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The Coalition for Effective Change (CEC) supports the goal of more closely linking the pay of federal employees to their performance.
  Good employee performance should be rewarded and poor performance should be corrected.  Accordingly, CEC supports the stated intent of several reforms underway.
 

CEC understands the difficulty of the task associated with this tremendous culture change.  We also agree, as the U.S. General Accounting Office recently concluded, that when it comes to pay-for-performance, “How it is done, when it is done, and the basis on which it is done can make all the difference in whether such efforts are successful.”
  It is indeed the experience of our members that the manner in which a performance management system is administered determines whether that system achieves the intended stimulus for performance excellence and improvement.  The specific provisions of the system, whereby performance is appraised and rewarded, are also critical determinants of the credibility of the system.  Unless the system is credible to those who administer it and to those covered by it, the effort will fail.  

This paper outlines the position of the CEC’s member associations regarding both the design and implementation of any federal pay-for-performance system. 

Background

Recent legislation affecting federal civilian personnel in the Departments of Defense and Homeland Security—which together employ approximately 45 percent of all civilian employees in the executive branch (not counting the U.S. Postal Service)—have set the stage for the most significant attempt to move toward a more performance-sensitive pay system since the 1978 Civil Service Reform Act.
  Both Departments join a number of smaller federal organizations that are now exempt for those parts of title 5 of the U.S. Code that established the General Schedule pay system in 1949 with its system of longevity-based within-grade increases. 
  Further, the National Defense Authorization Act for FY 2004 also made a fundamental governmentwide change to the pay structure of the Senior Executive Service (SES) by increasing the maximum pay possible for senior executives from level III to level II of the Executive Schedule and replacing the six pay levels within the SES with a single broad pay band.
  A senior executive’s pay under this new legislation is to be adjusted periodically based on individual performance or contribution to the agency’s performance, or both, in accord with a rigorous performance management system.  


Basic Elements of Effective Performance Management 

CEC believes that concern for effective employee and organizational performance should not be focused solely on pay.  Other factors that drive performance, in some cases more than pay, include the strong public service motivation of most government employees, good management and leadership, the importance of the work, the opportunity to have responsibility and to make good use of one’s skills and ability, the prospects for personal growth and career development, the support of superiors and co-workers, and the nature of the work environment.  All of these elements need and deserve sustained attention.  In that larger context, however, an organization’s compensation and performance management system can also encourage and reinforce good employee performance.  

Designing and Implementing an Effective Pay-for-Performance System

Section 1126 of the FY 2004 DoD bill outlines a set of reasonable design elements that must be incorporated into any pay-for-performance system developed under a demonstration project authorized under chapter 47 of title 5.  Those same elements are required for any future Department of Defense performance management systems for civilian employees.  CEC believes those elements should extend to all federal performance management systems that purport to provide pay-for-performance.  Those elements are:

1. Adherence to merit principles set forth in section 2301 of [title 5 U.S.C.].

2. A fair, credible, and transparent employee appraisal system.

3. A link between elements of the pay-for-performance system, the employee performance appraisal system, and the agency’s strategic plan.

4. A means for ensuring employee involvement in the design and implementation of the system.

5. Adequate training and retraining for supervisors, managers, and employees in the implementation and operation of the pay-for-performance system.

6. A process for ensuring ongoing performance feedback and dialogue between supervisors, managers, and employees throughout the appraisal period, and setting time-tables for review.

7. Effective safeguards to ensure that the management of the system is fair and equitable and based on employee performance.

8. A means for ensuring that adequate agency resources are allocated for the design, implementation, and administration of the pay-for-performance system.

Additional Prerequisites for Linking Pay and Performance
In addition to the common sense design elements listed above and contained in statute, the CEC considers the following factors to be fundamental to any effective system for linking pay and performance
:

1. Gaining Consensus on the Basis for Rewards and Corrective Actions: Determinations to award higher pay and bonuses, and to take corrective actions because of poor performance, must be based on a credible process for evaluating performance that is tailored to the individual needs and culture of each organization (avoiding the temptation to implement a “one size fits all approach) and which is developed, implemented, evaluated, and adjusted over time with the active involvement of employees and managers.  Employees not represented by a union should have representation through their professional or managerial associations.  (See CEC paper, “Sharpening Performance Management Tools.”)

2.  Allowing for the Exercise of Reasonable Judgment: We recognize that judging overall performance and contributions involves a degree of subjective judgment by the rater, the system should strive for as much objectivity as possible while recognizing that an inherent aspect of good management is the ability to exercise and support sound judgment with regard to the quality and quantity of work, the effects on outcomes of inputs, and the impact of environment and unforeseen developments.  

3.  Flexible: Recognizing that the proportion of high performers differs among agencies and work groups within agencies, the amount and distribution of awards should be controlled via budget allocations and not by arbitrary quotas or forced distribution.  In addition, the system should specifically allow for the possibility of team awards rather than individuals awards where that makes the most sense.

4.  Reviewable: A credible system will provide for third party review (preferably peer review) and a rational and reasonable process for the appeals of actions having a material effect upon the employee.  Results or outcomes of the pay for performance system should be made available openly to those participating in the system to build the credibility of the system over time.

5.  Periodically evaluated and adjusted:  Any new or revised performance management system should be tested and evaluated on an ongoing basis and refined based on the results, all with stakeholder participation. The test should be communicated to all employees before starting, and the results and actions to be taken based on those results should also be communicated.  Finally, reviews of the system by an agency or by the Office of Personnel Management should include an assessment of the impact of the system on agency workforce diversity goals and initiatives.  

6.  Adequately funded:  The performance award system, both in testing and full implementation, must be adequately funded with a specific allocation of funds for both implementation and ongoing operation.  If unforeseen and uncontrollable circumstances intervene, the circumstances and effect on performance awards should be immediately communicated to all participants.  At a minimum, any employee whose performance is deemed to be satisfactory should expect to receive an annual pay increase that at least keeps pace with cost of living increases in their area. 

Neither Easy Nor Quick

The foregoing reflects CEC’s belief that development of a successful performance sensitive pay system requires a serious commitment, by leaders and stakeholders, in resources, time, and effort.  Such a system, of course, should also be market sensitive in that allows for a reasonable competitive salary compared to non-federal employers.  While the federal government need not—and probably should not—be the highest paying employer, neither should it be the lowest.

A successful system is inescapably based on the process for assessing individual or team performance. The success of the system will be measured by its effects on employee and work group performance and its linkage to organizational performance. CEC believes that the payoff for success -- to agencies, to employees, and ultimately to the American public is worth the commitments required.
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�  This paper is an application of the “Principles for Reforming the Federal Compensation System,” approved by CEC January 22, 2002.  See also “Sharpening Performance Management Tools,” at http://www.effective-change.org.


� The positions of Administrative Law Judges and Boards of Contract Appeals Judges, for example, require a significant degree of independence from rigid performance standards to ensure their impartiality.  While judges are still accountable for maintaining appropriate standards of conduct, it is not appropriate under existing statutes to include these positions under a “pay-for-performance” compensation system.  


� For example, the new Department of Defense National Security Personnel System includes a statutory provision for the design of a “pay-for-performance evaluation system to better link individual pay to performance, and provide an equitable method for appraising and compensating employees.”  (Title 5 U.S.C., § 9902 b(6)(I))


� “Human Capital: Implementing Pay for Performance at Selected Personnel Demonstration Projects,” U.S. General Accounting Office, January 2004 (GAO-04-83).


�  The Civil Service Reform Act of 1978 contained a provision for a “merit pay” system that initially applied to all federal managers and supervisors at the GS-13 through 15 grade level with the expectation that it would eventually be applied to all grade levels.  This “one size fits all” system was subsequently modified and renamed the Performance Management Recognition System.  However, after a number of years of less than stellar outcomes, the system was allowed to “sunset” in 1993 and all managers and supervisors under the PMRS were converted back to the General Schedule.


�  The Classification Act of 1949 created a centralized job evaluation for all white-collar positions and merged several separate “schedules” of pay into one “General Schedule.”


�  In order to pay senior executives up to the level II of the Executive Schedule, an agency must have its performance appraisal system certified by the Office of Personnel Management as one which, as designed and applied, makes meaningful distinctions based on relatively performance.


�  The CEC also endorses the nine key practices for effective performance management identified by the U.S. General Accounting Office in their report, “Results-Oriented Cultures: Creating a Clear Linkage between Individual Performance and Organizational Success,” March 14, 2003 (GAO-03-488).
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