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CHAPTER I 

INTRODUCTION 

Teams have become a popular way to organize business because they offer 

companies the flexibility they need to meet the demands of the ever changing, competitive 

business environment (Richardson & Cox, 1994). One way to support and reinforce the 

team concept is through the compensation system (Barton, 1996; Gross, 1995; Lawler & 

Cohen, 1992; Zingheim& Schuster, 1997). 

While it appears that many companies have been quick to organize their workforce 

into teams, these same companies have not been as eager to implement team-based 

compensation systems. According to a 1995-96 Hewitt and Associates survey, 65% of 

the reporting organizations had teams, but only 33% of these had corresponding team 

compensation systems (Abosch & Reidy, 1996). In a similar United Kingdom study, the 

Institute of Personnel Development (IPD) found that only 24% of the team-based 

organizations surveyed had team pay systems. However, another 47% said they were 

considering introducing team pay within the next 12 months (Anonymous, 1996a). In yet 

another survey, researchers found that the majority of the 4,500 sales and marketing teams 

questioned still rewarded for individual rather than team performance (Anonymous, 1993). 

The problem is that if team-based organizations continue to utilize old, individually-

oriented pay systems, they will not fully realize the benefit of highly cooperative work 

teams (Morhman, Cohen, & Morhman, 1995). While these traditional systems might be 



sufficient in the short-term, given the novelty and excitement of moving to teams, their 

long-term effect may prove counterproductive in a team environment. Individuals may 

become confused when expected to adhere to group goals and objectives while they are 

rewarded solely for their individual efforts. These mixed messages can divide team 

member priorities, reduce performance, and undermine the entire team initiative. In order 

to be successful, organizations must determine how to best reward team performance in 

this new environment. 

Although team compensation is a popular subject, inspiring numerous books and 

journal articles, there is still a great deal to be learned. Results from various surveys 

suggest that organizations continue to struggle with how to compensate their teams. 

According to a 1995 Hay Group study, 80% of the organizations surveyed were very 

pleased with their experiences with teams, but only 40% were pleased with their 

corresponding compensation systems (Gross, 1995). In another 1995 survey of 300 large 

companies, Lubin found only 9% to be very positive with respect to their team-based 

compensation plans (cited in Shaw & Schneier, 1995). 

Based on their recent research on team measurement and rewards, Shaw and 

Schneier (1995) claim that most organizations believe that rewarding teams is very 

important. The problem is that most companies have very little experience with this 

subject and are unsure how to proceed (Abosch & Reidy, 1996). Additionally, there is 

relatively limited actual data on this subject (Shaw & Schneier, 1995), few formal models, 

and quite a bit of confusion regarding what elements are necessary for successful team pay 

programs (Abosch & Reidy, 1996). 



The purpose of this project was to address these concerns by examining team 

compensation systems. The project was a part of a larger study—a Team Performance 

Measurement and Compensation Benchmarking Study (TPMCB Study)~conducted by the 

University of North Texas' Center for the Study of Work Teams. The purpose of this 

TPMCB Study was to: (a) determine the best practices in both team measurement and 

compensation, and (b) identify the key elements that make these practices successful. 

More specifically, this project addressed the following questions. What does an ideal team 

compensation system look like—the benchmark? What are the critical elements that must 

be considered when designing a team compensation system? What is the relationship 

between compensation (and these critical elements) and team effectiveness? Through the 

examination of these questions, the project helps to clarify how to best compensate teams. 

Teams-The Basics 

Change is a fact of life in the 1990s, especially in the world of business. 

Organizations everywhere are constantly bombarded with both economic and social 

change—increasing global competition; advancing technology; changing government 

regulations; expanding availability of knowledge and information; greater customer 

expectations in terms of quality, value, and convenience; and a changing employee 

workforce (Schuster & Zingheim, 1992). To survive in such a dynamic environment, 

organizations must accept the reality of constant change and learn how to adapt to it. 

The problem is that the traditional business model is no longer working (Schuster 

& Zingheim, 1992). Concepts such as functional structures and vertical communication 



are proving ineffective. The characteristics that once enabled organizations to lead the 

competition are now functioning as heavy chains, dragging them behind. 

As a result, organizations are desperately searching for new strategies and tactics 

that will help them regain competitive advantage (Schuster & Zingheim, 1992). Many are 

beginning to undergo large scale change efforts such as re-engineering, organizational 

redesign, and the transition to teams. According to Ledford, Lawler, and Mohrman 

(1992), 47% of Fortune 1000 firms surveyed were using (or have used) teams. 

Additionally, 60% planned to increase their use of teams in the coming years. 

Why Teams? 

Organizations decide to implement teams for a variety of reasons. According to 

recent surveys, the top reasons were to improve customer satisfaction, productivity, and 

product and service quality (Gross, 1995; Johnson, 1993). Other reasons mentioned were 

to increase staffing flexibility and improve employee satisfaction. 

Perhaps the main reason that teams have become so popular is due to their 

impressive track record. The literature is full of team success stories. For example, 

Federal Express reduced service problems, such as incorrect billing and lost packages, by 

13% as a result of moving to teams (Richardson & Cox, 1994). Procter & Gamble 

reported 30-40% increases in productivity due to their team-based plants. Other 

companies reporting successes with teams include Motorola, AT&T, and Xerox (Shaw & 

Schneier, 1995) 

So why all the positive results? In short, teams afford companies the flexibility 

needed to respond quickly and accurately to the rapidly changing market needs 



(Katzenbach & Smith, 1993). A more thorough answer can be gained by first reviewing 

the concept of a team. 

What Exactly Are Teams? 

Teams can be defined as " . . . a small number of people with complementary skills 

who are committed to a common purpose, performance goals and approach for which 

they hold themselves mutually accountable" (Katzenbach & Smith, 1993, p. 112). Team 

members are linked by what they do, how they do it, and the results of their efforts. 

Collectively, through synergy, team members are able to accomplish more than they would 

separately. As such, individual team members cease to exist and function alone. 

Everything they do, including their performance, must be considered with respect to the 

team. Harvey Golub, chairman and CEO of American Express Travel Related Services, 

summarizes these ideas: 

We have always put a premium on individual excellence and rewarded it whenever 

deserved. And we still need individual stars. However, more importantly, we 

need to have our people pulling together toward our shared vision and common 

objectives. None of us can succeed fully as individuals unless all of us succeed. 

This new emphasis on teamwork simply reflects his reality, (cited in Kanin-Lovers 

& Cameron, 1993, p. 56) 

Beyond the basic definition, teams come in all shapes and sizes. Typically, teams 

are classified by the type of work that they do (i.e., manufacturing versus knowledge 

work) and how that work is accomplished. Some of the most common team types 

include: (a) parallel or problem solving teams—employees participate part-time on team 



activities in addition to normal work assignments; (b) process or work teams-employees 

are permanently committed to the team and actively participate in an entire work process; 

and (c) project teams-employees participate full-time on a team only for the duration of 

that project (Gross, 1995; Lawler & Cohen, 1992). 

Teams can also vary according to their level of empowerment. Empowerment 

refers to the idea of giving people the authority, responsibility, and accountability 

necessary to do their jobs (Richardson & Cox, 1994). Empowerment also involves 

providing employees with sufficient resources, knowledge, skills, and information. The 

more a team is empowered the better able they are to make decisions, solve problems, and 

accomplish their mission. 

What Makes Teams Effective? 

Transitioning to teams does not necessarily result in the achievement of the desired 

goals and objectives (Morhman et al., 1995). There are many conditions that must exist 

for teams to succeed. Consequently, magazine and journal articles are full of information 

and advice on how to improve team performance (e.g., Bartol & Hagmann, 1992; Frew, 

1995; Saunier & Hawk, 1994). Additionally, there has been a substantial amount of 

theoretical literature generated on how to enhance work group, or team, effectiveness 

(e.g., Campion, Medsker, & Higgs, 1993; Gladstein, 1994; Shea & Guzzo, 1987). 

Compensation practices have consistently been identified as a key component in 

team and group effectiveness (Cohen, 1994; Gladstein, 1984; Majchrzak & Qianwei, 

1996; Morhman et al., 1995; Shea & Guzzo, 1987). Along with other key operating 

systems, compensation systems help build a supportive environment in which teams can 



survive. Gross (1995) asserts that compensation systems coupled with work culture, role 

clarity, and behavioral competencies interact to produce team and organizational results. 

Lawler (1995,1996) suggests that one of the key principles to organizational and team 

effectiveness is congruence among the various operating systems, which includes the 

compensation system. Additionally, he states that to be effective, organizations must 

move knowledge, information, power, and rewards down lower into the organization. 

Recent research projects have corroborated the importance of group and team 

compensation systems. Majchrzak and Qianwei (1996) found that compensation was a 

key ingredient in cultivating a collaborative work environment. In a study of US 

electronic manufacturing firms, the researchers discovered that changing the 

organizational structure, from functional to process, did not necessarily change 

performance. Only when organizations took time to cultivate collective responsibility did 

performance change. One way to do this is to base rewards (i.e., bonuses, raises, non-

financial recognition) on group performance. 

In another study, Shea and Guzzo (1987) found that outcome interdependence 

(01) impacted group effectiveness. 01 exists when task accomplishments by the team 

result in consequences (e.g., rewards) that are important to and shared by all team 

members. High 01 motivates team-oriented behavior, whereas low 01 produces 

independent, competitive activities. 

Motorola also studied effectiveness and team pay (Gedvilas, 1997). In an attempt 

to discover which of their rewards best supported their teams, the researchers interviewed 

management, team leaders, and team members on topics including teams, communication, 



work culture, snd reward and recognition practices. One of their overall findings was that 

team rewards were a necessary but insufficient ingredient in the team success equation. 

So why is team compensation such an important part of team success? In short, 

traditional, individually based compensation systems undermine team-based initiatives 

(Zingheim & Schuster, 1997). Utilizing these old pay systems in a team environment 

sends the wrong message. On one hand the organization is asking employees to make 

dramatic behavioral changes, yet it is not serious enough to change its own compensation 

system. 

By implementing team compensation systems, organizations are: (a) supporting the 

new environment; (b) encouraging cooperative, team-oriented behavior; (c) emphasizing 

the importance of effective teamwork; and (d) providing incentives for improved team 

performance (Anonymous, 1996b). According to Bartol and Hagmann (1992), results of 

this effort should include: (a) improved productivity, (b) improved employee job and pay 

satisfaction, (c) reduced absenteeism and turnover; and (d) improved product or service 

quality. 

Based on the literature, there is a general support for the idea that compensation 

systems do impact team effectiveness. In order to maximize the benefits of a team-based 

work environment, companies need to develop effective team compensation systems 

(Saunier & Hawk, 1994). But what exactly constitutes an effective team compensation 

system? 



Compensation—The Basics 

Before the critical elements of an effective team compensation systems can be 

understood, it is important to review the basics surrounding compensation in general and 

in relation to team compensation practices. First, what is compensation? 

What is Compensation? 

The term compensation can mean different things to different people. For the 

purpose of this paper, however, compensation, rewards, and pay will be used 

interchangeably according to the American Compensation Association's (1995) definition-

-"cash and non-cash remuneration provided by an employer for services rendered" (ACA, 

p. 9). Based on this definition, compensation has a tremendous range. It can mean 

anything from a weekly paycheck to an occasional ticket to a ball game. 

Given this scope, compensation can be classified, sorted, characterized, and re-

defined in many ways. For example, compensation can be intrinsic or extrinsic, financial 

or non-financial, and/or direct or indirect (Clampitt & Potempa, 1994). In this paper, 

compensation is broken down, and referred to, based on the following three categories of 

pay: (a) base pay and base pay adjustments, (b) other financial rewards, and (c) non-

financial rewards. 

First, base pay is the primary means by which an organization compensates its 

employees (ACA, 1995). Base pay can be calculated through market pricing, job 

evaluation, and market comparisons (Gross, 1995). Traditionally, base pay has been 

determined for a specific job. More recently, salaries have been based on the number of 

skills or competencies an employee has and/or can use (i.e., Skill/Competency Based Pay). 
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Base pay adjustments refer to the way base pay is increased over time (ACA, 1995). 

There are many ways to increase base pay including merit increases, cost of living 

adjustments, and increases due to skill, competency, and/or knowledge acquisition. 

Second, other financial rewards will be used to refer to any monetary rewards that 

go above and beyond base pay (ACA, 1995). These rewards are separate and not added 

into base salary. Examples of these include financial incentives, bonuses, recognition, 

gainsharing, and profit sharing. Incentives are awards given for the accomplishment of 

pre-determined goals. Cash recognition and bonuses are typically after-the-fact 

discretionary awards given for accomplishments, behaviors, and/or other related events. 

Gainsharing plans pay out benefits based on productivity gains, typically at the unit or 

plant level. Profit sharing plans distribute a portion of company profits, usually annually. 

Finally, non-financial compensation refers to any type of non-monetary award 

including pizza parties, written recognition, and/or a simple thank you (ACA, 1995). 

Non-financial compensation can be awarded for a variety of reasons including the 

demonstration of a desired behavior or the accomplishment of a particular goal. These 

rewards can be formal, instituted by the company or unit, or informal and spontaneous, 

generated by the team and/or team members. 

It is important to note that the term compensation is often referred to in a variety 

of other ways. For example, incentives and recognition (other financial compensation and 

non-financial compensation) are often called variable pay, as they are not guaranteed. 

Instead, they vary according to factors such as performance (Gross, 1995). Pay-for-

performance also refers to pay that it contingent upon actual performance, as opposed to 



11 

an entitlement. It is also important to note that compensation, and the corresponding 

categories defined above, are not necessarily standard across the literature. For example, 

McAdams (1996) only includes base pay and base pay adjustments in his definition of 

compensation. He considers everything else to be rewards and recognition. Further, 

when Gross (1995) refers to recognition, he is including both the financial and the non-

financial components. 

The concept of team compensation can also be very confusing. ' Depending on the 

source, team-based pay can be anything from a phenomenon that appears totally new and 

different to a turnkey universal formula that works in every organization" (Abosch & 

Reidy, 1996, p. 72). For the purposes of this project, team, or team-based compensation, 

will be used to refer to compensation practices that consider the performance of the team, 

in any way. Alternately, traditional compensation systems, or individually-based systems, 

do not consider the performance of the team. 

Whv is Compensation so Important? 

As compensation impacts everyone in the organization to some degree, it can 

prove to be a very valuable and powerful tool—either intentionally or unintentionally 

(Barton, 1996; Lawler & Cohen, 1992). To understand this power, it is important to look 

at the potential roles of compensation. 

One extremely important role of compensation is that of a motivator (Lawler, 

1995; Lawler & Jenkins, 1992; Ledford & Lawler, 1994). Among the underlying 

foundations of compensation theory is the idea that compensation influences behavior. 

The basic premise originated from the work of Behavior Psychologists such a B. F. 
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Skinner, who believed in operant conditioning (Kohn, 1993; Hitchcock & Willard, 1995). 

In summary, if you reward an organism for a certain behavior, that organism will be more 

likely to repeat that behavior. Translated into organizational terms, if you reward an 

employee for exhibiting behaviors or producing results, that employee will be more likely 

to repeat those same actions. 

Over the years, these ideas have been tested through both research and practice 

(Ledford & Lawler, 1994) and to date are believed and accepted as truth by the majority 

of compensation professionals (Barton, 1996). It is important to note that there is a small 

faction of individuals that do not buy into these principles. Basically, their contention is 

that employees are not rats that exist in captivity (Kohn, 1993). The faction argues that 

human behavior is much too complex to be controlled and manipulated through reward 

programs. 

Perhaps their argument emphasizes the real need to fully understand the role of 

compensation and motivation. According to Lawler (1996), it is extremely critical for an 

organization to comprehend the impact of its compensation system. If not carefully 

constructed, compensation systems can unintentionally fail to motivate the desired 

behavior (e.g., ineffective compensation plan) or worse, motivate undesired behavior (e.g., 

individualistic behavior in a team environment). Lawler cautions that organizations often 

run into trouble by either: (a) narrowing the compensation focus to a couple of important 

things causing individuals to stop doing other important things, and/or (b) failing to 

measure the right things altogether and motivating all of the wrong behavior. 
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Another role of compensation is that of a communicator (Lawler, 1995; Lawler & 

Jenkins, 1992; Ledford & Lawler, 1994). Gross (1995) suggests that pay is primarily a 

communication device. Ultimately, compensation is not about the money. It is a symbol 

of what an organization believes is valuable. More specifically, it communicates the 

degree to which an organization values its employees. A person's paycheck is the best 

way to communicate the value and importance of teamwork (Cauldron, 1994; Zingheim & 

Schuster, 1997). 

Through its message, compensation also influences and shapes an organization s 

culture (Lawler, 1995; Lawler & Jenkins, 1992; Ledford & Lawler, 1994; McAdams, 

1996). The way pay is developed, administered, and managed can impact how employees 

perceive their environment. By definition, a team-based organization thrives in a culture 

characterized by participation and empowerment. When compensation practices are 

operated from the top through control and secrecy, employees are sent mixed messages. 

Thus, organizations must pay attention to the impact their compensation systems are 

having on their desired culture. 

How are Compensation Practices Changing? 

Ideas as to what constitutes an effective compensation system are changing. 

Traditionally, compensation was designed to compliment Theory X, business 

environments (Kanin-Lovers & Cameron, 1993; Lawler, 1990, Ledford & Lawler, 1994, 

Schuster & Zingheim, 1992). These systems focused on individuals, hierarchies, and the 

division of labor. Jobs, pay scales and pay grades were the building blocks of these 

systems, while control and secrecy were their principal operating philosophies. 
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The problem is that these old pay systems no longer fit with the changing business 

environment (Lawler, 1990,1995; Schuster & Zingheim, 1992). Emerging collaborative 

work arrangements need improved compensation systems that are supportive of this new 

environment; not ones that undermine the very culture they are trying to create. The 

result is that compensation practices, in general, are undergomg a revolution. The new 

pay that is emerging is more about a way of thinking and operating, rather than any 

specific pay practice. To understand this transformation better, it helps to take a closer 

look at some of the differences between traditional pay and new pay. 

First, traditional compensation and new pay differ dramatically in their overall pay 

philosophies and strategies (Schuster & Zingheim, 1992). Traditional pay focuses on 

maintaining equity and competitiveness both inside and outside the organization. Its main 

purpose is to attract and retain employees, through plan designs that are similar, or even 

identical in nature. The basis of traditional pay is the idea of historically sound pay 

practices, from which deviation is not advised. New pay, on the other hand, focuses on 

supporting the achievement of organizational goals and objectives. New pay is used to 

motivate, communicate, and differentiate between performers. Plan designs are flexible 

and custom tailored according to the given circumstances. Plan experimentation is 

encouraged. 

Traditional and new pay also differ in the specific pay practices they emphasize 

(Schuster & Zingheim, 1992). In a traditional system, compensation is primarily 

distributed through base pay and merit-based adjustments. Variable pay is reserved for 
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executives and salespersons. In new pay, base pay is merely the foundation for the more 

critical compensation components like variable pay. 

Another way that traditional pay and new pay differ relates to how they measure 

performance (Schuster & Zingheim, 1992). In a traditional system, an employee's 

performance of tasks and duties is evaluated using many categories and levels. Such a 

narrow focus on many detailed items can blur the link between performance and rewards. 

Alternatively in new pay, employees are evaluated based on their behaviors and results, 

which increases the connection between pay and performance. 

Team compensation is merely a subset of these new pay practices and philosophies 

outlined above (Schuster & Zingheim, 1992). While the necessity of team pay becomes 

more apparent after reviewing the rationale and results of this compensation revolution, 

the question of exactly what constitutes an ideal team pay system remains. 

Tftam Compensation Svstems-The Framework 

What makes an effective team compensation system? Designing any ideal 

compensation system is ultimately about strategic thinking (Lawler, 1990,1995; Schuster 

& 7inghf»im 1992). It involves custom tailoring a compensation system that will best 

support the overall objectives of the organization, the unit, and the team. In addition to 

understanding the types of compensation options available, the roles that compensation 

can play, and the need for team compensation systems, organizations must recognize the 

importance of proper fit. Systems theory argues that a system is neither good nor bad in 

the abstract. Rather, a system's effectiveness is a function of its fit with other related 

systems. Thus, the effectiveness of a team compensation system is contingent upon its 
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relationship with other systems and practices. Among the most important of these 

relationships is the link between compensation and organizational structure, business 

strategy, performance management systems, and the compensation system itself Only 

through this focus on strategy, will organizations determine the most effective way to 

compensate their teams. 

T ink with Organizational Structure 

One of the most important elements of an ideal compensation system is that it fit 

with the overall organizational structure or design (Gross, 1995; Lawler, 1995; McAdams, 

1996; Rowley, 1996; Zingheim & Schuster, 1997). In other words, an ideal compensation 

system in a team-based environment considers team performance and/or team-like 

behaviors. When this occurs, the compensation system becomes a valuable tool in 

communicating the importance of teams and motivating the appropriate team behaviors 

and results. If these systems are incongruent, the consequences can prove devastating. 

Compensation systems should be addressed in all types of re-engineering efforts, 

especially the reorganization to teams (Rowley, 1996). When they are not, employees are 

sent mixed messages. As employees typically respond according to the way they are paid, 

inappropriate compensation can ultimately destroy a change effort. 

One aspect of organizational design is culture. Consequently, compensation 

should be aligned with the organization's desired culture (McAdams, 1996). The reason 

being that culture can be shaped by the very nature of the reward plan. For example, if a 

company desires a team-oriented culture, a group incentive plan might serve to reinforce 
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the importance of working together. A development-oriented culture might be fostered 

with the assistance of a reward plan that pays for skill or competency acquisition. 

T ink with Business Strategy 

A critical goal of any compensation system is to drive the behaviors that positively 

impact organizational performance. To do this, the compensation system must link with 

the overall business strategy (Bartol & Hagmann, 1992; Gross, 1995; Kanin-Lovers & 

Cameron; Lawler, 1990, 1995, 1996; McAdams, 1996; Rowley, 1996; Schuster & 

Zingheim, 1992; Zingheim & Schuster, 1997). Results from a research study by the 

Consortium of Alternative Rewards Systems (CARS) found that the stronger the 

relationship between compensation plan objectives and organizational/unit objectives, the 

higher the scores for satisfaction, teamwork, and the improvement of business 

performance (McAdams & Hawk, 1992). The most successful pay plans clearly linked 

compensation performance measures to organizational goals. 

According to Whittlesey and Maurer (1993), one of the ten most common 

mistakes in designing compensation plans is to not link these plans to the overall business 

strategy. Empirical research agrees. Montemayor (1996) found that incongruencies 

between pay policy and business strategy were associated with poor organizational 

performance. 

Ideally, business strategy and compensation systems are linked through the 

measurement system (Zigon, 1994,1997; Zingheim & Schuster, 1997). Organizational 

strategic goals should connect to business unit strategic goals, which should tie to team 

strategic goals, and finally to individual goals. When such strategic alignment exists, 
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teams/individuals become the vehicles in which organizations achieve their goals and 

objectives. 

The role of compensation systems in this relationship is to actively support this 

strategy (Rowley, 1996). By rewarding for the achievement of these goals and measures, 

the compensation system is reinforcing and communicating their importance. The only 

way to do this is to ensure that the compensation system is congruent with the 

measurement system. 

rink with the Performance Management System 

Another important link is the connection between the compensation system and the 

performance management system (Gross, 1995; Guinn, 1995). A performance 

management system is designed to help organizations maximize their most valuable assets-

-their employees. While definitions vary, a performance management system generally 

consists of four functions: (a) the definition of performance, (b) the measurement of 

performance, (c) the development of performance, and (d) the reward of performance. 

Theoretically, the performance management system creates a process whereby 

performance is constantly being defined, measured, developed, and rewarded. In order for 

the system to work effectively, all four components must be in alignment. Thus, in a team 

environment, all aspects of the performance management system must consider both team 

and individual efforts and behaviors. When one component, such as the reward system, 

only accounts for individual effort, problems can occur. 
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T inlc within the Compensation System 

Not only should a compensation system be compatible with other systems, it must 

also be congruent internally (Lawler, 1990,1995). For instance, Lawler claims that for 

pay practices to be successful they must align three critical components: (a) values (i.e., 

core beliefs such as pay-for-performance), (b) process design features (i.e., 

communication policies, decisions making practices), and (c) specific pay practices and 

structures (i.e., gainsharing). Essentially, what this translates to is customization. While 

there are some general guidelines surrounding the best type of pay arrangement for certain 

types of teams, the ones that best support team activities are situational (Abosch & Reidy, 

1996). In contrast, a "one-size-fits-all" approach can prove to be dangerous 

(Montemayor, 1994). 

Customization includes understanding the organization's culture, its business 

strategy, and its desired behaviors and then designing a corresponding, complimentary 

reward strategy (Rowley, 1996). Every component of compensation-base pay, other 

financial rewards, and non-financial rewards-should integrate into that strategy. 

There are many potential factors to consider when designing a team compensation 

plan. Examples include team type (Gross, 1995), team development stage (Gedvilas, 

1997), type of work (i.e., knowledge versus manufacturing), and even employee 

demographics (i.e., employee age, pay level, and location) (Kanin-Lovers & Cameron, 

1993). Because teams come in different shapes and sizes, designing a team compensation 

system can be challenging and intimidating. Effective systems for diverse teams demand a 
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holistic design approach that considers each pay component from promotions to long term 

incentives (Saunier & Hawk, 1994). 

This type of compensation architecture is becoming a very popular subject. 

Theories about the most appropriate way to compensate teams are starting to emerge m 

the literature. The problem is that there is not a great deal of empirical evidence to support 

these models. Some of these models are summarized below. 

Gross's (1995) team compensation model is based on type of team, but driven by 

organizational culture. He describes four different cultures and the types of teams that 

each generally supports: (a) functional culture-parallel team; (b) process culture-work 

fpqm- (c) time-based culture—project teams; and (d) network culture—virtual teams. 

Based on these categories, Gross provides detailed prescriptions of the most appropriate 

combination of compensation for each type of team. In a simplified example, he 

recommends using skill-based pay and team incentives for work teams, but merit increases 

and recognition for project teams. 

Montemayor (1994) presents a model of how to pay teams differentiated by: (a) 

task interdependence (i.e., the extent to which individual work contributions are integrated 

into team results), (b) level of supervision, and (c) diversity of task requirements. He 

concludes that: (a) the more task interdependence, the greater the need for team-oriented 

compensation; (b) the less supervision, the more the need for collaborative pay systems; 

and (c) the more diverse the tasks (due to education or experience) the less the need for 

equal payouts. 
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Saunier and Hawk (1994) also developed a model to guide companies in designing 

team compensation. They categorized teams based on the nature of team membership 

(i.e., dedicated and non-dedicated) and the duration of the team (i.e., temporary vs. 

permanent). Their recommended solutions vary accordingly. 

While this is, no doubt, valuable information, the level of detail is beyond the scope 

of this paper. The important point here is that decisions regarding team compensation 

must be made in light of the overall strategy, as well as the unique situation at hand. 

There is no such thing as a right pay plan for all teams-only guidelines (Cauldron, 1994). 

TV-am Compensation Svstem-The Critical Elements 

Understanding the framework of an ideal team compensation system is extremely 

important. However given the scope of this project, it is not possible to empirically test 

every aspect of this framework or every detail of the models summarized above. Instead, 

the focus will turn to what are considered to be the most critical elements of an ideal team 

compensation system, regardless of the unique organizational or team circumstances. 

To better understand these key elements, it helps to review the basics of 

compensation and motivation. In order for a compensation system to be an effective 

motivator, it must consider: (a) the behaviors and results desired, (b) the rewards that 

motivate employees, and (c) the conditions necessary to facilitate this relationship 

(Ledford & Lawler, 1994). Respectively, the critical elements of level, compensation 

mixture, and the "employee factor" will be reviewed. 
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Level 

First, what things should a team compensation system attempt to motivate and 

encourage? According to McAdams (1996), any objective that can be directly or 

indirectly influenced by the majority of the employee population should be supported by 

some portion of the reward system. One of the key questions relating to team pay is the 

extent to which individuals should be rewarded at the team level, the individual level, the 

unit level, and/or the organizational level. Further examination of each of these levels 

seems prudent. 

Team level. Many researchers and compensation experts agree that traditional 

compensation systems reward individual efforts and performance at the expense of team 

performance and goals (Bartol & Hagmann, 1992; Johnson, 1993, Kanin-Lovers & 

Cameron, 1993; Schuster & Zingheim, 1993). Consequently, these same researchers and 

experts overwhelmingly support the notion of rewarding team members at the team level. 

In this way the overall compensation system actively supports and reinforces team-based 

initiatives by rewarding cooperation, collaboration, teamwork, and collective results. 

Team level rewards direct member's efforts toward common goals, strategies, and success 

factors (Heinemann & von Hippel, 1995). 

There have been many studies that have demonstrated the efficacy of group 

rewards (e.g., Shea & Guzzo, 1987; Campion et al., 1993). In one example, the cycle 

times of departments using group rewards were an average of 2.7 times faster than 

departments using individual rewards (Majchrzak & Wang, 1996). According to the 

researchers, employees that were rewarded for reducing process times at their individual 
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workstations were not as motivated to examine ways to reduce overall cycle time, as those 

motivated through group rewards. Unfortunately, similar studies at the team level are not 

available. 

While the overall benefits of team rewards seem apparent, there are some cautions 

to consider. The Institute of Personnel Development (IPD) identified two potential 

stumbling blocks relating to pay at the team level (Anonymous, 1996b). First, team 

rewards may actually serve to undermine organizational flexibility. As less successful 

teams begin to earn lower rewards, employees may be less likely to want to associate with 

these teams. Consequently, related recruiting efforts (i.e., team transfers or new teams) 

may prove challenging as employees prefer serving on more successful teams. 

Additionally, team level rewards might serve to promote negative conformity. 

While peer pressure usually has a positive effect on team performance, it can also prove 

negative. For example, if employees feel that their contributions are undervalued or they 

feel pressure to perform at a minimum level, for a minimum reward, they might conform 

to lower performance In this way, team pay may contribute to stifling individual efforts 

and creativity. 

Despite the challenges, the necessity of pay at the team level remains evident. The 

organizational challenge becomes determining the precise team level rewards and 

behaviors that need to be encouraged. Once again, customization to the desired objective 

becomes essential. 

Individual level. While there appears to be widespread agreement as to the need to 

compensate team members at the team level, the case for individual level compensation 
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becomes a little more controversial. Literature is full of debate over if, when, and how 

individual compensation should be incorporated into team-based environments. 

Overall, the sole use of individually-based compensation systems, in a team-based 

environment, sends mixed messages-work as a team, but benefit solely from your own 

efforts (Barton, 1996; Gross; 1995; Lawler & Cohen, 1992; Zingheim & Schuster, 1997). 

The message is "teams are important, but not important enough to change the 

corresponding infrastructure". As a result, employees are left skeptical and confused. 

Their energies and efforts become divided between meeting team goals and protecting 

their individual interests. Such division can eventually erode team cohesiveness, decrease 

overall efficiencies, and undermine the entire team-based initiative. Given these potential 

problems, it is imperative that compensation systems be changed to align with the team-

based environment. The question becomes, should the compensation system retain any 

individual-oriented rewards? 

Looking closer, all employees are compensated at the individual level through their 

base pay. Apart from that, should team members be compensated for their own 

performance, their own competencies, and their own initiative to learn and develop? 

Some researchers and compensation professionals claim "yes", individual performance 

should definitely be a part of team pay (Heinemann & von Hippel, 1995). Others are 

much more hesitant. For example, while Schuster and Zingheim (1997) believe that the 

individual level should be considered in team environments, they qualify their answer by 

stating that team level pay should be implemented first to cultivate a shared fate mentality 

and then followed by individual pay when teams are ready. 
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Reasons for compensating at the individual level are abundant. One reason is that 

individual competencies and performance are critical for effective team functioning 

(Heinemann & von Hippel, 1995). Additionally, individuals still want to be recognized for 

their own accomplishments (Cauldron, 1994). Motorola discovered that team members 

overwhelming wanted their pay to be based on their own skills and contributions, not the 

team's (Gedvilas, 1997). Per Zingheim and Schuster (1997), this preference for individual 

rewards is not suprising given the "rugged individualism" ethic dominant in American 

culture. They contend that this preference for individualistic rewards is due to a lack of 

experience with team pay. They suggest that until employees get used to this cultural 

change, organizations should stop focusing on these preferences. 

Pascerella (1997) also recommends tailoring the pay plan to the individual given 

the following principles: (a) motivation comes from within the individual, not from the 

group; (b) skill and behavior development is an individual undertaking; (c) fairness does 

not mean equal pay for all; (d) expressing oneself within the context of a team is only 

slowly replacing individualistic notions; and (e) team compensation is not a payoff, but a 

means of nurturing behavior that benefits the group. 

Disadvantages of focusing on the individual in a team-based organization include 

the fostering of competition and a lack of information sharing (Schuster & Zingheim, 

1993). Additionally, it can prove extremely challenging to partition out an individual's 

contribution within a team environment (Cauldron, 1994). Research by the IPD cautioned 

that this difficulty in measuring and evaluating individual effort might result in inaccurate 

assessments that could eventually lead to de-motivation (Anonymous, 1996b). Zingheim 
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and Schuster (1997) agree and claim it can be difficult to create an individual component 

in a team environment that does not erode team initiative. 

In a recent survey of team-based organizations, Shaw and Schneier (1995) found 

that organizations that rated themselves as very successful did not eliminate, nor dwarf, 

individual rewards in favor of team rewards. Compensation specialist's Kanin-Lovers and 

Cameron (1993) have observed that many new team pay systems are considering the 

individual component, especially those targeting non-manufacturing workers. Similar to 

the team level, the challenging question becomes deciding how much of total 

compensation should be concentrated at the individual level. 

t init & organizational level. Pay programs that focus at the unit or organizational 

level can also prove instrumental in helping employees concentrate on something other 

than their own performance. (Caudron, 1994). Gainsharing plans, for instance, focus on 

productivity gains at the unit level. Corporate wide rewards (e.g., profit sharing) help 

team members begin to think about how well the organization is doing as a whole. It is 

suggested that these types of plans may be beneficial during the establishment of teams as 

they can help to orient team members to the interdependencies of working together. 

Level—bottom line. Given this review, at what level should team pay be focused? 

Per a survey by the Hewitt group, the most successful team pay programs reported having 

a healthy balance between pay focused at the individual and team levels (Abosch & Reidy, 

1996). More specifically, companies with successful teams were more likely to use 

individual performance (30%, or twice as high as unsuccessful teams), team performance 

(51%), and business/unit performance (22%) in their pay programs. Research from the 
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Motorola study concurred and suggested that a comprehensive team pay program 

balances both individual and team rewards (Gedvilas, 1997). The issue becomes achieving 

the right balance-with the emphasis on team performance (Kanin-Lovers & Cameron, 

1993). The bottom line is that if organizations want team members to focus on shared 

goals, they must stop rewarding strictly for individual efforts. At a minimum, 

compensation systems used for teams must consider the team level in some way. 

Compensation Mixture 

In addition to determining what to motivate, compensation systems must also 

consider what types of rewards actually motivate (Ledford & Lawler, 1994). As such, 

another critical element of ideal compensation systems is the compensation mixture. For 

instance, what type of compensation should be used when designing team-based systems-

base pay & base pay adjustments, other financial rewards, and/or non-financial rewards? 

Base pav & base pav adjustments. As base pay represents the majority of an 

individual's compensation, it must be considered when designing team pay programs 

(Saunier & Hawk, 1994). In traditional compensation, base pay systems are individual 

and job oriented and are adjusted primarily through merit and cost of living increases. 

Consequently, these systems foster a sense of competition and entitlement. 

What is needed in a team-based environment are base pay systems that focus on 

the person, not strictly on the job (Gross, 1995). Additionally, base pay should reflect the 

fair market value of an individual's critical skills and knowledge, while eliminating any 

artificial differences and irrational pay levels (Schuster & Zingheim, 1993). Per Hitchcock 
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and Willard (1995), it is extremely difficult to preach partnership when pay systems 

differentiate between "the lords and the serfs". 

The most popular way to adjust base pay is through annual merit increases 

(Schuster & Zingheim, 1992). However, critics of merit systems claim they can confuse 

performance recognition with many other reasons for pay increases-internal equity, 

promotions, and cost of living adjustments (Schuster & Zingheim, 1993). Pay for 

performance research corroborates the idea that merit is probably not the best choice for 

promoting performance initiatives, partially due to problems such as: (a) perceptions of 

favoritism and unfairness associated with a subjective rating process; (b) an extremely 

small range between good and poor performance, effectively minimizing any motivational 

value; and (c) the tendency of performers to top out of a job scale (Gerhart & Milkovich, 

1992). 

Despite these challenges, some still advocate the benefit of merit systems in team 

environments (Caudron, 1994; Heneman & von Hippel, 1995). These authors suggest 

that traditional merit can be adapted to fit with teams by: (a) making teamwork an explicit 

criterion on performance appraisals; (b) weighting teamwork ratings so they cannot be 

ignored; (c) collecting input from multi-sources; (d) abandoning the ranking of individuals; 

and (e) basing merit on team skills, processes, and results. 

Another way to increase base pay is through the acquisition of skills and/or 

competencies. Skill-based pay rewards people for the skills they demonstrate and use, 

rather than for the specific job they hold (Zingheim & Schuster, 1995). Competency-

based pay is similar to skill-based pay except that it pays for increases in more abstract 
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behaviors or traits called competencies. Typically, skill-based pay is used in settings 

where work is more procedural and less varied (i.e., manufacturing), while competency-

based pay is associated with non-manufacturing or knowledge work. 

Some claim that skill-based pay combines the best of merit-based and seniority-

based pay by rewarding employee initiative, through objective administration (Phillips, 

1990). Additionally, it fosters a dynamic learning environment, which increases workforce 

skills, and job flexibility-common needs in a team-based organization. 

Based on their experience of starting a pay-for-knowledge program, Boeing 

Aerospace and Electronics outlined the benefits of their new system: (a) improved 

flexibility, (b) leaner staff, (c) fewer job classifications, (d) improved efficiency, (e) lower 

absences, (f) lower turnover rates, (g) higher quality output, and (h) higher job satisfaction 

(Killingsworth, Shenberger, Cole, Olmstead, & Hunt, 1990). Klein (1990) adds the 

following benefits to the list based on his development of a pay-for-knowledge system: (a) 

thoroughness in the delineation and description of knowledge, skills, and proficiency 

requirements; (b) widespread dissemination of these standards in a written format; and (c) 

maintenance of high standards and fairness in the assessment of candidates seeking 

certification. 

Boeing also outlined the drawbacks associated with their skill/competency based 

program: (a) very expensive, (b) complex to administer, (c) large training commitment, (d) 

lost production time, (e) cost of trainers, (f) people always in a learning mode, (g) need to 

refresh trainees who are not currently using skills, (h) frequent job rotations, (i) potential 
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alienation of support members, (j) members often uncomfortable with leadership roles, (k) 
i 

topping out, and (1) too many job tasks to learn (Killingsworth et al., 1990). 

Because of its scope, base pay is not flexible enough to be the primary tool for a 

team performance revolution (Schuster & Zingheim, 1993). In fact, Saunier & Hawk 

(1994) recommend only overhauling the base pay system for dedicated, permanent teams, 

given the expense and the potential for disruption. However, as base pay does impact 

everyone in the organization, it should not be ignored (Schuster & Zingheim, 1992). 

Instead, it should serve as the foundation of the overall compensation strategy. 

Other financial rewards. According to Lawler (1990), other financial rewards are 

better motivators of teamwork, compared to salary plan increases. As such, pay-for-

performance initiatives are often led by these other financial rewards (a.k.a. variable pay) 

because of their flexibility to reward teams, while maintaining a focus on the overall 

organization (Zingheim & Schuster, 1995). 

In a recent study by Hewitt and Associates, variable cash programs were found to 

be the most effective tools in supporting teams (Abosch & Reidy, 1996). These plans 

were commonly used to promote a team mind-set in organizations with strong team 

programs. Team and business incentives were the most prevalent types of programs 

mentioned. Milestone/project outcome plans were also very popular among salaried, 

project teams. 

Incentives are a popular form of variable pay (Johnson, 1993). Basically, incentive 

rewards are contingent on the accomplishment of goals that are pre-established and 

measurable. McAdams (1996) asserts that incentives are the most powerful of all 
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compensation options in aligning organizational objectives and employee behavior. Their 

purpose in a team-oriented environment is to: (a) reward operational and financial goal 

achievement, (b) to increase group productivity, (c) to foster collaborative contributions, 

(d) to contain fixed compensation costs, (e) to encourage employee empowerment, and (f) 

to support overall team process improvements. 

Traditionally, incentives have been reserved for executives and sales persons 

(Saunier & Hawk, 1994). However, they are gaining prevalence among lower level 

employees, including those on teams. Some prerequisites for group or team incentives 

include: (a) task interdependence, (b) group-like conditions, (c) a focus on problem 

solving, and (d) measurable group behavior and results (Johnson, 1993). 

Incentive awards have many advantages and benefits over other types of 

compensation. For instance: (a) they require minimal cultural change, (b) they require 

fewer process changes, (c) they are quick to start up, (d) they offer improved line of sight, 

(e) they are typically associated with increased employee support, and (f) they are easy to 

pilot test (Johnson, 1993). In addition, incentives help to link team efforts to larger unit or 

organizational objectives (Anonymous, 1996b). Finally, as incentives are not tied into 

base pay, they effectively can reduce long term salary related costs. 

There have also been some pitfalls associated with incentives including: (a) the 

tendency toward "cycling"~achievements by one team, offset by poor performance of 

another; (b) a weaker link between pay and individual performance; (c) the ability of poor 

performers to hide behind the performance of the team (social loafers); and (d) the 
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potential of paying for improved performance that might have otherwise been achieved 

(Frew, 1995). 

Some suggestions for designing variable pay include: (a) defining the team so as 

not to create competition within or between teams; (b) ensuring that team performance is 

optimized, but not at the expense of larger groups; (c) providing pay solutions for people 

not on teams; (d) determining whether variable pay should merely communicate or directly 

drive behavior; and (e) deciding on optimal measurement and funding practices (Zingheim 

& Schuster, 1995) 

How much of an individual's total cash compensation should be tied to variable 

pay? According to Gross (1995), to be effective variable pay needs to be at least one 

month's salary. Per a recent Hewitt and Associates survey, most incentive payouts are 

between 3-5% of base salary (Abosch and Reidy, 1996). Lawler (1990) suggests that by 

putting some amount of employee compensation at risk an organization helps to foster an 

entrepreneurial, performance-oriented culture. 

Non-financial rewards. Many managers and consultants suggest that the best 

incentives over the long run are non-financial rewards (Pascerella, 1997). Lawler (1996) 

contends that while extrinsic rewards, such as money, are extremely important in the short 

term, intrinsic rewards (e.g., meaningful nature of work) tend to sustain motivation in the 

long-term. 

Non-financial compensation plans can celebrate events, recognize extraordinary 

people and activities, and reward results and accomplishments (McAdams, 1996; Nelson, 

1996). Non-financial rewards have many benefits/advantages. For instance, they can be 
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flexible, personal, and easy to use. They are also cost effective in terms of benefits 

received versus monies expended. 

Traditionally, non-financial rewards have not been a significant part of total 

compensation (Schuster & Zingheim, 1992). However, this trend appears to be changing. 

In a Hewitt and Associates survey, non-cash recognition rewards were used by the 

majority of companies surveyed, for all types of teams (Abosch & Reidy, 1996). Nelson 

(1996) suggests that part of the renewed interest in non-financial rewards is the result of 

the inadequacies of traditional, financial rewards. For instance, a recent study found that: 

(a) 81% of workers surveyed said they would not receive cash awards for productivity 

increases, and (b) 60% of managers said their compensation would not increase as a result 

of performance increases. 

Some additional problems associated with monetary rewards include: (a) tendency 

to shift an individual's focus to the achievement of a cash gain, (b) potential to lead to 

litigation problems, (c) negative effect when rewards are not achieved, (d) disputes over 

dollar amounts, (e) stripping of the pride associated with work, (f) problems associated 

with untimely payouts, and (f) tendency to become entitlements (Nelson, 1996). 

Does non-financial compensation work? There is evidence to support the fact 

that non-financial rewards are effective. Results from a 1994 Hay survey, found that 84% 

and 76% of the organizations reporting said that non-cash recognition was effective in 

advancing quality objectives among exempt and nonexempt workers, respectively (Gross, 

1995). In a recent study by Shaw and Schneier (1995), non-monetary rewards were found 

to be the most effective way to motivate teams. More specifically, they found public 
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recognition to be the most common non-financial reward utilized. Among the findings 

from the Motorola team pay study were: (a) money was not high on people's lists of 

incentives; (b) more recognition was needed, including simple thank you's; and (c) people 

wanted to be treated fairly, without dwelling on money (Gedvilas, 1997). 

There are some guidelines for utilizing non-financial rewards. For instance, non-

financial rewards are the most effective when: (a) they directly reinforce desired behavior, 

(b) are used immediately, (c) are delivered personally, and (d) are valued by the individuals 

receiving them (Nelson, 1996). However, the question of what types of non-financial 

rewards to use when should be answered with respect to the specific situation at hand. 

Bottom line-compensation mixture. The above review indicates that the answer as 

to the best motivator varies. Some claim that cash, in general, is the best motivator. 

Others claim that other financial rewards such as incentives are the better choice. While 

still others assert that non-financial rewards are the most dependable. In actuality, what 

motivates probably varies by company, by team, and by individual. Thus, in order to 

maximize the impact of compensation, it makes sense to incorporate all types of 

compensation-base pay/base pay adjustments, other financial rewards, and non-financial 

rewards—into the compensation strategy. 

The Employee Factor 

The last piece of the compensation/motivation equation relates to the employee. 

In addition to determining what to motivate (behaviors desired) and how to motivate it 

(rewards that motivate), organizations must pay attention to the conditions that facilitate 

this relationship (Ledford & Lawler, 1994). These conditions seem to have a direct 
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impact on employee satisfaction with the compensation system, compensation system 

effectiveness, and ultimately team effectiveness. These issues will be examined below. 

Importance of employee satisfaction. According to Bartol and Hagmann (1992), 

one of the desired results of team pay should be to improve employee satisfaction with 

respect to the pay program itself. Lawler (1990) agrees and explains the importance of 

employee perception and satisfaction with a pay system. These ideas emphasize the power 

of employee perception. 

The behavior of people is a function of what they perceive, not what others 

perceive or how things actually are. If employees do not perceive that the 

organization pays-for-performance, it matters little that managers and the 

administrators of the program believe that they have an effective pay-for-

performance system (p. 221). 

Researchers are beginning to study the impact of team member perceptions on 

compensation. Stark, Duffy, and Shaw (1996) are developing a Team Reward Attitude 

(TRA) scale that will examine the relative importance of team member attitudes 

concerning outcome interdependence and team effectiveness. They hypothesize that the 

attitudes of team members that receive team-based rewards will have an important 

influence on team effectiveness. The TRA reflects the extent to which a team member 

believes that team performance, not individual performance, should be the criterion for 

distributing rewards to teams. High TRA individuals believe that everyone should share in 

both successes and failures of the team. Low TRA individuals prefer independent reward 
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allocation. The researchers contend that the more TRA is aligned with the outcome 

interdependence structure of the team, the higher the motivation level. 

Another study examined factors predicted to enhance employee receptivity to 

team-based rewards (Kirkman and Shapiro, 1997). Researchers found that employees 

were more receptive to team-based rewards when they: (a) had a high preference for 

teams; (b) were collectivism rather than individualistic, (c) had a high commitment toward 

teams; (d) perceived the need for team-related changes, (e) perceived distributive, 

procedural, and interactional justice; and (f) had high task interdependence. 

The above suggests the importance of employee satisfaction and perceptions of the 

compensation system on the overall system's effectiveness. One way to help encourage 

this relationship is to pay attention to the key conditions surrounding the compensation 

system (Ledford & Lawler, 1994). 

Importance of line of sight. Basically, for employees to be motivated they must 

believe: (a) performance results in rewards, (b) performance is possible, and (c) the 

rewards are valuable (Ledford & Lawler, 1994). The first two components relate to the 

concept of Line of Sight (LOS) which refers to the ability of employees to see how their 

effort leads to higher performance and ultimately higher rewards. The LOS relationship 

describes the link between outcomes and rewards (Frew, 1995). 

The phrase LOS originated from the military term describing distance from a target 

(McAdams, 1996). The farther away a person is from a target, the more he/she has to 

adjust for the trajectory of the bullet, and the harder the target is to hit. In the business 

arena, the greater the distance between an employee and his/her measures/rewards, the 
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greater the LOS, and the more difficult it is for those measures/rewards to influence 

behavior. 

Compensation design can directly impact LOS in many ways (McAdams, 1996). 

For example, the larger the size and number of organizations/units covered in a 

compensation plan, the greater the LOS. Consistent with the customization principle, 

there are no optimal levels of LOS, just tradeoffs. Generally speaking however, the 

shorter the LOS, the greater the potential impact of compensation on behavior. Among 

the design factors that can directly effect LOS include: (a) communication practices, (b) 

controllability of measures, (c) payout frequency, and (d) the link between pay-and-

performance (Ledford & Lawler, 1994; McAdams, 1996). 

First, LOS can be decreased by increasing communication surrounding the 

compensation plan (Ledford & Lawler, 1994; McAdams, 1996). In order for employees 

to be impacted by a compensation plan, they must understand and accept it. Various 

examples emphasize the importance of communication. Representatives of the Saturn 

Company claim that the success of their reward plan was not due to the plan itself, but the 

process by which it was communicated (Wallace, 1993). Motorola discovered a need to 

increase communication around their reward plans, especially as they related to the 

organization and the business goals (Gedvilas, 1997). In their team pay study, Zingheim 

and Schuster (1997) found that communication and championing were critical elements to 

team pay success. In fact, even the organizations that were "doing it right" suggested that 

more needed to be done in this area. 
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Organizations must communicate to employees up front what is expected of them 

and how they will be rewarded (Gross, 1995). "A well-designed plan, poorly 

implemented, will never do as well as a poorly designed plan, well implemented" (p. 400). 

McAdams (1996) suggests that plan design is only 25% of the effort, while 75% is 

reserved for implementation and maintenance. 

Another way to shorten LOS is to ensure that employees have control over the 

measures that influence their compensation (Ledford & Lawler, 1994; McAdams, 1996). 

The characteristics of the compensation measures used have a direct impact on an 

employee's understanding and acceptance of the plan. Organizations can facilitate this 

feeling of control by involving team members in the measurement process (i.e., measure 

creation and evaluation) and by educating them on how these measures impact the team, 

the unit, and the overall business. 

Further, LOS can also be shortened by increasing the frequency of payouts 

(Ledford & Lawler, 1994; McAdams, 1996 ). The more often rewards are distributed, the 

more likely they will influence behavior. The CARS found evidence of this relationship as 

compensation plans with more frequent payouts were linked to business performance 

improvements (McAdams & Hawk, 1992). 

Finally, the perceived link between pay-and-performance can also impact LOS. 

There is significant support for the idea that performance-contingent rewards increase 

performance (Gerhart & Milkovich, 1992; Lawler, 1990; Milkovich & Milkovich, 1992; 

Zenter & Marshall, 1995). Again, employees must trust that this link exists. 
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Bottom line—the employee factor. It is important for organizations to address 

these conditions in their compensation plan designs: (a) communication practices, (b) 

measure controllability, (c) payout frequencies, and (d) the link between pay-and-

performance. Again, however, the ultimate test of these conditions resides in the beliefs of 

the employees. In order for employees to put forward their maximum effort, they must 

understand that their performance will be measured accurately and fairly and it will be 

rewarded in a timely fashion (Barton, 1996). This review suggests that the greater a team 

member's belief in these conditions, the greater his/her satisfaction with the compensation 

system, the greater his/her perception of that system's effectiveness, and the greater the 

overall team effectiveness. 

Team Compensation Systems—Implementation Considerations 

The following highlights some additional elements that should be considered when 

building an overall team compensation system. Note these elements, and their 

surrounding issues and solutions, are not necessarily the same for every team-based 

organization, every type of team, or every type of compensation. Rather, each element 

must be examined with respect to the unique situation at hand. Again, effective team 

compensation systems are custom tailored to the specific situation, not merely copied 

based on the latest advice. 

Why—Purpose? 

The latest research by the IPD found that the number one reason for implementing 

team pay was to engage group, rather than individual performance (Anonymous, 1996b). 

While this generic purpose seems logical, it is better to specify a more detailed purpose 
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when considering specific plan design. For example, the desired outcomes among 

participants in Zingheim and Schuster's (1997) small team pay study, included: (a) 

improving return on investment, (b) supporting culture change, (c) supporting team and 

organizational approaches, (d) broadening opportunity for individual contribution, and (e) 

reinforcing synergistic energy. 

According to a study by the CARS, most organizations had similar objectives at 

the time they put their compensation (variable) plans into place. These six objectives, in 

order, included: (a) to improve business, (b) to foster teamwork, (c) to improve 

performance-reward linkage, (d) to improve morale, (e) to improve communication, and 

(f) to create an empowering environment (McAdams & Hawk, 1992). The important 

point is that the specific component purpose should coordinate with the entire plan design. 

What—Types of Measures? 

In order to pay for team performance, organizations must be able to measure it 

(Caudron, 1994). Measures, and their corresponding measurement systems, are the 

backbone of any organization. As explained previously, the business strategy, or the 

strategic objectives of an organization, is translated and operationalized through measures 

and goals (McAdams, 1996). 

One of the basic tenants of measurement is that people perform the way they are 

measured (Gross, 1995). Thus, the characteristics of the measures selected-short term 

versus long term performance, risk taking versus risk aversion, sales versus productivity 

oriented—will directly impact the overall direction of the individual, the team, and the 

organization (Lawler, 1995). Going further, if these measures are then linked to 
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compensation their potential impact on performance is much greater. According to Gross 

(1995), while people may pay attention to measures, they ultimately behave according to 

how they are compensated. Thus, by linking strategic measures with strategic 

compensation, an organization maximizes each of these systems. The following section 

looks briefly at the nature and key principles of measures as they relate to compensation. 

One key question is whether measures should focus on results or processes? 

Historically compensation measures have concentrated on results and outcomes (Gross, 

1995). Outcome measures include such things as quantity, quality, timeliness, and cost 

Essentially, these measures report the accomplishments of the day (Zigon 1997). It has 

been shown that companies that measure and track outcome measures are more successful 

than companies that do not (Shaw & Schneier, 1995). 

More recently, the processes surrounding how these outcomes are generated has 

become as important as the actual results themselves (Zingheim & Schuster, 1995). 

Process measures help track a series of steps that provide value-added service or product 

to a customer (Zigon, 1994, 1997). These measures include both how the work gets done 

and the corresponding effort or behaviors. Specific examples include measures of 

leadership, decision marking, problem solving, and communication. As these individual 

processes and behaviors ultimately add up to collective organizational performance, they 

should be measured and rewarded accordingly (Pascerella, 1997; Shaw & Schneier, 1995). 

Two recent studies have corroborated the prevalence of process measures in 

practice. Motorola verified the need to emphasize team process over results (Gedvilas, 

1997) and Shaw and Schneier (1995) found that many team-based organizations measure 
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teamwork or collaboration as part of their assessment of individual competencies and 

behaviors. The latter study, however, did find that besides teamwork other measures of 

process (i.e., leadership, communication) were much less common. 

According to Gross (1995), not everyone believes in compensating for process 

related measures. The argument being that process measures (particularly skill and 

competency acquisition) are not a true assessment of performance, only an indication of 

what is possible. Some claim that in order to drive outcomes, compensation measures 

should be based solely on achieving results-not on almost achieving results. Again the 

opposing view, or those that believe in compensating for processes, believe that these 

processes ultimately benefit the organization and should therefore be encouraged. 

Overall, many researchers recommend measuring and rewarding both results and 

processes (Gross, 1995; Shaw & Schneier, 1995; Zingheim & Schuster, 1997). By 

measuring both, organizations can more accurately capture performance. Focusing on 

only one area can actually be counterproductive. For example, if a team leader only 

measures results, he/she might be unaware that these results were due to the performance 

of only two out of ten team members. Or if a unit only measures processes, it might not 

be cognizant that a hardworking team fell just short of reaching its goals. From a 

compensation perspective, if team members are only rewarded for processes, they might 

lose sight of the end results. If they are compensated only for results, and fall just short of 

meeting these results, they might be less likely to expend energy or take similar risks in the 

future (Pascerella, 1997). In the long run, measuring and rewarding both process and 

outcomes will best support teams and their strategies (Zingheim & Schuster, 1997). 
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Another interesting question is whether compensation measures must be 

quantifiable and/or objective? Lawler (1995) advises that compensation approaches that 

use objective measures are better motivators than those that use subjective measures. 

Objective measures have higher credibility and are more likely to be accepted than a boss's 

subjective opinion. Ultimately, Lawler recommends that all measures used for pay 

purposes should tie into some sort of quantifiable score (Lawler, 1990). Zingheim and 

Schuster (1997) agree and caution that the issue of goal fairness is an important one 

among teams. They recommend sticking with quantitative, objective goals at first and 

later incorporating more subjective process measures. 

Should compensation measures focus on a particular category of measures such as 

financial or operational? Financial measures include things such as profit, earnings, or 

return on investment calculations, while operational measures include productivity, safety, 

and quality (McAdams & Hawk, 1992). In general, employees, and particularly lower 

level employees, are better able to understand and influence operational measures as 

compared to financial measures (McAdams, 1996). Consequently, measures at the 

corporate level are typically financially oriented, while measures below the facility level 

usually concentrate on operations (McAdams & Hawk, 1992). 

One of the challenges in selecting compensation measures is linking them to the 

appropriate type of compensation. Generally speaking, outcome measures are typically 

linked with incentive compensation, while process and behavior measures are linked with 

base pay adjustments and after the fact compensation (i.e., bonuses, recognition). Gross 

(1995) recommends considering the type of team in the selection process. For example, 
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he advises using competencies and results as the primary performance appraisal measures 

for work and project teams respectively. A recent survey by Hewitt and Associates 

outlined the most common measurement criterion used for specific types of compensation: 

(a) team incentives-team performance; (b) business incentives-business/company 

performance; (c) gainsharing-unit/division performance; (d) discretionary bonus-

individual performance (Abosch & Reidy, 1996). Again, the exact methods of 

measurement will depend in large part on nature of work and the links between 

performance objectives and work performed (Frew, 1995). 

There are some key principles that apply to all measures, regardless of type or 

function. First, measures in general, and especially those used for compensation, must be 

clear and simple (Bartol & Hagmann, 1993; Liccione, 1997; Zingheim & Schuster, 1997). 

In fact, clarity of measures was found to be the most important factor contributing to team 

success (Shaw & Schneier, 1995). Second, compensation measures should be small in 

number (Caudron, 1994; Zingheim & Schuster, 1997). Too many measures dilutes the 

dollar value associated with each measure and ultimately lowers any motivational aspect. 

This is especially true in lower level employees. Ideally, the number of measures should 

be limited to 3-5 to ensure focus on key outcomes or processes. Finally, measures should 

be complete, attainable and under the direct influence of the team (Caudron, 1994; Frew, 

1995; Liccione, 1997). 
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Who—Rat ee and Raters? 

Another compensation consideration relates to ratees and raters. In other words, 

who should be included in team compensation programs and who should be involved in 

rating or evaluating corresponding performance? 

Ratee. First, with respect to inclusion, many authors recommend including all 

non-probationary team members in all team related compensation programs (Gross, 1995; 

Schuster & Zingheim, 1997). While this concept appears straightforward, it becomes 

more complex given that many individuals spend less than 100% of their time on any one 

team or serve on multiple teams. In their recent small team pay study, Zingheim and 

Schuster (1997) found successful solutions to these problems that included averaging the 

results of team membership or identifying a "home team" for pay purposes. They also 

recommended funding pay at both the team and business unit level and distributing 

payouts based on team performance measures. This link to the business unit makes multi-

membership teams and team membership changes workable within pay programs. 

In addition to team members, researchers also suggest that anyone that impacts 

team performance should share in the corresponding rewards (Zingheim & Schuster, 

1997). The issue being that people outside of the actual team impact and support team 

success. One way to account for this is to pay non-team members an award based on a 

composite of the performance of the teams they support (Zingheim & Schuster, 1997). 

Also by funding at both the unit and team level, the concept of team membership, for pay 

purposes, is extended to include a wide range of contributions from both team and non-
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team members. In this way, compensation can help encourage everyone to work together 

to reach common goals. 

Raters. The second question, that deals with the raters or evaluators of 

performance, is more complex. Essentially, there are two basic approaches to including 

people in the evaluation of performance for pay. One way, the traditional method, is to 

involve only the direct managers or supervisors in compensation related decisions. The 

other way is to consider multiple sources of feedback from customers, peers, management, 

etc. The decision of which approach to utilize again depends on the specific situation at 

hand. 

There are many places to factor in rater involvement within compensation (Gross, 

1995). Traditionally, raters have been associated with base pay adjustments (i.e., merit 

increases) through annual performance appraisals. However, raters can also be considered 

in other financial and non-financial compensation. For example, raters might be helpful in 

determining how to allocate a team incentive or bonus-equally, as a percentage of base 

pay, or from multi-source feedback. Involving team members in the evaluation processes 

encourages them to think according to varying levels of contribution (Pascerella, 1997). 

While multi-source feedback has been primarily applied in developmental 

strategies, it is beginning to be linked more frequently to pay (Zingheim & Schuster, 

1995). The reasons and benefits for this are abundant. First, multi-source feedback is 

often necessary to accurately capture and understand performance given complicated 

work processes and increasing levels of worker interdependence. Second, in flattened 

organizations supervisors often do not have sufficient information or knowledge to make 
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performance related decisions on their own. Finally, given the rate of change, people are 

desperately seeking further clarity of their roles and responsibilities. 

Unfortunately, many companies that have experimented with multi-raters for pay 

purposes have not been successful. In their small team pay study, Zingheim and Schuster 

(1997) found that companies that used multi-source feedback for pay purposes executed it 

too prematurely to be effective. Coherent, Inc., in its efforts to implement a peer review 

process, found that the process did not need to be linked to pay to be effective (Dimmick, 

1992). In fact, its employees would not accept a peer system tied to pay as they felt it 

would be too threatening to workplace relationships. Another compensation study 

conducted by Hewitt and Associates, found that there was little difference between 

effective and non-effective teams regarding salary increase decision practices (Abosch & 

Reidy, 1996). Of those surveyed, the majority still used managers and second level 

supervisors for pay related decisions. Only 5% included team members in these practices. 

What is evident from the preceding review, is that while multi-source feedback tied 

to pay has its advantages, it does come with both drawbacks and cautions. Multi-source 

feedback process that are used for pay purposes (and performance management in 

general) must ensure that: (a) performance measures used relate to the job performed, (b) 

measurement instruments used are valid, (c) the measurement process meets or exceeds 

legal requirements, (d) involved employees are trained sufficiently, (e) predictable scores 

of errors have been addressed, and (f) users support the process and view it as fair 

(Edwards & Ewen, 1995). Given these cautions, Zingheim and Schuster (1997) 
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recommend using multi-source review for developmental purposes first, and later, when 

the teams are ready, incorporating it into pay decisions. 

How—Involvement? 

Another essential consideration of an ideal team compensation system is the 

concept of involvement. Involvement plays a critical role in the ultimate success of any 

team compensation system (Zingheim & Schuster, 1997). According to Gross (1995), the 

process by which an organization produces and implements the pay program, is by far, 

more critical than the program itself. 

So what does involvement, with respect to compensation, look like? According to 

the literature, involvement can take many forms and span all phases of compensation 

including design, implementation, and the ongoing processes. However, as with any 

ingredient of an ideal team compensation system, involvement must be custom-tailored to 

the situation. Lawler (1995) explains the extremes. In more traditional organizations 

where control, hierarchy, and bureaucracy are emphasized, rewards are better controlled 

at the top. In non-traditional organizations, such as team-based environments, rewards are 

better handled through employee involvement and control through commitment. 

There have been favorable results of employees designing their own pay systems 

(Lawler, 1990, 1995). The CARS study proved statistically that compensation plans that 

involved employees in design and implementation had better results than plans that did not 

(McAdams & Hawk, 1992). When employees are involved in this capacity, they raise 

questions and bring up issues that traditional plan administrates might not be aware of 

(Lawler, 1995). Most importantly, overall employee acceptance and understanding tend 
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to be very high, which translates into rapid startup of the system and commitment to see it 

survive. According to Zingheim and Schuster (1997), the more involvement and 

communication, the more lasting the effect. 

Team compensation systems with the greatest amount of success have buy in from 

all stakeholders including program administrators (e.g., Human Resources), management, 

union representatives, and team members (Gross, 1995). Only when stakeholders, 

particularly team members, buy into the system, through their understanding and 

acceptance, will the system drive the behaviors that influence team and organizational 

results. 

Traditionally, Human Resource personnel have been almost solely responsible for 

creating, implementing, and monitoring compensation programs. While these persons 

might continue to play and important role in this process (i.e., facilitating it), they should 

no longer control it (Rowley, 1996). 

Management, including supervisors and team leaders, should be actively involved 

in all decisions that guide compensation design (Rowley, 1996). One of the findings of the 

CARS research was the importance of top management support to the success of a reward 

plan (McAdams & Hawk, 1992). Essentially, the greater their involvement, the higher the 

level of plan satisfaction and results. Mid-level manager and particularly first-line 

supervisor involvement was also found to be very important. 

The importance of union involvement in pay plan design and implementation 

cannot be over emphasized (Gross, 1995). The FMC Corporation introduced a pay-for-

skills program in a unionized environment and contributed a great deal of its success to 
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employee and union involvement (Phillips, 1990). The CARS study found that 24% of 

variable pay plans included union members (McAdams & Hawk, 1992). Per the 

researchers, this finding discredits the belief that a performance reward plan is difficult to 

implement in a unionized organization. 

Employee involvement has also become an important component in compensation 

plan success, especially in a team-based environment (Gross, 1995; Lawler, 1995). Some 

claim that consistent with the team definition, the more self managed a team, the greater 

the extent of its involvement in compensation design (Taylor, 1997). 

Employee involvement can be translated into many specific tasks such as 

involvement in measure creation (Caudron, 1994) and/or evaluation of related 

performance. For example, Zingheim and Schuster (1997) claim that it is essential to 

involve team members in understanding unit goals, selecting team pay goals (derived from 

unit goals), reviewing performance against these goals, and addressing goal achievement 

problems. 

When—Implementation? 

The question of when to change compensation systems to align with organizational 

design is one that is greatly debated. One faction argues that changing pay early can set 

the tone, focus, and speed of the transition to teams (McAdams, 1996). It can also 

circumvent the corrosive impact of traditional pay systems in a team-based environment 

(Saunier & Hawk, 1995; Zingheim & Schuster, 1997). 

Others disagree and recommend waiting to move to team pay (Hitchcock & 

Willard, 1995; Johnson, 1993). They suggest that teams need a great deal of internal 
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support before compensation becomes an issue (Abosch & Reidy, 1996). Initially, teams 

should focus on things such as work design, role design, and employee acceptance. An 

early focus on pay might leave people feeling threatened (Caudron, 1994). Instead, these 

researchers assert that compensation changes should follow the move to teams in a 

supporting role. They argue that it is much easier to create an effective compensation 

system in a stable environment. Furthermore, Hitchcock and Willard (1995) claim that 

changing pay too early reduces pay to a bribe. People start to focus on earning more 

money and potentially miss out on the intrinsic value of moving to teams. They suggest 

that if an organization wants something to demonstrate commitment they should destroy a 

symbol of hierarchy such as executive parking spots. 

So how long should teams wait before moving to team compensation? One view 

recommends moving to team compensation within six months to help members focus on 

shared goals and skill development, which ultimately hastens the maturation of the team 

process (Zingheim & Schuster, 1997). The other view claims there is no standard time 

frame that works for everyone (Hitchcock & Willard, 1995; Johnson, 1993). Instead, they 

advise that pay systems be changed when they begin to cause tension or become obstacles. 

By waiting late in the implementation process, both managers and employees better 

understand the "partnering paradigm" and should then be able to jointly design the system. 

They claim, before this point, employees and managers really do not understand what 

working together means. 

Are there any guidelines on the order of compensation component 

implementation? Abosch and Reidy (1996) recommend that when revising compensation 



52 

organizations consider one component at a time (i.e., variable first, base salary next). By 

staggering components, organizations avoid overwhelming teams and can even 

strategically coordinate implementation with needed motivational boosts. The researchers 

state that this typically translates to introducing results-focused compensation first, 

followed by processes-focused compensation next. This advice is consistent with 

recommendations from the Zingheim and Schuster (1997) small team pay study. Start 

with simple variable pay, funded at the unit level and distributed based on team goals and 

measures, and later add skill/competency-based pay programs. 

Interestingly, a CARS study found that 49% of the compensation plans reviewed 

were designed to lead change, while only 30% were designed to support it (McAdams & 

Hawk, 1992). The researchers interpreted these results as refuting the common 

assumption that organizational culture must be shifted before compensation plans can be 

changed. While the study was not specifically based on team pay, it does illustrate the 

current trend in compensation. 

Regardless of the timing, there is agreement that eventually individually-based 

compensation systems, in a team environment, must be changed. According to Lawler 

(1996), a bad team-oriented pay-for-performance system is worse than none at all. 

Purpose of the Study 

This study is intended to analyze the impact of team compensation systems on 

team effectiveness. Given the scope of this study, it is not possible to examine every 

element of an ideal team compensation system. Instead, only the critical elements will be 

examined as they relate to perceptions of team effectiveness, perceptions of compensation 
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system effectiveness, and/or employee satisfaction with the compensation systems. The 

findings should prove instrumental in helping to understand how to best compensate teams 

in order to improve overall team effectiveness. For convenience, the hypotheses have 

been grouped according to level of analysis~the team or the individual team member. 

Team Level of Analysis 

Hypothesis 1 (HIV Teams that are compensated at the team level are more 

effective than teams that are not. 

Hypothesis 2 (H2). Teams that have compensation systems that include base 

pay/base pay adjustments, other financial rewards, and non-financial rewards are more 

effective than teams that do not use all three of these components. 

Hypothesis 3 (H3Y Teams that are compensated at the team level, and use base 

pay/base pay adjustments, other financial rewards, and non-financial rewards, are more 

effective than any other combination thereof. 

Team Member Level of Analysis 

Hypothesis 4 (H4Y The greater a team member's: (a) understanding of the 

compensation system, (b) belief that the measures are within his/her control, (c) belief that 

payouts occur often enough, and (d) belief that pay is tied to performance-the greater 

his/her satisfaction with the compensation system. 

Hypothesis 5 (H5Y The greater a team member's satisfaction with the 

compensation system, the greater his/her perceptions of that system's effectiveness. 
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Hypothesis 6 (H6Y The greater a team member's satisfaction with the 

compensation system and the greater his/her perceptions of the system's effectiveness, the 

greater the effectiveness of the team. 

Hypothesis 7 (H7). The greater a team member's: (a) understanding of the 

compensation system, (b) belief that the measures are within his/her control, (c) belief that 

payouts occur often enough, and (d) belief that pay is tied to performance—the greater the 

effectiveness of the team. 



CHAPTER II 

METHOD 

This thesis project is a subset of a larger project-a Team Performance 

Measurement and Compensation Benchmarking Study (TPMCB Study)~conducted by the 

University of North Texas' Center for the Study of Work Teams (Center). The overall 

purpose of the TPMCB Study is to: (a) determine the best practices in both team 

measurement and compensation, and (b) identify the critical elements that make these 

practices successful. 

Sample 

Data were collected from team-based organizations throughout the United States, 

Canada, and Europe. Surveys were sent to 35 organizations, 212 teams, and 1,975 team 

members. Twenty three organizations, representing 108 teams, and 769 team members 

actually returned surveys. This translates to response rates of 66%, 51%, and 69%, 

respectively (see Appendix A for sample demographics). While TPMCB Study 

participation was voluntary, these participants were recruited through the Center's 

conferences, corporate sponsors, customers, database, and Web Page. Any organization 

utilizing project teams and/or work teams could be a part of the TPMCB Study. 

To encourage participation, organizations were promised the results and products 

of the TPMCB Study, based on their participation level, including summary reports and 

potential inclusion in a benchmarking network. Additionally, an incentive was provided 
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to all participating teams. If more than 60% of team members completed and returned 

their surveys within one month of distribution, they were eligible to be placed in a drawing 

to receive a free admission ticket to one of the three Center confeiences. 

Given that this TPMCB Study gathered data across organizations, the sample 

varied tremendously. Specifically, organizations differed significantly by factors including 

industry, size, type of work, percentage of organization in teams, and length of time in 

teams. Teams varied by type, size, age, membership, stage of team development, and type 

of work. Finally, individual team members differed by gender, age, tenure with the 

company, time on the team, and education level (see Appendix A). 

Measures 

Data were gathered through three separate surveys, targeted at three different 

levels within the organization. It is important to note that these surveys were designed to 

gather information for the entire TPMCB Study. Thus, as this thesis is only a subset of 

the TPMCB Study, a great deal of the survey information will not be used for this 

particular thesis project. The following represents a summary of the information 

contained in each survey. 

The first survey, the Organizational Survey, was targeted for organizational 

representatives, or others, who were knowledgeable about the formal practices, polices, 

and procedures surrounding the compensation systems (and measurement systems) used 

for teams (see Appendix B). In addition to system questions, this survey also asked 

demographic and perception questions. 
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The next survey, the Team Survey, was intended for the team to respond to as a 

group (see Appendix C). This survey was designed to gather information about team 

demographics, the actual compensation (and measurement) practices used by the team 

(both formal and informal), and perceptions of team effectiveness. 

The third survey, the Team Member Survey, was focused at the individual team 

member level (see Appendix D). Its purpose was to gather individual perceptions, 

attitudes, and opinions regarding the teams' current compensation (and measurement) 

practices. The survey also prompted for individual preferences relating to an ideal team-

based compensation system. 

These surveys were constructed by the researcher and two other graduate 

students, under the guidance of University of North Texas professors and Center 

representatives. In addition, this group collaborated with actual business organizations 

interested in participating in project design (the design team). Information for survey 

content was obtained through a review of the current research and literature, as well as 

through pre-survey interviews with professionals and practitioners in the field (primarily 

design tp a r n members). These interviews were structured using a pre-determined list of 

questions. Ideas on survey format were obtained from another graduate student who 

provided consultation in the area of survey design, layout, and formatting. 

Once complete, these surveys were forwarded to the design team and subject 

matter experts for review. Additionally, surveys were pilot tested by a team leader and 

five team members of a local manufacturing team. Comments and feedback received from 

these reviews were incorporated into the final version of the surveys. 
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Procedure 

Surveys were disseminated through an organizational liaison. This person was 

instrumental in helping to identify potential team participants. Acting as a champion, this 

individual either directly distributed surveys to the appropriate people and teams or 

provided the researchers with information on how to contact participating team leaders. 

In the latter case, surveys were forwarded directly to the team leaders who handed them 

out to team members. 

All surveys included detailed instructions on how they should be completed. 

Individuals were asked to complete the Organizational Survey and Team Member Survey 

on their own. T h e T e a m Survey was to be completed by the entire team. A Center 

telephone number was included on each survey in case of questions, and stamped 

envelopes were provided for easy survey return. In an attempt to increase the response 

rate, the researchers suggested that teams and team members complete the surveys at a 

common time and place (e.g., team meeting). However, where, when, and if the surveys 

were completed was ultimately up to the team and/or individual. 

Before surveys were sent to participating organizations, a written formal consent 

was requested of participating organizations in accordance to University guidelines. 

Individual consent was obtained in conjunction with survey completion as the detailed 

instructions contained verbiage stating that individual consent was implied by survey 

return. 

All information relating to this TPMCB Study was protected and remained 

confidential. TPMCB Study results were only referred to in summary form, without 
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individual or organization identification. To facilitate this, surveys were coded to protect 

the anonymity of the individuals involved and to enable the researchers to coordinate 

between the three survey levels. Codes included a number for the organization, the team, 

and the team member. 

Data Analysis 

The method of data analysis varied according to the hypothesis. Specific review of 

this analysis will follow the hypothesis detailed earlier in this paper. Again, the overall 

purpose of this analysis is to determine the degree of impact that each identified 

compensation element had on team effectiveness, perceptions of the compensation system 

effectiveness, and/or employee satisfaction with the system. 

HI, H2, and H3 dealt with the team level of analysis. Given the directional nature 

of these hypotheses, each was analyzed using one tailed, independent t-tests. The 

dependent variable (DV) for each was team effectiveness (DV1) which equated to the 

average of the team effectiveness scores reported on the Team Survey (Appendix C, 

questions #1-18, p. 6). This average was then correlated with the overall performance 

effectiveness score (Appendix C, question #19, p. 6) to ensure reliability (r — .953). The 

independent variables (IV) for HI, H2, and H3, respectively, included team level (IV1), 

compensation mixture (IV2), and a level/mixture combination (IV3). Information for 

these IVs was taken from the Team Survey (Appendix C, questions #16 and 17b, p. 5). 

H4-H7 addressed the team member level of analysis. For H4, H6 and H7 data 

were analyzed using a multiple regression model. H5 was analy2:ed through a simple 

correlation. The DV for H6 and H7 was team effectiveness as explained above (DV1). 
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All remaining data were taken from the Team Member Survey. IVs for H4 and H7 

included scores of compensation system understanding (IV4), controllability of measures 

(IV5), payout frequency (IV6), and perceptions of pay-for-performance linkage (IV7) 

(Appendix D, questions #31, 32; #22, 23; #34; #25; p. 2, respectively). The DV for H4 

was compensation satisfaction (DV2) (Appendix D, question #35). For H5, the IV was 

compensation satisfaction (IV8) (Appendix D, question #35) compared to a DV of 

perceptions of compensation system effectiveness (DV3) (Appendix D, question # 36). In 

H6, IVs included scores of compensation satisfaction (IV8 again) and perceptions of 

compensation system effectiveness (IV9) (Appendix D, questions #36). 



CHAPTER III 

RESULTS 

To remain consistent with the previous presentation of the hypotheses, this section 

will present results according to level of analysis. HI, H2, and H3 were analyzed at the 

team level and will therefore be detailed under the team level analysis section. H4, H5, H6 

and H7 were analyzed at the team member level and will be presented their accordingly. 

Team Level Analysis 

HI, H2, and H3 were analyzed using one tailed, independent t-tests. The 

dependent variable in these analyses was the average of team effectiveness scores. The 

independent variables of (a) level, (b) compensation mixture, and (c) a level/mixture 

combination were between subject variables. For analysis purposes, level was divided into 

(a) teams that used some team level compensation, versus (b) teams that did not use any 

team level compensation. Compensation mixture was broken down based on (a) teams 

that used three types of compensation (base pay/base pay adjustments, other financial 

rewards, and non-financial rewards), versus (b) teams that used less than three types of 

compensation. The level/mixture combination was split into (a) teams than used some 

level of team compensation and used all three types of compensation, versus (b) teams that 

did not. 

Table 1 presents the descriptive statistics for H1-H3. Upon initial glance, the data 

might appear troublesome given unequal cell sizes, 14, 19,17,45. However, as the t-test 
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is a very robust statistic, it can adjust for such inequity. This adjustment is confirmed by 

reviewing the Levene's Test of Equity of Errors. This test for HI, H2, and H3 was clearly 

not significant at .600, .343, and . 161. Such results allow for the assumption of equal 

variances. Table 2 presents the t-test summary results for H1-H3 Specific results as they 

relate to each hypothesis will be discussed below. 

Table 1 

Descriptive Statistics: Level and Mixture (Hypotheses 1-3) 

Level 

Compensation Mixture 

<3 Tvpes 3 Tvpes Total 

Team Level M 77.09 81.60 80.36 

SD 19.90 13.36 15.39 
N 17 45 62 

No Team Level M 72.50 73.64 72.98 
SD 19.57 16 17.88 
N 19 14 33 

Total M 74.67 79.71 
SD 19.58 14.30 
N 36 59 

Table 2 

T-Tpst Summary for Level. Compensation Mixture, and Level/Mixture (Hypotheses 1-3) 

Source t df E Mean Std 95% Conf Interval of E 
Diflf. Error the Mean 

Diff Lower Upper 

Level (L) -2.102 93 .019 -7.38 3.51 -14.35 -.41 
Compensation -1.623 98 .054 -5.35 3.30 -11.89 1.19 
Mixture(CM) 

-13.86 Level/Mixture -2.159 93 .017 -7.22 3.34 -13.86 -.58 
L x CM 
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First, the focus will turn to HI. To summarize, HI suggested that teams that are 

compensated at the team level are more effective than teams are not. As expected, mean 

team effectiveness scores were higher in teams using some level of team compensation (M 

= 80.36) versus teams using only individual level compensation (M = 72.98). Further, t-

test results indicated that this difference was significant, t (93) = 2 102, p = .019. 

Next, H2 stated that teams that have compensation systems that include base 

pay/base pay adjustments, other financial rewards, and non-financial rewards are more 

effective than teams that do not use all three of these components. Again as expected, 

mean team effectiveness scores were higher for teams that had all three types of 

compensation (M = 79.71) compared to teams that had less than three (M = 74.67). 

However, results indicated that the difference was not significant, but approached 

significance, t (98) = 1.623, p = .054. 

Finally, H3 suggested that teams that compensate at the team level, and use base 

pay/base pay adjustments, other financial rewards, and non-financial rewards, are more 

effective than any other combination thereof. The t-test analysis confirmed that the teams 

using team level compensation and all three compensation components had significantly 

higher team effectiveness scores (M = 81.60), t (93) = 2.159, p = .017, than teams that did 

not (M = 74.38). 
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Tftam Member Level of Analysis 

H4, H6, and H7 were all analyzed using multiple regression models. H5 was 

analyzed through a simple correlation. As independent and dependent variables differ 

perhypothesis each one will be discussed in detail below. 

H4 stated that the greater a team member's: (a) understanding of the compensation 

system (understanding), (b) belief that the measures are within his/her control (control), 

(c) belief that payouts occur often enough (frequency), and (d) belief that pay is tied to 

performance (pay-performance)-the greater his/her satisfaction with the compensation 

system. The results of this analysis are detailed in Table 3. Raw pearson correlation 

coefficients are in Appendix E. Based on this information, the hypothesized relationship 

described above was found to be significant (R2 = .721, p < .001). In fact, the 

independent variables of understanding, control, frequency, and pay-for-performance 

accounted for over 70% of the variance of compensation system satisfaction. Looking 

closer, the most significant independent variable was frequency with a beta weight of .647 

(g < .001) and a standard error of .025. The other independent variable beta weights were 

much lower at .092 (p < .001), .106 (p < .001), and .145 (g < .001) for understanding, 

control, and pay-for performance, respectively. Their corresponding standard errors were 

also low at .026, .029, and .028, respectively. 

H5 suggested that the greater a team member's satisfaction with the compensation 

system, the greater his/her perceptions of that system's effectiveness. This relationship 

described in H5 was also significant (r = .912). Team member compensation satisfaction 

and perceptions of compensation system effectiveness are clearly related. 
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Table 3 

Multiple Regression Summary for Employee Perception Factors on Compensation System 

Satisfaction (Hvpotheis 4) 

MODEL r R2 Adi. R2 SE 

Model .850 .723 .721 .57 

ANOVA SS df MS F E 

Regression 563.831 4 140.958 437.309 .000 

Residual 215.961 670 .322 

Total 779.792 674 

COEFFICIENTS b SE B t P 
Constant -4.754E-02 .080 -.593 .553 

Understanding 9.394E-02 .026 .092 3.648 .000 

Control .116 .029 .106 3.948 .000 

Frequency .627 .025 .647 24.991 .000 

Pay-Per. .147 .028 .145 5.193 .000 

H6 stated that the greater a team member's satisfaction with the compensation 

system and the greater his/her perceptions of the system's effectiveness, the greater the 

effectiveness of the team. The results of this analysis, as detailed in Table 4 indicated no 

significant relationship (R2 = .018, p = .856) (raw pearson correlation coefficients are in 

Appendix F). In fact, the two independent variables accounted for less than two percent 

of the variance of team effectiveness. Consequently, independent variable beta weights for 

compensation system satisfaction and compensation system effectiveness were very low at 

-.035 (p = .888) and .088 (p = .727). Standard errors were relatively high at 4.275 and 

4.312, respectively. 
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Table 4 

Multiple Regression Summary for Compensation System Satisfaction and Compensation 

System Effectiveness on Team Effectiveness (Hypotheis 6) 

MODEL r R! AdjR2 SE 

Model .057 .003 -.018 17.57 

ANOVA SS df MS F B 

Regression 
Residual 

96.482 
29329.647 

2 
95 

48.241 
308.733 

.156 .856 

Total 29426.129 97 

COEFFICIENTS b SE B t P 

Constant 
Comp Satisfaction 
Comp Effectiveness 

72.960 
-.604 
1.507 

5.260 
4.275 
4.312 

-.035 
.088 

13.871 
-.141 
.350 

.000 

.888 

.727 

Finally, H7 stated that the greater a team member's: (a) understanding of the 

compensation system (understanding), (b) belief that the measures are within his/her 

control (control), (c) belief that payouts occur often enough (frequency), and (d) belief 

that pay is tied to performance (pay-performance)-the greater the effectiveness of the 

team. The results of this analysis are detailed in Table 5 and raw pearson correlation 

coefficients are in Appendix G. Based on this information, the hypothesized relationship 

described above was found not to be significant (R — .009, p — .310). Independent 

variables of understanding, control, frequency, and pay-for-performance accounted for 

less than one percent of the variance of team effectiveness. Beta weights for 

understanding, control, frequency, and pay for performance were low at 190 (p = .162), 
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-.044 (£ = .793), .075 (p = .575), and -.231 (p = .171), respectively. Standard errors were 

high at 2.463, 3.327,2.208, and 2.960. 

Table 5 

Multiple Regression Summary f»r Emnlovee Perception Factors on Team Effectiveness 

{Hypothesis 7) 

MODEL r R2 AdiR2 SE 

Model .228 .052 .009 17.56 

ANOVA SS df MS F E 
Regression 1500.318 4 375.079 1.216 .310 

Residual 27445.06 89 308.371 
Total 28945.38 93 

COEFFICIENTS b SE B 

Constant 75.059 7.343 
Understanding 3.474 2.463 .190 

Control -.875 3.327 -.044 

Frequency 1.243 2.208 .075 

Pay-Per. -4.089 2.960 -.231 

t 
10.222 .000 
1.410 .162 
-.263 .793 
.563 .575 

-1.381 .171 



CHAPTER IV 

DISCUSSION 

Overall, this thesis project was intended to analyze the impact of team 

compensation systems on team effectiveness. However, given this project's limited scope, 

it was not possible to examine every element of an ideal team compensation system. 

Instead, only critical elements were selected based on a fundamental compensation 

philosophy. In order for a compensation system to be an effective motivator, it must 

consider: (a) the behaviors and results desired, (b) the rewards that motivate employees, 

and (c) the conditions necessary to facilitate this relationship (Ledford & Lawler, 1994). 

Consequently, critical elements of (a) level, (b) compensation mixture, and (c) the 

"employee factor" were selected for detailed review. Specifically, these elements were 

examined for their impact on perceptions of team effectiveness. Project results will be 

discussed below. 

Level 

Much of literature supports the idea that team compensation systems are an 

essential ingredient in overall team effectiveness. One critical element of team 

compensation systems is the incorporation of team level rewards. By focusing on team 

level rewards, compensation systems help to support, encourage, and promote team-

oriented behavior and results. 

68 
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This concept was empirically tested in this study though HI and H3. To recap, HI 

stated that teams that are compensated at the team level are more effective than teams that 

are not. H3 will be discussed later in this chapter. Results of HI found a significant 

relationship between level and team effectiveness. Teams that utilized any amount of team 

level compensation had higher team effectiveness scores than teams that did not. The 

results of this analysis seem to confirm the idea that team level is a critical element in 

designing ideal team-based compensation systems. 

It is interesting and important to note that this particular analysis did not take into 

account the degree of team level compensation or the type of team level rewards (base 

pay/base pay adjustments, other financial rewards, and/or non-financial rewards). For 

instance, teams that based their compensation systems solely on team level rewards were 

in the same category as teams that utilized only a small percentage of team level rewards. 

Also, teams that incorporated the team level into all types of theiir compensation options 

were treated the same as teams that used only one type of pay, such as non-financial 

rewards. The reason the data were analyzed this way was primarily operational. Given 

the relatively small sample size, further breakdown, or categorization, of the team level 

would have resulted in the data being extremely difficult, if not impossible, to analyze (i.e., 

too few subject items per category). However, the approach utilized allowed for the 

exploration of the idea that any amount, or type, of team level rewards was better than 

none at all. Reviewing the data and results, this appears to be the case. Even with such a 

dramatic range, teams that utilized any amount of team level compensation, in any way, 

had significantly higher team effectiveness scores than those that utilized none at all. 
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It would be interesting to see if the degree or type of team level compensation 

would have an impact on the magnitude of statistical significance. Based on review of the 

literature and the overriding message of customization, it would seem that both of these 

considerations would be of particular importance when designing an ideal team 

compensation system. Other variables that might effect team level could include the 

amount of team interdependence, the type of work team, the type of work, the team 

developmental stage, etc. To maximize effectiveness, it would seem all of these factors 

should be considered in the compensation development process. Unfortunately, given the 

makeup of the data and the scope of this project, such an analysis was not currently 

possible. This might be, however, an area worth exploring in future studies. 

Again this analysis suggests that team level compensation is a crucial element in 

designing a team compensation system. When rewards and recognition are focused at the 

team level, they help to encourage individuals to concentrate on team behaviors and team-

oriented results. While this analysis left some unanswered questions, such as the best type 

of team level rewards or the most appropriate percentage of team level rewards, it did 

answer one issue. Any amount or type of team level compensation is better than none at 

all. 

Compensation Mixture 

The second critical element reviewed relates to selecting the best employee 

motivator considering all types of compensation. As the literature appeared divided as to 

the best type of motivator—base pay/base pay adjustments, other financial rewards, or 
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non-financial rewards—it was suggested that offering all three types of compensation 

would provide maximum benefit. 

This concept was tested through H2 and H3. Again, H3 will be discussed below. 

H2 stated that teams that have compensation systems that include base pay/base pay 

adjustments, other financial rewards, and non-financial rewards are more effective than 

teams that do not use all three of these components. Results of H2 indicated a main 

effect of compensation mixture that approached significance. While teams that utilized all 

three types of compensation had higher team effectiveness scores than teams that used less 

than three, the difference in these scores was not statistically significant. There are many 

potential reasons for this result. 

One obvious way to interpret the data is that it is not absolutely necessary to 

incorporate all three types of compensation into a team pay system. One or two 

components might be sufficient to fit the identified team needs. For instance, a very 

strong competency-based system might be as effective as a system that included both merit 

and incentives. Depending on the circumstances, either of these options might prove more 

effective than a system that included base pay/base pay adjustments, other financial 

rewards, and non-financial rewards. 

Another consideration is that this analysis did not factor in the degree to which the 

type of compensation was utilized. For example, teams that had a relatively equal 

allocation between compensation types (i.e., 50% base pay, 25 % other financial rewards, 

and 25% non-financial rewards) were in the same category as teams that had a very 

distorted allocation (i.e., 98% base pay, 1% to the financial rewards and 1% non-financial 
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rewards). Perhaps, this allocation of compensation types is more important than merely 

having a complete mixture. Again, while answers to these types of questions are beyond 

this study, they should be considered in future research. 

The above ideas seem to suggest that the selection of the most appropriate 

compensation type, or motivator, is more involved than merely including all compensation 

options. In actuality this appears to relate back to the concept ot customization. Much of 

literature supports the idea that in order to maximize the impact of a compensation 

system, it must be customized to the given situation. Here, customization could involve 

taking the time to understand the motivational needs and drivers of the employee 

population and then tailoring compensation components accordingly. In the long run, 

selecting specific compensation options based on identified needs, might prove much more 

effective than simply casting out a broad net of compensation options and hoping 

something sticks. 

Some examples of factors that might have an impact on t he type of compensation 

selected include team developmental stage, type of team, and/or culture. For example, if 

teams are early in their development, they could be overwhelmed or confused by multiple 

types of compensation. Consequently, additional options might have no, or negative, 

incremental value. Another example might relate to type of work. Depending on the 

situation, knowledge workers, in comparison to manufacturing workers, might be more 

motivated by non-cash recognition. It would also seem that the specific organization, unit, 

or team culture could have a bearing on these issues. 
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The bottom line is that on its own, compensation mixture does not appear to be an 

essential element of an ideal team compensation system. On one hand, incorporating all 

three types might seem to be a nice, safe approach to selecting compensation, especially if 

an organization does not have the time or resources to understand the needs and the 

drivers of its employee population. On the other hand, can organizations really afford not 

to know this information? To be truly effective, it would seem that selecting 

compensation options based on the specific circumstances is the better option. 

T .ftvel and Compensation Mixture 

H3 focused on the interaction of level and compensation mixture on perceptions of 

team effectiveness. Specifically, H3 stated that teams that are compensated at the team 

level, and use base pay/base pay adjustments, other financial rewards, and non-financial 

rewards, are more effective than any other combination thereof. The results of H3 

supported this hypothesis and found that teams that used both team level rewards and all 

three compensation types had significantly higher team effectiveness scores than teams 

that did not. 

Given the results of HI and H2 and the corresponding discussions above, it is not 

suprising that the study found a significant relationship between the combination of team 

level and a complete compensation mixture and team effectiveness. This suggests that 

both elements together, as defined in this study, are important components of team 

compensation systems. Consequently, organizations should pay attention to this 

interaction. 
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The Employee Factor 

The third critical element of an ideal team compensation system relates to the 

conditions necessary to facilitate the overall compensation/motivational relationship. 

According to the literature, these necessary conditions are primarily driven by employee 

perception, or the employee factor. The idea being that the success or failure of a 

compensation program depends more on how the program is understood and accepted by 

employees, rather than on its technical accuracy. These concepts were examined through 

H4, H5, H6 and H7. In summary, it was suggested that if employees believed certain 

things about the compensation system (i.e., understanding, frequency, controllability, 

performance equals pay), they be more satisfied with the system, which would lead to 

greater perceptions of system effectiveness, and finally to increased team effectiveness. 

Results relating to the employee factor were mixed. Each of these hypotheses will be 

examined below. 

H4 suggested that the greater a team member's: (a) understanding of the 

compensation system, (b) belief that the measures are within his/her control, (c) belief that 

payouts occur often enough, and (d) belief that pay is tied to performance—the greater 

his/her satisfaction with the compensation system. Study results supported this 

relationship. The factors identified accounted for over 70% of compensation system 

satisfaction. Payout frequency was found to be the most important factor with a beta 

weight over five times the other factor beta weights. Translating, what this seems to 

suggest is that employee perceptions of frequency are significantly more important than 

their overall understanding of the compensation system, their perceptions of measure 
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controllability, and their belief that performance results in pay. Organizations should keep 

this in mind as they design ideal team compensation systems. For instance, it might not 

matter how well a system is designed and implemented, if it only pays out once a year. 

Going back to the concept of line of sight, the more frequent the reward, the shorter the 

line of sight. The shorter the line of sight; the greater the motivational potential. Future 

studies would prove beneficial in exploring how frequent is "often enough". 

Next, H5 focused on the relationship between satisfaction with the compensation 

system and perceptions of overall compensation system effectiveness. Specifically, H5 

stated that the greater a team member's satisfaction with the compensation system, the 

greatest his/her perception of that systems effectiveness. Study results also showed a 

significant relationship between these two variables. Re-looking at this hypothesis, such 

results are not suprising. If someone is satisfied with something, it makes intuitive sense 

that he/she would also find it to be effective. Alternately, if someone is effective at 

something, it is understandable that he/she would also be satisfied with it. 

H6 compared these employee perceptions to overall team effectiveness. H6 stated 

that the greater a team member's satisfaction with the compensation system and the 

greater his/her perceptions of the system's effectiveness, the greater the effectiveness of 

the team. Study results did not support this relationship. In fact employee perceptions 

accounted for less than two percent of team effectiveness. While these results seem 

suprising, there does seem to be an explanation. One reason could be that employees 

were asked about their perceptions of the compensation system, regardless if it was team 

or individually oriented. So team members could have been completely satisfied with old, 
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individually-oriented compensation systems and believed that they were operating 

effectively. At the same time, these old systems might not be supportive of the overall 

team effort. Another obvious explanation is that employee perceptions of compensation 

system effectiveness might not be a primary driver of team effectiveness, but only one of 

the many variables of the overall equation. This also relates back to the idea that 

employees often times have difficulty accepting changes in their pay systems, especially 

when part of their new compensation is linked to the team. 

Finally, H7 served as a "double check" by considering the impact of the following 

factors on team effectiveness: (a) understanding of the compensation system, (b) belief 

that the measures are within his/her control, (c) belief that payouts occur often enough, 

and (d) belief that pay is tied to performance. Consistent with previously stated 

information, particularly results of H6, study results did not support this relationship. In 

fact, these factors accounted for less than one percent of team effectiveness scores. 

Again, what this seems to suggest is that employee perceptions surrounding the 

compensation system do not have an impact on overall team effectiveness. 

In summary, results suggest that organizations should pay attention to the 

employee factor, at least in part. Certainty, organizations must be cognizant of the timing 

of their compensation as it has a tremendous impact on perceptions of compensation 

system satisfaction and effectiveness. While statistically these concepts had no bearing on 

team effectiveness, compensation design teams might still want to keep them in mind 

given the solid literature support. 
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Conclusion 

Teams have become a popular way to organize business because they enable 

companies to be responsive to the ever changing business arena. One way to support and 

reinforce this team concept is through the compensation system. Unfortunately, 

traditional, individually-based compensation systems do just the opposite. As these 

systems were designed to compliment Theory X businesses, they are often ineffective and 

even counterproductive in collaborate, team-based work environments. Consequently, 

organizations are desperately searching for new and better ways to compensate their 

teams. 

Based on a comprehensive literature review, it is suggested that ideal team-based 

compensation systems are based on the principle of customization. First, organizations 

must understand the framework, or context, in which their compensation systems will 

operate. This includes ensuring that the compensation system links with the organizational 

structure, the business strategy, the performance management system, and even within 

itself. Second, organizations must pay attention to the critical elements of level, 

compensation mixture, and the employee factor. Again, these are essential in that they 

correspond to a very basic compensation notion--to be effective, compensation systems 

must consider the objectives desired, the best motivators, and the conditions that facilitate 

this relationship (Ledford & Lawler, 1994). Finally, organizations must consider other 

operational variables such as: (a) the specific compensation component purpose (why), 

(b) the most appropriate types of measures (what), (c) the impact of ratees and raters 

(who), and (d) the overall timing (when). 
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While this entire approach is important, the empirical component of this project 

only focused on the critical elements of level, compensation mixture, and the employee 

factor. Results supported the following conclusions. First, compensating teams at the 

team level was found to be a critical element of effective team compensation systems and 

effective teams. Second, a complete compensation mixture (i.e., base pay/base pay 

adjustments, other financial rewards, non-financial rewards) alone was found to only 

approach significance. However, when a complete compensation mixture was coupled 

with team level rewards the combination was found to be significantly associated with 

effective teams. Third, the following team member perceptions were found to be 

important factors in employee satisfaction with the compensation system: (a) 

understanding of the compensation system, (b) perceptions of measure controllability, (c) 

belief that performance results in pay, and particularly (d) perceptions that pay occurred 

often enough. Fourth, employee satisfaction with the compensation system was found to 

relate to employee perceptions of system effectiveness. 

Overall, this study had some limitations. For instance, many participating 

organizations were relatively early in their team initiative and consequently, several 

associated teams were either physically young and/or immature with respect to their 

developmental stage. Such a demographic distribution might have resulted in a form of 

range restriction given the limited representation of tenured, mature teams. Also, the 

broad focus of this study and the relatively small sample size, particularly for the team 

data, placed some limitations on data categorization and analyses. Return of more team 

surveys could have resulted in a more detailed analysis at the team level. Finally, data for 
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both the independent and dependent variables were gathered from the same instruments, 

which potentially increased method variance. Despite these constraints, study results 

should help organizations better understand the "ideal" team compensation system. 

Continued exploration of these issues in future analyses and studies would be beneficial. 
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SAMPLE DEMOGRAPHICS 
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SAMPLE DEMOGRAPHICS 

Organizational Information: 

• Total Number of Organizations Surveyed: 35 

• Total Number/Percentage of Organizations Responding: 23, 66% 

• Orpanirations Represented: Albuquerque; Allstate Insurance Companies; AT&T; 
ASCAP; Analog Devices; Chevron Petroleum Technology; City of Rock Hill; Crop 
Care Australia; Dow Chemical; F. F. Thompson Hospital; FAA; Fibrite; GTE 
Directories; Hewlett Packard; EDX Systems; JM Clipper Corporation, McDonald 
Douglas; Middle Tennessee State University; Otava Folk High School; Picker 
International, Inc.; Sabre; Warner Lambert; Unysis Bismark Shared Services 

• Industries Represented: High Tech -18%; Govt. -13%; Healthcare - 4%; 
Service -13%; Education - 13%; Defense - 4%; Manufacturing - 22%; 
Other - 13% 

• Organizational Size: Range - 35 to 48,000; Mean - 4,605; Median - 760 

• % of Organizations with Unions: 34.8%; 17.4% of these had over 50% of workforce 
in unions 

• % if Organizations in Teams: 43.3% had greater than 50% of workforce in teams 

• % of Organizations using Work Teams: 31.4% use Manufacturing Work Teams; 
73 .9% use Non-Manufacturing Work Teams 

• % of Organisations using Project Teams: 21.7% use Manufacturing Project Teams; 
69.6% use Non-Manufacturing Project Teams 

• Rating on Empowerment Scale: 3.05/5.00 (Scale = 1, traditional to 5, Empowered) 

Team Information. 

• Total Number of Teams Surveyed: 212 

• Total Number/Percentage of Teams Responding: 108,51% 

• Mean Team Age: 25.6 months 
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• % of Pilot Teams: 19.4% 

• % Union: 13.0% 

• % of Teams Using Contractors: 18.5% 

• % of Teams Changing Measurement Systems: 13.0% 

• % of Teams Changing Compensation Systems: 1.9% 

• % of Teams Changing Both Systems: 25.9% 

• Team Development Stage: Forming - 6.5%; Storming -14.8%; Norming -
47.2%; Performing - 29.6%; No Response - 1.9% 

• Rating on Empowerment Scale: 3.76 (Scale = 1, Leader Led to 5, Self Directed) 

Team Member Information: 

• Total Number of Team Members Surveyed: 1,975 

• Total Number/Percentage of Team Members Responding: 769, 69% 

• Gender: Male-54.5%; Female - 44.2%; No Response -1.3% 

• Age: <25-4.8%; 25-40-46.2%; 40-55-38.9%; >55-8.7%; No 
Response -1.4% 

Education Level: High School - 0.9%; High School - 36.8%; College -
40.8%; Graduate School -12.7%; Trade/Technical - 7.2%; No Response -
1.6% 

Average Length of Time on Team: < 1 year - 24.1 %; 1-2 years - 28.1 %; 2-3 
years - 27.5%; >3 years -15.9%; No Response - 4.4% 

% Team Members spending 100% of time on Teams: 56.6% 
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Fori "ftif —Till* referred to m Ike mwhticmrw hmr *» —wi Ifcs 

i in what industry is this orginiutioe? 
a) High Tech. b) Govcraaeat c) Health Care d) Defense e) Education 0 Service g) Manufacturing 
h) Other, please specify 

What is the approximate niuiber of total employees in this organization? 
i) What percentage of employees are union aaembers? 

% b) What percentage of employees are production workers (manufacturing)? 
c) What percentage of employees are non-production wot hers (technical/aervice/laiafwteclge)? 
d) What percentage of the organization is In teaau? % 

Tra ditto nai 
3 Where on this continuum do yoo see your organization's culture? 1 2 3 4 5 

For purposes of this study, "Teams" will be broken down according to the following definitions: 

WavfcTi 
P r i j i l To—: Group of 

U 

Directions: Please answer the following questions (rows) for each type of team (columns) - using the definitions above. Please use the comments 
section on page 6 as needed to explain or clarify answers. 

fnimtlmmm 
Manufacturing Non-Manufacturing Manufacturing Noe-Manufbctiiring 

« Do you utilise these types of teams? Ym 
9m, igmtm 

No 
•Mseokmm 

Ym 
9 m, /aw. a 

No Ym 
9m.lgmm 

No Ym No 

3 How long hare you had these types of trams? 

« How away teams of each do yea have? 

f Do these teams fanchfde: 
a. Union aaembers Ym No Ym No Ym No Ym No 
b. Contract workers Ym No Ym No Ym No Ym No 
c. Part-time employees Ym No Ym No Ym No Ym No 

« Are you currently implementing changes to your 
performance aseasureaaent system for these teases? Ym No Ym No Ym No Ym No 

9 Are you currently iasptementiag chaagf to your 
compensation system for these teaam? Ym No Ym No Ym No Ym No 

10 This type of team is paid through a compensation 
system/plan.- (please circle the letter of the answer) 
a. Designed specifically for this type of team 
b. Designed for aH types of teaam 
c. A separate team rifiiaaattinaystem^plan 

doos not exist 

a. 
b. 
c. 

a. 
b. 
c. 

a. 
b. 
c. 

a. 
b. 
c. 

ii If gg£ P«id through a separate SflMJSHMSKBttfll 

a. In pracem of implementing team compensation 
h. Considered team ramp̂ , but not hnplrmtnti d 

d. ^ a p p i a M s * W « t « a f a g 

a. 
b. 
c. 
4 

a. 
b. 
c. 
d. 

a. 
b. 
c. 
d. 

a. 
b. 
c. 
dL 

Paft 1 off 



85 

i Performance Measurement and Compensation Study 
Organizational Representative Survey 

Woe* Team Project Teuna 
Manufacturing Non-Manufhcturing Manufacturing Non-Manufacturing 

(i Circle all tssocs that xtwpmmj teaai cooipemation. 
a. Minageaetrt/Iiectrttvc mlitaKe a. A. a. a. 

b. L nkm issues (e.g., resistance) b. b. b. b. 

c. Inappropriate tiaing c. c. c. c. 
d. Uncertain bow to proceed with teaai coop* d d d d. 

e. e. e. e. 

u Please cirri* all the features that describe the 
pa^Pav Svstea used for this type of teanu 
a. Job-Based a. a. A. a. 
b. Person-Based: Skill and/or Knowledge Baaed b. b. b. b. 
c. Adjusted through Merit Increase c. c. c. c. 
d. Adjusted upon learning new sftdM/knowtedge d d d d 
e. Adjusted upon aoofrtng skUVknowiedge 0. t. 0. e. 

f. UUlfate Brand Bands f. f. f. f. 
g. L tilbe 560 Reviews or Peer Reviews g. fr g• g-
h. Other (specify) b. \l h. b. h. Other (specify) 

14 Pie—e circle all the features that describe the 
Variable Pay Svrteorfsl used for this tVPC oftaa«: 
a. Individual Incentives a. a. a. a. 
b. Tena Incentives (e.g.. work team, project team) b. b. b. b. 
c. Group Incentives (&g., plant. <#vision, unit) c. Q. c. c. 
d Gain Sharing d d d d 
e. Profit Sharing 0. e. 0. e. 
f. None t f. f. f. 
g. Other (specify) a. ft. ft. ft. g. Other (specify) 

15 Please circle aH the features that describe the 

». Individual Level — Monetary a. a. a. a. 
b. Individual Level - Non-Monetary b. b. b. b. 
c. Team Level - Monetary c. c. c. c. 
d. Tenni Level — Non-Monetary d d d d 
e. None c. e. e. e. 
f. Other (specify) f. f. f. f. f. Other (specify) 

i« On average, how orach of this tennis total 
cash rsaipr—aflan la band on (phase write in 
percentages for each) ? 

Base Pay % % % % 

Variable Pay (please provide subparts as applicable) % % % % Variable Pay (please provide subparts as applicable) 

% % % % 

% % % % 

100% Total 100% Total 100% Total 100% Total 

Pa&ioft 
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Thts section will attempt to capture additional details about the Compensation SvstemPlan. used by the matoritv of your teams. 
Directions; Please answer each question for each compensation system. You may circle more ikon one answer for em 
Please use the comments section on page 6 as needed 

CowuPBi t l— S y r t w a f f l i M 
Base Pay Adjastaaeats Variable Pay Recognition 

i1 Please circle the Comoensation Svsteirf>lan that Is a. Ment a Individual Incentives a. Monetary 
currently being used by the — ioritv of your t r a m b SkiQ or Knowledge b Team Incentives b Non Monetary 
(This system should be used to answer the remaining Based c. Group Incentives c Other 
questions m this matrix — pg. 3-6.) c. Other d. Gam Sharing d. None being Used 

• Exampk If you urn mtni jnr bcum pay adfuxtmtmujbr iht majority of e Other 
your Httunt. you would circU m in tfm bam pay a^mtwmm column. * f None being Used 

if mom. ijjwf w/ tkt cotmm if mom dkanpmi tim colmm 

it Who b abte to participate in thia compensation system? 
a. Full-tiaie teas awmbers t. a. a. 
b Part-tie* teaai awembers b. b. b. 
c Union Mevtben c. c. 
d. Manufacturing worker* d. d. d. 
e. Non-manufacturing workers e. e. 
t Contractor workers f. f. f. 
g. Part-tkae employees 8• fr 8» 
h. Ternm who aeet criteria (Le. development stage) h. b. b. 
L Team memhen who Meet certain criteria L i. 
j. Team memkert who elect to participate j- j- j-
It. People who support teaam k. k. k. 

19 How old b this oMapensatiou system? 
a. Less than one year a. a. a. 
b. 1-2 years b. b. b. 
c. 3-4 years c. c. c. 
d. 5 or awre years d. d. d. 

zo How was this coaipensation system developed? 
a. "Off the shelf" package to lit the organhatioo's needs a. a. a. 
b. "Created from scratch" to fit the organisation's needs b. b. b. 

zi On average, how many different erasures does this 
coaipensation system use? 

a. Jess than 3 a. a. a. 
b. 3-5 b. b. b. 
c. 6-9 c. c. c. 
d. 16-15 d. d. d. 
e. 16 or m r e. e. e. 

22 How often is perform anrr • t amwi /nv i iwul tor this 
condensation system? 

a. Annually a. a. a. 
b, SemhnnuaQy b. b. b. 
c. Quarterly c. c. 
<L Moathty d. d. d. 
e. Weekly e. e. 
f. Randomly f. f. f. 
g. At Mifastaues £ g- & 
h. ConOnuoualy h. h. L 
L Never L L L 
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C o B U M i d w Systems/Flans 
8 m Ply AIJi ViriiMt P»y RKtpttlwi 

How often if this type of compensation distributed? 
a. Annually 
b. Semiannually 
c. Quarterly 
d. Monthly 
e. Weekly 
r. Randomly 
g. At Milestone* 

u How it this compensation distributed 
a. Equally 
b. Percentage or base pay 
c. Determined by management 
d. Determined by peers 
e. Other (specify) 

Directions: Please answer the following questions for the three types of compensation systems on a scale of 0 (none) to 4 (all) as if the number 

range symbolized a 0% (none) to 100% (all) range. 

Bass Pay AJIaslmials Variable Pay 

23 How much input dk! each of the fottowtag have in the 
overall develo pment of this cosapensation system? 

i . Team(s) 

All 

o 1 2 3 4 

Mm* Alt 

0 1 2 3 4 
1 2 3 4 1 
1 2 3 1 3 4 

d. Eiternal Consultant 2 3 

e. Union Representative 3 4 1 2 3 

f. Other (specify) 

u To what eitent l> this compensation system designed ta: 
a. Motivate Performance 1 2 3 

All 
4 

All 
4 

All 

4 

b. Motivate Developawnt 1 2 3 3 4 

c. Attract and Retain Eaq>toyee» 1 2 3 3 4 

d. Other (specify) 

How Involved are each of the Mowing In setting the goals, 
measures, and targets used in this compensation system? 

a. Team I 2 3 

b. Te 1 2 3 
2 3 

d. Union I 2 3 

e. Internal Consultant 0 1 1 2 3 

f. Other (specify) 2 3 1 

2f How much! 
rating of performance? 

a. M—grrflSnptrvlaar 1 2 3 

Notm All 

Q 1 2 3 

b. Fadtttater/Team Leader 1 2 3 1 2 3 1 

c. Team (as a group) 1 2 3 1 

e. Internal Ci 2 3 1 2 3 

f. External Customers I 2 3 I 2 3 

g. Other (specify) 1 2 3 
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Comenaafttaa Syv tou /F laB i 
Base Pay Ad|astmeats VsriaMs Pay R«c*cattioa 

19 How Much of thb compensation to based on: 

a. Individual perfonnance 

Nom AU 

0 1 2 3 4 

Nom AU 

0 1 2 3 4 
Nom AU 
0 1 2 3 4 

bx Team perfonnance 0 1 2 3 4 0 1 2 3 4 0 1 2 3 4 

c. Unit performance (site, plant, business, department) 0 1 2 3 4 0 1 2 3 4 0 1 2 3 4 

d. Organizational perfonnance 0 1 2 3 4 0 1 2 3 4 0 1 2 3 4 

art ir*M« is based on individual performance, bow 
much of this Individuai performance i t based on: 

a. Objective data or results (e.g. cycle time, sales) 

Nom AU 

0 1 2 3 4 

Nom AU 

0 1 2 3 4 

Nom AJl 

0 1 2 3 4 

b. Work process sJdils (eg. communication, leadership) 0 1 2 3 4 0 1 2 3 4 0 1 2 3 4 

c. Technical sldib (eg., typing, welding) 0 1 2 3 4 0 1 2 3 4 0 1 2 3 4 

cL Other (specify) 0 1 2 3 4 0 1 2 3 4 0 1 2 3 4 

is I f thto compensation is based on team performance how sauch 
of this team perfonnance is based on: 

a. Objective data or results (e,g. cycle time, sales) 

Nom AU 

0 1 2 3 4 

Mm* AU 

0 1 2 3 4 

Nom AU 

0 1 2 3 4 

b. Work process skills (e.g. communication, leadership) 0 1 2 3 4 0 1 2 3 4 0 1 2 3 4 

c Technical skills (eg., typing, welding) 0 1 2 3 4 0 1 2 3 4 0 1 2 3 4 

d. Other (specify) 0 1 2 3 4 0 1 2 3 4 0 1 2 3 4 

32 How iMKh of this aMupensatien to funded through: 

a. Team performance 

Nom AU 
0 1 2 3 4 

Nom AU 
0 1 2 3 4 

Nom AU 
0 1 2 3 4 

b. Unit performance (site, plant, business, department) 0 1 2 3 4 0 1 2 3 4 0 1 2 3 4 

c. Organizational performance 0 1 2 3 4 0 1 2 3 4 0 1 2 3 4 

d. Budgeted Funds (regardUss of performance) 0 1 2 3 4 0 1 2 3 4 0 1 2 3 4 

Directions: For each compensation system, please answer the following question according to the scale. 

Bass Piy VartahtoPay 

Stnmgfy 

33 This compensation system to consistent with the 

organization's culture. 

Stromgiy 
Agn* 

3 4 5 

StrMtgty Stwngfy Slmmgty 
Duagrm 

Stromgiy 

m This system encourages eandeyees to work together as a team. 3 4 5 

33 This system encourages teams to work together. 2 3 2 3 

36 In this compensation system, top perfermeri i re 

compensated —ore than i v e r n or poor performers. 4 3 1 2 3 

37 In this system, ell teaa n k d i 1 2 3 1 2 3 

a. Purpose af this compensation system 1 2 3 4 3 

b. Policies and procedural of this csmprnsition system 2 3 4 3 2 3 

3t In this systeaM 

a. Individual, team member jonis and • 2 3 4 3 

1 2 3 4 5 2 3 

c Oti—tati—I «ta i>u, gsah, mud • 1 2 3 2 3 

40 This 1 2 3 2 3 1 2 3 
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Directions: Please provtde any comments about your systems that you feel are important to this study or that may clarify how you 

previously answered questions. 

Comment* on base pay systems: 

Thank you for participating! 

Pagt6off 
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Team Performance Measurement and Compensation Study 
Team Survey 

1 How long has this group been a team? 

2 How many people ate on this team? 

Directions: Please check the most appropriate answer for each question below 

3 Which one of the following beat describes this team? 

WoikTcMw (permanent group of employees who work together to complete a "whole" work process, improve 
operations and handle daily problems; members may be cross-tramed) 

Project Team (group cf employees who do work together for the duration of the project; members have specific 
tasks on the team) 

4 What type of work does this team do primarily? Mifwfotnriny Woftr {production) 
(technical/knowledge/service) 

5 Is this group a "pilot team" (a team used for testing team initiatives and programs) T 

6 Are there union members ou this team? Yea No 

7 Are there contract workers on this team? Yes No 

8 Is this team in the middle of changing their performance i 

If yes, which system(s>? Performance Measurement 

9 Circle the number on the Mowing scale that best represents your group?* 

Yea No 

No 

Both 

!~ 

Leader sets goals, assign 
jobs, evaluates performance, 
hires and fire* 

• Leaders asks group for 
opinion and advice. 

• Leader sets goals, allocates 
resources, evaluates performance. 

• Group increaees in unity and 
problem solving, bat is still 
centered around skill mad process. 

• Group has common, self-
determined goals, 
how to achieve goals. 

• Group is responsible for whole 
wock» measures own performance, 
corrects problems, and reports 
results directly to i 

to Check the one stage of t i developa t that most closely describes this team's level of ftmctioning right nam: 

Fnrmmy (The group is newly formed norms have not yet been established, and the group is not yet united.) 

; (The group is frustrated angry* confused, uncertaint and afraid over same discrepancy between 
individual hopes for the group and collective reality.) 

(The members understand their roles, have established shared norms, are beginning to value 
diversity, and are learning to work together and trust each other.) 

(T he group understands the tasks and purpose, and performs as a team. The members yearn for 
continued growth and learning.) 

— AjfcpMtfcr TBdna (15*5) 
* Adqtedftr Bay A H — • (1995) 
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Most teams have different performance measurement systems for development and compensation. We break compensation 
into base pay and other financial rewards. Definitions for these terms follow: 

t rcfas to nwasurancnt systems used to 
individttal or team. ftMfctfa howfhe^onpia 

tSywtmmjm CmmpemMrnism. 

idynrtBrnti dac to ilrifrcompctcacy *c<y mom 
< W i i r n n f H f > « * f f H f a r * n 

who ptfform higlifc. Thii 

lo gap Ac tii ifnrmn i a f t e 

Directions: Please answer the questions below for each type ofperformance measurement system on the right 
Y*t may artU mm* tkm mm muwtr m the qmeaHmjtr emek ca*gmy,if**y a f f f y . 

PERFORMANCE MEASUREMENT SYSTEMS FOR: 

Development Compensation 

B i P I T 0 ^ 2 r M 

(*.$. temmproffmm} j (*•§.HI*nil n n . 
+m t—drnvi 

<±*bmmm*t 

l Do yon have a performance mcnnt—nt system for cadi Yes No Yes No Yea No 
oftiMMthmarMi? Ifm, i$rw* *u eokmm If no, ignon thta column If no, tgncrt this eokmm 

Simple mower foe QunUm 2; If you have b m using yonr 
current measurement system for development for 3 years; your a. a. a. 
measurement system for base pay for 5 years; your measurement b. b. © 
system for other financial le wants (boMS plana) for only 2; you © c. c. 
would a n i t r question "2" below at c, d, and b aa indicated, a. d 

2 How long has this team been wtag the current performance 
measurement systam(s)? 

a. Less than 1 year JL a. JL 
b. 1-2 years b. b. b. 
c. 3-4 yean c. c. c. 
d. 5ormorayaari d d d 

3 How many different measures does this system use? 
a. Less than 3 JL a. JL 
b. 3-5 b. b. b. 
c. 6-9 c. c. c. 
d. IG-15 d d d 
e. 16 or more e. 6. e. 

4 How often b the team measured? 
a. Annually a. a. JL 

b. Irmi anniwly b. b. b. 
c. Quarterly c. c. c. 
d. Monthly d d d 
e. WeeUy c. e. e. 
r. Randomly f. f. f. 
g. At MBistaum g> & * • 

h. Cuntinuuniij h. h. b. 
L Never L L L 
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PERFORMANCE MEASUREMENT SYSTEMS FOR; 

Development 

(e.g. team progress) 

Compensation 

fine Pay 

(e.g. I 
skmtxmdray} 

Other Financial 
Reward* 

(e.g. bonuses. 

5 How do team members get performance feedback? 
a. Reports/Letters 
b. Performance Appraisals 
c. Team Meetings 
d. OiK-oo-ont with manager/team 
e. Other (specify) 

members receive feedback about ... 
a. Individual performance 
b. Team pet fin i nance 
c. Unit performance (svrrotwdmg the ttam) 
d. 
e. Other (specify ) 

7 How often do team members get performance feedback? 
a. Annually 
b. Semi-anmaaHy 
c. Quarterly 
d. Monthly 
e. Weeldy 
f. Randomly 
g. As Needed 
h. Coottnoousiy 
I Never 

8 Does the performance i 
contract team members? 

a. Yes 
b. No 

t system apply to 

9 Dees the team use a different performance i 
system than the one that is formally implemented? 

a. Yes 
b. No 

development and rmnptinafton, how is the prformanrf i 
a. Public display (posted graphs and data) 
b. 
c Tn 
<L Employee feed buck 
e. Other (specify) _ _ 

* (circle all that apply) 
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Directions: Please answer the following questions for the three performance measurement systems, as applicable. on a scale 

PERFORMANCE MEASUREMENT SYSTEMS FOR; 

Development Compensation 

Mf. teem fro§peM») 

BaaaPay 

f** mmrilmarmmmr, 
tkiil booed pertb 

Other Financial 
Rewards 

(e.g. bomuet, inemtttms) 

Sample answer for Qmmtien 11: II the Majority (75%) of performance 
is measured at the team level and approximately 25% at the indhrhfcml 
level for deveiofHnent; 0% at the team level and 108% at the Individual 
level for base pay adjustments; and ipproriiuteiy 50/50 at both 

^ 
* 
0 

1 
° 

i Norm AU 

0 I 2 3 ( j ) 

Mom AU 

° 1 Q 3 4 

Sample answer for Qmmtien 11: II the Majority (75%) of performance 
is measured at the team level and approximately 25% at the indhrhfcml 
level for deveiofHnent; 0% at the team level and 108% at the Individual 
level for base pay adjustments; and ipproriiuteiy 50/50 at both 

0 O 2 3 4 Q 1 2 3 4 0 1 ( 3 3 4 

u Rate the degree ta which performance l» measured at the: 
a . Teas level 

Mom At! 
0 1 2 3 4 

Mom AU 
0 1 2 3 4 

Mom AU 
0 1 2 3 4 

b. Individual level 0 1 2 3 4 0 1 2 3 4 0 1 2 3 4 

12 How much Input does each of the foHowtng have Is the 

a. Teaai 

Mom AU 

0 1 2 3 4 

Mom AU 

0 1 2 3 4 

Mom AU 

0 1 2 3 4 
b. Maaaiewst 0 1 2 3 4 0 1 2 3 4 0 1 2 3 4 
c. Internal Consultants (Human Resources) 0 1 2 3 4 0 1 2 3 4 0 1 2 3 4 
d. External Consultant 0 1 2 3 4 0 1 2 3 4 0 1 2 3 4 
e. Unlaw RepnstafUve 0 1 2 3 4 0 1 2 3 4 0 1 2 3 4 
t Other (specify) 0 1 2 3 4 0 1 2 3 4 0 1 2 3 4 

13 How auch Involvement doe* each have In setting the taam*a 
overall performance awaeurea, §9*1*, and objectives? 

a. Team 

Mm* AU 

0 1 2 3 4 

Mom AU 

0 1 2 3 4 

Mom AU 

0 1 2 3 4 
b. Team Leader 0 1 2 3 4 0 1 2 3 4 0 1 2 3 4 
c. Management 0 1 2 3 4 0 1 2 3 4 0 1 2 3 4 
d. Union 0 1 2 3 4 0 1 2 3 4 0 1 2 3 4 
e. Internal Consultaa* 0 t 2 3 4 0 1 2 3 4 0 1 2 3 4 
f. Other (specify) 0 1 2 3 4 0 1 2 3 4 0 1 2 3 4 

u How much input does each of the following have ift the 

a. Mauaiu /Sopervisor 

Mom AM 

0 1 2 3 4 

Mom AU 

0 1 2 3 4 

Mom AU 

0 1 2 3 4 
b. Fadhtatar/Team Leader 0 1 2 3 4 0 1 2 3 4 0 1 2 3 4 
c. Item (as a group) 0 1 2 3 4 0 1 2 3 4 0 1 2 3 4 
d. Individual Peer* 0 1 2 3 4 0 1 2 3 4 0 1 2 3 4 
e. Internal Cnatomeri 0 1 2 3 4 0 1 2 3 4 0 1 2 3 4 
f. External Curtamen 0 1 2 3 4 0 1 2 3 4 0 1 2 3 4 
a. Self 0 1 2 3 4 0 1 2 3 4 0 1 2 3 4 
h, Other (specify) 0 1 2 3 4 0 1 2 3 4 0 1 2 3 4 

15 Hwrncfaofptrftnnanre mt mum are based on: 
a. Work Procem Sldtts (Examples: communication, leadership) 

Horn AU 
0 1 2 3 4 

Mom AU 
0 1 2 3 4 

Mom AU 
0 1 2 3 4 

b. TedmicaWob Related Sktib (Examples: typing, welding) 0 1 2 3 4 0 1 2 3 4 0 1 2 3 4 
c. Objective Data or Result* (Examples: cycle time, speed) 0 1 2 3 4 0 1 2 3 4 0 1 2 3 4 
d. Other (specify) 0 1 2 3 4 0 1 2 3 4 0 1 2 3 4 

PaWt4of? 



95 

Team Performance Measurement and Compensation Study 
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XOTE: From here on the MATRIX H.4S CHANGED to only compensation systems and includes non- financial rewards. 

Non-Finanrial Rewards a n a rewards erven after the pcrfumanea « completed *» They include s u c h 

thmjg as recognition, movie tickcts, pizza pnrtios and so on. 

Directions: Please answer the following questions for the three types of compensation systems on a scale afO t none) to 4 (all) as if 
the number range symbolized a 0% (none) to 100% (all) range. 

BnaePay 

fop meritmcmnex, 
sktttbtmdpqr} 

(e.g. bonuses, 
incentives) 

Net-Financial 
Rewards 

(*>g. rwcoffvticrK piaa 
pwes) 

16 Do yxm have these compensation systems? Yes N o 

If no, tjpumt qiA—h 
Yea N o 

If no, iptort cokmm 
Yes N o 

If no ijiort eohmm 

17 How m o d i of this compensation is baaed on: 
a. Individnal performance 

Mm* AM 
0 1 2 3 4 

Nam* AM 
0 1 2 3 4 

Nam* AM 
0 1 2 3 4 

h. Team performance 0 1 2 3 4 0 1 2 3 4 0 1 2 3 4 

c. Unit performance (site, plant, business, department) 0 1 2 3 4 0 1 2 3 4 0 1 2 3 4 

d. Organisational performance 0 1 2 3 4 0 1 2 3 4 0 1 2 3 4 

18 If this compensation is based on individnal oerfor——how 
much of this indMdaai performance is based on: 
a. Objective Data or Results (e.g., cycle time, speed) 

Nam* AU 

0 1 2 3 4 

Nam* AM 

0 1 2 3 4 

Nam* AM 

0 1 2 3 4 

b. Work Process SUIs (e.g.% communication, leadership) 0 1 2 3 4 0 1 2 3 4 0 1 2 3 4 

c. Technical/Job Related Skill (e.g., typing, welding) 0 1 2 3 4 0 1 2 3 4 0 1 2 3 4 

d. Other (specify) 0 1 2 3 4 0 1 2 3 4 0 1 2 3 4 

19 If this compensation is based on team iMrfof**^ how 
much of this team performance is baaed on: 
a. Objective Data or Results (e.g., cycle time, speed) 

Naru AM 

0 1 2 3 4 

Nm0 AM 

0 1 2 3 4 

Natt* AM 

0 1 2 3 4 
b. Work Process Skills (e.g., communicationf leadership) 0 1 2 3 4 0 1 2 3 4 0 1 2 3 4 

c. Technical/Job Related Skills (e.g., typing, welding) 0 1 2 3 4 0 1 2 3 4 0 1 2 3 4 
d. Other (specify) 0 1 2 3 4 0 1 2 3 4 0 1 2 3 4 

20 If a team meets its goak, but the orf anisation does not, how 
much of this compensation does the team receive? 

Name AM 
0 1 2 3 4 

Nam« AM 
0 1 2 3 4 

Nm* AM 
0 1 2 3 4 

2i If an individual meets his/her goals, bnt the team does not, 
how mncfa of this compensation does the mdividaal receive? 

Nam* AM 
0 1 2 3 4 

Nam* AM 
0 1 2 3 4 

Nam AM 
0 1 2 3 4 

22 How much of TOUT totaf financial compensation is based on... 
Nam* AM 

0 1 2 3 4 

Nam• AM 
0 1 2 3 4 

Phase answer the following questions for the three types of compensation systems, on a scale afl(stro, 
to 5 (strongly agree). 

ngly disagree) 

23 In this system, top ptrfoimeii are compmsated 

more than averace or poor perfinmeit. 

Stramgfy Stramgfy 
Disagr— Agr— 

1 2 3 4 5 

1 2 3 4 5 

Sirvngfy Strmgfy 
DiMtprm Agrm 

1 2 3 4 5 

1 2 3 4 5 

Stramgfy Stramgfy 
Disapv Agrm 

1 2 3 4 5 

1 2 3 4 5 

COMPENSATION SYSTEMS 
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Team Survey 

Directions: Phase p lace a check i n the appropriate boxes to indicate the types of measures this team uses in its measurement 

Process Measures Development Compensation 

Communication 
Leadership 
Team Spirit/Unity 

Conflict Resolution 
Feedback Skills 
Interpersonal Skills 
Decision Making 
Problem Sotvim 
Organizational Sldtts 
Customer Focus 
Goal Setting 
Other 

Outcome Miaimn Development Compensation 

Sales 
Cyde Time 
Quality/Accuracy 
Quantity Produced 

ControiHnc Coats 
Customer Satisfhction 
Speed 

Innovation 
Other 

1 How simitar are the 

2 Are the measures as 

3 Does tie team document 

for compensation and development overall? 

for compensation and development collected aft the same time? 

performance over time to identify trends in performance? 

1 

Yos 

Yes 

4 How well do you think the team's overall 

5 How wefl do yo«i think the team's 

Poorly 
0 

Poorly 

0 

3 4 

No 

No 

Very WtU 
3 4 

Very Well 

3 4 

Team Effectiveness 

Directions: Rate the team on the basis of the following: If 100% means the best the team could do with all cf its current resources. how 
well is it actually doing now? Please write a percentage next to each factor ranging from OH (clearly ineffective) to 100% (most effective). 

l. Controlling coett: 
2. Goal achievement 
3 Product cycle time: 
4 Quality of products: 

5. Innovation: 
6. Increased capacity: 
7. Use of expertise on &e team: 

8. Customer satisfaction: 
9. Quality of service to 

customen: 

10 Response to customer 

fsqtnremcato: 
li Speed: 

12 increased Sabs: 

13 Problem Solving: 

u Decision Makmft: 
13 Conflict Resolution: 
16 Giving Feedback: 

17 • 
is Team Unity: 

16 of 7 
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Team Survey 

Directions; Please provide any additional comments you have about your systems that you feel are important to this 
study or that may clarify how you answered certain questions. 

Comment* on team compensmtum system* 

Comments am team perform**™ mesuuremeat system 

Thank you for participating! 
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Team Performance Measurement and Compensation Study 
Team Member Survey 

i Your gender 

: Your »ge: 

__ Male 

Under 25 

Female 

25-40 40-55 Over 55 

Graduate School Technical/Trade 
3 Highest level of education completed: 

Less than High School High School Colkge/l ruversity 

4 How long have you been on this team? 

5 What percentage of your work time do you spend as a member of this team? % 

Directions; Please circle the answers to the following questions on a scale from I (strongly disagree) to 5 (strongly agree) based on 
your point of view. Please use the comments section on page 4 as needed. 

Strongly 

Disayt 

6 This team makes an important contribution to the success of the company.. 

7 I am satisfied working on this team 

8 Teams are supported by... 
a. the overall organizational culture. 
b. the site's (for example, plant) culture 

c. the unit surrounding this team (for example, department).... 

9 This team is provided with the needed resources to improve overall team 

10 This team gets enough feedback on their performance to improve overall team 

u There is a dear link between the team's performance measurement system, us« 

a. individual, I i and goals. 
b. h—inm unit's strategy, goals, and me 
c. overall organizational strategy, goals, i 

12 There is a dear link between the team's | 
cofflfisnasas*- »•&.. 

, team members1 measures and goals... 

c. overall organisational strategy, goals, and i 

13 The team's performance mnasurti are dear... 

14 The team's | 

15 The performance measures used for tike team change frequently. 

16 Team im mberi have control over the factors that influence their compensation.....— 

17 There Is a dear connection lulmia the compensation system and (fce organisation's culture. 

is Team member compensation is fair compared to others who do the same type of work-. 
on the t 

In in thereat of the organiution... 
c. outside the organisation..—..... 

19 The uniiM pay system cummagts employees to work togctku as a team*-.. 

20 Tke e m i t pay system iineum agii teams to work together 

Sfrcngty 

Agr** 

* See definition* oil page 2 

Pag* 1 of 4 



100 

Team Performance Measurement and Compensation Study 
Team Member Survey 

The following questions ask your opinion about the various parts of your measurement and compensation systems. 
Use the definitions below to answer the questions. 

Development refers to the sy*em und to improve performance fsnch as training) and to track 
tndivkteai or team ft indicates how tte 901? a performing for growth purposes. 

Baee Pav Adlastmi i i mfi n in Ifiti T t f mini til nljiMf 1 nmfinniitifii |>«y ina tiwfi m\i m 
due to drill/competency acquisition. 

s l u w d i thai go beyond base pay fog ti w a 

ace rewards given a t e the performance i 
such thing as recognition, m o ^ t i c l ^ p i a » parties and so 00. 

chaoses m Ac performance of the 

ftrough merit incrsaaei or adfeatmeals 

Tlas may iachide 

Thiainey include 

Directions: Circle the answers to the following questions on a scale of I (strongly disagree) to 5 (strongly agree) based on 
your point of view. Please use the comments section on page 4 as needed. 

(*.g. t*ampnagrua& 

BaatFqr 

matt mrrwamt, 
sfcff&emfMj! 

(frjE ftmanspi, 
memtihm) 

(*S.meapmm 
ptem parties) 

21 Do yon have these systems? Yes No 
If me, igmmtMseaimm 

Yes No 
tym, igmmt tMi iurf— 

Yea No 
ffm igtmm this eatmm 

Yea No 
ffm igman tMi caimm 

22 The team feels responsible for the 

Strangfy Strmgfy 
Dismgrw* Agrm 

1 2 3 4 5 

StrmgHy Strangfy 
Dtsagrm Agrm 

1 2 3 4 5 

Stramgfy S/rongfy 
Diwmgrm Agrm 

1 2 3 4 5 

Stramgfy Strangfy 
Duragrm Agrn 

1 2 3 4 5 
23 The team has adequate influence 

over the measures used for... 1 2 3 4 5 1 2 3 4 5 1 2 3 4 5 1 2 3 4 5 
24 There is a dear connection betweeu the 

performance measurement system and... 1 2 3 4 5 1 2 3 4 5 1 2 3 4 5 1 2 3 4 5 
25 There is a dear connection betweeu the 

team member's actual performance and... 1 2 3 4 5 1 2 3 4 5 1 2 3 4 5 1 2 3 4 5 
26 I am motivated by... 1 2 3 4 5 1 2 3 4 5 1 2 3 4 5 1 2 3 4 5 
27 I prefer to be measured at the Ik— level for... 1 2 3 4 5 1 2 3 4 5 1 2 3 4 5 1 2 3 4 5 
28 I prefer to be measured at the 

individual level for... 1 2 3 4 5 1 2 3 4 5 1 2 3 4 5 1 2 3 4 5 
29 I am satisfied with the performance 

measurement system used for... 1 2 3 4 5 1 2 3 4 5 1 2 3 4 5 1 2 3 4 5 

system is woridnf wel for... 1 2 3 4 5 1 2 3 4 5 1 2 3 4 5 1 2 3 4 5 

procedures for this compensation system. I 1 2 3 4 5 1 2 3 4 5 1 2 3 4 5 
32 I understand the pumoee of this system. 1 1 2 3 4 5 1 2 3 4 5 1 2 3 4 5 
33 This compensation system is fair. | 1 2 3 4 5 1 2 3 4 5 1 2 3 4 5 
34 TMi rompensarion is provided often enough. 1 1 2 3 4 5 1 2 3 4 5 1 2 3 4 5 
35 I am satisfied with this compensation system. I 1 2 3 4 5 1 2 3 4 5 1 2 3 4 5 
36 This compensation system is working weS. 1 1 2 3 4 5 1 2 3 4 5 1 2 3 4 5 

Pag* 2 of4 
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Team Performance Measurement and Compensation Study 
Team Member Survey 

Directions: The following questions ask your opinion about your ideal compenmtum system -- how you would like to be 
compensated. Please provide answers to the questions using a scale of 0 (nonet to 4 (alb as if the number range symbolized a 
0% 1nonei to 100% tall) range. Please the comments section on page 4 as needed. 

Base Pay 

(e.g. merit mcnam% 
skill bestd part 

Other Fmaodal 
Rewards 

(*.g. bamms, 
incentives) 

N H - R h m U 
Rewards 

(*~g. recoffatum, 
ptzza parties) 

37 How much of this compensation should be bawd on; 
l Individual performance 

Nm* AS 

0 1 2 3 4 
Nm* AS 

0 1 2 3 4 
Nan* All 

0 1 2 3 4 
b. Team performance 0 1 2 3 4 0 1 2 3 4 0 1 2 3 4 
c. Unit performance (site, plant, business, department) 0 1 2 3 4 0 1 2 3 4 0 1 2 3 4 
d. Organizational performance 0 1 2 3 4 0 1 2 3 4 0 1 2 3 4 

38 How much of individual performance, tbtmld be baaed on: 
a. Objective Data or Results (e.g., cycle time, speed) 

Nm* AS 

0 1 2 3 4 
Nan* AS 

0 1 2 3 4 
Nm* AS 

0 1 2 3 4 
b. Wort Process Slrifls (e.g., communication, leadership) 0 1 2 3 4 0 1 2 3 4 0 1 2 3 4 
c. Technical/Job Related Skills (e.g.. typmg, welding) 0 1 2 3 4 0 1 2 3 4 0 1 2 3 4 
d. Other (specify) 0 1 2 3 4 0 1 2 3 4 0 1 2 3 4 

» How much of team performer*. tkamU be baaed am 
a. Objective Data or Resdts (eg,, cycle time, speed) 

Hem AS 

0 1 2 3 4 
Nm* AS 

0 1 2 3 4 
Nan* AS 

0 1 2 3 4 
b. Work Process Skitts (e.g., communication, leadership) 0 1 2 3 4 0 1 2 3 4 0 1 2 3 4 
c. Tecbnical/Job Related StdHs (e.g., typing, welding) 0 1 2 3 4 0 1 2 3 4 0 1 2 3 4 
d. Other (specify) 0 1 2 3 4 0 1 2 3 4 0 1 2 3 4 

40 If a team need its goals, but the or§anizatioa does not, hom 
much of this compensation should the team receive? 

Nm* AS 
0 1 2 3 4 

Nm* AS 
0 1 2 3 4 

Nm* AS 
0 1 2 3 4 

41 If an individual meets his/her goals, but the team does mat, 
how much of this compensation should the individual receive? 

Norn* AS 
0 1 2 3 4 

Nm* AS 
0 1 2 3 4 

Nan* AS 
0 1 2 3 4 

42 How much of vour total financial compenaation sh imti he 
based om... 

Nan* AS 

0 1 2 3 4 
Nm* AS 

0 1 2 3 4 

Directions: Please answer the following questions for the three tvpes of compensation system* />» /* srnlm nf 1 <*ifagrrr} 
to 5 (strongly agree). 

more than averace or poor performer*. 

Strmgfy Strmg/jy 

Dtsag/m Agrm 
1 2 3 4 5 
1 2 3 4 5 

Strmgjy Strongly 
Dttagr** Aw* 

1 2 3 4 3 
1 2 3 4 S 

Strmgjy Strongly 
Disarm Agr** 
1 2 3 4 5 
1 2 3 4 5 

Pag* 3 af4 
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Team Performance Measurement and Compensation Study 
Team Member Survey 

Directions: Please provide any additional comments you Have about your systems that you feel are important to this 
study or that may clarify how you answered certain questions. 

Comments on team comtpemsmtum system 

Thank you for participating! 

Ptp 4 qf4 
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Raw Pearson Raw Correlations (Hypothesis 4) 

Comp. Under- Control Frequency Pay-
Satisfaction standing Per. 

Pearson Correlation 
Comp Satisfaction 1.000 .559* .541* .823* .592* 

Understanding .559* 1.000 .435* .537* .489* 

Control .541* .435* 1.000 .474* .621* 

Frequency .823* .537* .474* 1.000 .520* 

Pay-Per. .592* .489* .621* .520* 1.00 

Sign. (2 tailed) 
Comp Satisfaction - .000 .000 .000 .000 

Understanding .000 - .000 .000 .000 

Control .000 .000 - .000 .000 
Frequency .000 .000 .000 - .000 

Pay-Per. .000 .000 .000 .000 -

* Correlation is significant at the 0.01 level (2 tailed) 
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Raw Pearson Raw Correlations (Hypothesis 5) 

Team 
Effectiveness 

Comp 
Satisfaction 

Comp 
Effectiveness 

Pearson Correlation 
Team Effectiveness 1.000 .032 .069 

Comp Satisfaction .032 1.000 .912* 

Comp Effectiveness .069 .912* 1.000 

Sien. (2 tailed) 
Team Effectiveness - .000 .498 
Comp Satisfaction .755 - .000 
Comp Effectiveness .498 .755 -

* Correlation is significant at the 0.01 level (2 tailed) 
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Team 
Effectiveness 

Under-
standing 

Control Frequency Pav-Per. 

Pearson Correlation 
Team Effectiveness 1.000 .090 -.081 .043 -.125 

Understanding .090 1.000 .435* .537* .489* 

Control -.081 .435* 1.000 .474* .621* 
Frequency .043 .537* .474* 1.000 .520* 

Pay-Per. -.125 .489* .621* .520* 1.00 

Sien. (2 tailed) 
Team Effectiveness - .377 .421 .673 .228 
Understanding .377 - .000 .000 .000 
Control .421 .000 - .000 .000 
Frequency .673 .000 .000 - .000 
Pay-Per. .228 .000 .000 .000 -

* Correlation is significant at the 0.01 level (2 tailed) 
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