard and/or point system
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Award deAward de
terminationtermination

Supervisor using performance scorecard and/or point systemSupervisor using performance scorecard and/or point system
•• Review/evaluation/selection team or committeeReview/evaluation/selection team or committee

FrequencyFrequency •• Annual or quarterlyAnnual or quarterly



SOLUTION #3: REWARD SKILLS SOLUTION #3: REWARD SKILLS 
AND PERFORMANCEAND PERFORMANCEAND PERFORMANCE AND PERFORMANCE (CONT.)(CONT.)

•• Typically do not force “merit salary increases”Typically do not force “merit salary increases”•• Typically do not force merit salary increases  Typically do not force merit salary increases  
based on individual performancebased on individual performance

—— Limited salary increase budgets for differentiating Limited salary increase budgets for differentiating 
ffperformanceperformance

—— Fixed pay, not variable payFixed pay, not variable pay
•• Some start with recognition plans and evolve Some start with recognition plans and evolve g pg p

them  them  
—— Merchandise Merchandise Cash awardsCash awards
—— Add performance to skill acquisitionAdd performance to skill acquisitionAdd performance to skill acquisitionAdd performance to skill acquisition
—— Improve/refine performance measurementImprove/refine performance measurement

•• Typically do not use incentive plans (prospective Typically do not use incentive plans (prospective 
goals & a ard opport nit ) pre alent in pri ategoals & a ard opport nit ) pre alent in pri ategoals & award opportunity) prevalent in private goals & award opportunity) prevalent in private 
sector for individuals/teams/organizationsector for individuals/teams/organization
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SOLUTION #3: REWARD SKILLS SOLUTION #3: REWARD SKILLS 
AND PERFORMANCEAND PERFORMANCEAND PERFORMANCE AND PERFORMANCE (CONT.)(CONT.)

•• LumpLump sum payments or awardssum payments or awards•• LumpLump--sum payments or awardssum payments or awards
—— Budgets range from 1% Budgets range from 1% -- 3% of payroll budget3% of payroll budget
—— Awards range from 0.5% Awards range from 0.5% -- 10% of base pay, most 10% of base pay, most 

commonly 3% commonly 3% -- 5%5%
•• Consider lumpConsider lump--sum payments for specific talent sum payments for specific talent 

situationssituationssituationssituations
—— Rewards that acknowledge success in terms of a project, Rewards that acknowledge success in terms of a project, 

cost, customer, etc., that addresses improvementcost, customer, etc., that addresses improvement
Performance bonus for scarce talentPerformance bonus for scarce talent—— Performance bonus for scarce talentPerformance bonus for scarce talent

—— Recognition awards for outstanding contributionsRecognition awards for outstanding contributions

……ReRe--earned, reusable dollars so peopleearned, reusable dollars so people
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……ReRe earned, reusable dollars so people earned, reusable dollars so people 
continue to grow and add valuecontinue to grow and add value



SOLUTION #3: REWARD SKILLS SOLUTION #3: REWARD SKILLS 
AND PERFORMANCEAND PERFORMANCEAND PERFORMANCE AND PERFORMANCE (CONT.)(CONT.)

RecognitionRecognition
FeatureFeature Traditional PracticeTraditional Practice New ObjectiveNew Objective

Objective for Objective for Length of serviceLength of service Value added, outcomeValue added, outcome--related related 

RecognitionRecognition

recognitionrecognition (new skill, successful project, (new skill, successful project, 
breakthrough idea, team breakthrough idea, team 
success)success)

Not performanceNot performance basedbased Top performersTop performersNot performanceNot performance--basedbased Top performersTop performers
ApproachApproach Games, gimmicksGames, gimmicks Professional, sincere Professional, sincere 
AwardAward MerchandiseMerchandise Cash, time offCash, time off

•• Except for verbal/written recognition, broad use of Except for verbal/written recognition, broad use of 
recognition nowrecognition now

Has less impact than prior earsHas less impact than prior ears
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—— Has less impact than prior yearsHas less impact than prior years
—— Is viewed as having less retention value than other solutionsIs viewed as having less retention value than other solutions



SOLUTION #4: CONTINUE COMPETISOLUTION #4: CONTINUE COMPETI--
TIVE BENEFITS IF AFFORDABLETIVE BENEFITS IF AFFORDABLETIVE BENEFITS IF AFFORDABLETIVE BENEFITS IF AFFORDABLE

•• Communicate advantage of public sector’s Communicate advantage of public sector’s g pg p
stronger benefitsstronger benefits

—— Time offTime off
—— Flexible schedulingFlexible schedulingFlexible schedulingFlexible scheduling

•• Consider adding childcare and eldercare benefitConsider adding childcare and eldercare benefit
•• Accept that retirement is a doubleAccept that retirement is a double--edged swordedged sword

—— Valuable benefit if full productive careerValuable benefit if full productive career
—— Less valuable to younger scarce talent who don’t expect Less valuable to younger scarce talent who don’t expect 

entire career with one employerentire career with one employer
—— Lose valuable skilled employees who retire early and Lose valuable skilled employees who retire early and 

have second career in private sectorhave second career in private sector
•• LumpLump--sum payment each year scarce retirementsum payment each year scarce retirement--eligible eligible 

l k ki ( ti tl k ki ( ti t li ibl d)li ibl d)employee keeps working (nonretirementemployee keeps working (nonretirement--eligible award)eligible award)
……Eventually public sector Eventually public sector 

will need to address retirement costwill need to address retirement cost
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SOLUTION #5: ENHANCE SOLUTION #5: ENHANCE 
COMMUNICATIONSCOMMUNICATIONSCOMMUNICATIONSCOMMUNICATIONS

•• Why organization must make timely changesWhy organization must make timely changes
—— Old way was good but not nowOld way was good but not now

Change to new cultureChange to new culture—— Change to new culture Change to new culture 
•• Values customers, high performance, and solid and top Values customers, high performance, and solid and top 

performersperformers
•• Customer culture and community serviceCustomer culture and community service•• Customer culture and community serviceCustomer culture and community service
•• Enabling cultureEnabling culture

—— Address traditional job security and entitlement Address traditional job security and entitlement 
culture vs growthculture vs growth--oriented agile culture for scarceoriented agile culture for scarceculture vs. growthculture vs. growth--oriented, agile culture for scarce oriented, agile culture for scarce 
talenttalent

•• Scarce talent and top performers are important Scarce talent and top performers are important 
d l bld l bl “Y tt ”“Y tt ”
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and valuableand valuable——“You matter”“You matter”



SOLUTION #5: ENHANCE SOLUTION #5: ENHANCE 
COMMUNICATIONSCOMMUNICATIONSCOMMUNICATIONS COMMUNICATIONS (CONT.)(CONT.)

•• Refreshed employment brandRefreshed employment brand
—— What’s attractive about working for organizationWhat’s attractive about working for organization

Pride in working for organization that servesPride in working for organization that serves—— Pride in working for organization that serves Pride in working for organization that serves 
communitycommunity

•• Balanced, integrated total rewards programBalanced, integrated total rewards program
•• Engaging people in how they can add valueEngaging people in how they can add value

……FaceFace--toto--face, personal communicationsface, personal communications——
constant, honest, consistent, clear, constant, honest, consistent, clear, 

accurateaccurate
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SURVEYED CITIES REPORTED SURVEYED CITIES REPORTED 
IMPROVED RESULTSIMPROVED RESULTSIMPROVED RESULTSIMPROVED RESULTS

•• Examples of reported successes usingExamples of reported successes using•• Examples of reported successes using Examples of reported successes using 
some/all of 5 Solutionssome/all of 5 Solutions

—— Turned the tide on competing with private sector for Turned the tide on competing with private sector for 
retaining topretaining top--performing 20% in scarceperforming 20% in scarce--talent talent 
categoriescategories

—— Changed turnover statistics to improve retention of Changed turnover statistics to improve retention of 
critical skills and best performerscritical skills and best performers

—— Enabled a cultural change from entitlement toward Enabled a cultural change from entitlement toward 
“high performance”“high performance”

—— Improved extending careers beyond early retirement Improved extending careers beyond early retirement 
for essential talentfor essential talent

B ki h bli iB ki h bli i
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……Breaking the public sector practice Breaking the public sector practice 
gridlock added valuegridlock added value



CITIES’ ADVICE TO PUBLIC SECTOR CITIES’ ADVICE TO PUBLIC SECTOR 
ORGANIZATIONSORGANIZATIONSORGANIZATIONSORGANIZATIONS

•• Customize total rewards model unique to Customize total rewards model unique to 
organization and “what it is like to work here” organization and “what it is like to work here” 

Pay competitively based on labor marketPay competitively based on labor market—— Pay competitively based on labor marketPay competitively based on labor market
—— Pay based on skills / performancePay based on skills / performance
—— Address employee training / development and career Address employee training / development and career 

t itit itiopportunitiesopportunities
•• Critically evaluate programs based only on Critically evaluate programs based only on 

length of servicelength of servicegg
•• Focus on scarce talentFocus on scarce talent
•• Communicate case for changeCommunicate case for change
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CITIES’ ADVICE TO PUBLIC SECTOR CITIES’ ADVICE TO PUBLIC SECTOR 
ORGANIZATIONSORGANIZATIONSORGANIZATIONS ORGANIZATIONS (CONT.)(CONT.)

•• Benchmark and adopt successful privateBenchmark and adopt successful private•• Benchmark and adopt successful private Benchmark and adopt successful private 
sector practicessector practices

•• ExperimentExperiment——don’t study to death (especially don’t study to death (especially pp y ( p yy ( p y
surveying other public sector organizations) surveying other public sector organizations) 

•• PilotPilot
“O i d t fit ll”“O i d t fit ll”•• “One size does not fit all”“One size does not fit all”

•• Adapt and innovateAdapt and innovate
•• Don’t give upDon’t give up keep tryingkeep trying•• Don t give upDon t give up——keep tryingkeep trying
•• CommunicateCommunicate

D i t t i ti l t l tD i t t i ti l t l t
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……Design programs to retain essential talent Design programs to retain essential talent 
in highin high--performance cultureperformance culture



DEFINING HIGHDEFINING HIGH--PERFORMANCE PERFORMANCE 
ORGANIZATIONORGANIZATIONORGANIZATION ORGANIZATION 

•• Meeting preset goals influences pay andMeeting preset goals influences pay and•• Meeting preset goals influences pay and Meeting preset goals influences pay and 
rewardsrewards

•• More pay and other rewards go to scarce, More pay and other rewards go to scarce, 
most skilled and high performersmost skilled and high performers

•• Differences in rewards match performance Differences in rewards match performance 
differences and value addeddifferences and value addeddifferences and value addeddifferences and value added

•• Managers are willing and able to evaluate, give Managers are willing and able to evaluate, give 
feedback, coach and help people understand feedback, coach and help people understand 
how to improvehow to improve

•• Managers communicate and people Managers communicate and people 
understand why they receive the rewardsunderstand why they receive the rewards
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understand why they receive the rewards understand why they receive the rewards 
earnedearned



TALENT RETENTIONTALENT RETENTION
IS ESSENTIALIS ESSENTIALIS ESSENTIAL IS ESSENTIAL 

•• TopTop performing topperforming top skilled 10%skilled 10% 20% of20% of•• TopTop--performing, topperforming, top--skilled 10% skilled 10% -- 20% of 20% of 
workforceworkforce

•• Closest to core competency of what makes Closest to core competency of what makes p yp y
organization successfulorganization successful

•• Potential to meet future challenges and Potential to meet future challenges and 
opportunitiesopportunitiesopportunitiesopportunities

•• Demonstrated intangibles that make it all workDemonstrated intangibles that make it all work
•• Scarce skills critical to organizationScarce skills critical to organization•• Scarce skills critical to organizationScarce skills critical to organization

……Retention requires rewarding critical Retention requires rewarding critical 
talent for their contributionstalent for their contributions
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5 ACTION STEPS TO IMPROVE 5 ACTION STEPS TO IMPROVE 
PERFORMANCE MANAGEMENTPERFORMANCE MANAGEMENTPERFORMANCE MANAGEMENT PERFORMANCE MANAGEMENT 

1.1. Make performance management and Make performance management and 
improvement part of organizational goalimprovement part of organizational goal

22 F di l d lt li dF di l d lt li d2.2. Focus on cascading goals and results aligned Focus on cascading goals and results aligned 
with operating/strategic planswith operating/strategic plans

3.3. Involve people in the performance processInvolve people in the performance process3.3. Involve people in the performance processInvolve people in the performance process
4.4. Emphasize ongoing feedback and coachingEmphasize ongoing feedback and coaching
5.5. Communicate and trainCommunicate and train——do more than just do more than just 

design a formdesign a form

- 26 -© 2008 Schuster-Zingheim and Associates, Inc.



THINK TOTAL CASH COMPENTHINK TOTAL CASH COMPEN--
SATION (AND TOTAL COMP)SATION (AND TOTAL COMP)SATION (AND TOTAL COMP)SATION (AND TOTAL COMP)

Total CashTotal Cash
CompensationCompensation Base PayBase Pay==

Variable PayVariable Pay
or or 

LumpLump SumSumpp
(TCC)(TCC)

yy LumpLump--SumSum
AwardAward

•• Combined solution, not just base payCombined solution, not just base pay
•• Focus of communicationsFocus of communications
•• Research showsResearch shows

—— Organizations that reward performance retain best Organizations that reward performance retain best 
talent and achieve goalstalent and achieve goals
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talent and achieve goalstalent and achieve goals
—— Shortage for best talent will always be challengingShortage for best talent will always be challenging



AFFORDABILITY OF AFFORDABILITY OF 
TOTAL CASHTOTAL CASHTOTAL CASHTOTAL CASH

•• Address core organizational issueAddress core organizational issue•• Address core organizational issueAddress core organizational issue
—— Right types and number of jobsRight types and number of jobs
—— People with right skills performing in these jobsPeople with right skills performing in these jobs
—— Organizational realignment may involve skills training, Organizational realignment may involve skills training, 

attrition, outsourcingattrition, outsourcing
—— People in unnecessary jobs or not adding enough People in unnecessary jobs or not adding enough 

value in necessary jobs (skill or performance issue) value in necessary jobs (skill or performance issue) 
means fewer total pay dollars availablemeans fewer total pay dollars available

•• Determine totalDetermine total--compensation budget allocation compensation budget allocation ete e totaete e tota co pe sat o budget a ocat oco pe sat o budget a ocat o
at budgeting/operations planning timeat budgeting/operations planning time

—— Reallocate some dollars from one area to anotherReallocate some dollars from one area to another——
e g portion of base pay increase budget to scarcee g portion of base pay increase budget to scarce
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e.g., portion of base pay increase budget to scarce e.g., portion of base pay increase budget to scarce 
talent or lumptalent or lump--sum awardssum awards



7 ACTION STEPS TO REWARD 7 ACTION STEPS TO REWARD 
PERFORMANCE WITH BASE PAYPERFORMANCE WITH BASE PAYPERFORMANCE WITH BASE PAYPERFORMANCE WITH BASE PAY

1.1. Allocate base increase budget based onAllocate base increase budget based on
—— Labor market movement based on job functionLabor market movement based on job function

Where critical or core skills and competencies areWhere critical or core skills and competencies are—— Where critical or core skills and competencies areWhere critical or core skills and competencies are
—— Where the best results and outcomes areWhere the best results and outcomes are

Not equal to all areas butNot equal to all areas but…… Not equal to all areas but Not equal to all areas but 
specific to the situationspecific to the situation
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7 ACTION STEPS TO REWARD PER7 ACTION STEPS TO REWARD PER--
FORMANCE WITH BASE PAYFORMANCE WITH BASE PAYFORMANCE WITH BASE PAYFORMANCE WITH BASE PAY(CONT.)(CONT.)

22 Involve more than immediate manager inInvolve more than immediate manager in2.2. Involve more than immediate manager in Involve more than immediate manager in 
determining pay adjustmentdetermining pay adjustment——collaborative collaborative 
process process 

3.3. Think in terms of resulting base pay valueThink in terms of resulting base pay value
4.4. Focus most on results and less on behaviorsFocus most on results and less on behaviors
55 F diff ti ti f t kill dF diff ti ti f t kill d5.5. Focus on differentiating pay of top skills and Focus on differentiating pay of top skills and 

performers by lumpperformers by lump--sum payments or sum payments or 
additional base pay budget for top performersadditional base pay budget for top performersp y g p pp y g p p

6.6. Consider the specific labor market for skillsConsider the specific labor market for skills
7.7. Make performance a management Make performance a management 

- 30 -© 2008 Schuster-Zingheim and Associates, Inc.

accountabilityaccountability



RESEARCH ON VARIABLE PAYRESEARCH ON VARIABLE PAYRESEARCH ON VARIABLE PAYRESEARCH ON VARIABLE PAY

•• 80% of U S organizations including non80% of U S organizations including non•• 80% of U.S. organizations, including non80% of U.S. organizations, including non--
profit, have some form of variable pay profit, have some form of variable pay 
(excluding management and sales)(excluding management and sales)

•• Variable pay is expandingVariable pay is expanding
—— More organizations useMore organizations use

Percent of employees eligible is increasingPercent of employees eligible is increasing—— Percent of employees eligible is increasingPercent of employees eligible is increasing
—— Variable pay opportunities are increasingVariable pay opportunities are increasing
—— Usage of individual performance in determining Usage of individual performance in determining 

a ards is increasinga ards is increasingawards is increasingawards is increasing
•• Variable pay delivers at least 1.2 to 4 times the Variable pay delivers at least 1.2 to 4 times the 

return on investment in employee paymentsreturn on investment in employee payments——
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p y p yp y p y
no other HR program does thisno other HR program does this



TYPES OF VARIABLE TYPES OF VARIABLE 
PAY/INCENTIVESPAY/INCENTIVESPAY/INCENTIVESPAY/INCENTIVES

•• Individual incentives or lumpIndividual incentives or lump--sum awardssum awards
•• Project incentivesProject incentives
•• Team incentivesTeam incentives
•• OrganizationOrganization--wide incentiveswide incentives

Recognition awardsRecognition awards•• Recognition awardsRecognition awards
•• Combination Combination 

……Key is experimenting, not huge studies Key is experimenting, not huge studies 
that are glacial in naturethat are glacial in nature——

stay agile and adaptablestay agile and adaptable
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6 ACTION STEPS FOR 6 ACTION STEPS FOR 
VARIABLE PAYVARIABLE PAYVARIABLE PAYVARIABLE PAY

1.1. Do a pilotDo a pilot——cash or noncashcash or noncash
2.2. Base pay increase plus lumpBase pay increase plus lump--sum award for sum award for 

t kill d f h it kill d f h istronger skill and performance emphasisstronger skill and performance emphasis
3.3. Pilot on highPilot on high--impact workforcesimpact workforces

—— Scarce skillsScarce skillsScarce skillsScarce skills
—— WellWell--defined goals defined goals 

4.4. Start small and experimentStart small and experiment
5.5. Emphasize a winEmphasize a win--win for all stakeholderswin for all stakeholders
6.6. Evolve program based on results and Evolve program based on results and 

learningslearnings
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learningslearnings



MOVING FORWARDMOVING FORWARDMOVING FORWARDMOVING FORWARD

•• Develop with leaders a business case for Develop with leaders a business case for 
changing retention, pay and rewardschanging retention, pay and rewards
E t d kf i thE t d kf i th•• Engage management and workforce in the Engage management and workforce in the 
change processchange process——involvement is importantinvolvement is important

•• Train and select managers based onTrain and select managers based onTrain and select managers based on Train and select managers based on 
willingness and ability to create high willingness and ability to create high 
performanceperformance
St i tiSt i ti•• Strong communicationsStrong communications

•• Evaluation and continuous improvementEvaluation and continuous improvement
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CONCLUSIONSCONCLUSIONSCONCLUSIONSCONCLUSIONS

•• People especially scarce talent generallyPeople especially scarce talent generally•• People, especially scarce talent, generally People, especially scarce talent, generally 
wantwant

—— Meaningful, rewarding career opportunitiesMeaningful, rewarding career opportunities
—— Pay and rewards consistent with valuePay and rewards consistent with value--addedadded
—— Not service and entitlementNot service and entitlement

•• Public sector can no longer compete forPublic sector can no longer compete for•• Public sector can no longer compete for Public sector can no longer compete for 
skilled scarce talent with traditional approachskilled scarce talent with traditional approach

•• Change is not easyChange is not easy
•• Time now to start changingTime now to start changing

……Are you and your organization Are you and your organization 
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y y gy y g
ready to start this year?ready to start this year?



THANKS!THANKS!THANKS!THANKS!

ANY QUESTIONS?ANY QUESTIONS?ANY QUESTIONS?ANY QUESTIONS?
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