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Rose, Jodi, Factors Impacting Employee Acceptance of an 

Alternative Reward System. Master of Science (Industrial/ 

Organizational Psychology), December, 1994, 82 pp., 5 

tables, reference list, 59 titles. 

The purpose of this study was to determine whether 

employee acceptance of an alternative reward system is 

impacted by employee profile factors unique to the employee 

and the organizational culture. Individuals from three 

areas of a major electronics manufacturing company in the 

southwestern part of the United States served as subjects. 

Data were collected using a 21 item survey designed to 

measure employee acceptance of an alternative reward system 

pilot program. The first factor of a three factor analysis 

accounted for most of the variance and was used as the 

dependent variable. 

Results of this study showed that tenure and base pay 

rate have a significant impact on employee acceptance, while 

success in the new pay system did not have an impact on 

employee acceptance. Unexpected results were explained by 

the unstable organizational environment and specific 

employee and cultural variables. 
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CHAPTER I 

INTRODUCTION 

One of the fastest growing areas of activity and 

interest in American industry today is in designing and 

successfully implementing alternative approaches to employee 

compensation. The heightened attention and awareness in 

this area is largely due to the recent surge in activity in 

the realm of radical organizational change concepts 

(Galbraith, Lawler & Associates, 1992). One of the major 

problems with this 1990's fervor, though, is that many 

companies are jumping onto the proverbial bandwagon, and 

asking questions later. All too often the most critical 

questions are asked too late (Barczak, Smith, & Wileman, 

1987; Johnson & Ray, 1993). 

When companies venture into the world of large scale 

change, specifically reengineering, organizational redesign, 

empowerment, and self-directed teams, they eventually reach 

an insurmountable barrier - the reward system is often at 

odds with the new emerging organizational structure and 

culture. The result is a painful misalignment that must be 

rectified in order for the new culture to thrive and succeed 

(Schuster & Zingheim, 1992). 



Unfortunately, too many companies are caught up in all 

the excitement of how the latest trend will allow them to 

achieve sustained competitive advantage, and do not spend 

enough time planning and thinking through these change 

processes that most experts say should take as long as five 

years to successfully implement (Lawler & Cohen, 1992; 

Mahoney, 1989; Ost, 1990). Worse yet, when the need to 

redesign the compensation system is recognized, the response 

is to benchmark other companies and "do what they are 

doing." Or, managers may have read somewhere that if you 

are implementing self-directed teams, you've got to have 

"some kind of pay-for-skills plan," without deciding what is 

really best for their culture. This error inevitably leads 

to a bigger mistake: a compensation manager not involved 

with any of the structural or cultural change processes, is 

told to go off and develop a pay-for-skills pay plan (Kanin-

Lovers & Porter, 1991). These new approaches often run the 

risk of merely replacing the existing system and result in 

changing the compensation system for the sake of changing it 

(Milkovich & Milkovich, 1992). 

One of the questions often asked too late is how to get 

the employees to embrace the new system. While empirical 

research in the area of alternative reward systems is 

scarce, many business magazine and journal articles about 

the topic have been written in recent years. When these 

articles refer to the issue of employee acceptance, it is 



often along the same vein as acceptance of major radical 

change (Lawler, 1971; O'Dell, 1989). And while the reasons 

that employees may not accept change in general are often 

valid and important in terms of reward system redesign, ones 

frequently overlooked include the elements of an 

individual's pay profile. Pay profile elements are those 

characteristics about or that relate to an employee's 

compensation and job. It is the purpose of this paper to 

explore the relationship of these factors with employee 

acceptance of the implementation of an alternative reward 

system. 

Global Marketplace 

In recent years, the U.S. business environment has been 

characterized by fierce international competition and rapid 

technological advancement. This has been accompanied by a 

surge of work place innovation attempts such as quality-of-

worklife programs, employee stock ownership plans, project 

and product teams, Quality Circles, Management by Objectives 

(MBO), and related organizational changes. A few have met 

with temporary success, but most have resulted in 

disappointment, and consequently, disillusionment (Lawler, 

1990? Solano, 1992). 

The reality of the situation is that the U.S. is losing 

market share to foreign competitors every day, even in 

products invented in America. The explanation for this lies 

not in the expertise of the American engineer, nor in the 



ability of the American worker, but rather in the gross 

under-utilization of the skills possessed by our people 

(Lawler, 1992). This sentiment is probably best expressed 

by former Texas Instruments CEO Pat Haggerty in the 

following statement: "There is probably no greater waste in 

industry than that of willing employees prevented by 

insensitive leadership from applying their energies and 

ambitions in the interest of the companies for which they 

work" (Haggerty, 1965). 

Ironically, our foreign competitors challenge us with 

our weaknesses. Several years ago, Konosuke Matsushita, 

chairman of Panasonic, delivered a shrewd assessment of the 

challenge facing the American paradigm of management 

principles. Speaking to a group of visiting American 

business leaders in Tokyo in 1979, he said: 

We are going to win and the industrial west is going to 

lose out. There is nothing much you can do about it 

because the reasons for your failures are within 

yourselves. 

Your firms are built on the Taylor model, even 

worse, so are your heads. With your managers doing all 

the thinking while the workers wield the screwdrivers, 

you're convinced deep down that this is the right way 

to run a business. 

We are beyond the Taylor model. Business, we know 

is now so complex, the survival of the firm so 



hazardous in an environment increasingly unpredictable, 

competitive and fraught with danger that their 

continued existence depends on the day-to-day 

mobilization of every ounce of intelligence. 

For us, the core of management is precisely this 

art of mobilizing and pulling together the intellectual 

resources of all employees in the service of the firm. 

Because we have examined better than you the scope of 

the new economic and technological challenges, we know 

that a handful of technocrats, no matter how brilliant 

and smart they may be, is no longer enough to take them 

up with a real chance of success (Source: Texas 

Instruments). 

One response to Mr. Matsushita's challenge has been the 

rapidly spreading implementation of large-scale 

organizational change strategies in the American business 

world. These change interventions include strategies such 

as self-directed teams, (also known as self-directed work 

teams, self-managed work teams, and autonomous teams), 

empowerment, work redesign, and reengineering. Hammer 

(1993) defines reengineering as "the fundamental rethinking 

and radical redesign of business processes to achieve 

dramatic improvements in critical, contemporary measures of 

performance, such as cost, quality, service, and speed." 

Due to the broad and encompassing nature of this concept, it 

will not be addressed specifically in this paper. The other 



three concepts are more specific and depend on each other 

for ultimate success. 

Self-Directed Teams. Empowerment, and Work Redesign 

The most popular of these concepts in American industry 

has been self-directed teams (SDTs), although, their use had 

been limited mainly to non-union manufacturing type 

companies until very recently (Osburn, Moran, Musselwhite & 

Zenger, 1990). Briefly, the concept of SDTs involves 

allowing a group of individual workers to perform together 

as a team and be responsible for many of the day-to-day 

operations traditionally performed by first-line supervisors 

and other support personnel. Work teams can vary in the 

degree to which they manage themselves and make decisions 

about their work, but the concept remains the same — give 

workers the chance to utilize all of their capabilities in a 

nurturing environment where they are also given the 

autonomy, responsibility, and information to make their own 

decisions and are held accountable for consequences. 

Inherent in the team philosophy is the concept of 

empowerment. Without empowerment, teams are really just 
* 

individuals working together using better teamwork skills. 

Key elements of empowerment include taking ownership of 

business results (accountability), increased authority 

(decision making power), better and more information at all 

levels of the organization, and vastly expanded capability 

(knowledge and skills) (Galbraith & Lawler, 1993). 



Empowerment is a principle that can apply to anyone in an 

organization, regardless of team status. 

In order to see any significant performance gains from 

organizing into empowered SDTs, work redesign (changes in 

work flow and infrastructure) must also accompany the 

process. Teams operating in an environment without work 

redesign result in cosmetic, short-term improvements in 

performance. The main concept behind work redesign is the 

shifting in tasks and responsibilities (that are sensible) 

from supervisors and other support personnel to the people 

who build product in order to allow decision-making to be 

more effective and occur at the point of execution (Hackman 

and Oldham, 1980). This complements the team concept 

nicely, because the team as a whole can take on the 

additional responsibilities more effectively than can 

individuals. 

While the combination of the three concepts provides 

the environment for true breakthrough performance, there is 

one missing piece of the puzzle that must inevitably be 

identified — reward system misalignment. And although it 

is not always recognized as such at first, people do 

eventually figure out that the existing pay system no longer 

makes sense in light of the new work structure (Block, 1993; 

Covey, 1990). 
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Reward System Misalignment 

Most traditional pay systems, based primarily on 

seniority and dependable, adequate performance of jobs 

placed in rigid boundaries, is not consistent with the team 

concept. The conflict arises when the new team philosophy 

is sending one signal, and the traditional reward system is 

sending another. A misfit between the heavy demands on team 

members and their compensation is likely to show up in 

dissatisfaction at lower levels of the organizations that 

have adopted the new work methods (Bartol & Hagmann, 1992). 

As one team member expressed himself, "They aren't paying me 

any more for this. I'm beginning to ask myself, 'Is it 

worth it (O'Dell, 1989, p. 38)?"' 

As the team concept spreads, organizations are finding 

that their reward systems—pay, promotion, career paths—do 

not support it. They not only affect teamwork, but also the 

kinds of employees that are attracted and retained, the 

career paths that people choose, and the extent to which 

they see a link between pay and performance (Eyes, 1993; 

O'Dell, 1989). 

Because of the way work is now performed, and the role 

of employees has been radically changed in the new 

empowering environment, some tough issues are necessarily 

raised: (a) how to pay employees for the expanded skills 

and responsibilities they assume, (b) how to reward teams 

for the even higher levels of performance, and (c) how to 



reinforce cooperation among teams (Gupta, Scheizer, & 

Jenkins, 1987). Before these concerns can be addressed, it 

is useful to understand how and why job-based compensation 

emerged as a dominant theme of traditional compensation. 

Traditional Pav Background 

Most organizations have traditionally designed their 

compensation systems around specific jobs. The wage and 

salary structure of these systems has typically been based 

on job analyses and evaluations, which determine a job's 

worth and salary range (Hill, 1992). 

job-based compensation emerged with industrialization, 

development of the factory system, and mass production. Its 

development paralleled, and is consistent with, many of the 

practices of Scientific Management. Interestingly, the 

traditional compensation model prior to industrialization 

was output-based, consistent with custom production of goods 

by independent contractor craftsmen (Mahoney, 1989). 

Ideal market economies are based on the notion that 

workers should be paid in accordance with the value they add 

to their product. If they are paid more for producing more, 

the argument goes, they become increasingly productive. But 

the realities of modern market economies make that ideal 

unlikely to realize. It is difficult to place a value on 

individual efforts, if wage structures are rigid, and 

opportunities for promotion are limited. Hence, 
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compensation has become increasingly detached from worker 

productivity (Cooper, Dyck, & Frohlich, 1992). 

The ever popular piece-rate incentive plans that 

resulted from job-based compensation are now blamed for 

producing counterproductive behavior and other undesirable 

outcomes, including a climate of low trust, lack of 

information sharing, little support for joint problem 

solving, and inflexibility. Whyte (1955) provides one story 

after another about how employees figured out how to 

outsmart and defeat piece-rate systems. It was clear that 

the system was effectively motivating behavior—it was just 

the wrong kind of behavior. If employees were able to use 

their talents to skillfully beat the system, one wonders in 

what endless variety of productive ways they could also 

utilize their abilities (Lawler, 1990). 

In addition to specific negative results experienced 

with these systems, conditions appropriate for bureaucratic, 

mass production approaches have become less common today, 

especially with the advent of organizational change 

strategies such as self-directed teams. Increased 

competition from newly developed economies abroad and an 

increasingly rapid rate of technological and product 

development has introduced instability to the world market. 

All of these changes have contributed to an overall shift in 

orientation from product design and delivery, to customer 
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satisfaction through increased product variety, improved 

quality, lower cost, and faster delivery (Gross, 1993). 

The various organizational and management changes over 

the same period have sought to increase flexibility, 

responsiveness, innovation, and cooperation. Consequently, 

traditional job-based compensation, which reinforces past 

strategic orientations, is less supportive of these new 

strategic orientations (Lawler, 1990). At the same time, 

there are increasing calls for the direct linkage between 

performance management (compensation) and organizational 

strategy (Mahoney, 1989). Therefore, in recent years, 

alternatives to this job-based approach have been developed, 

and are now gaining increased attention by the companies who 

have started to face the misalignment issue. 

One of these alternative plans focuses on paying 

employees for the skills and knowledge they possess, rather 

than for the job they do, or a particular job category. A 

variety of terms have been used to refer to this new 

compensation approach: skill-based pay, multiskill-based 

pay, knowledge-based pay, and pay-for-knowledge are just a 

few (Luthans & Fox, 1989). 

Pav-for-Knowledge 

Pay-for-knowledge (PFK) plans encourage flexible 

assignments and rotation, as well as continuous learning and 

increased expertise. Employees "learn and earn," promoting 

their own career development and earnings while providing 
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the team as a whole with the skills it needs (Lawler, 1992). 

With more flexible, multiskilled employees, some firms have 

found that they need fewer of them—about 10 percent fewer, 

according to most analysts. For one thing, companies need 

to retain fewer utility workers, who fill in for absent 

workers, since other team members can usually perform these 

jobs (Arthur, 1988). 

Most managers agree that these systems are best geared 

toward a production type of operation. This orientation 

seems most appropriate, because white-collar skills and 

knowledge are difficult to evaluate, and most white-collar 

jobs are not as interchangeable because of their general 

education requirements. An important point is that these 

new plans are best suited to start-up situations, or 

greenfield sites, but can still be successful in an existing 

organization (brownfield site) if carefully implemented 

(Kanin-Lovers & Porter, 1991). 

Advantages. The single most salient advantage in a 

production situation is flexibility. When an individual can 

perform many tasks, organizations gain tremendous 

flexibility in utilizing their work forces. A number of 

conditions make this flexibility extremely desirable. An 

obvious one is the need to cover for absenteeism, turnover, 

and employees in training. Then, too, if the organization's 

products frequently change, it is good to have a highly 
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trained work force that can smoothly adapt to transitions in 

the production process (Feuer, 1987). 

Flexibility can also be important if most employees 

must work at a particular stage or point in the production 

process. For example, in manufacturing situations it is not 

uncommon to face parts shortages or a need to rework part of 

the assembly process. If everyone can do all portions of 

the process, then all employees can work on the needed 

products and fix the common problem. This is often far 

superior to a situation in which only a few individuals can 

work on one phase only, thus bottlenecking production until 

someone can correct the problem or install the missing part 

(Feldman, 1987). 

Evidence suggests that, when combined with a 

participative approach to management, such as SDTs, PFK 

systems can provide additional benefits. When employees 

learn both horizontal and vertical skills, they gain an 

entirely different perspective and come to understand the 

entirety of organizational operations, the way in which the 

organization is managed, and the information that supports 

it. This gives them the ability to do a number of things 

that they could not do without this breadth of understanding 

and perspective (Bunning, 1989; Wilson, 1992). 

First, employees can solve systemic problems more 

effectively. Their broader perspective makes them more 

innovative in improving operations. When they are working 
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on a particular phase of production, they are often more 

effective in solving problems, because they know the entire 

process. Moreover, they can communicate more effectively 

with team members involved in and close to the production 

process (Franklin, 1988). 

Second, employees often have a greater sense of 

commitment to organizational effectiveness when they have an 

overview of the entire operation. Feedback about such 

things as quality, production rates, and cost becomes more 

meaningful to them, and thus their intrinsic motivation to 

perform increases. This can result in improved performance 

and better operating results for the organization (Gupta, 

Jenkins, & Curington, 1986). 

Third, PFK can be an important reinforcer of a 

participative culture. It is a concrete way in which 

organizations can back up their commitment to participation 

and to such statements as "We value our people as our most 

important resource." Tangible rewards are given to 

individuals for growth, learning, and development. 

Organizations with a PFK system typically have cultures that 

value human development and are optimistic about the 

capabilities and potential of the people who work there. 

This effect, although sometimes difficult to quantify, is 

nevertheless a very real and important advantage (Lawler & 

Ledford, 1987). 



15 

Finally, and perhaps most importantly, when employees 

are broadly knowledgeable about the operations of an 

organization, the potential exists for them to be more self-

managing. It can lead to fewer levels of management, and 

can also reduce the need for staff and support jobs. This 

is particularly true when upwardly vertical skills include 

staff-support functions that production workers can perform 

themselves, at a significantly lower cost to payroll (Lawler 

& Ledford, 1987). Inherent in this concept is the linkage 

of the PFK design with a redesign project of substantial 

scope. 

As might be expected, PFK systems typically use 

competency measures. Although many systems currently in 

place use peer-group assessment, that is only one way to 

measure competencies. Skill-based pay requires merely some 

test of skill acquisition. Depending on the situation, this 

test could be based on a supervisor's or qualified expert's 

judgement, written questions and answers, or peer-group 

appraisal, to mention a few possibilities (Bunning, 1989). 

Issues for concern. There are several real and 

potential problems to consider before deciding to implement 

a PFK compensation system. Since these new systems 

typically result in higher than average pay rates and higher 

training costs than do traditional plans, Human Resources 

managers must consider the cost factor. Franklin (1988) 
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warns that a careful cost-benefit analysis should be made 

and continually monitored. 

Host employees understandably want to utilize their 

newly acquired skill or knowledge on the job; this could 

potentially result in many inexperienced employees jumping 

from job to job. This problem could be counteracted by 

requiring a payback period during which employees would 

agree either to continue to perform their old job for some 

specified period of time, and/or perform the new or expanded 

job under the guidance of an experienced on-the-job mentor 

or trainer (Gupta, Jenkins, & Curington, 1986). An 

alternative to this approach could be to require an 

application period, in which the employee has a specified 

amount of time to spend training in and applying the 

knowledge or skill, before certification can even be 

attempted. It stands to reason that added benefit could be 

gained, as the "payback" would come before the pay increase 

occurs. 

The acquisition of an employee's skills or knowledge 

involves a long-term developmental process, as well as a 
<¥ 

one-shot training program. It is particularly important to 

have a good evaluation procedure in place to assess 

employees' additional skills or knowledge before 

implementing the new system. 

A potential problem termed "topping out" may not show 

up until several years after the plan has been implemented. 
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This occurs when an employee has learned all the necessary 

skills or knowledge in the pay plan, and apparently has 

nowhere else to go. For the employee who is accustomed to 

learning, developing, and receiving frequent increases, 

"topping out" may bring considerable dissatisfaction, or 

even the desire to leave the company. Since many 

organizations are experiencing so much growth and so many 

technological changes, this problem likely will not arise in 

most cases if the system has flexibility built into the 

design (Arthur, 1988). More importantly, if a company's PFK 

plan is directly linked with a major organizational and work 

redesign effort, then this issue should become irrelevant as 

job boundaries significantly expand and are updated (Lawler 

& Ledford, 1987). 

Certain employee skills and types of knowledge may 

become obsolete as a result of changes in technology. This 

tendency toward skills and knowledge obsolescence raises a 

concern over the practice of paying people under a PFK 

system for skills or knowledge no longer relevant to the 

organization's needs. One solution would be to evaluate the 

discrepancies on a periodic basis and replace outdated 

skills with new, needed ones. In other words, learning and 

growth should be an ongoing process in line with continual 

work redesign and process improvement, instead of a 

segmented accumulation of skills and knowledge (Luthans & 

Fox, 1989). 
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Team Reward 

While pay-for-knowledge systems give individual team 

members the incentive to learn new skills and expand 

capabilities, a second, tough pay issue for SDTs remains: 

how to motivate the team as a whole to improve the product 

and process, increase output, and focus on customer 

satisfaction (O'Dell, 1989). While PFK plans typically 

reward increases in individual technical skills, group 

incentive plans can indirectly reward increases in 

interpersonal, problem-solving, decision-making, and 

communication skills. This component of team performance 

must be rewarded on a larger basis. In addition, 

organizations must make sure reward distributions for group 

performance do not foster competition among group members. 

By equitably distributing rewards to the entire group, the 

organization reinforces the importance of working together 

as partners across teams and functional lines toward 

achievement of business goals and priorities (Musselwhite, 

1988). 

Group-incentive plans can take two basic forms, one of 

which closely resembles PFK. With this form, the entire 

team reaps benefits for acquiring a new managerial skill, 

such as demonstrating the ability to discipline a team 

member or "group interview" new team member candidates. The 

second form of group incentive pay involves bonuses for 

group performance that can be measured quantitatively by a 
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statistic, such as increased production, or a reduction in 

accidents or absenteeism (Krajci, 1990). 

Gainsharina 

To establish a stronger link between pay and 

productivity, firms have increasingly turned to gainsharing 

plans. These plans are premised on the assumption that 

performance will improve if workers are rewarded for 

increases in productivity (Metzer, 1984). Although there is 

no universally shared definition of gainsharing, programs 

are always aimed at developing a close link between cash 

awards and unit-wide productivity or financial goals. Gains 

are commonly shared with all employees in the unit according 

to a predetermined formula, and the payoff depends on the 

degree to which a unit increases productivity (Ost, 1990; 

O'Dell & McAdams, 1987). According to O'Dell and McAdams 

(1987), nearly 73 percent of all existing gainsharing 

programs have been implemented since 1980. The unit size 

can vary, but often is set at plant level with anywhere 

between 300 to 1,000 employees. 

Common problems with gainsharing plans are that there 

is often little to no employee involvement in the design of 

the plan, employees do not understand how the payout formula 

works, and the line of sight is not clear. Line of sight 

refers to an individual's ability to relate individual 

effort with results (Florkowski, 1987). since the line of 

sight is often quite long in gainsharing plan designs, the 
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linkage between individual performance and pay is vague at 

best. On the other hand, when employees are paid for 

individual performance, competition, sub-optimization, and 

information hoarding often result. The challenge then is to 

find the optimal middle ground. 

Alternative Reward Systems a? a strategy 

In order to get the most out redesigning the 

compensation system to capitalize on the benefits of 

organizational redesign, Milkovich and Milkovich (1992), 

among others, recommend that business strategy be the key 

driver. McAdams (1991) adds that the reward system must 

dramatically improve performance and stand up to financial 

examination. At the very least, he says, it must prove to 

be worth the investment for good business reasons. 

Milkovich and Milkovich (1992) conclude that this type of 

strategic approach shifts the focus toward insuring that the 

plan contributes to the cpmpetitiveness of the business, 

rather than concentrating simply on administrative ease and 

effectiveness. 

Therefore, these new reward systems should have two 

main objectives: (a) support the new organizational 

structure and culture to lead to breakthrough performance 

and sustained competitive advantage (system alignment) and 

(b) reinforce the desired behaviors of the new "teaming and 

empowerment" culture (Lawler, 1990; Schuster and Zingheim, 

1992). In line with these two objectives are the following 
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attributes: promotion of continuous learning; encouragement 

of breadth as well as depth of knowledge; career choices 

provided for everyone, not just professionals; improved 

performance capability of individuals, teams, and larger 

business units; encouragement of individual leadership 

skills for everyone; reinforcement of customer focus and 

teamwork; and a clear line of sight to performance goals 

(McAdams, 1991). 

There are several types of approaches that companies 

take with implementing one or more alternative reward 

systems. Some companies know they need to do something 

different with pay, and so to complement the latest team 

fad, they find out what new pay systems other companies are 

using. The danger here is that not enough time is spent 

planning what pay system or systems will best match the 

culture. Additionally, they do not analyze why they want to 

change the compensation system, what behaviors they want to 

reinforce, or what they want as the end result. Worse yet, 

instead of involving the people closest to the teams and 

work redesign, the job is handed over to someone in 

corporate compensation who has no concept of teaming, 

empowerment, or work redesign. 

Many of the alternative approaches to compensation have 

specific goals and often are limited to reinforce one set of 

similar behaviors, or affect only one segment of the 

population. Additionally, many of them can and are used in 
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traditional types of environments, especially PFK (Lawler, 

Ledford, & Chang, 1993). 

A revolutionary concept that is just recently emerging 

involves combining the best aspects of different systems in 

order to support and enable the company's teaming, 

empowerment and work redesign efforts, while matching the 

company's culture. The goal is not simply to get 

incremental improvements in performance as are seen in some 

of the individual plans, but to truly achieve sustained 

breakthroughs in performance. The compensation system alone 

cannot and should not ever be used toward these ends. This 

goal can only be realized when the work and organization has 

been fully redesigned and processes radically changed, with 

the reward and recognition system serving as a supporting 

and enabling mechanism. To really sustain the agile 

corporation of the future, the reward system must be just as 

flexible and even provide potential for multiple reward 

systems within the same company (Hammer & Champy, 1993). 

Organizational/Management Issues 

Both experience and research indicate that 

organizations considering these plans should also pay 

attention to such key overall values as their managerial 

philosophy, their commitment to the plan, and their 

attitudes toward employees (Swinehart, 1986). Top 

management must be willing to support the system through 

difficult times when labor, training, and overhead costs are 
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running high. Without such continued support, from top, 

middle, and lower management, the company will probably be 

reluctant to invest the necessary money for the systems to 

operate effectively (Neusch, 1994). 

There are several important organizational 

characteristics that should be also be noted. First, the 

organization must convey strong values for teamwork, 

learning and education, customer focus, and production and 

service quality. Second, these values for teamwork must be 

linked to rewards; that is, employees who see visible 

rewards for holding these values will be more likely to act 

in accordance with them. Third, the organization must show 

that it values each individual's contribution not only to 

the specific objectives of his or her work group, but also 

to the overall objectives of the firm. Fourth, the overall 

environment in the organization must be perceived as 

noncompetitive. Since teamwork may be rewarded more often 

through more intrinsic means such as social interaction or 

cohesiveness, and individual contributions are rewarded both 

intrinsically through increased skill utilization, and 

extrinsically through increased pay for additional skills 

and knowledge, a noncompetitive environment promotes both 

team and individual effectiveness (Deci, 1971; Luthans & 

Fox, 1989). 

One way to accomplish these more general objectives is 

to tie the new compensation plan to the overall strategy of 
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the firm. Strategic planning involvement in alternative 

reward plans is crucial for these plans' long-term success. 

An initial key step is to develop a mission statement that 

clearly establishes the plan's purpose and the employees it 

serves (Florkowski, 1987). 

Alternative Reward Systems in Practice 

Who is using Alternative Reward System (ARS) plans in 

high involvement, high performance environments, and what 

have been their experiences? Unfortunately, there has been 

little information regarding the combination of the two 

intervention strategies in practice. Most of the activity 

in this area has emerged only within the last three to four 

years. And, many companies experimenting with using ARS 

strategies do not like to share information openly. This is 

partly due to the fact that they perceive their strategies 

in this area as a distinct competitive advantage. 

Additionally, many are experiencing difficulties in smoothly 

and successfully implementing their plans. When they report 

lessons learned, almost without exception, they site lack of 

employee acceptance as the biggest culprit (Solano, 1992). 

Frito-Lay Inc., McNeil Consumer Products Company, TRW 

Inc., and Proctor & Gamble are long-time users of both teams 

and pay-for-knowledge systems. Managers report that these 

operations are, on the average, about 30 percent more 

productive and 30 percent lower in cost than comparable 

locations not using team structures and PFK systems (O'Dell, 
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1989). Westinghouse has responded to their system downtime 

problems, which resulted from programmers not knowing how to 

handle routine problems, by cross-training them to learn 

more skills that they would normally wait for a systems 

operator to perform (Lawler, Ledford, & Chang, 1993). 

Factors Affecting the Success of ARS Plans 

Although ARS plans are gaining in popularity every day 

throughout American industry, there seems to be no magic 

formula yet found for making them work. Throughout this 

paper, many key issues impacting success of these plans have 

been discussed. Some of the more important include: direct 

linkage to organizational goals and business priorities; a 

design supportive of work redesign efforts and teaming and 

empowerment philosophies; leadership must "walk the talk" 

and remove boundaries; affected employees must be heavily 

involved in the whole process, from ground zero through 

implementation, and employees must accept the new system and 

take ownership for its success (Kanin-Lovers & Porter, 1991; 

Lawler, 1990; Mahoney, 1989). 

It is the last issue named, securing employee 

acceptance, that deserves more attention. But with trust 

relations between management and employees historically 

fragile, establishing the needed partnership and 

subsequently, acceptance, becomes a tremendous challenge. 

In some cases, it could take years of patience and 

relationship building to construct the necessary foundation 
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for successful change implementation. In the meantime, it 

seems worthwhile to explore other factors that could be 

affecting employee acceptance. 

There has been considerable research conducted on the 

topic of employee resistance to major change interventions 

(Anderson & Terborg, 1988; Berger & Cummings, 1979; 

Friedlander & Brown, 1974; James & Jones, 1976; Pasmore, 

Frances & Haldeman, 1982). Much of this research, though, 

has focused on ways that management might try to prevent 

employee resistance to change. The implication is that 

successful implementation rests primarily on antecedents or 

the processes used to initiate change. 

This assumption is challenged by Anderson and Terborg's 

1988 findings that employee perceptions about the negative 

impact of the change intervention on the work environment 

was an important predictor of their level of acceptance of 

the change. In taking this research one step further, one 

could infer that even a well-managed implementation process 

will not be successful if the employees view the change to 

negatively impact aspects of their job and work environment 

that they personally value and depend on. If employees 

perceive that their jobs and working conditions have been 

significantly disrupted, this can leave them feeling 

insecure, vulnerable, and eventually distrustful. 

When dealing with the notion of changing pay systems 

for any reason, the way in which employees have established 
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their current pay rate, as well as their own perceived 

opportunity for additional and fair pay in the new system is 

crucial, in fact arguably the most salient factors in the 

eyes of that employee. And even though the traditional pay 

system may be out of alignment and "unfair," it is something 

that the employee has become accustomed to and can count on. 

And when it dealing with employees' pay, that level of 

certainty, whether based on a good or bad system, may impact 

their confidence that they will be able to feed their family 

next month. ARS plans that establish base line average pay 

rates and even put some portion of pay at risk should 

certainly take into account the impact that an employee's 

pay profile (tenure, current pay rate, distance of 

employee's rate from the system's established base rate, and 

number of PFK skill blocks that the employee has the 

opportunity or ability to certify to) will have on their 

acceptance of the new system. 

SUBMIT Pf the Introduction 

Recently, there has been much written about the reasons 

for the difficulty in successfully implementing alternative 

reward systems designed to support the increasingly 

competitive organizational cultures now characterized by 

extensive work and organizational redesign, empowerment and 

self-directed teams. There remains a gap, though, with 

respect to empirical research into this area. 
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Hinderance of successful implementation for these types 

of pay plans is often attributed to lack of employee 

acceptance of the system. Reasons for this lack of 

acceptance and ownership most often include not allowing 

employees to participate in the up front design and 

development of the plan, low levels of trust between 

employees and management, poor communications, and little to 

no support and education in relation to the new system 

(Kanin-Lovers & Porter, 1991; Whittlesey, 1993). 

These are the same elements attributed to impacting the 

success or failure of most types of major change efforts 

that occur within organizations, and therefore are 

reasonable ones to explore when analyzing employee 

acceptance of an alternative reward system, which by 

definition is itself a radical change. But, it does appear 

that there would be value in exploring those other factors 

that directly affect or are a part of an employee's own pay 

(pay profile). 

Given the lack of empirical research in this area, 

practitioners working in industry with the design and 

implementation of alternative approaches to pay, would 

likely benefit from understanding how these additional and 

apparently overlooked factors may impact employee acceptance 

of an alternative reward system, and consequently determine 

success of the implementation of such plans. 
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Purpose of the Study 

This study is intended to analyze employee acceptance 

of an alternative reward system that reinforces continuous 

learning, teamwork, major expansion of individual 

capabilities, business knowledge application, and business 

unit (team) performance. This system is in contrast with 

traditional pay systems that reward seniority and individual 

performance determined by the subjective ratings of a direct 

supervisor, with pay increases based mainly on current job 

grade (and the availability of higher job grades within the 

company) and comparison with market value of the job. 

The purpose of this study is to answer the following 

question: what is the relationship between employee pay 

profile metrics and the extent of employee acceptance of an 

alternative reward system? 

Hypothesis l. The factor structure of a measure of 

employee acceptance will remain stable across samples. 

Preceding each of the remaining four hypotheses 

presented below is a rationale or explanation for proposing 

each hypothesis. 

Tenure and age is often cited in the literature as a 

reason for resistance to change (Butler, 1979). This is due 

in part to the tendency for longer tenured, older employees 

to grow accustomed to the culture and dependent on their 

expectations. Additionally, the company itself often tends 
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to perpetuate the status quo by reinforcing behaviors and 

attitudes via the systems that support the infrastructure. 

Frequently a typical result of the reinforcement that occurs 

within traditional pay systems is the "entitlement 

mentality." Over the years, employees begin to feel 

entitled to their annual raise, regardless of performance. 

It's what is "owed" them. 

By introducing a new compensation system, the company 

has initiated a major change process as well as 

significantly altered one of the major support systems. 

Therefore, it seems reasonable to propose that the longer an 

employee has been reinforced in the traditional pay system 

and culture, the less he or she will demonstrate acceptance 

of an alternative reward system. 

flYPOthegjs 2» The greater an employee's tenure with 

the company, the lower his or her acceptance of the 

alternative reward system will be. 

The pay-for-knowledge system included in this study had 

a base rate of pay associated with a minimally required 

competency level. Since this study was conducted using 

employees who had a base rate of pay established by years of 

service under the traditional compensation system, some were 

below the PFK model's base rate, but others were above it. 

For the ones above that PFK base, the issue was one of pay 

alignment, or justification of current pay rate by 

certifying to the higher level skills in the PFK model. 
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Therefore, it seems reasonable to hypothesize that the 

higher an employee was above the PFK base rate upon entering 

the PFK model, the less they would accept a system that 

required them to essentially justify their current pay, with 

no interim rate increases. 

Hypothesis 3. If an employee's base pay rate is above 

the PFK system's base rate, the bigger the negative 

difference, the lower his or her acceptance of the 

alternative reward system will be. 

It seems reasonable to propose that employees who 

receive pay increases due to the alternative reward system 

will have greater acceptance of it. 

Hypothesis 4. The amount of raise an employee receives 

under the PFK system will relate to his or her degree of 

acceptance of the alternative reward system. 

In the PFK system used in this study, there were three 

skill blocks that composed the minimal requirement level 

(the level with which the base rate was associated), and 

there were 18 blocks above that. It seems likely that as 

employees progress through the model and successfully 
9 

certify to additional skills blocks, the sense of 

accomplishment will lead to a feeling of success and greater 

acceptance of the alternative reward system. 

Hypothesis 5. The more PFK skill blocks an employee 

has successfully certified in, the greater his or her 

acceptance of the alternative reward system will be. 



CHAPTER II 

METHOD 

Sample setting 

Data were collected from 116 employees of a major 

electronics manufacturer in the southwestern United States. 

These employees were selected on the basis of their 

participation in an alternative reward system (ARS) pilot 

program. This sample represents about 89 percent of the 

total pilot population. About eight percent of the pilot 

population was on leave of absence at the time of the data 

collection. The employees worked at two different sites in 

three separate business units. Each site was located 

approximately 20 miles outside of a major city where the 

company headquarters resides. For the purpose of this 

study, each group of employees will be referred to as a 

Business Unit (BU). 

Subjects in this study ranged in age from 24 to 57. 

Average tenure with the company was 11 years, with a range 

of four years to 37. Seventy-five percent of the subjects 

were female. The demographics of subjects from the pilot 

population was representative of employees in similar job 

classes and job grades throughout the company. 

All three BU's included intact work groups that had 

completed a major work redesign project and were organized 

32 



33 

into self-directed teams (SDT). The members were in entry-

level type positions, and performed roughly the same type of 

skills, which revolved mainly around the assembly, 

inspection, and testing of electronic components. As 

members of SDTs, they also performed many other supervisory 

and support type functions, such as production control, 

metrics tracking, scheduling and running meetings, 

training/shopload balance (balancing between time spent 

training and scheduling production/on-time-delivery) and 

overtime scheduling. 

These employees were also participants in an eighteen 

month ARS pilot that was in its ninth month at the time of 

this study. There were two components of the ARS: a PFK 

type system based heavily on work redesign and a pay-for-

performance/gainsharing type plan. 

The PFK system was a matrix of competencies and skills 

from four traditional production area type jobs within the 

company (see Appendix A). Due to work redesign and the 

formation of SDTs in the three BU's, these jobs had been 

consolidated into one, called Production Associate. The 

four previous job classes were referred to as 

electronics/mechanical assembler, production control, test 

technician, and quality control inspector. The main purpose 

of the PFK system was to give employees the opportunity and 

choice to expand their breadth of skills, as well as depth 

and allow the teams to take on more of the supervisory 
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responsibilities and authority as they developed the 

capability to do so. The end goal was to enable the teams 

to become more empowered and capable of running their own 

business (within their business unit), leading to greater 

capacity for breakthrough performance improvements. 

The skills found in the ,,Team,, level of the PFK model 

defined a minimally acceptable level of competency for the 

position of Production Associate and provided the foundation 

for the rest of the model. There was also a base pay rate 

associated with the Team level. The pilot participants were 

encouraged to pass Team level certification within the first 

nine months of the pilot, although not required. There were 

no negative consequences associated with not meeting this or 

any other stated or implied goals, however. But, it was 

communicated to the participants that Team level 

certification would be a requirement for participation in 

the pay-for-performance payout during the last two quarters 

of the year (two and a half months after this research 

intervention). 

The Team level included three major skill blocks: 

business knowledge, core knowledge, and sustaining 

knowledge. The certification for the business knowledge 

block was a written exam. The other blocks required the 

participant to pass a series of demonstration 

certifications, which included an expert certifier observing 
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performance of a task, while evaluating the performer with a 

standardized form. 

Above the Team level were a set of "upper blocks" 

organized by knowledge categories and difficulty levels. 

Certification of the upper blocks could not be attempted 

until certification had been successfully completed at the 

Team level. 

For each BU, there was a full-time person (pilot 

administrator) who was responsible for guiding the 

implementation and administration of the pilot process for 

that BU. The pilot administrators felt strongly that rapid 

achievement of certification in the PFK model would be an 

indicator of employee acceptance to the system, since there 

were no negative consequences for not doing so. In the 

expert opinion of the pilot administrators, individual 

capability was not a limiter to achieving at least Team 

level certification. 

Data on employee acceptance were gathered from subjects 

using a survey developed by the researcher (see Appendix B). 

This survey was designed to assess degree of acceptance, 

using a five-point scale with 21 questions grouped into six 

categories. These categories included: (a) employee 

perception of fairness of the new pay system; (b) perceived 

potential for growth and success in the new system; (c) 

understanding of the system; (d) perception of management 
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support and communication; (e) perception of the ARS's 

strategic alignment with the success of the business 

(vision); and (f) the perception of degree of partnership 

between employees and management. 

Data on employee pay profile metrics were also included 

in the survey. These data included tenure with the company, 

number of months participating in the pilot, current pay 

rate, amount of any pay increase since participating in the 

pilot, future expectations for receiving a pay increase, and 

number of skill blocks the participant had successfully 

certified to. 

The survey was designed by the author in conjunction 

with a team of doctoral students working for credit in a 

class, along with the pilot administrators at each pilot 

location. The survey was originally designed to assess 

employee acceptance of the ARS on a quarterly basis as one 

of the key metrics to indicate success of the pilot. 

The administration of the survey for the purposes of 

this study was actually the third time the survey had been 

administered. The first administration occurred six months * 

prior this study's administration. At that time, a 

principal components factor analysis with a varimax rotation 

was conducted, with three factors resulting (see Appendix 

C). The three factors were: Overall Commitment and 

Attitude (factor one); Support and Education (factor two) 

and Trust in Management (factor three). Factor one 
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accounted for most of the variance. Using the data from the 

factor analysis, a reliability analysis conducted on the 

survey found it to be a reliable measure (see Appendix D). 

Procedure 

The survey was administered to members of all three 

BU's during the same week of the ninth month of the ARS 

pilot. The pilot participants were aware that the pilot 

would run for a total of 18 months. Surveys were 

administered to each separate team by the author in 

conference rooms in which the teams normally conducted their 

weekly meetings. The conference rooms were located in the 

immediate vicinity of each BU's work area. 

Participation was voluntary, and employees were given 

approximately 30 minutes to complete the survey. Although a 

small percentage of employees were not present to take the 

survey, everyone who was present stayed to fill out the 

survey. Employees were informed of the rationale for asking 

the additional six pay profile questions at this particular 

administration via an informed consent form (see Appendix 

E), as well as verbally. The researcher was the only other 

person present and employees were assured that their 

responses would be kept anonymous, as they had been in the 

past. Due to the employees' familiarity with this survey 

and use of past results, it is likely that they trusted the 

intentions of this particular administration and answered 

the questions honestly. 
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Pata Aftjaygis 

The data were analyzed using a general linear model to 

predict direction of correlation. The purpose of the 

analysis was to identify employee pay profile factors that 

showed differences between employees in the level of their 

own acceptance of an ARS. The dependent variable was the 

first factor identified from employee scores on the pilot 

survey, that assessed their own degree of acceptance. The 

independent variables were: 1) employee tenure, 2) amount 

of difference between the employee's base pay rate and the 

base pay rate established by the PFK model (if above the PFK 

model rate), 3) amount of base pay increase the employee 

received during the ARS pilot as a direct result of the ARS, 

and 4) number of PFK skill blocks in which the employee had 

passed certification. 



CHAPTER III 

RESULTS 

Factor Analysis 

Results of a principal components three-factor analysis 

with a varimax rotation were consistent with the factor 

analysis performed with data from the first administration 

(see Appendix C) of the survey. The results of this second 

factor analysis, including descriptive statistics and factor 

loadings, are reported in Table 1. 

Hypothesis 1. The factor structure of a measure of 

employee acceptance will remain stable across samples. 

Results of the second factor analysis supported this 

hypothesis (see Table 1 and Appendix C), as well as the 

reliability of the measure. When the second factor analysis 

was run on the third administration of the survey, initially 

four factors resulted. The fourth factor appeared to 

account for a negligible amount of variance, while the first 

two factors were almost identical to the first two factors 

in the original factor analysis (see Appendix F). 

Therefore, a three factor solution was requested. 

The three resulting factors (alpha = .91, .80, .70, 

respectively) were identical to the first three original 
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Table 1 

Descriptive Statistics for Factors One (Overall Commitment 

and Attitude Toward the Alternative Reward System), Two 

(Support and Education). and Three (Trust in Management). 

with Factor Loadings 

Question Factor Mean 

Loading 

SD 

Factor 1 (Overall Comnt. and Attitude 

Item 

29.53 8.77 

5-Successful in ARS .84 2 .93 1. 15 

4-Career Opportunities .84 2 .75 1. 20 

3-Success if Motivated .83 2 .92 1. 23 

1-Fairer than Trd. Pay .72 2 .57 1. 20 

16-BU More Productive .61 3 .42 1. 10 

21-Commitment to ARS .59 3 .22 1. 08 

19-Influence ARS Sucqess .57 2 .88 1. 16 

14-Change Needed .55 3 .12 1. 22 

7-Fosters Teamwork .54 3 .06 1. 12 

2-Fairly Implemented .52 2 .77 1. 19 

Factor 2 (Support and Education) 13.89 3.24 

(Table continues) 
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Question Factor Mean 

Loading 

SD 

9-Und. Cert. Proc. .79 3 .45 1. 05 

10-Und. Pilot Rationale .78 3 .42 1. 02 

8-Und. Fit in PRIDE Model .67 3 .15 1. 02 

12-Administrator Support .66 3 .84 1. 03 

Factor 3 (Trust in Management) 11 .45 3. 23 

Item 

11-Management Support .75 2 .98 1. 13 

20-Mgmt Comnt. to Success .69 3 .52 • 99 

18-Trust in Management .62 2 .29 1. 12 

6-Adq. Time for Training .59 2 .60 1. 20 

Note: n = 113 for all cases; percentage of variance 

accounted for by Factor 1 = 42.5; Trd. = traditional; BU = 

business unit; percentage of variance accounted for by 

Factor 2 « 7.7; Und. = understand; Cert. = certification; 

Proc. = process; percentage of variance accounted for by 

Factor 3 = 6.7; Mgmt = management; Comnt. = commitment; Adq. 

« adequate; survey questions 13, 15, and 17 did not load on 

any of the three factors. 
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factors, with the exception of survey question numbers 13, 

15, and 17, which did not load on any of the three factors 

in the second factor analysis (see Table 1). 

Table 2 

Descriptive Statistics for Independent Variables 

Variable Mean SD n 

Tenure 2.62 1.14 113 

Base Pay 2.46 .89 112 

Amt. of Pay Increase 2.74 1.46 39 

No. of Skill Blocks 3.68 1.10 113 

Analysis of Variables Related to Employee Acceptance 

Comparative statistics for each independent variable by 

factor are presented in Table 3. These results supported 

hypotheses two and three, while they failed to support 

hypotheses four and five. Support for a hypothesis is 

defined as having a significant correlation with factor one, 

"Overall Commitment and Attitude," which was labeled the 

dependent variable, since it was the primary indicator of 

employee acceptance. Below, the remaining four hypotheses 

will be restated with their results. For each one, please 

refer to Table 3. 



43 

Table 3 

Correlations of the Factors with the Independent Variables 

Comnt. & Sppt. & Trust in 

Attitude Education Mgmt. 

Variable FAC1 FAC2 FAC3 21 

Tenure -.38* -.35* -.03 113 

Base Rate -.44* -.21* -.13 112 

Amt. of Pay Incr. .30 .11 .07 39 

No. of Skill Blocks .16 .19* .10 113 

Note: * » 1-tailed significant at .05 alpha level; Comnt. 

commitment; Sppt. = support; Mgmt. = management; Amt. = 

amount; Incr. = increase; No. = number 

Hypothesis 2. The greater an employee's tenure with 

the company, the lower his or her acceptance of the 

alternative reward system will be. The independent variable 

(assessed by question 22) was significantly negatively 

correlated with factors one (Overall Commitment and 

Attitude) (-.38) and two (Support and Education) (-.35), but 

not with factor three (Trust in Management). 

Hypothesis 3. If an employee's base pay rate is above 

the pay-for-knowledge system's base rate, the bigger the 

negative difference, the lower his or her acceptance of the 
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alternative reward system will be. The independent variable 

(assessed by question 24) was significantly negatively 

correlated (-.44) with factor one (Overall Commitment and 

Attitude), and with factor two (Support and Education) 

(-.21), but not with factor three (Trust in Management). 

Hypothesis 4. The amount of raise an employee receives 

under the pay-for-knowledge system will relate to his or her 

degree of acceptance of the alternative reward system. The 

independent variable (assessed by question 25) was not 

significantly correlated with any of the three factors. 

Sample size for this variable was significantly smaller (n = 

39) than that for the other variables. This was due to the 

fact that only 39 out of 114 employees in the sample had 

received a raise in the PFK system. 

Hypothesis 5. The more PFK skill blocks an employee 

has successfully certified in, the greater his or her 

acceptance of the alternative reward system will be. The 

independent variable (assessed by question 27) had a 

marginally significant correlation with factor two (Support 

and Education) (.19), but was not significantly correlated 

with factors one (Overall Commitment and Attitude) or three 

(Trust in Management). 

Although not included as hypotheses in the present 

study, correlations were run to see if factors two (Support 

and Education) and three (Trust in Management) and survey 

question 17 (Employee Involvement) had an impact on factor 
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one (Overall Commitment and Attitude). Data are presented 

in Tables 4 and 5. 

correlations with the Other Two Factors 

As mentioned in the introduction section of this paper, 

research has found that there are antecedents that are often 

related to the successful implementation of any major type 

of change intervention, including the introduction of a new 

pay system. The other two factors resulting from the three-

factor analysis appeared to measure two of these identified 

antecedents, and were named accordingly: support and 

education provided by management for the new system and 

employees' trust in management. A third antecedent was 

assessed by one of the individual items (question 17) in the 

survey instrument: perception of adequate employee 

involvement in the development of the new system. 

Therefore, it seemed worthwhile to investigate potential 

correlations between the dependent variable (Overall 

Attitude and Commitment Toward the ARS - factor one) and 

factor two, factor three and question 17. All three 

correlations were found to be significant. 
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Table 4 

Descriptive Statistics for Each Factor and Question 17 

(Employee Involvement) 

Variable Mean SD 

FAC1 (Commitment and Attitude) 2.97 .88 

FAC2 (Support and Education) 3.46 .82 

FAC3 (Trust in Management) 2.85 .81 

Q17 (Employee Involvement) 2.74 1.11 

Note: n = 114 in all cases 

Table 5 

Comparative Statistics for Factor One with Factors Two 

(Support and Education) and Three (Trust in Management) and 

Question 17 (Employee Involvement) 

FAC2 FAC3 Quest 17 

Support and Trust in Employee 

Education Management Involvement 

FAC1 .61* .56* .52* 

(Commitment 

and Attitude) 

Note: * = 1-tailed significant at .05 alpha level 



CHAPTER IV 

DISCUSSION 

Three of the five hypotheses (one, two, and three) were 

supported by the results of the data analysis. Support for 

hypothesis one showed that the measure of the dependent 

variable, employee acceptance, was a stable and reliable 

instrument. 

Tenure with the Company 

Tenure was highly correlated with Overall Commitment 

and Attitude (-.38) and Support and Education (-.35) (see 

Table 3), demonstrating support for hypothesis two: The 

greater an employee's tenure with the company, the lower his 

or her acceptance will be to an alternative reward system 

(ARS). The independent variable in this case, employee 

tenure, is cited in the literature in many cases as relating 

to employee acceptance of any major change intervention, and 

so was a highly expected finding (Butler, 1979; Hayslip & 

Panek, 1989). 

The company used in this study has historically had an 

informal understanding that as long as you keep from making 

an indelible mistake, you have guaranteed employment as well 

as annual raises, often regardless of performance. And 

although this cultural characteristic may not have been the 
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original intention of the performance management system, it 

has inadvertently resulted from it. Therefore, this company 

had essentially perpetuated an entitlement mentality and the 

status quo by reinforcing behaviors and attitudes via the 

compensation system. The longer an individual has been with 

the company, the longer this has been reinforced. 

An additional variable that warrants consideration is 

that the whole company has been in a continuous "lay-off 

mode" for the last few years, and it is public knowledge 

that this trend will continue for some time. Through 

personal communications with employees, it is obvious that 

this environmental condition has greatly affected morale. 

With all the redesign changes this company is and has been 

experiencing, along with a continual downsizing effort, the 

longer tenured employees may feel lost in the chaos. This 

is why the author believes that the longer tenured employees 

have become disillusioned with the company and are more 

resistant to any major changes, especially changes in the 

pay system. 

BtwniEield Issues 

Base rate of pay was highly negatively correlated with 

Overall Commitment and Attitude toward the ARS (-.44) (see 

Table 3), providing support for hypothesis three: The 

higher an employee's base rate is above the pay-for-

knowledge (PFK) system's base rate, the lower his or her 

acceptance of an alternative reward system will be. This 
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supports the supposition that higher paid employees likely 

see little chance for a base rate increase in the PFK system 

in the near future, therefore lessening their acceptance to 

the system. The PFK system included in this study had an 

established base rate of pay associated with a minimally 

required competency level. Since this study was conducted 

using employees who had a base rate of pay established by 

years of service under the traditional compensation system, 

some were below the PFK model's base rate, but others were 

above it. For the ones above that PFK base, the issue was 

one of pay alignment, or justification of current pay rate 

by certifying to the higher level skills in the PFK model. 

Therefore, the higher an employee was above the PFK base 

rate upon entering the PFK model, the less they accepted a 

system that required them to essentially justify their 

current pay, with no interim rate increases. 

This issue seems to be more of a problem with 

brownfield sites, as well a transition design flaw. An 

alternative approach that this company may want to consider 

would include making concessions to the ideal plan based 

primarily on the fact that they are dealing with an existing 

culture built on an entrenched foundation. Instead of 

having the PFK base rate apply for employees currently above 

it, they might want to give one-time increases every time an 

employee certifies to an upper block, therefore maintaining 
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the incentive to learn more, while lessening the entitlement 

effect by not including the pay increase in the base rate. 

Is Pav a Motivator? 

Amount of pay increase under the ARS was not 

significantly correlated with any of the three factors, 

providing no support for hypothesis number four. Hypothesis 

number four stated that the amount of raise an employee 

receives under the PFK system will relate to his or her 

degree of acceptance. This finding can be interpreted in 

several ways. 

One potentially interesting approach to addressing this 

finding involves taking a slightly different angle in 

looking at the "pay is not a motivator" theory. Even though 

some of the employees received rather large increases in the 

PFK system, it did not appear to influence their acceptance 

of the plan. This would provide some support for those who 

espouse the philosophy that a person's intrinsic motivation 

and job satisfaction is not influenced by pay. 

Other variables to consider are the dynamics occurring 

within the work place. Through focus groups, it was found 

that some of the individuals who had done well financially 

under the ARS had friends who did not. In some cases this 

disparity resulted in feelings of guilt or in a conclusion 

that the plan was not fair overall, because some people did 

very well, while others did not. Those who felt the most 

unfairly treated were often the most vocal about. An 



51 

opinion voiced quite frequently was that many who received 

increases under the ARS did not deserve those increases, but 

rather got them simply because they started out below the 

PFK base rate, and were brought up to that rate once they 

had passed certification for the Team level. Those above 

the base rate received no base rate increase upon certifying 

to the Team level. Therefore, the overall perception of the 

unfairness of the design of the plan may have been a 

contributing factor to the lack of support for this 

hypothesis. 

Another consideration to take into account is the small 

sample size for this variable (n » 39), compared with the 

total sample size (JQ = 116). Since the hypothesis only 

addressed those who had received a pay increase in the PFK 

system, the robustness of the data may be limited. 

Additionally, some of the individuals who had received large 

increases in the pilot were no longer in the pilot or with 

the company when the third survey was administered. 

Is Certification Viewed as Success? 

The number of skill blocks that one has certified to 
<9 

was only moderately correlated with Support and Education, 

but not significantly correlated with Overall Commitment and 

Attitude or Trust in Management, providing no support for 

hypothesis five. It seemed reasonable to propose that 

employees who had been more successful in the pilot program 
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(i.e., had certified to more of the skill blocks in the PFK 

model) would have greater acceptance of the ARS. 

Upon seeing the data, one attempt at explaining the 

findings requires looking at the two independent variables 

that were significantly correlated with level of employee 

acceptance. It is possible that tenure and pay rate may 

have an influence on the attitude toward skill block 

attainment. If an employee were Team level certified or 

higher, and was highly tenured or presently had a high base 

salary, the sense of personal accomplishment from achieving 

certification was likely neutralized by the other more 

salient variables. 

Also, in interviews with pilot participants, it was 

discovered that many had felt undue pressure to certify at 

the Team level, and viewed that level of certification as an 

imposed requirement, rather than an individual 

accomplishment. In addition, many people were bitter about 

"having" to certify at the Team level at the expense of 

their production levels. Many reported high levels of 

stress and anxiety as a result of trying to balance between 

time for certification and training, and building product. 

There was a widely held opinion that management did little 

to help with the stressful situation. Lastly, individuals 

involved in the administration of the system felt that nine 

months was not a sufficient amount of time for employees to 

have the opportunity to begin certification in the upper 
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blocks. In fact, only 17 percent (n = 20) of the employees 

reported that they were in the process of attempting to 

certify in an upper block. 

Acceptance gf Change 

Although not included as hypotheses in the present 

study, it seemed worthwhile to briefly explore some of the 

other elements most often presented in literature as 

impacting employee acceptance of major change efforts, 

especially pay systems. Included were employee 

participation in the up front design and development of the 

plan, levels of trust between employees and management, and 

support and education provided by management in relation to 

the new system. To assess the first variable, factor one 

was correlated with survey question 17, "I feel there was 

enough employee involvement in developing the ARS plan." To 

assess the second variable, factor one (Overall Commitment 

and Attitude) was correlated with factor three (Trust in 

Management). To evaluate the third variable, factor one 

(Overall Commitment and Attitude) was correlated with factor 

two (Support and Education) (Please see Tables 4 and 5). 

It is important to note that question 17 did not load 

on any of the three factors in the factor analysis, thereby 

eliminating the possibility of correlation contamination. 

All three correlations were found to be quite significant, 

therefore, the conclusions cited often in the literature 

were supported with the data gathered in the present study. 
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The more support and education, the higher the trust 

relations between management and employees, and the more 

employee involvement, the greater the employee acceptance 

will be to an ARS. Although these findings were not 

surprising, they do provide additional data to support other 

research. 

CQndUff&Ph 

The literature stresses that the most important element 

in an organization's decision to adopt or reject a new 

compensation approach is the philosophy of that 

organization's top management. It is crucial that top 

management be both financially and psychologically committed 

to the implications and consequences of the compensation 

plan. In addition, the management philosophy must recognize 

that human resources are valuable to the overall achievement 

of organizational goals and objectives, and believe in the 

value of training and developing their human resources, and 

hold a long-term perspective on this value. Finally, 

management must be committed to employee involvement in 

decision making and control. For an ARS to be as effective 

as possible, top management must be both willing and able to 

relinquish control over much of the day-to-day operating 

process and empower lower-level employees to make decisions 

that will affect them and their jobs. Results of the 

supplementary analysis in this study found that employee 

acceptance of, and consequently ownership for a new reward 
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system is heavily impacted by amount of employee 

involvement, levels of trust between management and 

employees, and amount of perceived support provided by 

management during the change implementation. 

But, in the design and implementation of an ARS, there 

are additional factors that are integral to the potential 

success of the plan. Two major elements to consider are the 

transition issues unique to a brown field situation and the 

employee profile factors unique to the individual and the 

culture. Therefore, along with the more frequently 

researched principles and guidelines found to be essential 

in undertaking major change processes (especially a change 

to the compensation system), equally important are the 

unique elements inherent in the transition. As the 

literature suggests (Anderson & Terborg, 1988), employee 

perceptions of the negative impact a change intervention may 

have on their job and work environment can be very 

influential on the success of the intervention. Even a well 

thought out and managed implementation process may not be 

successful if the employees view the change to negatively 

impact aspects of their job and work environment that they 

personally value and depend on. 

In summary, top-management philosophy, all-level 

management support, organizational goals, commitment to 

ongoing training and learning, organizational culture, 

employee-management trust relations, and the individual 
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employee profile based on the culture are all of major 

significance when planning, developing, implementing, and 

maintaining alternative reward systems in a self-managed 

work team environment. 
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Alternative Reward System Pilot 
Participant Survey 3 (4/94) 

Last October and Januaiy, all ARS pilot participants were asked to fill out a survey so 
that we could get initial reactions to the pilot process. We told you then that we 
planned to give the survey periodcaNy throughout the pilot. We are now nine months 
into the pHotand would like to get your feedback on the process again. (Please 
respond to each item by using the following scale: 1 -strongly disagree, 2-disagree, 
3 - either agree nor cfisagree, 4 - agree, 5 - strongly agree) Thank you for your 
time! 

Please note that when the term "management" is used, it refers tot 

1. The Alternative Reward System (ARS) design will allow me to be paid more 
fairly thanMI current system does. 

1 2 3 4 5 
Strongly Disagree Disagree Neither Agree Strongly Aoree 

2. I believe that the ARS pilot is being implemented fairly. 

1 2 3 4 5 
Strongly Disagree Disagree Neither Agree Strongly Aoree 

3. The ARS plan is set up so that capable, motivated individuals can be successful. 

1 2 3 4 5 
Strongly Disagree Disagree Neither Agree Strongly Agree 

Growth Potential 

4. I believe the PRIDE plan offers me more career opportunities than I had before. 

1 2 3 4 5 
Strongly Disagree Disagree Neither Agree Strongly Agree 

5. I feel I can be successful in the Alternative Reward System. 

2 3 4 5 
Strongly Disagree Disagree Neither Agree Strongly Agree 
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6. I will be given enough time on the job for training I will need. 

1 2 3 
Stronalv Disagree Disagree Neither 

4 
Agree 

5 
Strongly Agree 

7. I believe that the SHARE plan fosters an environment of teamwork. 

1 2 3 
Stronalv Disagree Disagree Neither 

4 
Agree 

5 
Strongly Agree 

Understanding 

8. I understand where 1 fit in the PRIDE model. 

1 2 3 
Strongly Disagree Disagree Neither 

4 
Agree 

5 
Strongly Agree 

9. I understand the certification process. 

1 2 3 
Strongly Disagree Disagree Neither 

4 
Agree 

5 
Strongly Agree 

10. I understand why we are piloting an Alternative Reward System. 

1 2 3 
Strongly Disagree Disagree Neither 

4 
Agree 

5 
Strongly Agree 

Support/Communication 

11. Management has provided the support we need in order for these changes to 
be successful. 

1 2 3 4 5 
Strongly Disagre is Disagree Neither Agree Strongly Agree 

12. My ARS Administrator has proven that he/she is supportive of the Alternative 
Reward System. 

1 2 3 4 5 
Strongly Disagree Disagree Neither Agree Strongly Agree 
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13. My ARS Administrator has been able to answer my questions. 

1 2 3 4 5 
Strongly Disagree Disagree Neither Agree Strongly Agree 

Vision 

14. With our new environment (teaming and empowerment), it is important to 
change how B has paid and rewarded employees. 

1 2 3 4 5 
Strongly Disagree Disagree Neither Agree Strongly Agree 

15. I believe 0 is implementing the Alternative Reward System to contribute to the 
long-term growth and success of 9 

1 2 3 4 5 
Strongly Disagree Disagree Neither Agree Strongly Agree 

16. The broader base of skills & knowledge I acquire through the PRIDE plan will 
help make my Business Unit more productive in the long run. 

1 2 3 4 5 
Strongly Disagree Disagree Neither Agree Strongly Agree 

rshlp 

17. I feel there has been enough employee involvement in developing the ARS 
plan. 

1 2 3 4 5 
Strongly Disagree Disagree Neither Agree Strongly Agree 

18. In my area, the trust level between management and employees is high. 

1 2 3 4 5 
Strongly Disagree Disagree Neither Agree Strongly Agree 

19. I feel that I can influence the success or failure of the Alternative Reward 
System in my area. 

1 2 3 4 5 
Strongly Disagree Disagree Neither Agree Strongly Agree 
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20. Management is committed to making the Alternative Reward System successful. 

1 2 3 4 5 
Strongly Disagree Disagree Neither Agree Strongly Agree 

21. I am committed to the success of the Alternative Reward System. 

1 2 3 4 5 
Strongly Disagree Disagree Neither Agree Strongly Agree 

22. How long have you been at) 

1 2 3 4 5 
less than 5-9 10-14 15-19 20 years 
5 years years years years or more 

23. How many months have you been in the pilot? 

1 2 3 4 5 
3 or less 4-5 5-6 7 -8 9 or more (since it began) 

24. What is your present hourly base rate? 

1 2 3 4 5 
less than $9.50- $11.01 - $12.51 - over 
$9.50 $11.00 $12.50 $14.00 $14.00 

25. If you have received a raise in base pay due to the PRIDE system, how 
much was it? 

1 2 3 4 5 
less than 20-39 40-59 60-79 more than 
20 cents/hr cents/hr cents/hr cents/hr 80 cents/hr 

26. When do you expect to receive your first or next base rate increase from 
PRIDE certification? 

~ ~ T 2 3 4 5 
within 1 within the within the within the not for many 
m o n t h next 2 months next 4 months next 6 months months 
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27. On which PRIDE skill blocks have you passed certification? 

1 None 

2 ONE of the three team level blocks (for example, either business knowledge, 
or core knowledge, OR sustaining knowledge). 

3 TWO of the three team level blocks (for example, two of the following: 
business knowledge, core knowledge, sustaining knowledge). 

4 Team level certified (business knowledge, core knowledge, AND sustaining 
knowledge). 

5 Team level certified AND I am currently training for a support level block. 

Additional Comments: 
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Factor Analysis Loadings for First Survey Administration 

Factor 1 Factor 2 Factor 3 

Overall Commit- Support and Trust in Management 

ment and Attitude Education for 

Toward the ARS the ARS 

Quest4 .81 Quest13 .80 

Quest! .79 Questl2 .78 

Quest2 .78 QuestlO .52 

Quest5 .75 Quest9 .65 

Quest3 .75 Quests .60 

Quest21 .75 

Quest7 .74 

Questl6 .72 

Quest15 .70 

Quest19 .64 

Quest17 .61 

Questl4 .59 

Quest6 .51 
9 

Questl8 .84 

Quest20 .77 

Questll .69 
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Reliability Analysis of Measure 

First Administration of Instrument 

Factor 1 (Overall Commitment and Attitude Toward the ARS) 

Question Mean SD 

(4) Career Opportunity 3 .36 1.10 

(1) Fairer Than Traditional Pay 3 .23 1.24 

(2) Fairly Implemented 3 .26 1.05 

(3) Success if Motivated 3 .51 1.08 

(21) Commitment to ARS 3 .62 1.00 

(7) Fosters Teamwork 3 .24 1.08 

(16) BU More Productive 3 .70 1.04 

(15) Long-term Growth 3 .73 .93 

(19) Influence ARS Success 3 .32 1.01 

(17) Adequate Employee Involvement 3 .13 1.08 

(14) Change Needed 3 .83 1.13 

Note: Alpha = .95; n = 117 for all cases 
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Factor 2 (Support and Education for the ARS) 

Question Mean SD 

(13) Administrator Helpful 3.67 .93 

(12) Administrator Support 3.94 .81 

(10) Understand Pilot Rationale 3.52 1.05 

(9) Und. Certification Process 3.44 .96 

(8) Und. Fit in PRIDE Model 3.51 .92 

Note: Alpha » .85; n « 117 for all cases 

Factor 3 (Trust in Management) 

Question Mean SD 

(18) Trust in Management 

(20) Management Commitment to Success 

(11) Management Support 

2.66 

3.43 

3.08 

1.08 

.96 

1.04 

Note: Alpha - .81; n = 117 for all cases 
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Administration of Instrument for Present Study 

Factor 1 (Overall Commitment and Attitude Toward the ARS) 

Question Mean SD 

(5) Successful in ARS 2.95 1.16 

(4) Career Opportunities 2.76 1.20 

(3) Success if Motivated 2.91 1.22 

(1) Fairer than Trd. Pay 2.56 1.20 

(15) Long-term Growth 3.25 1.21 

(21) Commitment to ARS 3.23 1.08 

(19) Influence ARS Success 2.89 1.16 

(14) Change Needed 3.13 1.22 

(7) Fosters Teamwork 3.07 1.12 

(2) Fairly Implemented 2.78 1.19 

Note: Alpha = .91; n « 114 for all cases 
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Question Mean SD 

(9) Und. Certification Proc. 3 .45 1. 04 

(10) Und. Pilot Rationale 3 .43 1. 01 

(8) Und. Fit in PRIDE Model 3 .17 1. 02 

(12) Administrator Support 3 .84 1. 02 

Note: Alpha » .80; n = 115 for all cases 

Factor 3 (Trust in Management) 

Question Mean SD 

(11) Management Support 2.98 1.13 

(20) Management Commitment to Success 3.53 .98 

(18) Trust in Management 2.29 1.10 

(6) Adequate Time for Training 2.65 1.22 

Note: Alpha = .70; n = 116 for all cases 
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April 18, 1994 

Dear ARS Pilot Participant, 

This will be the third time now that you have taken the 
ARS survey. The only difference this time is that 
there are six additional questions. These questions 
are being asked for the purpose of a research study. 
As in the past, your responses will be kept completely 
confidential, and the only form that anyone working at 
T.I. will see the results in is at a broad level as 
reported in my thesis. I will be the only person to 
see the surveys themselves. 

You may decline to take the survey if you wish, with no 
penalty to you or your employment status at T.I., 
whatsoever. 

Please read the instructions at the top of the survey 
carefully. 

Thank-you, 

Jodi Rose 
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Four Factor Analysis with Loadings 

Factor 1 Factor 2 Factor 3 Factor 4 

Q3 .83 Q9 .79 Qll .73 Q7 .69 

Q5 .81 Q10 .77 Q6 .65 Q20 .68 

Q4 .81 Q8 .67 Q18 .61 Q15 .53 

Q1 .74 Q12 .64 Q13 .51 

Q16 .57 

Q19 .55 

Q21 .54 

Q14 .51 

Q2 .51 

Note: Factor loadings for each factor respectively, were: 

42.5%, 7.7%, 6.7%, 5.1%. Question 17 did not load on any of 

the factors. 
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