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1 Executive Summary

OME commissioned this research report to explore different pay progression mechanisms in order to inform the Review Bodies and enhance their understanding of how pay progression systems work and how they have been modernised. This executive summary presents findings from the study, focusing on the characteristics of reformed pay progression systems and the learning points and key messages from the research. 
Measures of progression
The seven case studies used to inform this research report covered changes (or proposed changes) mostly to hybrid systems of pay progression; commonly using market, performance, skills and contribution as measures for progression, and moving away from service linked progression. Three case study organisations introduced (or proposed) new systems of progression linked to contribution. Contribution-based pay can be viewed as a more sophisticated interpretation, or broadening of performance related pay, which ensures staff are not measured simply on objectives, but also on competence, skills and behaviour. This reflects a more holistic approach to performance assessment and hence to pay progression placing a value on how an individual achieved objectives, as well as on what was achieved. The measures of contribution used by the Met Office included performance against objectives, capabilities (applying and developing knowledge and skills) and demonstrating desired values and behaviours. Here, the transition to contribution-related pay refocused reward on recognising contribution towards organisational objectives. This enabled the appraisal process to consider both past performance (as with traditional performance related pay systems) and contribution towards achievement of future strategic goals. 

Skills based progression has been used by the case study organisations to reward the development of those skills deemed to be most valued by the organisation and relevant to the individual’s job role. Progression beyond a competent rate, for example, as considered by the financial organisation, is dependent on a business need for additional skills, in line with business strategy. The system also enables recognition of new or changing organisational priorities through rewarding the key skills and roles in the business. 

In market related pay systems it is important to establish accurately the market in which the organisation is operating, as this has consequences in defining what is considered competitive pay progression. For example, in the University case study, the highest professorial grade is occupied by ‘world renowned’ professors. This grade is considered to be competitive against the Russell Group of universities, but it could be argued that the labour market for these individuals is global. This will have implications for the salary entry level and the pay progression these professors may demand.
Effective appraisal systems and suitably trained managers
One element of the reformed pay progression systems, particularly evidenced by the financial organisation and Competition Commission, was the devolvement from HR to line managers of control in managing and determining pay progression. For this to prove successful, managers must have the skills to operate appraisals effectively. They require the operational skills to manage the process and provide objective ratings, and even determine individual pay rises, whilst in addition having the behavioural skills to have performance conversations with staff and justify their pay decisions.

Also, pay progression systems linked to performance and/or competencies are intended to motivate employees and sufficiently recognise the highest performers. However, if employees lack trust in how the process is conducted, especially its fairness, this can remove the motivational potential of the system. Trained managers who possess the skills to operate the system effectively will help build trust among employees. Adequately trained managers can also help ensure that the tendency for ratings and pay, which so often seem to be the main outcomes of performance appraisal, are offset by a strong focus on the performance and development needs of the individual, as demonstrated by the University case study. 
Pay zones

Two of the case study organisations use ‘pay zones’ and a third considered it. This mechanism has developed alongside broad banding to restrict pay progression. Whilst broad banding may reduce the number of job evaluation decisions (through having fewer grades) it opens up the possibility of progression to higher pay levels. Pay zones control this progression through the means of ‘gates’ or ‘bars’ which halt progress until a competency is acquired, a test is passed or a responsibility is added. This means that the organisation can use other (often input) measures to determine progress rather than traditional job sizing.

The Met Office uses a conventional three zone system with an entry zone for those developing into a role, the fully contributory zone (often aligned to the desired external pay market position) and a ‘high value’ zone for those who are contributing above the norm for their grade/band. The financial services company considered a very similar model. Dixons Retail has four zones per ‘work level’. Placement in a pay zone within the work level is determined through assessment of market rate, accountability and performance. It has a similar progression of competence but also emphasises ‘impact’ and external market value.
The challenge with the operation of pay zones is to create something that is flexible and responsive, rather than bureaucratic and onerous, whilst at the same time ensuring that it does indeed limit progression appropriately. The definition of ‘appropriately’ also highlights that some schemes favour the employee not the employer. They are ‘push flow’ approaches that reward staff for their performance ‘inputs’. The difficulty is that these ‘promotions’ add cost for the organisation without necessarily improving productivity or performance. Moreover, as the financial services company pointed out whether someone is ‘competent’ or ‘advanced’ can be quite subjective, leading to the risk that unjustified progression occurs if the assessment process (especially if in the hands of local managers) is weak. Finally, the transition to this model can be challenging particularly where there is not the money to facilitate its introduction. The result may be that many staff have to be red or green circled as their pay is out of line with their destination zone. Low general pay increases can make the process of readjustment very slow.
Organisational culture and communication

It is an interesting question in reward reform whether to go with the grain of organisational culture or whether to try to change it. The early proponents of performance related pay took the view that reward could drive alterations in attitudes and behaviours of staff such that they were more aware of commercial imperatives, the need for greater productivity, increased output or whatever the goal was. The same argument is applied to contribution based pay where organisations encourage staff to focus on how they do the job (especially true in customer service) as well as the outcome of their work. However, Hay/IES consultancy for the NHS concluded that team based pay achieved better results where it was in tune with the prevailing organisational culture.
There is no single answer then to the cultural alignment question, but the key to success is in establishing what it is likely to motivate staff in the way that the organisation wishes. Thus aggressive performance based pay progression and incentives may indeed drive behaviours if the occupational group involved is likely to be influenced in this way. Simply put: are they motivated by money? In other settings, performance related pay may have little effect because staff’s attitudes are formed in other ways. In the NHS example quoted above, caring for patients was the priority and the type of reward had to be consistent with that goal, or at least not inconsistent.
Communication plays an important part in reward management precisely because it allows the organisation to convey what it thinks is important – getting results, how you do your job, aligning with the market, etc. Care, therefore, has to be taken in ensuring that the message given is received as intended. For example, a new performance related progression system may be announced as motivational for staff, but if the budget is very small it may have the opposite effect. This is a problem that public sector organisations in particular are facing at present.
Research also indicates that the better staff understand their pay system the more likely they are to be satisfied with it. This suggests a high premium should be placed on simplicity in design, but also on excellent communication processes in its implementation. Here front line managers need to be fully engaged in the rationale and mechanics of any new system so that they are supportive and able to answer staff questions. 
Cost of pay progression

Cost issues in pay progression take two forms. Firstly, there are the transitional costs of moving to a new system. These are often associated with the pay structure and, as we have seen, are more pronounced when pay zones are being introduced. Then there are the running costs of operating pay progression. A number of case study organisations use differential progression dependent on performance and/or position in the salary range to determine the speed of increase. These costs may be modelled in advance of change, but the organisation needs to track whether the costs are as expected especially if the profile of the workforce is changing. 
The organisation also needs to review the budget for pay progression against the amount set aside for general increases. Not just the public sector is working with smaller pay budgets, as the Dixons’ case shows. If pay progression is contractual and the levels were set pre-recession and therefore are relatively generous, they may be consuming most, if not all of the pay budget. The consequence for those on pay range maximum is that, for an extended period, they may not have their pay uprated at all. The proportion of staff in this position naturally grows over time as people progress to the grade maximum, as the County Council has found.
This is one reason why some organisations (Dixons Retail especially among our case studies but for specific groups in two others) prefer to use spot salaries supported by non consolidated bonuses, thereby avoiding built in salary progression costs. Philosophically, there is the added attraction that performance in one year is rewarded by a single payment and not through an enduring pay increase or, as in the Competition Commission, at the time of particular achievement. Budgets for bonuses are also often easier to manage as they can easily be adjusted on an annual basis. A compromise used by the Met Office is to reward performance through bonuses for those on maximum. In another variant the County Council is intending to operate with half unconsolidated and half consolidated payment above the competent point for the highest performers.
2 Purpose and objectives 

2.1 Purpose

This research seeks to explore pay progression mechanisms (‘the mechanism by which an individual moves up their pay range’ as defined by OME) to inform the Review Bodies and enhance their understanding of how they work and how they have been modernised. 

Using an organisational case study approach the objectives of this research are to: 
· Gain an understanding of different pay progression systems, their objectives, and how they work in practice
· Look at how the transition from one pay progression system to another can be made
· Explore the gains and losses from changing the pay progression system
· Explore the extent to which changes to pay progression are combined with other changes to the reward system. 

2.2 Discussion 

Many public sector organisations have considered moving away from traditional time-served incremental pay systems to ones where performance plays a part in determining individual progression through a pay range, and a proportion have actually made the switch. Others have preferred to retain incremental progression, but recognise performance through bonuses. Some organisations have also introduced broad banding to replace narrow bands and this has raised questions about controlling wage drift, leading to the introduction of ‘pay zones’ or ‘competence bars’, to restrict movement through to the new, higher pay maximum.

Private sector companies have generally made these changes earlier than the public sector and have tended to be more radical in their approach. This picture, however, needs to be qualified by a recognition that there is variation by:

· organisational level (senior pay has moved towards a new model more than junior pay. The pay system applying to manual workers has been affected by drives towards harmonisation and equal pay challenges);

· occupation (the treatment of ‘knowledge workers’, especially those in new technology, may now be very different from administrative staff); 

· size (smaller organisations may tend towards greater informality, notably in the private sector); 

· sector, particularly due to the tendency for remuneration regimes to follow a sectoral ‘convoy’ approach. Thus financial services may not take the same route as hotels and catering, and, within the public sector, there is variation, for example; central government reward now looks very different to much of local government, which has characteristics more in line with the health sector.

Previous research undertaken for OME in 2005
 identified six different types of pay progression system:
1. Performance – typically annual pay increases that vary by individual performance rating, within a pay range with a defined minimum and maximum for the grade/job.
2. Service – typically annual increments by fixed amounts to a pay scale maximum.
3. Market – salaries are revised if the external market data for that job has changed. This means that different jobs within the same pay band can receive difference increases. Market pay is typically combined with another approach, such as performance pay.
4. Skills – progression is linked to the acquisition and application of skills. More common for manual workers although applied to white-collar staff in the form of competencies.
5. Promotion – career structures for key posts can have promotion built in as part of progression to higher level eg assistant, established, senior, principal. This might replace a broad band in other organisations.
6. Hybrid systems eg performance and market sees performance-related progression to a market rate for the job, and consolidated increases beyond this point only if the market data moves.
service and performance gives the option to withhold or accelerate increments at a basic level, or offer faster progression on the basis of performance markings; 
service and skills/competency – for example, the Agenda for Change scheme in the NHS has a ‘gateway’ through which only those with an established level of skill/competency can pass; 
market and service – progression to a market/target rate guaranteed within a certain number of years for satisfactory performer (could be faster for higher performers/those appointed further up scale); progression beyond market rate only for highest performers (or paid as bonus).
The CIPD conducts an annual survey of reward management practices in over 450 UK organisations across all sectors. The data from 2012 shows the use of different forms of progression within organisations and across sectors.

Table 2.1: Factors used to manage base pay progression (% of employers)
	
	Individual performance
	Market rates
	Competencies
	Employee potential/value
	Skills
	Service

	All employers
	78.6
	56.8
	49.4
	48.0
	44.1
	28.7

	Sector

	Manufacturing/Production
	89.2
	65.6
	54.8
	68.8
	60.2
	17.2

	Private sector services
	86.6
	64.9
	50.5
	54.6
	44.8
	20.6

	Public services
	53.8
	24.6
	36.9
	21.5
	24.6
	70.8

	Voluntary, community, not-for-profit
	59.3
	53.7
	44.4
	16.7
	31.5
	29.6


CIPD Reward Management: Annual Survey Report 2012
As can be seen, individual performance related pay was being used by almost three times as many organisations as length of service. 

From a sectoral perspective, the CIPD data also shows striking differences on the use of individual performance related pay between the voluntary/public sectors (at less than 60 per cent of organisations with performance-related pay) and the private sector (where service industry and manufacturing seem to have come closer together in applying performance-related pay with over four-fifths using it). Some 71 per cent of public sector organisations continue with length of service to manage progression.
Performance related pay is still more typically used higher up the grade hierarchy, with the CIPD survey suggesting 77 per cent of management /professional staff are subject to performance related pay, compared to 62 per cent of other employees. Finally, the CIPD illustrates that many organisations use a combination of approaches and in their view the diversity they see suggests that pay progression is one of best fit rather than best practice.

3 Methodology 

3.1 Project set-up

This research aimed to conduct between five to ten case studies in organisations that would reflect the six types of progression previously identified by OME and would also have a mix of organisational characteristics in terms of size, sector and occupation. In order to obtain this sample, a long list consisting of 31 potential case study organisations was drawn up, in mid-January 2012, by the OME and IES. The long list was produced to order to allow for flexibility around replacements, where targeted organisations declined to participate or failed to respond to the research invitation.

This long list included organisations that had relatively recently changed their progression systems or were in the process of change so that the lessons from the process would still be available. The list was produced from personal knowledge (IES and OME) and from media reports and conference presentations. 

A shorter list of ten organisations was then extracted from the full list of suggestions. IES attempted to make contact with these ten organisations in January and February 2012, using a letter of introduction agreed with the OME, inviting them to participate as case studies. 

This short list consisted of the following organisations:

	Current progression system
	Organisation
	Sector
	Number of employees
	Comments on progression

	Performance
	CABI
	Not for Profit
	200
	Changed reward model in 2009 from incremental system to rewarding performance. 



	
	Nissan Motor Manufacturing
	Manufacturing 
	530
	Two salary progression schemes are in operation. Merit model 1 applies to employees hired before 1 March 2008, and merit model 2 to those hired after this date. A Merit model was introduced to slow the rate of progression through the salary bands, whilst still providing a merit increase. It takes between seven and 16 years for employees to progress through the scale under merit model 1 and between 14 and 32 years under merit model 2.

	
	A County Council
	Public
	12,000
	Proposing a move to contribution based pay away from time served incremental scales.

	Hybrid
	The Met Office
	Public
	1,800
	Broad banded pay structure replaced in 2009 with shorter role aligned ranges linked to market rates, emphasising contribution & performance.

	
	Ford
	Manufacturing
	2,500
	For white collar staff, progression based on service up to the midpoint of the salary scale and thereafter performance. 

	
	A large financial organisation
	Financial
	27,000
	Hybrid approach based on performance rating and position in grade relative to market.

	Skills
	Virgin Trains
	Transport
	2,600
	Skills-based pay for white collar staff.

	Competency
	Muir Group Housing 
	Not for Profit
	170
	Competency based progression.

	
	Dixons Retail (formerly DSGi)
	Retailer
	15,000
	Moved to broad banding in 2009.

	Spot
	A University 
	Public
	-
	Progression based on competencies, contribution and market rate.


3.2 Case studies

From the initial ten target organisations, six agreed to participate in the research, although three organisations chose to remain anonymous. Reasons of time constraints and personal ability to contribute to the research were given as reasons for non-participation. 
At the request of the OME, the Competition Commission was also approached and agreed to participate as a named case study. The field work was conducted in February and March 2012 and the final sample is detailed in Table 2.1 below. 
Table 3.1: Final case study sample

	Case study
	Location in UK

	CABI (a not-for-profit science based development and information organisation
	Oxfordshire & Surrey

	Dixons Retail plc
	HQ in Hertfordshire; stores nationwide



	The Met Office 
	Exeter, Devon

	Competition Commission
	London 

	County Council
	England

	Large financial organisation
	Nationwide

	University
	Midlands


Five of these case studies had implemented change to their pay progression system within approximately the last five/six years. One organisation (the County Council) is currently negotiating a proposed change with its trade union and the final case study organisation (finance company) considered implementing change to its current pay progression system but withdrew its proposals. 

3.3 Structure of report

In line with the research specification, this report first considers the objectives of the different types of pay progression systems covered by the case study selection.

The report then presents the main messages from each case study, followed by the lessons around how transition from one pay progression system to another was made. Following this, the report discusses more broadly the main learning points about pay progression from across all the cases studies. 

The Appendix includes the seven detailed case study reports. 
4 Objectives of pay progression systems
4.1 Types of pay progression

The seven case studies used to inform this research report covered changes (or proposed changes) to mostly hybrid systems of pay progression; commonly using market, performance, skills and contribution as measures for progression. Four of the case studies had a link to performance in their previous or existing pay progression system; two organisations managed progression linked to annual increments and pay progression was solely linked to promotion or the re-banding of a role in only one organisation (see Table 4.1).
Table 4.1: Type of pay progression in case study organisations
	Case study
	Old/Existing pay 
progression type
	New/proposed pay 
progression type

	CABI
	Service & individual performance
	Market rates & individual performance

	Competition Commission
	Individual performance 
	Market rates, individual performance & competencies

	Dixons Retail plc
	Promotion/Job growth
	Skills/Competencies & individual performance

	Met Office
	Individual performance & service
	Market rates & Contribution

	County Council
	Service
	Contribution

	Finance organisation
	Individual performance & market rates
	Skills/Competencies

	University (Professors)
	Market rates
	Contribution & market rates


4.2 Objectives of the different pay progression systems

Based on the evidence from the case study sample, we have identified the objectives of the different types of pay progression covered in this research
. 

Performance-based pay progression: 
Increased emphasis on rewarding those who go ‘above and beyond’ expectations: Performance based pay progression systems aim to embed in the culture of the organisation an understanding that a salary is paid for an expected level of performance and additional pay progression, typically beyond a ‘competent’ or market rate, is achieved through performance above that which is expected in the role. Performance based progression is also aimed at providing greater clarity on what is expected and how to obtain progression.
Achieve greater control of the paybill: The use of a performance matrix to award pay rises provides greater opportunity to control the paybill, particularly in difficult financial times, through manipulation of the percentage rises awarded as performance pay through the matrix. 

Greater reward for high performers, low in salary range: Use of a performance matrix allows for more flexibility over how to allocate funds from a progression budget, especially so that the largest increases can be directed towards the highest performers lower in their pay range. 
Skills/Competency based pay progression:

Reward demonstration of valuable skills: A skills-based pay progression system aims to reward demonstration of the skills an organisation values and requires, which should be aligned to business strategy. The system also aims to recognise new or changing organisational priorities through rewarding the key skills and roles in the business. 

Improve internal mobility: Through focusing reward on skills and knowledge acquisition, this can facilitate lateral career moves within a flatter organisational structure as employees must have appropriate skills to move roles rather than appropriate grade levels. This limits the effects of internal hierarchies and increases internal mobility.
Achieve clearer career paths: Focusing pay progression on skills/competencies aims to provide greater clarity on career paths for individuals as skill requirements are better described and are built into job content. 

Improve link between role type and pay progression: Skills-based pay progression is also aimed at improving the link between the nature of the role and the rate of progression. For example, for relatively prescriptive support roles in which the employee becomes fully competent in the role within a few months, it is incongruous to set a reference or maximum salary that will take years to reach through incremental or performance-based progression systems. 
Market-based pay progression:

Allow differentiation in salary based on market data: An objective of market-based pay progression is to pay appropriate market salaries for all roles. It can control pay progression above the market rate (through slowing progression or preventing further rises) and allows differentiation in salaries for jobs rated to be the same size.
Allow recruitment flexibility: An objective of a market-based system is to allow organisations to effectively recruit at all levels of experience at an appropriate market salary, without being tied to salary range thresholds and without the use of allowances or ad hoc extensions to existing pay scales. It allows organisations to exploit market factors around different professions rather than being constrained by job grading. 

Achieve pay transparency: Shorter pay ranges, accurately aligned to market pay rates can contribute towards achieving greater pay equality and transparency. 

Improve responsiveness to market changes: A further objective of market-based pay systems is to facilitate more effective and timely responses to labour market changes for particular roles, through regular monitoring and benchmarking of the market.

Contribution-based pay progression

Achieve a focus on organisational objectives: An aim of implementing a contribution- based pay progression system is to focus reward on recognising contribution towards organisational objectives and impact on the organisation and how skills are applied in a role. 

Recognise the highest performers: Contribution-based pay aims to broaden the measurement of performance by rewarding employees for the way in which objectives are delivered, the ‘how’ of the job as well as the ‘what’, not just behaviourally, but through skill and competency acquisition. It allows individuals who demonstrate higher skill levels and greater contribution to receive higher awards. Contribution-based pay also has the potential to more highly motivate employees as they are rewarded for their skills, knowledge and competencies rather than just results against individual objectives. 
Moves away from incremental progression:

Provide greater scope for progression: A movement away from incremental progression offers staff at the maximum of their pay grade (with only revalorisation of the pay scale or promotion offering opportunities to earn more) additional scope for progression, which can improve morale and retention though at the risk of additional cost.

Flexibility to reward high performers: Movement away from incremental progression can provide greater flexibility to continually reward the highest performers and improve motivation for these performers, where previously they may have remained insufficiently recognised either in-range or sitting at the top of their pay scale.
Removal of the service link: The aim of removing a strong link to service is to address the issue that pay progression systems linked to annual increments can create potential equality and age discrimination issues especially in long pay ranges.

Removal of automatic payments: Moves away from annual increments can also be intended to remove the practice of automatic payments of increases (increments) regardless of performance level, even where a system formally provides opportunity to withhold increments. 

Movement away from promotion-based progression: 

Improve reward process for high performers: Movement away from grade promotion as the only opportunity to reward high performers can help limit the abuse of job evaluation where false promotions are used to give high performing staff more money.
Reduce the grade hierarchy: Movement away from pay progression achieved through grade promotion can help obtain a flatter organisational structure through removing the need to create ‘manager’ roles and therefore avoid the higher cost of these positions in terms of increased benefit/bonus entitlements etc at these levels.
4.3 Summary 

Overall, as evidenced by the case studies, the different types of pay progression have varying objectives. However, commonly linking some of the progression arrangements were objectives around:

·  appropriately recognising the highest performers; 
· offering continued scope for pay progression to boost motivation and retention;
·  recognising through pay progression achievement towards organisational objectives; 
· and achieving transparency and equality in pay progression systems. 

5 Case study key findings

5.1 Case studies
Some seven organisational case studies were conducted to inform this research. The case studies covered the private, public and not-for-profit sectors. In this section we present the key points from each case study. 
5.2 CABI

CABI is a not-for-profit science and research organisation. In 2009, the organisation moved from incremental pay progression linked to performance to a fully performance-based system linked to market rates. This move was intended to address a large number of staff sitting at the top of their pay grades and the subsequent artificial extension of pay scales to relieve a lack of pay progression. 
· Under the new pay system, there is greater flexibility over how to allocate the funds from the progression budget. Larger increases can be awarded to those lowest in the pay range and to the highest performers.

· The new pay system is also more transparent, as excellent performance is recognised and rewarded. Those sat at the top of their grade under the previous system, now have the opportunity for greater salary progression in recognition of good performance.

· Under the new structure CABI aim to recruit new staff within the lower range of the pay band, in recognition of the fact that if managers recruit within the middle range of the band, a ‘successful’ performer will get a lower pay rise than they would if they had been recruited in the lower range, as progression is slower in the middle and higher ranges. Recruiting in the lower range, allows CABI to meet new recruits’ expectations about progression as subsequent pay increases take into account position in band and performance level.
· Under the new pay structure, a cost control issue has arisen as a result of the lowest two grades of the old pay structure being amalgamated into the new pay Band 1. This action has, in some cases, led to individuals being paid above the market rate for their job. The last pay benchmarking exercise in October 2011, revealed the target rate in Band 1 was actually 110 per cent of the market median for some jobs in this band.

5.3  Competition Commission

The Competition Commission (CC) moved from a pay system which based progression on individual in-year performance and position in the pay scale to a market based system which bases progression upon market factors, general competence, and in-year performance against objectives and conduct against behavioural competencies. This change was made in order to meet the need for flexibility and the recruitment and retention demands of the organisation. 
· Under the new pay system, pay for a role is deemed to be broadly competitive if it falls within 10-15 per cent either side of the market rate for that role (the CC set this at 12 per cent for all roles for greater simplicity). This allows for differing levels of individual performance and experience to be reflected in the range.

· The new system offers more flexibility to recruit people of all levels of experience at an appropriate salary for the market and their experience. If the CC requires an expert in their field, the system offers the flexibility to recruit them (if there is adequate budget), whilst maintaining fairness in internal relativities.

· Pay progression linked to market factors has consequences if the market changes and adjustments are difficult to make. If, at the time of recruitment, a role is in high demand and the market dictates a relatively high salary; if this market changes, it is not easy to adjust a salary downwards. Also if pay benchmarking is not conducted on a regular basis it can be difficult to keep pace with market changes.

· Market linked pay progression which gives responsibility to individual managers to determine pay rises (based on performance and position relative to the market median), requires a higher level of sophistication in managers to understand how pay operates and the language that needs to be used to explain and justify pay decisions to staff. The new pay system at the CC requires managers to own their pay decisions, rather than simply apply a matrix handed down from HR.

· An issue with the new market-based system is that the CC has not been able to implement the system properly due to budget constraints. Small budgets make it difficult to differentiate significantly between staff and where the budget is very small, it is not possible to greatly differentiate between staff. 
· Under the new system, in theory, an employee who has performed less well could end up with a bigger pay increase than someone who performed excellently, if the latter is already paid well against the market. This justification is challenging for staff to understand and places much more control with local managers. 

· In transforming a method of pay progression, the Head of HR recommended that these ‘tough decisions should be made as step changes to drive the change through’. Once the new system is normalised, the areas of strength and weakness in the system will be easier to identify and address.

· The CC is about to undergo a period of change as the Government is creating a new single market authority (CMA), through a merger of the CC and part of the Office of Fair Trading. The CC will experience a two/three year transition and its efforts must now go towards forming one organisation with the OFT, rather than modifying their reward systems further.

5.4 Dixons Retail plc

Dixons Retail plc moved from a 16 grade Hay-based reward structure to broad banding around six work levels and a simplified bonus and benefits structure to support the broad banded grading structure. The aim was to create a more tightly defined career and pay progression system based on competency and skills; flexibility and market value. The company also wanted the new progression system to encourage lateral career progression compared to the more hierarchical moves of the previous pay system.
· The case study demonstrated how spot salaries within a range are simple to operate and are transparent and work well with jobs with clear steps in skill or responsibility (ie jobs lower in the hierarchy). However, they can limit flexibility. Dixons attempted to overcome this by providing scope for progression into the ‘Specialist Level’ in Work Level 1 through acquisition of greater product knowledge. 
· It is complex to manage systems aligned to both external market data (that does not always deliver simple messages) and internal views about growing role importance. Dixons has made this task easier by establishing anchor roles within each work level around which the pay structure can operate.
· Reward should not be seen as something to be managed in isolation from the rest of people management. At Dixon’s there is a clear link between pay structures and career paths.

· Operational jobs are easier to put into a reward system than Head Office roles which may include many specialists and one off posts that are hard to market test.

5.5 The Met Office

The Met Office moved from a broad banded pay structure with progression determined through performance to a market and contribution-based model. The case study reveals the challenges the Met Office has encountered in paying employees for contribution and skill, whilst referencing the market, due to civil service pay restraint. 
· The new pay system enables greater control in the distribution of the pay budget, so that funds can be directed towards recognising contribution and demonstration of Met Office values and behaviours rather than service.
· The use of generic role descriptions has made performance management more effective as there is greater clarity over what and how individuals are assessed. 

· Establishing narrow salary ranges has helped provide equality of pay, as under the previous broad banded system many of the female staff were lower down in the range, but the shorter, role aligned salary structure now has greater links to the market than service
. 
· The theory that over time staff would be moved to their appropriate pay rate after transition placed them in the developing zone has only been followed in part due to public sector pay constraints. The Met Office has only had two years of a up to a 4 per cent pay pot to progress people within the pay zones (and in 2009 much of the 4 per cent pot was spent on moving people to at least the development entry level with a contribution rise on top of this movement). In 2010, the pot was only 2 per cent and now the Met Office is experiencing two years of a pay freeze (0 per cent), followed by two years of 1%, which has been governed by the Civil Service pay constraints. 
· The Met Office has also not revalorised or benchmarked pay ranges to the market since 2009 as it has not had the ability to pay against this due to public sector pay constraints, even though the organisation in terms of its trading has been able to afford it. This highlights the conflict between the business trading model and the civil service pay model. It is therefore falling further behind the market, especially as the majority of staff (at least 60 per cent) sit within the development zone. This therefore means that everyone in the development zone and contribution zone, assuming they are performing at the required level are underpaid against the market (approximately 85 per cent of the total workforce). This has impacted motivation and engagement, as it is not able to pay ‘best of brand levels of pay’. 

· In IT, for example this has caused recruitment and retention issues, as the organisation is currently trying to refresh its IT skills to keep pace with social media etc but it does not have the ability to match the market rates to recruit individuals with these skills. 
· A weakness of being so explicit about market and contribution-based pay is that all staff now know what the pay expectation is and the organisation is unable due to Civil service pay constraints, to make more progress towards their relevant level of pay Whereas before under the job level system the only pay expectation was a recognition that a certain pay level would be obtained within eight years.

· The Met Office wish to operate with fewer than 130 roles as this is a lot to manage considering the size of the workforce. Each profession, as expected, has begun to review the number of roles, levels and skills they need in light of the new Met Office business model and the natural evolution of the frameworks. Professions are condensing roles through the use of a skills framework. The large number of roles originally agreed was in acceptance that the organisation needed to set the current position as the baseline by implementing a system to fit the current business model rather than future proofing the design. Condensing and refreshing the roles was, and will continue to be, necessary to ensure it is able to meet the business model,

· There is greater scope for lateral career moves under the new progression system, as individuals do not have to be a certain grade to apply for a lateral or higher move, they simply have to have the requirements and/or capabilities for the role. 

· The mapping process for transition to the new structure was first based on the requirements of role and then the pay ranges were added later. It is considered that this significantly contributed to the success of the transition as once the mapping was agreed it was hard to challenge the attached salary range. An appeals process was however made available but few appeals were made and even fewer were upheld (about 5%). The formation of the role structure and subsequent salary ranges were developed, designed and negotiated with the Trade Union.

5.6 County Council

This case study examines proposed changes in a local authority to a move to a contribution-based pay framework. Progression would be dependent upon contribution to the organisation identified through a new performance management system. These proposals would provide a move away from a fixed incremental, time served pay progression system which has led to an increasing paybill which is considered ‘difficult to control and no longer sustainable in the current climate’.

· Moving to a contribution based pay system offers the opportunity to control costs, for example, under the incremental system a 1 per cent uplift plus increments costs the County Council £2.1 million, whereas a 1 per cent uplift and contribution-based pay would amount to £1.9 million. 
· Under the current system, fixed incremental points and no progression beyond the maximum of the range was demotivating and affected almost three-fifths of the employees on the local pay scale. Under contribution-based pay, employees at the top of their scale have the potential to earn more depending on their performance and contribution level.
· Changing a system of pay progression can provide opportunities to drive a culture change across the organisation and drive productivity by rewarding desired performance and behaviours. For management, a benefit of contribution-based pay is that they have the ability to give additional recognition to high performers and can differentiate between different levels of performance, but the system requires robust application by managers. 

· Until at least one cycle of the new performance management process has been completed the distribution of performance ratings within the organisation is unknown. If the proportion of people achieving an exceeding rating is high, then in order to control the paybill the amount paid for exceeding performance will be limited by what the organisation can afford. 

5.7 Financial Organisation

This case study describes a finance sector organisation’s longstanding pay progression system based on performance and informed by the market. It also details how the organisation considered changing the existing progression system for junior grades, through a movement to spot rates with progression based on skills acquisition/and or competencies and business need but ultimately withdrew these proposals due to cost considerations and the impact of transition.
· The current pay system is considered to be fair and transparent and if the inputs into the performance ratings can be considered reliable, the pay system is free from bias and fairness can be guaranteed across the group.

· The current system is also simple for managers to administer and it allows managers to recruit talented performers on appropriate salaries. However, if upon recruitment individuals are on an inflated market rate this can be challenging as market reference salaries are difficult to reduce. The organisation uses a three year trend analysis before changing a reference salary, although the organisation has seen little volatility in market rates for roles.

· The current pay system allows flexibility to respond to the available budget as the rate of progression to the reference salary can be adjusted as necessary. 
· As there is a consistent approach in terms of the application of the performance matrix across business functions this reduces the ability of the organisation to respond to hot spots within functions, where there are particular retention issues or changes in business areas. This is where the rigidity and fixed nature of the system becomes a weakness. 

5.8 University

This case study examines the existing pay progression approach in an academic institution which has pay progression subject to contribution, competencies and the market. The organisation has recently introduced a new system for their very senior staff that previously had individually agreed salaries with no clear definitions for career or pay progression, leading to a rising pay bill and inequalities.
· There are competitive market pay and progression arrangements for grades 6 to 9. The relatively fast progression to the contribution threshold and faster progression for exceptional performers assists with attraction and retention; as does the facility to award extra, contribution increments above the contribution threshold.

· The new pay spine for professors provides a clear career and salary structure to this group and links performance with the pay decision. 
· A culture change has been achieved in the university into an understanding that doing a good job at work equates with the expected (good) level of performance and that to receive a one-off performance payment staff must perform at a ‘higher level’ or ‘exceptionally’ for support staff and ‘exceptionally’ for non-clinical academic and related staff. It has contributed to improved management of the costs of performance payments, and enabled managers to focus more on performance and development needs in the appraisal.

· Due to the University not using all of points on the pay scale, there are some large pay movements, particularly at Grade 7. For example, there is a leap of over £3,000 between two particular points compared to the more usual consecutive point difference of £1,000-£1,500. This is deliberate, to provide significant and competitive salary progression to the contribution threshold for staff who are doing a good job. 
· The previous professorial pay system (individually agreed salaries) led to issues around managing performance and progression. Factors such as: what was expected; how to get promoted; and base salary increases or one-off performance payments lacked clarity. 
6 Transition arrangements

6.1 Transition arrangements
In this section we consider the messages from the case studies about how transition from one pay progression system to another was achieved. All but one case study (the financial organisation) has implemented new pay progression arrangements for employees and there are lessons within each case study about how effective implementation was achieved. 

6.2 Organisational context

At CABI, Dixons Retail plc, and to some extent the Met Office, changes to reward including the system of pay progression occurred following periods of substantial organisational change: management delayering, role changes, redundancies, new leadership or development of new business models and/or strategy. These changes typically supported (or in rarer cases drove) wider cultural changes in the organisations (reduction in hierarchy, facilitate lateral career moves and establish roles rather than jobs) which renewed focus on what the organisations’ wanted to achieve and reward. It illustrates that reward change should at the very least be consistent with business change and, if possible, form an integral part of the change process. At Dixons Retail plc, reward supported a drive for employees to be more business and less role focused; similarly at CABI reward change was used to support a move away from the organisation’s historical public sector roots towards a more commercial focus. 

Context is also important around what will work successfully in reward and especially reward change. The Dixons Retail model was easier to introduce during tighter economic times than if the labour market had been buoyant, when there would have been significant pressures for quick fixes and exceptions etc. 

6.3 External guidance

Commonly, the transition from one form of reward to another including the system of pay progression, was designed and supported by external consultants. In addition to this type of external support, there was evidence that comparisons were made with other organisations with similar roles. For example, the financial organisation examined how pay progression operates for the high volume, prescriptive roles at John Lewis, in order to improve the method of progression for its own junior grades. 
At the County Council, the work of the reward consultancy also identified weaknesses in processes operating in parallel to the reward system. For example, the existing appraisal system at the council was considered inadequate to support the change to a contribution-based system which the council desired.  
6.4 Phased transition

There was evidence from Dixons Retail that change is better achieved through a phased implementation, allowing for a period of transition. Here, for example, it sought to minimise the effect of any reduction in benefits where possible through a phased implementation. Employees that had higher bonus potential compared to the new benefits structure were red circled for the 2009/10 bonus year, and after this point they were moved to the new benefit structure. Where eligibility for private medical cover was reduced, this was protected for one year and also then changed to the new structure. This transitional period was considered operationally important as it helped employees to get used to the change and understand the impact of it before the changes were experienced. 

Linked to this is the belief that prescription in the operation of a new reward system should wait until the early problems associated with implementation or ‘teething problems’ have been addressed and there is confidence that managers can operate the system successfully and that employees will accept the system as legitimate. However, the Competition Commission took an alternative approach, suggesting that once the new system is bedded in, the areas of strength and weakness in the system will be easier to identify and address.

6.5 Senior management support 

Senior management support for a new progression system is necessary to support the change and, in a unionised workplace, making a change of this nature is a slow process and employee relations are a concern. For example, the County Council has been discussing a move from an incremental, time served progression system to contribution-based pay for 18 months and is yet to negotiate elements of the framework with the trade unions. Similarly, at the University the most senior staff wanted greater career guidance and direction through a formalised grading structure but developing this takes time.
6.6 Training

Transition from one pay progression arrangement to another requires investment in manager training. For systems linked to performance, line managers must be skilled in setting and assessing objectives and, in some systems, as in the financial organisation, Dixons Retail and the Competition Commission, in managing employee pay fairly independently, and this, at least initially, will require information and advice from HR. The financial organisation provided an example of how unfamiliarity with a new system of pay progression resulted in managers failing to use the discretion newly available to them to determine individual pay increases under the new variable award matrix. 
6.7 Communication and staff involvement 

As illustrated by all the case studies that had implemented (or in the process of implementing) a new pay progression arrangement, communication was seen as critical to securing effective implementation. The Met Office, for example, produced booklets for employees entitled ‘Achiever – Make a Difference to the Met Office’, which explained the changes to reward, performance management and pay progression and the reasons behind the change. At CABI, employees were kept informed about the new proposals through monthly debriefs and quarterly town hall meetings and produced FAQs bulletins for staff
. 

Alongside regular communications, employee involvement in shaping a new approach can offer advantages. At CABI, and to some extent, the Met Office, employees were involved in the implementation through the formation of joint working groups and understood how their roles were evaluated and ranked against other jobs, which helped to foster support for the new system and avoid challenge. 

Similarly, the Competition Commission recommends that staff should also be involved in defining the market for pay benchmarking and identifying comparators. An area of contention in the implementation of the new system at the Competition Commission was the benchmarking used for setting the new pay ranges. The analytical nature of many of the staff at the CC meant they are familiar with data interrogation and they questioned the methodology used by the external consultants. In future, the Commission will involve a staff committee in helping to commission the benchmarking exercise.
Linked to this is the need to allow plenty of time and opportunity for consultation with the individuals affected by a new progression system and regrading, including face to face consultation. The pay scales, how staff progress and how they earn a bonus must have clarity at all grades. 
6.8 Supporting processes

As previously highlighted, the efforts of external consultants identified weaknesses in existing systems which would hinder the effective implementation of a new reward system including pay progression. 

It was evident that a robust and accurate performance management system is needed to support a change. At the County Council, for example, an effective performance management system has been introduced ahead of a proposed contribution-based pay system, upon which the contribution framework would be built. This change requires adequate resource to manage the system and, for the council, investment in software has been invaluable to ensure consistency of application across the council. Similarly, at CABI having a robust performance appraisal process in place and reviewing objectives in the context of overall corporate objectives lent value to the implementation process.

Rigorous job evaluation also supported the transition between reward systems, for example, at CABI, the Met Office and Dixons Retail. Linked to this, is the need to clearly define job roles within the new structure (as evidenced by Dixons Retail and the Met Office). This should be a prioritised task in order to effectively implement a new reward structure, particularly one based on broad bands. 

7 Key learning from the case studies

7.1 Key lessons 

In this section we have extracted some of the overall key learning from the case studies about how pay progression systems operate in practice. Within this analysis we include an examination of the gains and losses associated with changing systems of pay progression. Finally, we consider how the changes to pay progression were made alongside other changes to reward. 
7.1.1 The issue of affordability

· For some organisations, committing to following through with a reward change and fully operating a new system has been limited due to tight budgets. For example, at the Met Office the public sector pay constraints have halted employees’ pay progression under the new model relative to contribution and their impact on the business. A well developed mechanism for progression exists but the ability to operate it, as designed, is not, due to the pay constraints in place. Equally, the Competition Commission has not been able to fully implement its new market-based system due to similar budget constraints. 
· Budget constraints can also cause the new pay system to become corrupted, and not operate fully as designed. Without an appropriate budget at the time of transition, employees may not be able to be moved to the appropriate position in the new pay scale and discrepancy can occur between skill/performance level and position in the pay range. At The Met Office, for example, employees were mapped across to the new structure on their existing salary or to the minimum of the ‘development’ zone of the new pay range if it was higher. The majority of staff found themselves in the ‘development’ zone, due to a limited budget at the time of transition, even when they had been performing the role long enough to prove they were fully contributing. The assumption was that over time, employees’ pay levels would match their contribution levels and staff would be moved closer to the market median. However, progression for these staff has been stalled due to public sector pay constraints. Equally, those staff who found themselves in the ‘high value’ zone through legacy pay transition would not necessarily be deemed ‘high value’ to the organisation. 

· An organisation can commit to precisely follow the market in terms of pay, but this approach does not allow flexibility around affordability concerns. There needs to be an available budget to make adjustments to pay levels if benchmarking against the market is to serve a useful purpose. Much effort can be made in assessing staff against the market, performance and competence levels but pay needs to follow and support these assessments. Where the budget is very small, it is not possible to greatly differentiate between staff. 
· When pay pots are limited it is justifiable to be conservative in the allocation of rewards. Whilst performance-related pay operates on the basis that everyone does not deserve a similar uplift, when money is tight it may be better to give everyone the same award. Two case studies took different approaches towards this; Dixons Retail decided not to differentiate payments (made with reference to market position and performance) when the pay pot was 1.5 per cent. By contrast, in the financial organisation, the pay award continued to be differentiated by performance with a smaller budget of 1 per cent. This was achieved through smaller awards being applied to those above the market rate and with lower performance, so that more funds could be directed towards those lower in the salary range (<87 to 99 per cent of reference salary) and top performers. There is also a separate consideration of whether to use the available pay pot to revalorise ranges or to facilitate progression. In a different labour market a larger proportion of the pot may be awarded to the best performers, but where the pot is limited, it may be reasonable to be cautious. 

· The case studies took a fairly similar approach to dealing with progression rises and cost of living adjustments. All but one case study used an ‘all factor’ single pay adjustment, which included any cost of living uplift that was applied as well as provision for merit rises. The County Council was the only case (under change proposals) in which a cost of living adjustment was communicated and budgeted separately to the applied merit award. 
7.1.2 Market linked pay progression
· All of the case studies used the market median (or marginally below) as their external pay reference point, however, the placement of the reference point within the pay structure varied across the case study organisations, and illustrated the need to firmly define what the ‘market median’ rate indicates. If the median is used to reward fully competent performers, this may suggest that it should be placed at the maximum of the range (as used by CABI’s original pay structure) as it could be argued that it is not necessary to pay more than this competent rate. However, under the new progression arrangements at CABI, the Competition Commission, Dixons Retail and the Met Office there is scope to earn above the market median. The justification for this has been that this added progression provides scope for attracting and retaining staff and for recognising exceptional skill or impact in role. Placing the market median below maximum seems hard to justify if it allows merely satisfactory/competent performers to exceed the market median unless the organisation accepts that normal but experienced performance merits higher than market median pay. 
 Similarly, if the market median is defined as the competent rate, this needs to be linked appropriately to the time it takes to become competent in the role. For example, in the financial organisation it could take between three to four years for junior, front-facing roles to reach their reference salary, but they are usually fully competent within six months due to the prescriptive nature of the roles. 

· Under market linked pay systems, organisations can commit to rigidly adhere to an objective market salary (where budgets allow) on the grounds that it is good practice for a pay system to follow market data to remain competitive. However, where there are no existing recruitment or retention problems in the organisation and movement to a pay system linked to market factors drives salaries for roles upwards, this may result in the organisation paying more for certain roles than the recruitment market or existing employees demand, unnecessarily increasing wage costs.

· In market linked pay systems, it is necessary to accurately define the market in which the organisation is operating, as this has consequences in defining what is competitive pay progression. For example, in the University case study, the higher professorial pay grade is reserved for highly accomplished professors, who could be ‘world renowned’. This pay grade is considered to be competitive against the Russell Group professorial pay scales. However, the Russell Group represents 20 leading UK universities, and it could be argued the labour market for these ‘world renowned’ individuals is global. This will have implications for the salary entry level and progression these professors can demand which might not be contained within the pay grade – a reason for having an open ended ‘maximum’ in these situations. The Competition Commission, similarly, highlighted the challenges involved in defining the market for pay benchmarking and identifying comparators. Employees contested the methodology and comparators used by the consultants to benchmark their roles and subsequently set the new pay ranges. This highlights again the necessity to involve employees in defining the appropriate market either to take account of their issues or to challenge their assumptions on the market. 
· Linked to this is the need to define accurately, and communicate effectively, what is meant by the terms used to determine pay progression. For example, a clear and understandable definition of what constitutes ‘exceptional’ performance or contribution is needed if employees are to perceive the system as transparent and fair. The financial organisation, when considering a movement to three spot rates for its front line roles, stated it found it difficult to define what ‘competent’ looked like , which therefore impacted the neighbouring definitions of the ‘developing’ and ‘advanced’ rates. In the University case study, under the professorial pay grades, re-banding occurs where there is ‘evidence of sustained exceptional contribution at the existing band’ - persistence of excellence is defined as being demonstrated over more than one year in order to achieve pay progression. In Dixons Retail, however, the description for determining placement in each of the pay zones within each Work Level is rather more generic e.g. ‘higher relative impact’ and open to interpretation. 
7.1.3 Performance linked pay progression

· There are three main ways the appraisal process and pay progression can be linked: assessment against performance inputs i.e. competencies or skills; assessment against objectives i.e. outputs; or a combination of the two. 
· The way performance can be judged can be through an absolute or relative assessment. Absolute assessments typically rate an employee’s performance on a scale, often using descriptors such as ‘satisfactory’ or ‘superior’, such as at the Competition Commission and CABI. They may be used to judge whether the employee is either competent or not, or has met set performance objectives, for example at the Competition Commission and the Met Office. Relative systems compare employees directly with each other. Relative ranking was used by the financial organisation prior to 2012 - colleagues were compared on how well objectives were met in order to receive an appropriate ranking. It could be argued that relative assessments are easier to make than comparing against an abstract idea of what constitutes ‘exceeding’, for example, but for this to be an effective system of determining speed of progression, the jobs being compared and the difficulty of the objectives would need to be similar and the managers equally skilled in setting and assessing objectives. In the financial sector organisation, it was also thought upskilling was needed for managers to award performance markings based on behavioural assessments.  

· It could be argued, as in the University case study, that linking performance pay decisions to the formal appraisal process reduces the quality of the discussion in the appraisal, focusing attention not on the nature of the individual’s performance, but on the resulting pay rise. Employees may use the performance review as their chance to influence their rating and thereby their pay by downplaying any unsatisfactory areas of performance while overstating their areas of success. This linkage between pay and appraisal may affect employees’ satisfaction with the appraisal process if they do not think their efforts are adequately rewarded and can affect the managers’ feedback and limit open conversation thereby reducing the effectiveness of the process. However, if the pay discussion is held outside of the appraisal process there is risk of a disconnect between the pay outcome and the performance assessment. The right solution that is both transparent and fair and meets business needs is hard to find. It is a process that has to be carefully managed given the importance of ‘procedural justice’ to employee satisfaction and hence motivation. 
· As to how performance pay is delivered, across the case studies, typically the performance award resulting from assessment was paid through base pay rather than a non-consolidated bonus (the Competition Commission, as an exception, offered a performance-related non consolidated payment), which was typically reserved for those above the competent rate or maximum of the pay scale. 
· None of the case study organisations state they used a forced-distribution system when rating staff performance (through which a prescribed proportion of employees are distributed to a particular performance rating i.e. level 1 (10 per cent of employees only); level 2 (20 per cent of employees only) and so on). This system assumes that employees’ performance forms a normal distribution curve (the typical bell curve), but in some professional organisations (like CABI) this is not deemed appropriate as a high proportion of employees are judged to deserve a superior or higher rating. Dixons has demonstrated that it is possible to achieve sensible rating assessments without recourse to a forced distribution of performance scores.
· Within the case study organisations, the progression set out in the performance matrix was typically applied to most employees across the business, with separate arrangements for the most senior management. However, the financial organisation operated two matrixes, one for junior grades and another variable matrix for the management population. In previous years, the financial organisation has also allowed the progression within the matrix to be tailored to suit the requirements of different business divisions, which meant different percentage rises were awarded to equal performers in different business divisions. However, in recent years there has been a move towards greater conformity on the salary progression matrix used across the business divisions. Despite this new conformity, the organisation expects to see a return to greater differentiation as different strategic drivers within business divisions, such as efficiency and cost savings, foster a need for a more segmented approach to reward. 
Similarly, at the Competition Commission, progression rates are also not within the direct control of central HR, with pay budgets being allocated to local managers. Managers make a decision on the pay increase awarded based on position relative to the market median and the employee’s performance and competence level; this produces more variable progression rates across the organisation. This more flexible practice requires line managers to be appropriately trained and capable of conducting effective and fair appraisals. 
7.1.4 Progression linked to competency

· For organisations moving from a performance-based progression system to a greater focus on competency (financial organisation etc), this required a change in culture within the organisation and understanding from employees about the definitions and differences between the concepts of competence and performance. For example, it is necessary for employees to fully understand that it is possible to be judged competent but not performing, eg. an experienced retail sales person, for example, may under-perform in terms of sales volumes; and equally an employee can judged to be performing but not yet fully competent. A move away from pay for performance towards competencies allows an organisation to more directly link pay to knowledge and skill application and the behaviour and attitudes required in applying skills. 

· Dixons and the financial organisation are two examples of organisations that use (or proposed use of) spot rates. Within a true spot rate system there is no progression towards or above the spot rate, and the system is equality proofed as every employee is paid the same for the same job. However, both case study organisations had modified the spot rate system by introducing zones within the pay grade, each with a spot rate attached, which allowed for differential progression through the pay structure, based on skills and/or competencies. By developing the typical spot rate approach, it attempted to remove the focus from the specific job description. For example, there was concern in the financial organisation that if the organisation changed a job role, even slightly, staff would expect a new higher spot rate. A true spot rate system can also foster problems with motivation, as staff cannot see any route for progression within the role. 

· The effectiveness of a new reward system hinges upon how it is managed (and the investment that is available to achieve its objectives). Movement away from an incremental system can serve to provide stricter control over the award of increases and better recognise individual performance or contribution, especially if the facility to withhold increments exists but is rarely used, with individual pay levels maintained regardless of performance. However, even under skills or competency-based systems, increases can still be awarded fairly automatically if managers do not use the system appropriately. For example, line managers in the financial organisation did not make full use of the variable matrix for pay increases in the first year of its implementation. It can be difficult to achieve a change in culture and this highlights that change relies on how it is approached by managers. 

7.1.5 Rate of progression
· The use of the pay scale minimums highlighted issues linked to recruitment and subsequent progression through the pay scales. It could be argued the minimum of a pay scale should be used as an entry or recruitment rate for inexperienced hires, however, the case study organisations tended not to use the minimums of the salary range. In the case of CABI, it would typically recruit two or three spinal points up the pay scale of the appropriate grade, and this had meant that large proportions of the workforce had reached the top of their grade with no further scope for progression (other than promotion). Aiming to recruit in the lower range of a pay band allows the expectations of new recruits on the speed of progression to be fulfilled as subsequent pay increases take into account position in band and performance level, with progression slower in the middle and higher ranges, even for high performers. 

· This leads us to question the appropriateness of providing progression opportunities for all employees, particularly those in roles which the post holder becomes fully competent in a few months. Where progression is built into these more routine roles, a sense of entitlement can potentially be fostered by the system, with employees believing they should be awarded pay rises when they have not achieved anything beyond what is expected. This highlights the issue that organisations believe pay progression has to be built into pay systems in order to motivate and retain staff, but this can potentially provide an opportunity for employees to receive money they have not earned. The University case study echoed these issues with the problems it experienced with regards to staff expectations that simply turning up for work equated with good performance and delivering well was considered an added achievement, which deserved recognition through an additional one-off payment. 

· Organisations need to know the pressure points in their pay system and respond appropriately to them. In Dixons Retail, this was the pressure from staff to be upgraded, due to a strong focus on grade promotion. Pay systems in which the rate of progression is determined by job size and promotion places pressure on the job evaluation system and employees can manipulate the grading system to achieve the rate of progression they seek. This has consequences such as grade inflation and a more costly paybill resulting from a top heavy pay structure. 
7.1.6 Culture and communication 

Changing how an organisation recognises and rewards staff by placing a greater focus on performance or competencies involves a cultural shift in terms of how expectations and definitions of performance are communicated to staff. This is necessary to ensure staff understand the complexities of the system that will influence their rate of pay progression. For example, the financial organisation emphasised the need for employees to understand the differences between competence and performance and business literature on performance management emphasises the need to ensure definitions and measures of competencies are sufficiently robust once pay is linked to them. 

Changing the culture of the organisation alongside improving the communication around performance expectations also helped some of the case study organisations remove any sense of employee entitlement towards pay progression and performance-related payments.  

Full communication of new pay progression arrangements, through tailored documents distributed to staff, regular meetings and staff briefings, alongside staff involvement in the change process (through working groups and consultations) were considered valuable methods of achieving employee buy-in and understanding. 
Case study organisations, such as the University, used pay progression systems based on performance to foster a culture that encourages staff to go ‘above and beyond’ what is required, through basing progression beyond a ‘competent’ point on higher achievements. Successfully achieving this, however, requires the organisation to provide the opportunities for employees to excel in order to achieve progression.  
The successful implementation of a new system of pay progression is also largely dependent on achieving a cultural change within the management population and getting them to accept a new system as legitimate and trusting them to operate the system as intended. 

7.1.7 Non consolidated awards 

· Non consolidated awards are used by the case study organisations for a variety of purposes: 

· to reward employees who have reached the maximum of the pay scale (Met Office)

· as a 50 per cent unconsolidated and 50 per cent consolidated payment above the competent point for the highest performers (proposed use by the County Council)

· to ensure a pay award did not progress an individual beyond a certain cap ie staff on a ‘developing’ rate whose pay award meant that their base pay exceeded the ‘competent’ rate would receive the portion of the award that exceeded the ‘competent’ rate as a non-consolidated payment (proposed by financial organisation)
· to provide employees with an award based on their performance in the context of a basic pay freeze (CABI)

· as payments during the red circle period for staff transitioned across to a new pay structure above the maximum of the scale (County Council).

The use of non-consolidated pay awards for these purposes stems the rise in the consolidated paybill and also reduces the opportunities for one particularly good year of performance to inflate an employee’s consolidated pay significantly above a competent/market rate. It can therefore be an attractive alternative to base pay progression, being cheaper (it does not impact on overtime or pension costs) as well as more flexible (reflecting individual, team, divisional or organisational performance in varying combinations).
7.2 Changes to pay progression combined with other changes to reward 

· A notable observation is that the changes to pay progression within the case studies’ reward structures were combined with more extensive overhauls of the reward system including changes to bonus and benefit provision. However, many of the changes to the reward systems have been less radical than at first they appear. For example, CABI’s movement to a pay system with a clearer link to market rates maintained a strong correlation between the pay scales of the old grades and the new market linked salary bands. Also, there is evidence of changes from pay progression being achieved through awarding a number of increments each year to a percentage increase awarded through a performance matrix. In reality, this is a similar approach as the increase in both cases could be described in terms of a percentage of salary; however, the performance matrix offers more flexibility around the percentages presented in the matrix, than a fixed incremental rise. A benefit only really results from this change when the performance matrix is used more imaginatively (as by CABI and the County Council) such as using the position in the salary range to determine the increase and enabling the highest performers to move up the salary range quickly through awarding the largest increases to these employees and slowing the progress of those higher in the salary range if their performance level falls. 
· The payment of bonuses provides some additional flexibility around incentivising staff, as base pay progression is often more rigidly controlled and also influenced by external factors such as measures of inflation (linked to revalorisation) and market factors. Bonus pots, however, can be changed to reflect the current business circumstance and therefore provide a more flexible and perhaps affordable way to incentivise staff. The payment of a bonus can also contribute to any short fall on base pay against the market, for example, as illustrated by the finance organisation, an individual may be behind the reference salary in terms of base pay but on total cash, meeting the reference salary through the addition of an incentive bonus.
· Dixons Retail and the University case study also provide some form of direct incentive scheme. The University example illustrates the importance of communicating effectively how one-off performance payments will function and what behaviours they are intended to reward. Through achieving a better employee understanding of the performance bonus, the University has been able to better control the pot for performance payments (to 1 per cent of pay bill) and enabled managers to focus more on performance and development needs in the appraisal. Similarly, at Dixons Retail changing the focus of the bonus to reward customer service has fostered better teamwork and good business practice, whilst the share of the store population who receive a bonus payment has increased. Dixons Retail is a good example of the need to be clear on what base pay progression should deal with and how bonuses will function. Base pay progression at Dixons Retail Support Centre recognises growing competency in the role, whereas for retail shop floor workers the bonus rewards customer service.
Appendix 1: Pay progression at CABI
1.
Key points from case study
· Under the previous pay system, some 58 per cent of staff had reached the top of their grade due to long service and as a result the scope for progression was extended artificially by increments added to the top of the scale.
· The incremental pay system was rigid and did not offer the flexibility needed to reward staff at the top of their grade who were achieving or exceeding objectives.
· The new pay system was implemented following a period of substantial organisational change.

· The target rate under the incremental pay system was the maximum of the pay scale, but under the new system, employees have the opportunity to progress above this level.
· Performance based pay progression allows greater control of the paybill system in a difficult financial climate as the rate of progression is more flexible and can be managed to allow for affordability. 
2.
Background

CAB International (trading as CABI) is an international, not for profit, science based development and information organisation. It focuses on agriculture and the environment and undertakes activities in scientific publishing, development projects and research and microbial services. Historically, CABI was a government funded scientific body. There are some 45 member countries of CABI, established by a United Nations treaty-level agreement, which agreed to:
‘promote the advancement of agriculture and allied sciences through the provision of information and scientific and related services on a world-wide basis’
These members help to determine the strategic direction, policies and governance of CABI. CABI employs some 200 staff in the UK, split between two sites in Oxfordshire and Surrey. Globally there are some 365 employees over seven international sites. CABI changed its pay progression model in 2009 from incremental progression to a performance-based system linked to market rates. 

3.
Existing/ Previous pay system

Pay structure

The pay system prior to 2009 was a long standing incremental system with nine grades linked to a pay spine ranging from points 1 to 115. Each increment was worth approximately £200, although the increments got marginally larger the higher the grade, with little consistency between the exact size of the increments. 

This incremental system applied to all employees of CABI worldwide, although individual pay scales were matched to local conditions. The grades used were linked to other scientific research organisations that were part of the Civil Service eg lower support, main support, lower professional, main professional, senior professional grades and main managerial levels. Most staff sat within the professional grades and the lowest support grade was not used as the salaries within the grade were too low to recruit administrator functions. 
Progression through structure

A performance management system underpinned progression and achievement of a ‘successful’ rating or above determined the number of increments awarded. The maximum of the grade was also the ‘target’ rate and there was a general expectation that staff would receive about three increments a year, resulting in it taking five years to reach the grade maximum. 

To cite an example, using the main professional grade, which ran from spine points 54 to 69, it would be unusual to appoint at the bottom of the grade, so an individual was typically recruited between spine point 54 and 57. On an annual basis, if the individual had a ‘successful’ appraisal, they would move three increments in their first year. If they got a higher grading they would receive four increments (‘superior’ rating) or five increments (‘distinguished’ rating). Once employees reached the target rate (or maximum of the grade), further pay rises could only be obtained through revalorisation of the incremental pay scale through the annual inflationary increase (this varied between CPI and RPI based on affordability) or promotion to the next grade. Progression payments typically amounted to 2 per cent of the annual paybill. 

CABI would typically recruit two or three spinal points up the scale, and by 2008 some 58 per cent of staff had reached the top of their grade due to long service and it was predicted that some 80 per cent would have reached the top of the grade by 2011 if the existing pay system remained
. Due to union pressure to extend the top of the pay scale for those employees who had reached the top of their pay grade (particularly those in the main support grades and lower two of the three professional grades), the scope for progression was extended artificially by another three increments. This capacity for extension was available to all employees entering these grades. However, progression into these extended increments was slower and employees at the top of their grade awarded a ‘superior’ rating would be awarded only one increment and two increments if they were rated as a ‘distinguished’ performer. If it was judged that market rate for the job had moved and therefore the target rate (and maximum of scale) was increased, those employees who had extended beyond the top of the pay scale would typically be brought back into the normal, adjusted pay range and once again progress at the normal increment level entitlement.

Currently the CABI pay progression system has not had to make particular arrangements for hard-to-recruit groups of staff as although some of the jobs at CABI are specialist, these are not especially difficult to recruit to. The project scientists that the organisation requires are typically recruited at a junior level and there is low turnover among the very specialist posts. It, in fact, reported an abundance of applicants for vacancies. 

4.
Reasons for making changes to pay progression

The move from an incremental system linked to performance to a progression system based fully on performance and market factors was considered necessary for the following reasons:

· The incremental pay system was considered too rigid to provide the flexibility to continually reward people who were achieving or exceeding objectives, if they sat at the top of their grade. For ‘distinguished’ performers at the top of their pay scale, there was no incentive for them to continue operating at the ‘distinguished’ level because they would not be rewarded for it. 

· The organisation wanted to reward ‘what’ individuals were achieving and remove the link to service which awarded at least three increments each year for average performers.
· A performance based pay progression system would provide more control of the paybill in a difficult financial climate as the rate of progression could be better managed through manipulation of the performance matrix to suit affordability. 
· Linked to the issues for pay progression in the organisation was a problem with the pay structure itself. Line managers would often give a ‘superior’ grading to their long serving reports who were sat at the top of their pay scale and then extend the appropriate pay scale by two increments and then by the same the next year. This resulted in some individuals in a lower professional grade being paid some way up the main professional grade because they had been employed for a certain length of time and been rated ‘superior’ under the performance management system. This created problems with internal relativity.

5.
New/Proposed pay system 

New/Proposed pay structure

The new pay system based on Hay job evaluation was implemented following a period of substantial organisational change. In 2005 there had been a number of redundancies at CABI and a new Chief Executive and senior management team was appointed. This team aimed to make CABI a more commercial organisation in a move away from its historical roots of receiving funding from the UK government
. Alongside these efforts a new HR Director was appointed in 2007 who wanted to move away from the traditional terms and conditions reflective of the public sector to an HR strategy that would support wider cultural changes, including the aim of becoming ‘One CABI’- to reflect that it is an international organisation and wanted to engage all its international employees. 

The new pay progression system concentrated primarily on the two UK sites, although since implementing the system in 2009, CABI UK has been in discussions with the three next biggest centres (Africa, Switzerland and Pakistan), with Africa now having adopted the Hay system and Pakistan due to adopt it from July 2012. 

Using the Hay Group job evaluation scheme all jobs (below senior management) were evaluated and placed on a new pay structure consisting of seven bands. These largely reflected the old grades from top down, with the organisation opting to amalgamate the two lowest grades (lower support and main support) into one band (Band 1). CABI involved the trade union and employees in the job evaluation process through a job evaluation working group which included representatives from these groups, alongside line managers and HR. Some common benchmark jobs were evaluated, given a Hay job evaluation score and these roles formed the basis of the new bands, with all other roles being ranked against these benchmark positions. 
Each pay range across the seven bands spans 85 to 115 per cent of the target rate. Within each band there are three ranges. Range 1 spans 85 to 94 per cent of the target rate; the middle range is set at 95 to 104 per cent and the higher range is set at 105 to 115 per cent of the target rate. The target rates are set in line annually with the market median, calculated through Hay Group market data for the South East, regional pay surveys and salary surveys from the publishing industry. 
There was a strong correlation between the pay scales of the old grades and the new Hay bands, because in implementing the system CABI wanted to demonstrate to staff that there was little difference between the two pay systems in terms of reward level. For example, under the old pay scale, the middle managers grade equates to the new Band 6 and the maximum of this scale was £37,175 under the old pay grade and similarly the top of the new Band 6 is £37,175. 

Progression through new/proposed structure

Satisfactory performers are expected to progress from the bottom of the pay range (85 per cent) to 95 per cent within three years and to the target rate after a further two years. CABI now aims to make all recruitments within the 85 to 94 per cent range. For example, new graduates would be recruited between 85 and 87 per cent. When the system was implemented there were only three individuals who were earning below the 85 per cent level, so in these cases the view was taken that they were in a training role and they would rapidly move to the 85 per cent level within two years if they were successful. The majority of employees were already in the appropriate band and only a handful of staff had to be red circled
.

The target rate under the old incremental pay system represented the maximum of the pay scale, but under the new pay system, employees have the opportunity to progress above this level (15 per cent above the target rate). No staff have yet reached this maximum but the intention is that basic pay will be frozen when this occurs, although non-consolidated pay awards may be considered. Movement to the next grade is dependent solely upon significant job growth or a change of job. Under this system, there is no separate cost of living award applied in addition to the increase awarded under the pay matrix. The annual pay award is inclusive of any inflationary increases.


The new system was introduced in 2009 and there was a pay freeze in July 2010; although a non consolidated pay award was made in January 2011 (based on the percentage that would have been paid out under the performance matrix) and a consolidated pay award was made in July 2011. Prior to 2009, there had been years where the pay scales had not been revalorised but in these years, employees were still awarded their increments. The new pay system cost 0.7 per cent of the paybill to implement
. 
6.
Performance management

The performance management system was largely unchanged as a result of the introduction of the new pay system as it was already a relatively robust and fit for purpose system. Employees set objectives linked to departmental and organisational goals and employees are awarded one of five ratings: distinguished; superior; successful; needs improvement; or unacceptable. There is no forced ranking in the performance management and a large proportion of employees receive a superior rating or above. A performance matrix (see Table 1) determines the level of pay award, according to position in range and level of performance. The focus of the new pay system is to move the best performers to the target rate (100 per cent) as quickly as possible, therefore the largest increases are directed towards the highest performers who are lowest in the salary range. When the budget for pay increases is smaller, there will be fewer funds available for progression beyond the target rate (100 per cent above). 

Ideally, a pay increase is determined each year (or a pay freeze is declared) based on market competitiveness and organisational performance. Once appraisal results are available, HR model the performance matrix to determine what level of increases can be funded. This is then negotiated with the trade union. 

Table 1: Illustration of base pay awards by performance and position in salary range for employees below senior management
	
	% of target salary

	Performance mark
	85 to 94
	95 to 104
	105 to 115

	Distinguished
	8.0
	6.0
	4.0

	Superior
	6.0
	5.0
	3.0*

	Successful
	5.0
	3.0
	2.0

	Needs Improvement
	2.0
	1.0
	0.0

	Unacceptable
	0.0
	0.0
	0.0


Source: IDS HR Studies
Appendix 2: Pay progression at the Competition Commission

1.
Key points from case study

· The new progression system based on market factors, competence and performance is more suitable for the recruitment and retention needs of the organisation
· Under the new pay system base pay is more directly linked to market data and there is greater salary differentiation between occupations. This link to the market has also ensured that more staff are nearer the market median rather than working towards a target rate

· Individual pay decisions are now made by managers based on position relative to market median, performance and competence level.
· The organisation has not been able to implement the new system properly due to budget constraints. 
2.
Background

The Competition Commission (CC) is a non-departmental public body sponsored by the Department for Business, Innovation and Skills (BIS). It is responsible for investigating mergers, markets and other inquiries related to regulated industries under UK competition law. When the authority was created in 1999, from the Monopolies and Mergers Commission, it kept many terms and conditions of employment which had been handed down from the Department of Trade and Industry. The CC typically employs between 120 and 150 employees, of which about 100 are on non-Senior Civil Service (SCS) terms and conditions. Senior staff within the CC still follow Cabinet guidance on SCS pay. In any given year, the pay remit from BIS covers around 100 non-SCS staff. 

A new reward structure for non-SCS staff was implemented in 2009. This change moved the pay structure from a broadly civil service aligned pay scale, with progression based on individual in-year performance and current position in pay scale, to one which operates within a broad pay range round a market median rate. The new system bases progression upon market factors, competence and performance against objectives. It was announced it would submit proposals to BERR for modernising the pay system to make it more suitable for the recruitment and retention needs of the CC in the future. The new system was implemented in 2009, but this was also the last year in which pay adjustments were made, with the CC experiencing a pay freeze in 2010 and 2011. 

3.
Existing/ Previous pay system
Pay structure

The previous grading structure for non-SCS staff consisted of five main pay ranges (A to E), with pay range A including a ‘Shadow Band A’ (SBA) (this was intended as a pay distinction within band A, however, employees typically regarded SBA as the sixth pay range). All of these grades were occupied, however, most staff were placed within grade SBA, as it is a professionally led organisation. Table 1 indicates how the pay ranges aligned to equivalent civil service grades.

Each pay range was split into three thresholds: 

· Lower threshold – mid point between Entry and Target Rate. The lower threshold was a mechanism for giving larger increases to those lower down the pay scale for equal box markings. It prevented newer staff leap-fogging longer serving staff and also slowed down progress near to the target rate to avoid experienced staff marking time for too long. 

· Target rate – market median (calculated through the average of relevant private and public sector comparators) and the ceiling for most staff

· Super target rate – maximum salary level available for top performers only
Table 1: Previous pay structure
	
	Old Pay Bands

	Civil service grade equivalent
	SBA
	A


	B
	C
	D
	E

	
	Grade 6


	Grade 6-7
	HEO/SEO
	HEO/EO
	EO/AO
	AA


4.
Progression through structure

Calculating individual pay awards within the old grading structure was complex and awards could have a number of variables (e.g. thresholds, periods of unpaid leave, and in-year changes). Firstly, the CC would be awarded a remit by BIS for pay rises. For example, this remit could have amounted to an average increase of 3.62 per cent. This would have meant that the overall award given to staff (base pay and incentive) could not exceed a 3.62 per cent increase to the CC’s total non-SCS pay bill although individual awards would vary. This 3.62 per cent limit on the overall increase included spending on increases in pension and National Insurance contributions.
Pay awards were based on individual in-year performance (based on a box marking) and the position in the pay scale as indicated by Table 2.
Table 2: Illustration of base pay awards by performance and position in grade

	Performance mark
	% increase for those at Minimum up to Lower Threshold
	% increase for those at Lower Threshold up to Target Rate
	% increase for those at Target Rate up to Super Target Rate
	At Super Target Rate

	A (Outstanding)
	3.5
	2.5
	1.75
	0.0

	B+ (Performing well)
	2.5
	2.0
	1.25*
	0.0

	B (Satisfactory)
	1.75
	1.5
	0.75*
	0.0

	C (Under achieving)
	0.0
	0.0
	0.0
	0.0

	D (Failing)
	0.0
	0.0
	0.0
	0.0


*Non-consolidated

Table 3 shows an illustration of pay awards on base pay for each performance marking. Only staff receiving a Box A mark could receive a consolidated pay award above the Target Rate. Staff whose performance award meant that their base pay exceeded the Super Target Rate received the portion of the award that exceeded the Super Target Rate as a non-consolidated and non-pensionable payment, valued at the equivalent of what their pay rise would have been. This meant that they got the full payment, but their base pay stayed at the Super Target Rate. The single award for individuals included pay progression (according to performance and position in the pay scale); and ‘cost of living’, although the two elements were amalgamated into one pay pot before being allocated to staff. Employees receiving a Grade D performance mark did not receive the cost of living increase. 

Table 3: Example Old Pay Structure 

	Band
	Minimum 
(entry salary level)
	Lower Threshold
	Target Rate 

	Super Target Rate
	Width of pay band (from Lowest threshold to Super TR)

	E
	£16,700
	£18,300
	£20,400
	£24,700
	£8,000

	D
	
	
	
	
	£8,500

	C
	
	
	
	
	£11,700

	B
	
	
	
	
	£13,300

	A
	
	
	
	
	£21,000

	SBA
	
	
	
	
	£22,600


From 2008, when the new Head of HR was recruited, there was a policy change to the way awards were calculated in order to make it easier for staff to work out their own pay award. In previous years, people received a split award when their base pay reached one of the pay scale thresholds. So, for example, where an employee received a Box B+ marking (see Table 2) they may have had a portion of their pay rise calculated at 2 per cent and then as they crossed a threshold the remainder of their award calculated at 1.25 per cent. From 2008, the CC calculated the full award at the higher percentage. So, in the same example, the person would be eligible for a straight 2 per cent rise even if this took them across a threshold. If the starting point was the threshold itself, then they would receive 1.25 per cent.
5.
Non consolidated pay under existing/previous system
The CC also operated a system of discretionary incentive awards, with some 95 per cent of CC staff receiving an award each year, although the award itself was differentiated. The incentive scheme rewarded extra effort in three areas: efficiency gains (saving the CC a significant sum or implementing a project which had an impact on CC efficiency), sharing knowledge (coaching other staff to aid their development or working in a way that promotes team working) and going the extra mile (going to extra lengths to support the work of the CC). The scheme rewarded achievement over and above what was normally expected. 

The incentive awards were paid as a percentage of the pre-award, subject to the minimum payments shown in Table 4 below. The minimums were established at the request of the Staff Council to ensure that everyone was guaranteed a certain level of award, particularly those staff on lower pay bands. All incentive awards were one-off non-consolidated payments. There was no direct relationship between the base pay award and the incentive award. Those who got a Box B or above for base pay might normally expect to receive at least the Standard incentive award but not always. A Box A performer on base pay would not automatically receive a Maximum incentive award and equally an employee who only received a Box C for base pay, may have performed well against their objectives and therefore be recommended for an incentive award. 

Table 4: Illustration of minimum payment and percentage award of incentives 

	Performance 
mark
	Percentage of pre-award 
base pay  (%)
	Minimum 
payment 
	Guideline 
distribution (%)

	Maximum
	7.00
	£1,200
	15

	Enhanced
	4.50
	£800
	35

	Standard
	1.00
	£600
	None

	Nil
	0
	£0
	None 


6.
Reasons for making changes to pay progression

The move to a market-based pay system which bases progression upon a combination of market factors, competence and performance against objectives was considered necessary for the following reasons:

· The existing pay system had been in place for six years and the CC was beginning to distort the system as it was not meeting the CC’s recruitment and retention needs. In some divisions (for example, ICT) it was becoming more difficult to recruit within the pay scale and HR wanted to ensure fair pay decisions were being made, based on a combination of factors including market factors, competence, performance and internal relativities. HR – in response to management demands – wanted to have increased flexibility on recruitment due to not being tied to fixed rates or thresholds;

· Linked to this, the CC wanted to achieve more flexibility on base pay with a stronger link to market data and allow the CC to respond quickly and appropriately in pay terms to challenges and obligations within the constraints of affordability and public sector pay policy. 

· The CC wanted to have the ability to ‘segment’ staff groups and target resources more effectively so that groups receive a base pay rate more directly derived from the market from which the CC recruits particular roles (by way of illustration, corporate service roles in IT, HR, Facilities and Finance, which are all graded at Band C, might attract different rates of pay depending on the primary labour market used); HR also wanted to be able to exploit market factors around different professions and not be overly constrained by job grading;

· It wanted to establish a nomination-based incentive scheme that would reward the exceptional contribution of top performers only (around 10%–15 per cent of staff), rather than all staff;

· It wanted to focus performance discussions on career development and the growth of individual contribution.

7.
New/Proposed pay system 

New/Proposed pay structure

Since 2009, under the new system, base pay for each job role at the CC has fallen within a broad pay range around a market median rate (see Table 5). The market rate is positioned at the mid-point between the median relevant public sector market and median relevant private sector market. The CC defined the market for each job (e.g. Economic Adviser or HR Adviser) or job family (e.g. Economists or HR professionals) and used market surveys (and commissioned specialist advice) to determine the alignment with the market. The annual award continues to be linked to performance (see below) and relative position of current base pay against the market rate for the job.
Table 5: Illustration of new pay system 

	Department 
	Role
	Old Band
	Minimum £pa
	Midpoint (market median) £pa
	Maximum £pa
	Width of pay band

	Financial and Business Advisors
	Facilities Assistant 
	E
	17,200
	19,500
	21,800
	£4,600

	HR
	HR Administrator
	
	
	
	
	£6,000

	Economists
	Assistant economist
	
	
	
	
	£8,400

	Finance & Facilities
	Building services manager
	
	
	
	
	£7,400

	ICT
	ICT Service Support Manager
	
	
	
	
	£9,000

	Information Centre
	Information Centre Manager
	
	
	
	
	£8,400

	Inquiry Teams
	Inquiry Administrator
	
	
	
	
	£6,000

	Legal
	Legal Advisor
	
	
	
	
	£15,400


Pay rates were set and reviewed taking into account pay levels for comparative roles in external organisations. Base pay for each employee in the same role varies and is managed within a set range above or below the median rate. The CC Remuneration Committee set this range at (+/-)12 per cent (rounded) which it is thought provides sufficient scope for attracting and retaining staff. This was based on advice that existing pay for a role is deemed to be broadly competitive if it falls within 10-15 per cent either side of the market rate for that role.
To develop the new system, the CC employed external pay consultants to advise on appropriate pay ranges for each of the roles. Firstly, a sample of 15 roles were benchmarked against the market which covered 70 of the non-SCS staff, and then a further four roles were benchmarked, therefore the market testing covered the majority of non-SCS equivalent staff. Alongside the market testing, for the setting of pay ranges, the CC also took into account the strategy and implications for skills, performance and behaviours; public sector pay policy constraints; the economic climate and budgetary constraints and recruitment and retention experiences. 

Under normal circumstances, the pay ranges will be reviewed by the CC on an annual basis with external benchmarking conducted every two years. The CC intends to be as transparent as possible in this process and staff across the CC and the Staff Council will be invited to be involved in drafting the specification for future pay benchmarking reports although there is no commitment to share the full results with them. For the initial design of the new pay structure, the HR team consulted with staff – directly and through the Staff Council – on a variety of proposals, transitions arrangements and other changes where there were distinct choices about the approach the CC might take. Staff Council representatives were invited to pilot training sessions.
Under the new pay system the CC has the flexibility to review and change the pay ranges for any role at a time other than at the annual pay review and to decide on different outcomes depending on the role (this has been restricted, however, by the pay freeze and other budgetary constraints). When being used in full, this means pay resources can be directed where they are most needed. Under the old system, all roles on the same grade were blocked together when reviewed, so any reference to the market was a much blunter instrument. Small pay budgets have however made it difficult to differentiate significantly between staff and adjustments to pay levels based on market data can only be made if the funds are available.

The CC used £15,000 from the 2009 pay remit to make transition arrangements. Employees who were paid less than 12 per cent below the market median for their role were moved to this 12 per cent level. This move was made before the 2009 pay award was applied. Some employees were also on retention allowances, where the old pay scales had not supported their pay level and these allowances were consolidated into basic pay where it was justified. These transition arrangements, however, only applied to a very small proportion of employees. Approximately eight employees were moved upwards to a new minimum and about four employees had their retention allowances consolidated. 
Progression through new/proposed structure

Fully competent and effective performers are expected to be paid a salary around the market median rate. Compared with the previous pay system, more employees will be nearer the market median whereas with most staff were working towards the target rates under the old system. Progression is through increases in competence, however, under the new system, the CC can also make adjustments for market forces. Essentially, there are three elements to the progression arrangements under the new system: market factors; general competence; and in year performance against objectives and conduct against behavioural competencies. 

Under the new pay system, all staff have a pay review and the pay rate is adjusted if necessary to reflect market pressure, increased competence and delivery. Time in post and career breaks do not exclude staff from a pay review, although it might not result in a pay award. Pay reviews are based on the discussions in the annual appraisal, but staff have the right to appeal if they dispute the applied award. Individual pay decisions are made by senior managers who consult with other managers, but the SMT are responsible for overseeing all pay decisions. Pay budgets are allocated to local managers (ie 2 per cent new money on top of existing paybill in each division) and the manager will be aware of where staff are in relation to the market median and the employee’s performance and competence level. Based on these factors the manager will allocate a pay increase to the employee.

Employees at the maximum will typically not receive an award. The pay process is communicated to staff as an ‘annual pay review’, not an ‘annual pay rise’ and therefore there is no assumption that everyone will get a payment, if they are considered to already be appropriately paid. 

Non-consolidated payments under new/proposed structure
The CC continues to make discretionary non-consolidated payments as a reward for high performance, based on nominations from managers. Spot awards are given as a timely thank you for a job well done on a specific task or project. The spot awards are agreed by a member of the SMT and the payment is made at the end of the calendar month. There are five levels of spot award: £100; £250; £500; £750 and £1,000. 

In addition, a Performance-related Non-consolidated Payment (PNP) is made to staff who have shown ‘Outstanding performance’ during the year. It links to a rating of ‘Outstanding’ relating to behaviour and the achievement of objectives. Managers make the PNP nomination. The PNP is available for all staff below SCS equivalent, but because it is paid to those rated as ‘Outstanding’, only between 10 and 20 per cent of staff receive the payment (compared with about 95 per cent of staff under the old incentive payment scheme). The SMT and a senior representative from the Staff Council meet annually to decide on the PNP payments. The level of payments will be decided upon based on the PNP budget and the level of contribution judged to be made. It is not expected that any individual PNP will exceed 10 per cent of base pay a constraint set by the Remuneration Committee. These non-consolidated payments have continued to be paid whist there has been a pay freeze from the fixed pot. The CC has not used this pot to award a greater number of staff during the pay freeze; it has maintained its 10-20 per cent target.

8.
Performance management system

The performance management system remained largely unchanged as a result of the new pay system. The performance year involves setting objectives in April/May, reviewing them mid year (October to November) and having an evaluation of performance at the year end (April/May), including a self assessment focused on achievements. The evaluation reviews both delivery of objectives and conduct against behavioural competencies. A Pay Committee meeting is then held to moderate pay awards when the BIS Pay Remit approval is received and the pay award is confirmed. 

Prior to 2009, the performance management system used a five box system ranging from A to D (including a B and B+) and this, as illustrated by Table 2, determined the percentage base pay increase, in addition to consideration of position in range. Each year the Remuneration Committee would agree guidelines to indicate the proportion of staff they would expect to see receiving each mark; for example: outstanding (10-15 per cent of staff); performing well (55-70 per cent of staff); Satisfactory (20-25 per cent
With the introduction of the new pay system the box markings were removed following a consultation with staff, but the other features of the performance management system remain unchanged. Under the new system, staff now receive two assessments from their line manager: a competence assessment; and a performance assessment:

· The competency assessment, which determines level of competence in role, is chosen from: Expert; Established; Developing and Underperforming. These descriptors refer to demonstrated ability and not length of service. Pay awards do not link directly to these descriptors, for example, an ‘Established’ rating does not translate into a guaranteed level of pay award. If the new pay system was fully implemented (this was halted by the pay freeze), those who are developing are expected to be below the market median, ‘Established’ clustered around the median and ‘Expert’ above the market median.

·  The performance assessment is given against objectives and behaviours and is assessed against: Outstanding (eligible for PNP award); Very good; Good; Development required; and Improvement necessary. 
Appendix 3: Pay progression at Dixons Retail PLC

1.
Key points from case study

· New progression systems were implemented alongside the appointment of a new Chief Executive and business plan.
· The new pay system aimed to create a flatter organisational structure and facilitate lateral career moves, whilst removing the focus on grade promotion.
· As a result of organisational change, the content of some roles had changed and job redesign was considered necessary to meet the future needs of the business. 

·  The change to progression arrangements was accompanied by changes to bonus schemes in line with good business practice.
2.
Background
Dixons Retail plc is a specialist electrical retailer and services company which sells consumer electronics, personal computers, domestic appliances, photographic equipment, communication products and related services. It trades through over 1,200 stores and online and it employs some 14,000 people in stores and c.1,000 people in the Retail Support Centre (Head Office), based in Hemel Hempstead. 

A new reward structure for employees was implemented following the appointment of a new Chief Executive in 2007, as part of a five point ‘Renewal and Transformation’ plan for business strategy. One of the business’s new priorities, under the third point ‘Transform The Business’, was to establish a low cost pay structure that would support a flatter organisational structure. At the time, the existing Hay-based pay system had 16 grades linked to paying people for the role rather than a direct link to the market. The different business divisions operated reward in silos, and executive and store reward was disjointed.

3.
Existing/ Previous pay system

Pay structure

The previous 16-grade structure was based on Hay job evaluation scores. Each grade had a salary range and individual market benchmarking was performed on request. In the Retail Support Centre there were issues including inconsistencies in bonus opportunities and the annual bonus plan being considered an unfair reward mechanism. 

Progression through structure

Pay increases were mainly achieved through two routes: legitimate promotion to the next pay range following a change of role responsibilities or submitting a revised job description via a Job Evaluation Committee. Under this hierarchical pay structure, there was a tendency for employees not to make lateral career moves to jobs in the same grade as their current role, instead maintaining a strong focus on grade promotion. 

4.
Reasons for making changes to pay progression

The move to broad banding was considered necessary for multiple reasons:

· A broad banding system would support a flatter organisation structure that simplifies processes. It would encourage lateral career moves and internal mobility. 
· It would simplify the job evaluation process.
· It would provide more defined and consistent reward structures. 
· Career paths would be built into job content and organisational structure to facilitate continuous succession planning and help retention.

It was considered that under a new broad banded pay structure there would be greater flexibility for pay progression and lateral career development and internal mobility. Dixons wanted to facilitate lateral moves within a flatter structure by focusing reward on skills, development and knowledge acquisition, and de-emphasising the importance of grade promotion to employees. 

5.
New/Proposed pay system 

New/Proposed pay structure

Dixons moved to broad banding in May 2009, as part of a wider organisational development change. Through job evaluation, roles in each function were mapped across into one of six work levels, each with a broad salary range. Dixons has developed its own in-house job evaluation (JE) system which references both Hay and Watson Wyatt JE systems. Benchmark positions have been established for each work level which provide guidance for line managers on where to position employees in the broadband salary structure and these anchor roles within each work level are also used for job evaluation eg WL1 Store Colleague; WL2 Deputy Store Manager; WL3 Store Manager; WL4 Regional Manager; and WL4+ Regional Director. 

When benchmarking salaries, Dixons also consider individual experience, personal performance/contribution, internal equity, external market pressures, risk of leaving the company and any historical arrangements. The anchor roles are referenced annually to the market.
The content of many roles have altered as a result of the organisational change and some element of job redesign was considered necessary to meet the future needs of the business. 
Roles were classified into one of six work levels (see Table 1). Within each work level there are four pay zones, with salary bands attached. The appropriate pay zone within the work level is determined through assessment of market rate, accountability and performance (See Table 2). However, in order to recruit specialists, in deeply technical roles, Dixons may need to recruit at the top of the appropriate pay zone. There is overlap between the salary ranges attached to each pay zone in order to reflect the flexibility in the system. 

Table 1: New work levels

	Work Level
	Classification & anchor roles for JE
	Example of old grade

	1
	Support roles ie administrator, secretary, store colleague, warehouse operative, cleaner
	1-3

	2
	Team leader/Specialist ie business analyst, supervisor; deputy/assistant store manager
	4-5

	3
	Manager/ Professional ie Buyer, senior analyst; Store/General Manager; Project Manager; Marketing Manager; technical consultant; operational manager
	6-7

	4
	Senior Manager/senior professional ie Finance Manager; Regional Manager; Senior Marketing Manager
	8-9

	4+
	Head of Function 
	10

	5
	Functional Director
	11-13

	6
	Executive Committee
	14+


In stores, roles equivalent to work level 1 (store colleague) include six different pay points linked to acquiring technical/product skills. 

Progression through new/proposed structure

Store colleagues are recruited on the first pay point ‘Entry Level 1’ and will complete mandatory (e.g. Health and Safety) and product training across a 12 week period. After this point it is expected that they will progress to ‘Entry Level 2’ and complete further training. After six months colleagues will progress to the next pay point, ‘Established Level’. Colleagues who wish to further their product knowledge can work through various modules and progress through to ‘Specialist Level’. Spot rates are attached to each level and salary is reviewed in line with completed training modules. The plan is to have similar, more tightly defined career and pay progression structures in the Retail Support Centre. This work has started with the Commercial function (e.g. Buyers) where a job family pay structure applies. These will evolve according to changes in the market and organisational structure. 
Table 2: Example of Pay Zone descriptions in Work Level 1 

	
	Pay Zone 1


	Pay Zone 2


	Pay Zone 3


	Pay Zone 4



	Work Level 1
	Lower relative impact compared to other roles at same WL (undertakes basic tasks and support). New to role. 
	Fully competent in role in terms of meetings objectives and WL competencies. Role progression so would normally use own judgement without regularly referring to supervisor.
	Higher relative impact compared to other roles at same WL. Technical knowledge for role is fully developed and maybe on a par with supervisor (but without accountability)
	Very high relative WL impact and perhaps rated Top Talent in succession planning. Risk of leaving impact profound to company. Possible high external market pressures. 


One of the risks Dixons faced when implementing broad banding was the perception of a lack of career progression in a six work level structure versus the previous 16 level structure. Dixons have mitigated this with the development of the career and pay progression structure linked to job families within their clearly defined roles and responsibilities. 
Non-consolidated payments under new/proposed structure

In the retail stores, bonuses now reward good customer service in recognition of the first objective, ‘Focus on the customer’, in the Renewal and Transformation strategic plan. This replaced a sales-based commission scheme that did not drive the desired behaviours. Under the previous bonus system, only some 10 to 15 per cent of the whole store population would receive a bonus. However, since the launch of the bonus linked to customer service, customer satisfaction has increased significantly and as a result bonuses are paid to c.60% of colleagues. The plan is designed to foster teamwork, good business practice and impartial advice to customers. Colleagues in a store with low customer satisfaction performance do not receive a bonus. 

Within the Retail Support Centre, to support the broad banding grading structure,  a new simplified benefit structure was designed on a cost neutral basis as far as possible. The annual bonus for work levels 1 and 2 is based on a percentage of salary as opposed to fixed monetary amounts as was previously. Many senior managers also saw their bonus potential rise from 35 per cent to 40 per cent of base salary. The bonus is payable based on operating profit, cash flow and individual performance. In addition, the bonus metrics were revised to reflect the key outputs of the Renewal and Transformation Plan e.g. management bonuses are based on UK & Ireland profit performance as opposed to business unit performance. This was designed to support the transformation and turnaround of the UK & Ireland business. The 20 per cent of the bonus based on performance against individual objectives is determined by an overall performance rating.
Dixons sought to minimise the effect of any reduction in benefits where possible through a phased implementation. Employees that had higher bonus potential compared to the new benefits structure were red circled for the 2009/10 bonus year, and after this point they were moved to the new benefit structure. Some employees were also on a higher car allowance compared to the new benefits structure. Where this occurred, the new structure applied immediately but any resulting difference in allowance was consolidated into basic salary. Where eligibility for private medical cover was reduced due to work level allocation, this was protected for one year and then moved to the new structure (see Table 3). 

This transitional period was considered operationally important and the Group Reward Director said that they expected more ‘fall out’ when the changes were communicated to employees and the notice period in which terms and conditions were red circled (2009/10) ended. However, Dixons found that the transition period helped employees get used to the change and understand the impact of it before the changes were implemented. Overall the broad banding exercise was a success for Dixons. 
Table 3: Benefits eligibility by Work Level

	Work Level
	Max. Bonus eligibility 
(% of salary)
	Benefit eligibility

	1
	10
	-

	2
	10
	Car benefit (£4,200 pa) for employees in a regional/field based role or completing more than 18,000 miles per year.

	3
	20
	Car benefit (£4,200 pa*) & private medical insurance (self cover)

	4
	40
	Car benefit (£6,200 pa) & private medical insurance (Family cover)

	5
	60
	Car benefit (£9,300 pa) & private medical insurance (Family cover)


Note: * Increases to £5,200 for employees in a regional/field based role or completing more than 18,000 business miles per year.
6.
Performance management system

Under the performance management system, individual performance is ranked from 0 to 4, with ‘2’ translating into ‘consistently delivers good performance’. An improvement plan is instigated for those rated at ‘1 ‘or below. Most employees are ranked a ‘2’. In 2010, all employees received a pay increase of 1.5 per cent, with the exception of those rated as ‘0’ (fails to deliver). This was a flat increase as it was felt that the pay pot was not a sufficient size to meaningfully differentiate increases according to individual performance. In 2010 the company achieved their profit target (pre-tax profits were up 61 per cent) so bonuses paid out. 

In 2011, the available pay pot was 2 per cent, therefore because of the bigger pay pot, Dixons felt it possible to differentiate increases based on individual performance. For example,  a ‘2’ rated performer received a 1.75 per cent pay rise; a ‘3’ rated performer received a 2.75 per cent increase and a ‘4’ rated performer received a 4 per cent rise. The intended pay pot for 2012 is 2 per cent, with the same approach applying as in 2011. Dixons operates a guideline distribution but not a forced ranking system. Employees rated as a ‘2’ or ‘3’ performer would be expected to be in pay zones 2 to 3 under the new broad banded pay structure. 
Appendix 4: Pay progression at The Met Office

1.
Key points from case study

· New pay progression arrangements at the case study were aimed at refocusing reward on recognising contribution towards organisational objectives and removing the time served guaranteed progression to a target rate
· The new reward arrangements were driven by a new business model and an overhaul of the Met Office people management strategies

· The new system of pay progression has provided a broader definition of performance including performance against objectives, capability and demonstration of Met Office values and behaviour

· A limited budget for transitioning employees across to the new pay system resulted in the organisation being unable to move employees to the appropriate pay zone. The Met Office has also not been able to progress employees through the pay system as intended, revalorise, or benchmark pay ranges to the market, due to public sector pay constraints.
2.
Background

The Met Office is the UK’s national weather service. It is a trading fund within the Department for Business Innovation and Skills, operating on a commercial basis with set targets. It employs more than 1,800 people across 60 global locations. 

In 2009, the Met Office moved from its longstanding broad banded pay and grading structure with progression based on performance against objectives and length of service to a shorter, role-aligned structure linked to market rates, with progression based on contribution and performance.
3.
Existing/ Previous pay system
Pay structure

The pay system prior to 2009 consisted of five broad banded grades (or Job Levels), covering all staff except the Senior Civil Service. The salary ranges within these overlapped by more than £2,000 at every level and the higher the grade the greater the overlap, for example, the second highest grade and the highest grade overlapped by £5,100. All of the five grades were used although in the lowest grade there were very few jobs placed within it. 
Pay band spans became increasingly wide, the higher the grade. For example, at the lowest grade, the minimum was £12,800 and the maximum was £15,400, making the salary band width £2,600, however, at the top of the grading structure the band width was £27,500. There was on an exceptional basis, flexibility to recruit anywhere within the broad band on a case by case basis. 
Progression through structure

Pay progression was determined through a performance rating based on the achievement of objectives and through service. The service element enabled an employee with satisfactory performance and eight years’ service within a role to automatically be moved to a target rate. There was no formula for determining the target rate for each role; with it being set according to affordability and the target rates were not linked to the market median. In general the target rates were approximately mid way up the bands. 

Progression based on performance was controlled though the application of a performance matrix, which gave the highest performers and employees furthest from the target rate the largest pay increases. For those employees who had reached their grade maximum, the only scope for progression available was through promotion to the next job level or a non consolidated award. The salary ranges attached to each of the five job levels would be revalorised equally where affordability enabled revalorisation. 

4.
Reasons for making changes to pay progression

The move from a pay progression system based on performance and length of service to a structure that emphasised contribution and skills was considered necessary for the following reasons:

· The Met Office wanted to respond to Cabinet Office guidelines encouraging all government departments, including trading funds, to reward staff for the contribution they make. In order to do this it needed to define the required contribution before appraising staff on what and how skills are applied in the role.
· The Met Office wanted to remove the time served element of pay progression and focus on recognising contribution towards business organisational objectives 
· A move away from a rigid grading structure to job roles would mean increased flexibility as anyone could apply for any job if they had the required skills and or capability.

· A reduced hierarchy through the removal of job levels would mean there would be less need to refer routine issues upwards

· The reward system would be more transparent and flexible in terms of the link between performance, pay, the market and contribution, and career progression options would be more clearly defined. 

· Shorter pay ranges could also be more easily aligned to market pay rates and would ensure greater pay equality as the old time served pay system brought diversity and equal pay challenges and risks. 
· Through demonstrating a level of contribution in relation to the role and job requirement, individuals would progress through their pay range appropriately rather than potentially being awarded automatic rises after eight years’ service. The movement to the target rate after eight years under the old pay system weakened the link to performance as, for some individuals who had only maintained ‘satisfactory’ performance during the eight years service, the increase to the target rate could be fairly considerable. 

5.
New/Proposed pay system 
New/Proposed pay structure

In 2008, the Met Office changed its people management strategies which changed the way staff were performance managed and also recruited and appointed through assessment. The driver for this change was meeting the Met Office’s new business model, which included a culture change towards recognising staff contribution and providing staff with an environment where they can excel through organisational excellence. A traditional graded civil service pay system is considered incompatible with a system which operates around staff contribution and their impact on the business and its outcomes.
The first stage in implementing the new pay system was describing all the professions within the Met Office and the different job levels within the professions. Some 13 different professions were identified (See Table 1), with the leadership and management professions sitting across the rest of the professions and business administration supporting all the professions. Once all the professions and the skills and capabilities that were required at the different levels had been described, each Head of Profession was able to identify the roles that were needed in each of the professions, for example, in the Operational Meteorology profession, the following role are required: Trainee Forecasters; Forecasters, Specialist Forecaster; Forecaster Team Leader; Deputy Chief Forecaster and Chief Forecaster. Each of these roles has a defined purpose, accountability and required level of professional skill. Each role was evaluated using JEGS (the Civil Service Job Evaluation and Grading Support Scheme) and given a JEGS score by HR, line managers, and trade union representatives. Some 130 generic roles were agreed upon and benchmarked against the market, using slightly below market median pay levels, creating 130 separate pay ranges. 

Table 1: Professions framework
	Leadership and management

	Business Administration

	Internal Audit
	Assurance
	Communications
	Finance
	Human Resources
	IT & Engineering
	Legal & Procurement
	Library & Archive
	Operational Meteorology
	Project & Programme Management
	Sales & Marketing
	Science & Engineering


The salary ranges for each generic role were determined in reference to the role evaluation and benchmarked against external and internal market data, using national and local salary surveys and, for example, academia benchmarks for the Science profession. This benchmarking exercise was planned to be repeated regularly but Civil Service pay restraint has removed the need to repeat this exercise as there are no funds to alter pay ranges if deemed necessary. 
Each pay range is divided into three pay zones: a development/entry zone, contribution zone (the market median falls mid way within this zone) and a high value zone for the exceptionally skilled (see Figure 1).

Figure 1: Illustration of new pay progression system 
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Progression through new/proposed structure

Under the new pay system, as an employee’s capability/skills and impact on the business increases, pay should progress in recognition of this. Staff move between the zones through demonstration of the performance against objectives; capabilities and demonstrating Met Office values and behaviours (if the pay budget is sufficient to facilitate progression). No guidance is given on the length of time it will take to reach the market median as progression is based on capability and contribution. Employees who reach the high value boundary, will receive a non-consolidated pay award, but as this is yet to occur, the details of this are still to be clarified. 

The pay ranges for each generic job role were published and declared independent of each other, in the sense that the salary ranges would not all be revalorised by the same amount each year (affordability allowing) as under the old pay system and rather rises would be informed by the market for that role. In April 2009, employees were mapped across to the new pay structure on their existing salary or to the minimum of the development zone of the new pay range if it was higher. Some staff had to be red circled due to earning above the high value maximum. The assumption was that over time, employees’ pay level would match their contribution level and staff would be moved closer to the market median. Through transition the majority of staff now find themselves in the development zone (approximately 60 per cent) even though they had been performing the role long enough to prove they were fully contributing. This occurred because the organisation did not have the funds available at the time of transition to move people to the pay zone commensurate with their level of contribution. 

Employees that are currently in the high value zone are likely to be there through legacy transition rather than by design. In other words, some staff who have found themselves in the high value zone through legacy pay would not necessarily be high value to the organisation, in the same way that people in the developing zone could be fully competent (these could even be high value people), but their transition salary was below the contribution zone..
Explanation booklets were produced for employees entitled ‘Achiever – Make a Difference to the Met Office’, which explained the changes to reward, performance management and pay progression and the reasons behind the change. 

5.
Performance management system
Pay progression is linked to an assessment of individual contribution conducted through the performance management system (see Table 2). From 2008, staff have been appraised on three separate categories, which allow for a wider definition of ‘performance’: 

7. performance against objectives

8. capabilities( applying and developing knowledge and skills); 

9. demonstrating Met Office values and behaviours. 

A matrix is used to assess contribution and there are four possible ratings: exceeded expectations; met expectations; partially met expectations and unsatisfactory. These ratings measure the above three different categories. An overall rating is then awarded which measures the impact of the success or otherwise of the three categories (the contribution rating). Under this system it would be possible for an employee who might not be meeting the capability and skills requirement but is achieving their performance against objectives and demonstrating the values and behaviours required, to be rated as ‘meeting expectations’, if performance and values carry the biggest weight and have the most impact on business outcomes. 
For some professions, this change in performance management was difficult to accept, for example, with some sectors of the science community preferring strict calculations for determining pay rises, however, this new method does not involve a calculation and instead is an assessment of an individual’s contribution and their impact on the business outcomes. This involved a culture change, with less focus on process and more emphasis on assessment against the three criteria. This took some time to embed but now staff can see the relevance of the assessment and there is clarity around the incentive to make additional efforts and demonstrate increased capability/skill to fulfil the requirements in order to progress, whereas the previous time served system allowed staff to ‘coast’ along, and still achieve pay progression. 

Table 2: Illustration of performance management system
	
	Contribution assessment
	

	Criteria
	Unsatisfactory
	Partially Met Expectations
	Met Expectations
	Exceeded expectations

	Performance against objectives
	Not met objectives 
	Met most objectives
	Met all objectives
	Exceeded objectives

	Capabilities (knowledge, skills and experience)
	Not developing/applying their capabilities
	Developing/applying most of their capabilities
	Developing/ applying all capabilities as expected
	Exceeded development/ capability expectations

	Values and behaviour
	Not met minimum standards, significant improvement required
	Met most minimum standards, improvement required
	Met all minimum standards
	Met minimum standards and is seen as a role model


Appendix 5: Pay progression at a County Council

1.
Key points from case study

· Progression through the existing pay system is based on time served and the ability to withhold increments for unsatisfactory performance is not widely used

· Under the existing system some 63 per cent of staff are at the top of their pay scale with no opportunity for further progression, other than through promotion

· The aim of a contribution based pay system is to focus on measurement and reward contribution rather than service

· A contribution based pay system requires a robust performance management system to support it

· Movement to a contribution based pay system would potentially offer the council savings on the current paybill of around £200,000.
2.
Background

This County Council has opted out of the National Joint Council (NJC) for Local Government Services and instead adopted local pay, in consultation with its trade unions. The council employs about 12,000 staff including school staff, however, the pay system discussed below covers only 3,200 staff (excluding schools). 

The council applied zero Cost of Living increases in both 2009/10 and 2010/11. It is also currently consulting with the trade unions on 0 per cent for 2012/13. The council is 30 per cent unionised. It introduced a new online performance management system in 2011. The council is also currently negotiating with the trade unions on a movement to contribution pay for all, away from time-served incremental progression. 
3.
Existing/ Previous pay system

Pay structure

The existing pay system has 12 main ranges, with five fixed incremental points within each range
. The width of each pay range varies, it is neither a standard amount, nor a consistently increasing amount (see Table 1). There is inconsistency between the ranges, particularly at pay ranges 1B and 2, which are wider than ranges 3 to 5. This was due to the move to local pay and the move across from the NJC pay scales to local pay ranges. Compared to the minimum of the range, an employee moving up incrementally through pay range 1B will receive a total pay increase of 18 per cent compared to their starting salary, over double that of an employee on pay range 3, 4, 5 and 12. There are no overlaps between pay ranges. 
In addition to the inconsistency in the width of the pay ranges, there are also significant differences in the value of each incremental step within the pay range. The biggest difference is within pay range 2, in which there are two incremental steps of approximately £750 followed by two steps worth about £350 each. Pay ranges, 3,5,6,7,9,10, 11 also have considerable variations in the values of the incremental amounts.
Table 1: Existing pay system

	Pay range
	Minimum £
	Maximum £
	Width of pay range £
	Total increase (as a % of minimum)
	Value of increments between min and max

	1A
	12,319
	13,605
	1,286
	10.4
	12,964

	1B
	14,246
	16,825
	2,579
	18.1
	14,892

15,539

16,177

	2
	17,545
	19,739
	2,194
	12.5
	18,287
19,042

19,394

	3
	20,092
	21,736
	1,644
	8.2
	20,444
20,793

21,265

	4
	22,147
	23,976
	1,829
	8.3
	22,615
23,082

23,534

	5
	24,412
	26,516
	2,104
	8.6
	24,861
25,297

25,908

	6
	27,116
	29,866
	2,750
	10.1
	27,718
28,308

29,092

	7
	30,641
	34,097
	3,456
	11.3
	31,416
32,187

33,135

	8
	35,042
	38,975
	3,933
	11.2
	35,992
36,946

37,968

	9
	39,994
	44,642
	4,648
	11.6
	41,004
42,030

43,358

	10
	45,947
	51,383
	5,436
	11.8
	47,255
48,561

49,975

	11
	52,801
	58,136
	5,335
	10.1
	54,212
55,627

56,882

	12
	59,397
	64,406
	5,009
	8.4
	60,645
61,900

63,148


The current total pay bill is £98.2m based on March 2011. This figure excludes casuals, home carers, senior management grades, staff on local pay and vacant posts. Under the current pay system, a cost of living increase of 1 per cent and incremental movements impacts the pay bill by £2.2m or 2.2 per cent. Table 2 illustrates the impact of a 1 per cent and 2 per cent Cost of Living increase and increments on the current pay bill.
Table 2: Cost of living and increment impact on paybill

	
	Increase to pay bill

 £000s
	% change to 
current pay bill

	1% Cost of Living increase
	995
	1.01

	Increments*
	1,170
	1.19

	Total/Change
	2,165
	2.20

	2% Cost of Living Increase
	1,990
	2.03

	Increments*
	1,170
	1.19

	Total/Change
	3,160
	3.22


*Note: The cost of increments does not allow for savings achieved through newer staff recruited on lower pay rates than exiting staff. 
The Senior Appointments and Pay Award Committee, which consists of the Council Leader, Cabinet Members and a cross party group set the annual Cost of Living increase, with union consultation. This process includes financial modelling based on sector benchmarking, recruitment and retention trends, market analysis, inflation and affordability. Members will confirm the uplift level and it is applied for payment from 1 April.

Progression through structure

Progression within the salary range is ‘de facto’ automatic and based on time served. There is flexibility within the structure to withhold increments for unsatisfactory performance or award a double or ‘merit’ increment in recognition of exceptional performance, but in practice this is inconsistently applied across the council and even unsatisfactory performers still receive their increment. 
Currently, when an individual reaches the maximum of the pay range, no further pay award is possible, unless the pay range is increased by a Cost of Living amount, or the individual is promoted to the next pay range. Currently some 63 per cent of staff sit at the top of their pay range and 8 per cent are on the minimum (see Figure 1).

Figure 1: Incremental progression under current system
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Non consolidated pay under existing/previous system
The system also allows for ‘honorarium’ payments in situations where an employee undertakes the duties of a higher graded post, where the post is either vacant or the postholder is on a long term absence. This payment is typically the difference between the job rates
4.
Reasons for making changes to pay progression

A change to the current pay structure was considered necessary for multiple reasons:

· Pay progression is driven by time served

· There is no opportunity for pay progression for individuals at the top of their pay range (accounting for 63 per cent of non-schools based staff)

· Although increments can be withheld, in practice, individual pay levels are maintained regardless of performance

· The current structure does not recognise individual performance or differentiate reward in terms of contribution to the objectives of the council or the way in which the objectives are delivered

· There are no opportunities to recognise people who excel in their position for whom promotion to managerial level is currently the only option

· There is an inconsistent and non-equitable approach to the use of honorarium payments leading to uncontrolled increases to the pay bill. 

These factors have led to an increasing paybill which is considered ‘difficult to control and no longer sustainable in the current climate’.

In February 2010, the council took the decision to explore the introduction of a Contribution Based Pay system (CBP). The new system would aim to:

· control costs

· reward desired performance and behaviours

· focus on measurement and reward of contribution rather than time served

· enable a strong governance framework

· be transparent and straightforward to administer

· increase productivity

The council commissioned a reward consultancy to support the design and implementation of a contribution based pay framework. The work identified that a contribution-based pay system would require a ‘robust and accurate performance management’ system and that the existing appraisal system was inadequate to support this. 

The council is currently modelling its proposals and negotiating with the trade unions on a move towards contribution-based pay. Prior to any formal recommendations, research is required to clarify pay scales for equivalent jobs in neighbouring authorities and further modelling of the cost implications is required. In principle, the council is aiming to implement contribution based pay for all employees (with the exception of school based staff) in April 2013.  
5.
New/Proposed pay system 
New/Proposed pay structure
The key considerations for the council on a new pay system include the width of the pay ranges; the midpoint differential (the difference between adjacent range midpoint values); and the degree of overlap between ranges. Currently none of these considerations are consistent in the local pay system. Any change in the width of the pay range will impact on the position of the competent point; the value of the gap and therefore the amount on which inspirational and exceeding payments are based; and the consolidated paybill.

The contribution-based pay system proposes to retain the existing pay ranges, with three key points: Entry, Competent and Advanced, and in which the salary of an employee can be at any point between the Entry and Advanced points. Position within the range and progression will be dependent upon contribution to the organisation identified through the new performance management system. The Competent point will be the expected rate for successful performance.

Within the proposals, it was established that some key areas needed to be agreed during the development phase and then remain fixed to form the basis of the contribution based pay framework. These key areas are:

· The width of the pay bands and whether these should be standardised to enable consistency in the position of the competent point.

· The position of the competent point in relation to the width of the pay range

· The basis for calculating the pay award for exceeding and inspirational performance.

· Confirmation of the relationship between the payment for exceeding and inspirational performance

· Whether all payments below the advanced point should be consolidated or ‘exceeding’ or ‘inspirational’ payments above competent point should be paid 50 per cent consolidated and 50 per cent non consolidated. 

· Whether payment of non-consolidated amounts should be either a monthly amount or a one off lump sum

· Whether movement from below the competent point should be ‘to’ or ‘towards’ the competent point, meaning whether there is a cap on the payment available. 

In contrast to these fixed characteristics, in order for the proposed pay system to remain flexible and to enable pay bill control, there needs to be market alignment and the specific amount payable for exceeding and inspirational performance needs to remain flexible, so changes can be made on an annual basis.

Options

Three main options are being considered for revising the pay ranges, these are:

· Option 1: Retain current maximums and revise minimums of all pay ranges

· Option 2: Retain current minimums and revise maximums of all pay ranges

· Option 3: Resize all pay ranges using a consistent formula
See Table 3 for a summary of the benefits and limitations of each option. 

Table 3: Summary of Options

	Option 
	Benefits
	Limitations

	Option 1
	· Provides consistent internal width of pay ranges (as a per cent of the advanced point). 
· There would be no change to the current maximums of the pay range
· The competent point can be set at a fixed percentage of the width of the pay range and the amount payable for Inspirational and Exceeding performance could be based on the ‘gap’ between competent and advanced points, as this would be consistent and would gradually increase with each pay range. 


	· There would be increases or decreases to all the entry points.

· Increases to the entry point would have implications for the pay bill in relation to new starters. 
· There would be an overlap between the advanced point of lower pay ranges and the entry point of higher pay ranges in a number of grades
· Maintenance of the differentials would depend on standard changes to all pay ranges, therefore if external pressures required changes to be made to some ranges, the ranges could become uneven.

	Option 2
	· Provide consistent internal widths of the pay ranges as a percentage of the entry point. 
· There would be no change to current minimums of the pay ranges 
· The competent point can be set at a fixed percentage of the width of the pay range.
·  The amounts payable for Inspirational and Exceeding performance could be based on the gap between the competent and advanced points as this would be consistent. 
	· There would be increases or decreases to all the advanced points 
· Increases to the advanced point would have implications on the consolidated paybill, but only for staff who achieve exceeding or inspirational ratings – if part of their payment was consolidated (to the new advanced point). 
· Decreases to the advanced point would impact staff currently above the new advanced point and the options for pay progression would need developing, for example, red circling pay and potentially making all payments non consolidated during the red circle period. 
· There would be an overlap between the advanced point of lower pay ranges and the entry point of higher pay ranges 

· Maintenance of differentials would depend on standard changes to all pay ranges, with any external pressures potentially causing ranges to become uneven. 


	Option 3
	· Using a formal calculation would provide consistent internal width of pay ranges 
· The competent point could be set at a fixed percentage of the width of the pay range. 
· The amounts payable for inspirational and exceeding performance could be based on the gap between competent and advanced point as this would be consistent. 

· There would be a consistent increase between the advanced or entry points of consecutive pay ranges
	· The entry and advanced points of all ranges would change by varying amounts due to the variance in existing pay scales. 
· Increases to the entry point would have implications for the consolidated pay bill in relation to new starters

· Increases to the advanced point would have implications for the consolidated pay bill, but only for staff who achieve exceeding or inspiration ratings 

· Decreases to the advanced point would impact all staff currently above the new advanced point and red circling may be needed. 
· Some current employees would be on pay points outside of the revised ranges

· Any changes to either end of the pay range would impact the value of a competent point based on a percentage of the pay range.


A decision still needs to be taken in principle on whether payments above the competent point for exceeding and inspirational performance should be split 50/50 consolidated/non consolidated. If this was done the rise in the consolidated paybill would be slower and there would be less potential for one particularly good year of performance to inflate an employee’s consolidated pay straight to the advanced point. However, depending on the available pot and the percentage of employees achieving a performance rating above successful, the actual amounts payable for exceeding or inspirational performance may be relatively small and splitting the payment consolidated/non consolidated may emphasise the limited size of the payment. 

Table 4 illustrates the impact of various Cost of Living increases and increments on the current pay bill under the proposed contribution based pay system, using an illustrative performance rating distribution of 5 per cent of employees rated as Inspirational; 20 per cent as Exceeding; 65 per cent as Successful; 8 per cent at Needs Development and 2 per cent as unsatisfactory. 

Table 4: Cost of Living increases and increments impact on paybill

	Change
	Increase to 
paybill
	% change to 
current pay bill

	1% uplift  - CBP £=50% and ££=100%
	1,930
	1.97

	1% uplift  - CBP £=25% and ££=50%
	1,610
	1.64

	2% uplift  - CBP £=50% and ££=100%
	2,630
	2.68

	2% uplift  - CBP £=25% and ££=50%
	2,310
	2.35

	3% uplift  - CBP £=50% and ££=100%
	3,350
	3.41

	3% uplift  - CBP £=25% and ££=50%
	3,010
	3.07


Note: Where £ = increase for Exceeding performance and ££= increase for Inspirational performance. 
%= % gap between competent and advanced point i.e. An Exceeding payment is calculated as 50 per cent of the gap between the Competent (£25,297) and Advanced Point (£26,516) generating a rise of £609.5. 
Progression through new/proposed structure

In November 2011, it was suggested to the trade unions that the proposed new pay system could standardise the pay range widths by amending the minimum for the existing pay ranges in relation to the current maximum (Option 1). 

The position of the competent point has significant implications. This is the point at which employees with successful performance will move to over time. The higher the position, the lower the relative drop for those people currently on the maximum, who with continued successful performance, will move towards the competent point. However, the higher the competent point, the higher the consolidated paybill. Currently, it is considered that the gap between the competent point and the advanced point will be used to determine the award for exceeding and inspirational performance, the nearer the competent point to the advanced point the smaller any award based on this gap would be. 

The November 2011 discussions also proposed that the competent point should be moved to an agreed standard position within the pay ranges. This will be based on modelling and benchmarking of other local authority pay, but under current modelling assumptions the competent point is considered the third incremental step. Positioning it at the third incremental step, however, has implications which are not sustainable. For example, the third step is not a consistent position within each pay range; the position of the third incremental step in pay ranges varies between 42 per cent and 68 per cent of the total width of the pay range, which is not explainable to employees. Also in eight of the current pay ranges the 3rd incremental step is less than halfway up the pay range and in some ranges, the relative market position of the third incremental step may be detrimental to recruitment. The council is therefore considering options of moving the competent point to a consistent position within pay ranges at either 50 per cent of the total pay range; 60 per cent of the total pay range or 70 per cent of the total pay range. 

It was proposed that the amounts paid for inspirational and exceeding performance are based on a percentage of the gap between the competent and advanced points for each pay range, if the pay ranges are standardised, or if the current pay ranges are retained, the amounts will be based on a percentage of the competent point for each pay range.

It was also proposed that the value of the ‘inspirational’ pay award is double the value of ‘exceeding’. A decision also still needs to be taken in principle on whether successful or higher performance will guarantee a move to at least the competent point, or whether a cap should be imposed, for example, no move greater than the value of an inspirational payment. An illustration of the proposals is shown in Figure 2.
Figure 2: Progression through proposed new structure
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Table 5 illustrates how individual ratings may affect pay using current modelling assumptions.
Table 5: Pay progression under proposed structure
	
	Entry
	Competent
	Advanced

	Inspirational
	Move towards or past Competent (££)
Min. move is the competent point

All pay to comp point is consolidated

If move takes pay above comp point 50% of (££)above the comp point is non consolidated

Annual uplift applied


	Move toward Advanced. (££)
50% of (££) award is consolidated payment (unless 50% takes pay to Advanced point above which all payment is non consolidated)

50% of award is lump sum

Annual uplift applied.
	Remain at advanced

Annual uplift applied

Non consolidated pay award (££)

	Exceeding
	Move towards or past competent (££)
Minimum move is to competent point

All pay to comp point is consolidated

If move takes pay above comp point 50% of (£) award above the comp point is non consolidated

Annual uplift applied
	Move toward Advanced (£)
50% of (£) award is consolidated payment, unless 50% takes pay to Advanced point above which all payment is non consolidated

50% of award is lump sum

Annual uplift applied
	Remain at Advanced

Annual uplift applied

Non-consolidated award (£)

	Successful
	Move to competent

Annual uplift applied
	Remain at competent

Annual uplift applied
	Small movement

½ annual uplift or no annual uplift

Drop below Advanced

Minimum possible is Competent point. 

	Needs development
	Stay at entry

Annual uplift applied
	Small movement

½ annual uplift

Drop below Competent. 

Minimum possible is entry point
	No movement

No annual uplift

Drop below Advanced

	Unsatisfactory
	No movement

No annual uplift

Drop below new Entry
	No movement

No annual uplift

Drop below new Competent
	No movement

No annual uplift

Drop below new Advanced. 


Note: (££) Inspirational payment calculated as 100% of the  gap between the Competent and Advanced point. (£) Exceeding payment calculated as 50% of the gap between Competent and Advanced point. 
Non-consolidated payments under new/proposed structure
The new pay system would introduce non-consolidated payments for exceeding or inspirational performance for individuals at the maximum (Advanced) point of their pay range. Honoraria payments would also be removed. 
6.
Performance management

The appraisal system used by the council prior to 2011 required the setting of objectives and review by a line manager annually. There was no link to pay and it was not operated consistently, nor did it provide a mechanism for ensuring that performance reviews had been undertaken. 

A new performance management system was implemented in 2011. This involved a new automated performance management framework which provides an assessment of what has been achieved and how it has been achieved. A five-point rating scale is used to provide an overall annual rating and it is proposed that these ratings will be linked to pay under the new CBP system. The five reference points are:

· Inspirational

· Exceeding

· Successful

· Needs development

· Unsatisfactory

Objectives are set between April and June and a mid year review takes place between October and November. An end of year review and assessment must be completed by the end of April each year. The council is currently in its first year of implementation and a full review of the performance management framework will be conducted after completion of this first cycle so that any improvements can be identified and implemented. 

Appendix 6: Pay progression at a large Financial Sector Organisation

1.
Key points from case study

· Changes to the pay system were considered in order to more closely align reward with the behaviours the organisation valued, by linking pay to knowledge and skill application

· Line manager discretion has been permitted in the level of pay award that can be awarded to managers, with a cap on the level of award, through the use of a variable performance matrix. However, limited use of the available discretion has highlighted the need for greater training on applying the matrix

· Despite limited pay budgets (1 per cent), pay awards are still differentiated by performance rating, with smaller awards applied to staff above the market rate with lower performance

· The organisation historically allowed each business division to have their own performance matrix. There has been increased conformity in recent years but efficiency drives and the need for cost savings are expected to increase the need for a more specialised reward approach. 
2.
Background

This case study describes the method of pay progression in the retail network of a large financial organisation. The progression arrangements cover staff groups including staff in the retail branch network, telephony, sales, online banking and back office support functions such as risk and finance. The longstanding approach to pay progression bases individual progression upon performance and position against market rates, with the market reference salary linked to competent, fully effective performance. Every job has a salary range linked to the market. Since 2006, the organisation has also operated five regional pay bands to distinguish pay levels in London and other large cities and regional hotspots. 

In 2011, the organisation considered a move to skills-based/and or competency based progression but rejected the change proposals for reasons linked to cost and transition. 

3.
Existing/ Previous pay system
Pay structure

Under the existing pay system, there are two main job levels: junior and managerial. All jobs in the retail network are clustered into one of these levels and within each job level there are specific grades. At the junior level there are 11 job grades, each with their own salary range; and at the managerial level there are three job grades. Each salary range has a market reference point. For junior grades (equivalent to Hay points 88 to 406), the salary range is set at 87 per cent to 120 per cent of the reference salary. The salary range for more senior grades is set at 80 per cent to 120 per cent of the reference salary. The salary range is wider than for more  junior roles as more scope is needed to learn roles which are less prescriptive. Greater pay flexibility is needed within these managerial roles.

The market reference salary is set by reference to the job size and geography. The same reference salary is applied to jobs judged to be the same Hay job size, regardless of job family. There is a lack of differentiation on the market reference salary for occupations; unless market and other reasons dictate a premium is required for a certain role. This approach reflects the market and also avoids creating an ‘internal market’. Jobs are tested against the market each year. 

Managers are free to recruit anywhere within the appropriate salary range, which provides for flexibility to respond to the local market and the experience of the individual at recruitment. Competent performers are expected to progress to the reference salary within five to six years, based on individual performance which is deemed to be ‘meeting objectives’. Those above the market rate are expected to be ‘experts’ or well established professionals. 

Each grade within the junior grades have between three and five regional zones. Changes to these regional zones are made in reference to labour market changes, turnover, attrition and external competition. The market reference salary for each salary range varies by regional zone to account for regional pay differentiation. 

Progression through structure

A fixed matrix (negotiated with the Trade Union) determines the pay rise of individuals in the junior grades, based on performance and position in the salary range. There is no separate annual cost of living adjustment applied to the salary ranges. Performance is marked out of five box markings and position in salary range is determined by the actual salary divided by the reference salary. Zero increases are always applied to low performers (box markings of ‘1’ or ‘2’). For each job, a minimum salary, reference salary and a maximum salary is published. If an award takes the individual over the reference point, the full increase is still awarded. 

For managerial grades (equivalent to Hay points 496 to 702), performance-related pay is more variable and the matrix used to determine individual pay awards is variable and provides a range of increases that a manager can use.. Discretion is permitted in the level of pay award that can be applied, with managers having the discretion to award a zero per cent rise, even for high performers low in the salary range. There is, however, a cap on the level of award that can be applied. Above the managerial grades (jobs rated at 702 Hay points and above) there is no prescriptive guidance given on salary ranges and no progression matrix, but guidance benchmarks are provided. There has been a pay freeze applied to jobs of this size since 2011. 

The variable matrix for managerial grades was introduced for the first time in January 2012. However, the new discretion available to managers was not widely used, with managers typically using the midpoint of the guide to determine individual increases. More line management training is needed on applying this variable matrix effectively.

In the 2012 pay award, a small budget of 1 per cent was available for pay rises. Despite this limited budget, pay awards continued to be differentiated by performance, with smaller awards applied to those above the market rate and with lower performance, so that more funds could be directed towards those lower in the salary range (<87 to 99 per cent of reference salary) and top performers. In 2012, some 50 per cent of the retail network population did not receive a pay increase. 
Mid year increases, outside of the annual pay review, are generally only awarded where there is a promotion. In recent years there has been a move towards greater conformity on salary ranges and on the salary progression matrix used across the business divisions, as historically, each business division used to have their own performance matrix, which meant different percentage rises were awarded to equal performers in different business divisions. However, despite this increasing conformity, the organisation expects to see a return to greater differentiation as different strategic drivers within business divisions, such as efficiency and cost savings, foster a need for a more specialised approach to reward.

Pay progression is not cost neutral in the organisation as it typically has to pay more to replace staff than it would have been paying existing staff in order to attract new hires. It is finding that it is increasingly recruiting above the minimum, particularly for more senior roles. But currently turnover is relatively low. 
Non consolidated pay under existing/previous system
Employees with satisfactory performance are eligible for a payment under the direct incentive scheme. This incentive bonus is paid quarterly and the amount depends on how well objectives have been met, in line with grade and job role. The bonus is a percentage of salary and caps vary depending on role type. An individual may be behind the reference salary in terms of base pay but on total cash the employee may be being paid ahead of the market. The average base salary compa-ratio (actual salary/reference salary) in the retail network is 102%.
4.
Reasons for making changes to pay progression

In 2011, for the junior grades, the organisation considered a move to spot rates under a skills-based progression system. This change to progression was considered necessary for the following reasons:

· The organisation questioned whether reward was properly aligned to its business strategy and was rewarding the behaviours the organisation valued. 

· The current pay system is considered too complex

· For junior, front-facing roles there are multiple pay points for the same job due to different awards being applied through the performance matrix and the rates upon which people were individually hired. Whilst these salaries are different, there is limited differentiation eg £50

· There is no consistency being applied on salary at recruitment. 

· It can take between three to four years for junior, front-facing post holders to reach the reference salary for their role, but they are usually fully competent within six months as these roles are typically quite prescriptive. 

5.
New/Proposed pay system 

New/Proposed pay structure

To improve the method of pay progression for the junior grades, the organisation considered two models of progression system. For the first model it considered, it looked at other organisations which have large volume roles where the jobs are relatively prescriptive, for example, it examined the pay progression system for retail partners at John Lewis. Based on these observations, the first model the case study organisation considered was a simple three spot rate system (see below), in which progression was based on obtaining skills that were relevant to the job role and valued by the organisation:

Developing rate ( Competent rate ( Advanced rate. 

The second model the organisation considered had a similar core concept but the method of progression was different. It represented a move away from the existing performance based progression to a focus on the competencies of the individual, using a competency based matrix which would award a rise depending on competence level and whether the individual was on the ‘developing’, ‘competent’ or ‘advanced’ rates (see Table 4). Progression at the developing level would have a cap set at, for example, 92.5 per cent of the competent rate and pay rises would be awarded based on the competence level. A shorter differential between the developing and competent rates would be applied where the role was easier to learn, however, it was considered that there had to be a meaningful rise when moving from the developing rate to a competent rate. Caps would be placed on the percentage increase, so, for example, for staff on the ‘developing rate’ whose pay award meant that their base pay exceeded the ‘competent’ rate would receive the portion of the award that exceeded the ‘competent’ rate as a non-consolidated and non-pensionable payment. Movement between the developing, competent and advanced zones would occur as competencies increased.

Progression through new/proposed structure

Under the first proposal, it was suggested that staff would be recruited on the ‘developing’ spot rate and would remain there for six months before progressing to the ‘competent’ rate, for which progression assessment criteria would need to be defined. Movement to the ‘advanced’ rate would occur only where there was a business need for additional skills; for example, a member of staff in the telephony service, who can speak more than one language would be moved to the advanced rate if the business had a requirement for this skill. Outside of this progression, it was proposed that rises would only be applied to the spot rates where the market necessitated a rise. Alongside this spot rate system, opportunities for variable pay through the existing bonus system would still exist, which would reflect performance. 

The benefit of the first model was that it was considered to be simple and easy to administer. It would be a fair and transparent system as all staff would receive the same increases up to the competent rate, and the pay increases would be applied to ‘the right people’ in terms of those who offered the skills for which there was a critical business need. However, this system was also considered costly as rather than it taking a number of years to progress to the reference point, employees would do this within six months. The organisation also struggled to define what ‘competent’ looked like. There was also concern that if the organisation changed a job role, albeit even slightly, staff would expect a new higher spot rate and it feared that this system could foster an entitlement culture. The organisation did not want to be bound by the set spot rates, which it thought would limit its ability to respond to the market and internal relativities. 

It was thought that the second model offered the opportunity for pay to be similarly managed but in a more cost conscious way. The additional flexibility between the three rates under the second model removed the sense of entitlement that may occur with the three point system of the first proposal. The organisation identified that an issue with this proposal would be that because there is long tenure in the junior grades (ie. greater than 10 years’ service), many employees would sit above the competent rate upon transition to this new structure. For example, it was modelled that some 50 per cent would not receive an increase under this progression system as this would take them over the competent cap. It was thought that this would disengage the front line staff. 
It was also considered that it was not the right time culturally to introduce this change in recognition of the requirements of staff in future. This change was considered too disruptive, particularly with potentially half of employees predicted to be unsatisfied with the change. Maintaining a matrix system of pay progression was, however, considered to allow the business to respond to its budget more effectively, as the percentage increases within the matrix can be changed to suit the budget. 

Establishing a focus on competencies would have represented a significant culture change in the organisation and it was thought that it would be a challenge to get employees to fully understand that under the new system it would be possible to be judged competent but not performing or equally judged to be performing but not yet fully competent. This move away from pay for performance towards competencies would have allowed the organisation to more directly link pay to knowledge and skill application.

After consideration of these options the organisation decided to refrain from implementing either change and instead the only modification to the existing system that was implemented was the variable increases for managers under the performance matrix.

Table 4: Illustration of proposed pay progression system
	Rating based on competency
	% Increase below developing rate cap

(92.5%)
	% Increase at competent rate
	% Increase below advanced rate cap 
(105-110%)

	1
	4
	3
	2

	2
	2
	1
	0

	3
	1
	0
	0

	4
	0
	0
	0

	5
	0
	0
	0


6.
Performance management

The existing pay progression system is based on performance against objectives. For many of the junior roles, the jobs are very prescriptive but the 2012 performance management system has produced a shift in culture from a focus on recognising and rewarding behaviours around ‘what’ an individual has achieved to ‘how’ they have achieved their objectives i.e. more behavioural based criteria. It is considered relatively simple to mark employees on their fulfilment of objectives but it is thought upskilling is needed for managers to award behavioural markings. 

There is not a forced distribution on performance rankings, but there is the expectation that the box markings will produce the standard bell curve. Prior to 2012, there used to be peer relativity, which would mean that colleagues were compared on how well objectives were met in order to receive an appropriate ranking. Now, as long as an employee meets their objectives they will be awarded the appropriate ranking without reference to their peers. 

8 Appendix 7: Pay progression at a University
1.
Key points from case study

· The introduction of a career and salary structure for professors has provided greater clarity around how pay progression is managed for this group.

· Changing the culture of the organisation and improving communications around performance expectations has helped remove the sense of entitlement towards one-off performance related payments and additional base salary increases.

· Decisions on payment of base salary increases and one-off payments are now made away from the actual performance conversation to improve the quality of the appraisal.

2.
Background

The pay spine for non-clinical academic staff is agreed nationally, although the grades shown against the salary spine, and the salary points used on the spine, have been locally agreed by the University. The pay spines for professorial staff and support staff are locally set. The support staff pay spine and structure is compared to local competitors for staff (including other universities). The professorial pay spine and scales is designed to be competitive with salaries paid in leading research universities nationally (particularly the ‘Russell Group’ of UK universities) and internationally.

3.
Existing/ Previous pay system
Pay structure

The existing pay system has 10 main grades. Grades 1 to 5 cover support staff and comprise one long pay spine. The second pay spine, related to non-clinical academic and related staff, covers 36 points within four grades: Grades 6-9. Grade 6 is relatively short and Grade 9 is relatively long, with Grades 7 and 8 being the same length (see Table 1).Although the spine is agreed nationally, the grades against the spine are locally agreed and the University does not use all the points available. For example, five of the 12 points in Grade 7 are not used. 
The previous pay arrangements for those in professorial posts was that each professor was paid an individual salary, agreed between them and the university.
Progression through structure

Each band in the Support Staff pay spine contains a number of competency increments (three in Grades 1 and 2 and six in Grades 3, 4 and 5). Employees in the Support Staff pay spine receive one increment each year based on length of service in the grade and the individual having gained the necessary knowledge and skills. After the final competency increment, there is a contribution threshold, beyond which an increment is only paid if the staff member is considered to have performed ‘beyond doing the job well’ (it is the philosophy of the university that staff are paid their salary to do the job well). Staff may also receive a performance payment for doing the job ‘beyond well’ and the university anticipates that one in five staff will receive a performance based pay award each year, and there is a budget limit of 1% of the pay-bill. For staff on this pay spine, the performance payment is in addition to:

· the existing salary

· a competence increment, if applicable

· any across the board pay award

Payment is provided as:

· an additional increment (on top of a competence increment) up to the contribution threshold and/or

· a contribution increment above the contribution threshold 

· and/or a lump sum one-off payment.

Each grade on the second pay spine, related to non-clinical academic and related staff, has a contribution threshold and salaries progress each year(subject to doing the job well) through an increment until the threshold is reached. The award of increments above the threshold is dependent on the individual having displayed exceptional performance. Again, there is a budget limit of 1% of the pay-bill. Each new grade starts at the level of the contribution threshold of the previous grade.

Due to the University not using all of points on the pay scale, with some points not being used at all, there are some large pay movements, particularly at Grade 7. For example, there is a leap of over £3,000 between two points used compared to the more usual consecutive point difference of £1,000-£1,500. This is deliberate, to provide significant and competitive salary progression to the contribution threshold for staff who are doing a good job.  It is also based on the transition from previous arrangements which were considered incompatible with age discrimination legislation, when that legislation was introduced, when the number of competence points was reduced to a maximum of 5 in each grade.
Criteria are drawn from the academic job family framework (underpinned by Hay job evaluation and distinguishing between job sizes) for promotions from Lecturer (Grade 8) to Senior Lecturer (Grade 9), and for promotion from Research Fellow II (Grade 8) to Senior Research Fellow (Grade 9). Similarly, promotion to Professor is subject to the individual meeting the relevant contribution criteria (which reflect a change in job size). The promotion criteria relate to the capability of the role-holder to undertake the ‘bigger’ job at the higher grade. When the university establishes a Grade 8 Lecturer or Research Fellow II role, subject to the role-holder becoming capable of operating at Grade 9, the funding is normally made available for the promotion; this is because there is a continuing operational need for role-holders on Grade 9 Senior Lecturer or Senior Research Fellow.

Similarly, there are three key sets of criteria for re-grading from Research Associate (Grade 6) to Research Fellow I (Grade 7), and from Research Fellow I (Grade 7) to Research Fellow II (Grade 8). These are: the operational need for the role at the higher grade; funding available for the role at the higher grade; and capability of the role-holder to take on the duties of the higher grade. 
For staff on grades 1 to grade 9, the budget limit for an extra performance increment and/or one-off performance payment is 1% of the pay-bill. If the notional annual 1% budget for performance-based awards is exceeded, the staff and managers know the value of each and every award may be reduced to the point where the budget is not breached.
Pay progression for professors was subject to an assessment by their manager, they might get a pay rise based on some research around the market.

Table 1: Current pay system for Grades 1 to 9
	Grades and example job role
	Minimum £
	Maximum £
	Width of pay range £
	Total increase (as a % of minimum)

	1 (Cleaner)
	13,294
	14,179
	885
	6.66

	2 
	13,817
	16,094
	2,277
	16.48

	3 (Clerical officer) 
	15,268
	18,169
	2,901
	19.00

	4 
	17,671
	21,806
	4,135
	23.39

	5 
	20,596
	25,615
	5,019
	24.37

	6 (Research Associate)
	24,520
	30,122
	5,602
	22.85

	7 (Research Fellow I)
	27,578
	38,140
	10,562
	38.30

	8 (Lecturer, Research Fellow II)
	37,012
	49,689
	12,677
	34.25

	9 (Senior Lecturer, 

Senior Research Fellow)
	45,486
	68,725
	23,239
	51.09


4.
Reasons for making changes to pay progression

The changes at the university have been driven by the following reasons:

·  Some six years ago the university directed efforts toward achieving a culture change amongst its staff, following considerable union and staff consultation. Prior to the change there was an expectation amongst staff that simply turning up for work equated with ‘good performance’ and delivering well was considered an additional achievement. The university has worked hard to change this perception into an understanding that doing a good job equates with the expected(good) level of performance and that to receive a one-off payment based on performance support staff must perform “at a higher level” ” or “exceptionally”, and non-clinical academic and related staff must perform “exceptionally”. 
· This culture change has contributed to improved management of the costs of performance payments, and enabled managers to focus more on performance and development needs in the appraisal, rather than a constant focus on extra money (base salary increase or the one-off payment). Previously, there was a sense of entitlement amongst staff towards the performance payment. 

· The introduction of a salary structure and career progression for professors was intended to provide more clarity on pay progression for this group.  Previously factors such as what was expected; how to get promoted; and who received a base salary increase or one-off payment, lacked clarity and there were issues around managing performance and equality.
5.
New/Proposed pay system 
New/Proposed pay structure

The most recent and major pay change at the university has been the introduction of a salary structure and career progression arrangements for professorial staff (the third pay spine). Professors will be transitioned onto the new scales starting on 1 August 2012. Following an 18 month consultation with professors and the creation of a project board to oversee the process, there is now a clear career progression for professors with criteria for recognition and reward arrangements to incentivise high performance.
Three salary bands have been developed with salary scales considered competitive against Russell Group professorial pay scales. The three overlapping bands effectively form Grade 10 of the university pay system. Grade 10a is typically for ‘new’ professors; 10b is intended for more experienced professors and 10c is intended for the highly accomplished. In addition, there is a new title of ‘Distinguished Professor’ for those who are world renowned leaders in their field who are paid a minimum salary of £90,000, with no maximum. 
The width of each pay range varies across all 10 grades (see Table 2) and the width includes the performance increment. There is logic to the pay range widths and increases: for example, band 1 is short in length and expected to be progressed through quickly; and Grade 9 could be a final destination for some individuals, including senior posts that may be occupied for some time. The university is confident that its salary structure is competitive and able to attract the best talent but it is also considered to be transparent and fair.
Table 2: Grade 10 (professors)
	Grade
	Minimum £
	Maximum £
	Width of pay range £
	Total increase (as a % of minimum)

	10a
	54,409
	70,000
	15,591
	28.66

	10b
	65,000
	85,000
	20,000
	30.77

	10c
	75,000
	no max
	na
	na

	DP
	90,000
	No max
	na
	na


Progression through new/proposed structure

There are no automatic increments within Grade 10, but following an annual review, a decision is made as to whether the individual is eligible for:

· a one-off payment for exceptional contribution during the previous year;

· a salary increase for sustained exceptional contribution for the allocated band, typically over the previous annual review periods;

· or re-banding where the criteria for the higher band have been met and there is evidence of sustained exceptional contribution at the existing band over the previous annual review periods.

The Head of School makes an assessment of contribution and submits their assessment to the Head of College for a one-off payment, salary increase or rebanding.

6.
Performance management system

The aim of the university for all its academic and related staff (including professors) in performance management is the “honesty of the conversation” and that decisions on pay (base salary increase and/or one-off payments) are made away from the actual performance conversation. 

On the other hand, support staff are assessed against a set of university capabilities including team working, customer focus, communication and results delivery as the university has found that it is behaviour including a focus on delivering results that really marks out the best performers in support staff roles. Staff have one formal appraisal each year and a six monthly interim review with their manager.

For support staff, there are four performance grades:

1.  Improvable

2.  Good

3.  Higher

4. Exceptional 

Receiving an ‘improvable’ score against any objective or capability leads to an overall score of ‘improvable’.  Scores of ‘higher’ or ‘exceptional’ result directly in increases in pay (for those not already at the maximum of the grade). 
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�	IDS, ‘Organisation practice on pay progression’ May 2005. Available at: http://www.ome.uk.com/Cross_cutting_Research.aspx


� 	Each objective is not necessarily exclusive to the type of progression it is presented under.


� 	IDS HR Studies: Pay Progression, November 2010


�	 IDS HR Studies 929, November 2010


� 	IDS HR Studies 929, November 2010


�	 IDS HR Studies 929, November 2010


� 	Ibid.


�	 IDS HR Studies 929, November 2010


� 	Note range 1A only has 3 incremental points





