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FOREWORD

With little publicity, and under a variety of labels,
growing numbers of companies are experimenting with an innovative
compensation system--pay-for-knowledge. In these organizations,
workers are no longer paid for the specific job they do; rather
they are paid for the range of jobs they are capable of doing.

What are these compensation systems? How do they work?
How well do they work? What considerations are important in
using them? Exploratory Investigations of Pay-For-Knowledge
Systems, a research study funded by the Bureau of Labor-
Management Relations and Cooperative Programs, provides some of
the first basic data available on these and other issues.

As the study shows, pay-for-knowledge compensation systems
can provide work force flexibility to management and the
opportunity for better pay for workers. These possibilities are
characteristic of a more cooperative labor-management
relationship.

Since cooperative arrangements are increasing, we may well
see more companies using pay-for-knowledge systems. At a time
when American industries are undergoing fundamental changes in
their labor relations policies a,d practices in order to become
more productive and competitive, information such as that
contained in this study should be helpful for unions and
companies seeking to make informed choices about their future.



EXECUTIVE SUMMARY

Pay-for-knowledge is an innovative compensation system that bases salaries,
not on particular jab classifications, but rather on the repertoire of skills
that an employee posszsses. This compensation system has been promoted as
offering many benefits to organizations, employees and, indirectly, to the
national and local economies. But systematic evidence supporting these claims
about pay-for-knowledge are rare.

The present study was designed to begin providing a scientific data base
about the prevalence, dynamics, and effectiveness of pay-for-knowledge plans.
To achieve this objective, a four-pronged research design was developed. One,
an extensive review of the published and unpublished, popular and academic
literature on pay-for-knowledge plans was conducted. Two, a national
probability sample of 154 corporate personnel officers were interviewed. Three,
a mail survey of 19 plants using pay-for-knowledge was conducted. Four,
employee attitudinal and behavioral data from three plants using pay-for-
knowledge were analyzed.

These data shed light on several issues relevant to pay-for-knowledge
plans. It was found that pay-for-knowledge plans are in use with one or more
facilities of about 8% of U.S. corporations listed on the American and New York
Stock Exchanges, primarily in the manufacturing industries. Although the
specific plans in use vary widely across companies, they also share some
similarities. Particularly noteworthy are similarities in terms of the use of
pay-for-knowledge in conjunction with a team-based managerial approach, an
emphasis on performance appraisals and skill rotation, and the wage structure
relative to local wage markets. The plans are also similar in the kinds of
employees covered.

Among the major benefits of pay-for-knowledge are work force flexibility
and employee development, although productivity, work force stability, employee
attitudes and behaviors, and labor- management relationships may also improve as
a consequence of using pay-for-knowledge. Partly because pay-for-knowledge
plans are still new and experimental, some problems occur in their logistics,
problems sm.!' as "topping out" and "hold-ups." As yet, it appears that
companies have lot worked out effective ways to solve these problems.

The data indicate also that several conditions are likely to facilitate the
effectiveness of pay-for-knowledge plans. These include managerial support and
commitment, a good "fit" of the pay-for-knowledge plan with the organization ari
its employees, and careful implementation of the system. Labor and legal issues
do not seem to be a severe problem among pay-for-knowledge companies. Contrary
to popular opinion, the data also suggest that pay-for-knowledge can be quite
effective in unionized settings if labor-management relationships are good, and
if labor officials and members are involved in the development and
implementation of the plan.

The results indicate that pay-for-knowledge plans will not only continue to
be used by companies already using them, but that they might become more
widespread as organizations learn about these systems and their benefits.



Taken together, the data suggest that national and organizational decision-
makers could do much to facilitate the wider use of pay-for-knowledge. More
research on many critical issues is needed, however, before pay-for-knowledge
plans can be adopted with prudence and knowledge.
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CHAPTER I

INTRODUCTION

In recent years, the American workplace has been undergoing radical
changes, attributable largely to a confluence of economic and technological
dynamics. Technological innovations have rendered many traditional
organizational structures and methods inefficient or obsolete; international
competition and the reputed success of the Japanese "quality circles" approach
to management has pL -vided renewed impetus to Americar business and industry to
review and revamp its prevailing philosophies and viewpoints; and the altering
nature of the work force has necessitated serious rethinking about management-
labor relationships.

These changing dynamics have resulted in a variety of different workplace
innovations, such as the use of quality of work life committees, labor-
management committees, autonomous work groups, employee stock ownership, and
different forms of profit-sharing and gainsharing by employees (Scanlon plans,
Improshare, etc.). This report focuses specifically on one kind of workplace
innovation, namely, pay-for-knowledge compensation plans. These plans are
designed to encourage the development of a multi-skilled work force as a way to
improve productivity and the quality of work life.

At least three major reasons can be identified for conducting a detailed
and systematic investigation of pay-for-knowledge systems (and other innovative
plans tried recently in workplace settings). The first is the increasing
urgency of implementing systems and processes in the workplace that are
responsive to current and anticipated changes in the international and domestic
economy, in technological sophistication, and in labor dynamics. The second is
the dearth of descriptive and evaluative information about the prevalence, the
nature, and the effects of innovations such as pay-for-knowledge. The third is
that without a supportive scientific base of knowledge, the effectiveness of
future attempts to revitalize the workplace and to develop and implement labor-
related policies can be severely jeopardized. Each of these reasons is
discussed briefly below.

Increased Urgency. Many economists claim that the U.S. has lost its
competitive edge in the international marketplace, and that it is rapidly being
superceded by Japan as the leading manufacturer, particularly in the area of
high technology. Although these claims are not completely supported by
historical statistical trends (Economic Report of the President, 1984), there 3s
reason to believe that the gap between the international trading partners in
manufacturing output and employment is narrowing. This places special pressure
on American business and industry to increase workplace productivity, thereby
emphasizing its status as the international economic leader.

Domestically, fluctuations in manufacturing output and employment, and the
value of the dollar, have created at least short-term problems. In industries
such as automobile and steel, which were especially affected, poor management
decisions (e.g., relaxing quality control, slowness in adopting new
technologies) have aggravated these problems. Thus, if foreign firms continue
to produce goods at lower costs than American firms, the latter have two choices
in reducing cost differentials: increase productivity or reduce wages.
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The first option is usually preferred, although recently a number of firms have
attempted and succeeded with the second.

Technological advances in the last two decades have also drastically
affected the structure of the workplace. Many old jobs are being rendered
obsolete, and the need for new "classes" of jobs is rising. Management and
control systems appropriate in earlier times are becoming outmoded, and new
structures and processes more consonant with the changing technological
environment are necessary. Work innovations such as "quality circles" and "pay-
for-knowledge" have been developed, at least in part, in response to this
growing mandate. Their consistency with the technological status of the
organization (and with its economic and environmental status in general),
however, is still open to question, as is their long-term effectiveness in
improving productivity and quality of work life (for example, the quality circleapproach is already coming under attack [Lawler & Mohrman, 1983]).

The nature of management-labor relationships has also undergone vital
changes in recent times. The U.S. Department of Labor (1980) noted that, since
1960, labor policy has experienced a drift toward direct governmental
regulations of the terms and conditions of employment, with little regard forthe role of collective bargaining. Likewise, relationships between managementand labor have become increasingly more polarized. Employers often put more
effort into opposing union organizing attempts than into improving their
collective bargaining perfo,:mance. This is compounded by a decline in union
membership and more defensive union attitudes (U.S. Department of Labor, 1980).
Polarization of attitudes has limited the ease of solving workplace problems.New workplace structures and processes (such as pay-for-knowledge) that hold the
potential for increasing benefits for both management and labor may be the key
to fostering better management-labor relationships in the future.

Dearth of Available Evidence. We know through anecdotal accounts and
reported personal experiences that many organizations have tried to restructure
their management policies to be consonant with the current environmentaldictates. We also know that many new organizations created recently are
designed in an innovative fashion (Huse, 1980; Lawler, 1978). These remain
mostly anecdotal accounts and personal impressions, however, and there is little
solid empirical evidence about their nature, their extensiveness, and their
effectiveness.

The U.S. Department of Labor (1983), for instance, provided a long list of
in-plant, cooperative management-labor programs. Innovations attempted by
organizations include management-labor committees, Scanlon plans, worker
participation, etc. Obviously, this list is not exhaustive of organizations
using such structures; it is certainly not exhaustive cf the different kinds of
innovations currently in use. Pay-for-knowledge tends to constitute an integral
element of most "new design" plants (Jenkins & Gupta, 1983; Lawler, 1978). Yet
pay-for-knowledge is rarely mentioned among the innovative management-labor
approaches compiled by the U.S. Department of Labor (1983). Indeed, the number
of "new design" plants, and the number of plants using pay-for-knowledge
compensation systems, has not been clearly determined in the published data todate. Moreover, such issues as the industries in which these systems tend to
occur, the factors determining their use, and the number of such plans that have
been discontinued, also still remain unresolved.

9
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More problematic than the dearth of knowledge about the number of pay-for-
knowledge systems is the absence of systematic data about the effectiveness of
such systems. Little is known about how well these plans work, the conditions
under which they are most likely to qucceed, the possible unanticipated
consequences of such plans, and the impact of such plans on workers, on
management, and on management-labor relationships, both in the short and the
long runs. Until these issues are addressed, it is somewhat precipitous to urge
the widespread use of such plans.

Organizational and Federal Policy Formulation. The Economic Report of the
President (1984) argues that, to foster more rapid economic growth, the primary
focus of government policy should be on strengthening the natural forces of the
private economy by reducing the burdens and disincentives imposed by existing
government laws. The Report argues that the most important goal of these
changes should be to increase the rate of capital formation. Systems that
increase productivity are uniquely suited to achieve this goal. But reasonable
policies designed to increase capital formation through incentives for workplace
innovations cannot be developed until the advantages and disadvantages, the
conditions for success and failure, and the impact on productivity and quality
of work life, of such innovations have been determined.

Likewise, labor policies focusing on collective bargaining,
nondiscriminatory hiring and advancement opportunities, wage and price
stability, etc., must recognize and incorporate the multiple ramifications of
workplace innovations in general, and of pay-for-knowledge in particular, if
they are to keep pace with the changing needs of the time. Again, the
effectiveness, and just the intrinsic worth, of these policies is largely
dependent on developing a comprehensive understanding of the issues, dynamics,
and outcomes related to workplace innovations.

Managers and business executives must also make decisions about whether to
implement workplace innovations, in what situations to implement them, and what
the projected ramifications of these innovations are. Basing these decisions on
empirical, rational grounds is, of course, preferable to basing them on
impressionistic and perhaps whimsical anecdotes that may be colored by self-

interest. Beyond overall strategy issues, the way that pay-for-knowledge plans
are operationalized and institutionalized can have a significant impact on their

ongoing effectiveness. In matters of both macro- and micro-organizational
polic,, then, a sound empirical data base can be of pivotal value in making or

breaking organizational decisions.

In short, innovative ways to structure and operate organizations are
mandated by many environmental influences. Systematic information about the

dynamics of workplace innovations is scarce. But such information is vital for

intelligent organizational and national policies to be formulated.

This report represents an initial attempt to summarize the state of current
information about pay-for-knowledge compensation systems. It contains the
results of a multi-perspective exploratory investigation about the frequency,
nature, and dynamics of pay- for- Lnowledge systems. Answers to several research
questions are sought in this report. Questions of interest include the

followings
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I. What is the nature of pay-for-knowledge systems?

This question is designed to elicit the many variations within the broad
category of pay-for-knowledge.

II. How prevalent are pay-for-knowledge systems and where do they exist?

Becausa little is known about the frequency with which pay-for-knowledge
systems are currently used, few generalizations are possible. This
question attempts to establish the popularity of pay-for-knowledge in
business and industry. It tries to determine the types of industry in
which sue systems are typically found, the occupational classifications
where they are used, and many characteristics of the organizations in
which they are used (size, age, technology, management philosophy, etc.).

ITI. What considerations determine the use of pay-for-knowledge systems?

This question attempts to determine the reasons for the choice of pay-
for-knowledge over other compensation systems, the degree of consistency
between other organizational processes and the compensation system, the
relative weight given to factors such as local economy, cultures, the
existence of a union, etc., in the choice of the compensation system, and
the steps undertaken to design and implement the system.

IV. What circumstances affect the implementation of the system?

This question is designed to elicit the situational factors that affect
the ease of implementing such systems. For instance, what problems and
difficulties develop in operationalizing the system? Is resistance
encountered, and where? How is it addressed? What are unexpected
complications? How are they resolved?

V. What are the work force characteristics where these systems are
implemented?

This question is designed to elicit the demographics, the background, and
the ideological preferences of the work forces under pay-for-knowledge
systems.

VI. What other innovations occur simultaneously with pay-for-k -ledge
systems?

Pay-for-knowledge plans are usually implemented simultaneously with other
innovations. This question attempts to determine the other innovations
with which pay-for-knowledge is particularly compatible.

VII. What are the outotimes of the use of these systems?

This question explores outcomes from the perspectives of the
organization, the employee, and management-labor relationships. It
delves into the long- and short-term consequences of the use of these
systems.

4



VIII. What are the conditions under which pay-for-knowledge systems are
particularly likely to succeed or fail?

This question attempts to establish bounde-3, conditions for the success
of pay-for-knowledge systems. Fluctuations in the economy, the external
labor market, etc., can have a significant impact on the ongoing success
of these systems. Likewise, personnel changes in the organization can
alter the effectiveness of the system. It is these kinds of planned or
unanticipated influences on the success of pay-for-knowledge systems that
constitute the focus of this question.

1X. What are the legal ramifications of pay-for-knowledge systems?

Many legal aspects of pay-for knowledge systems are still unknown.
Changes in job assignments may be subject to arbitration. Peer
performanLe evaluations may be questionable if they are deemed tc be
discriminatory. These and other legal :issues stemming from the use of
pay-for-knowledge systems constitute the focus of this question.

X. What is the future of pay-for-knowledge systems?

Does industry plan to continue their ur,e? If so, under what conditions?
What determines whether or not to use them further? In what industries?

Under which technologies? These kinds of issues are captured in the
foregoing question.

XI. What organizational and government policy implications do pay-for-
knowledge systems hold?

This question is designed to integrate information from all sources to
generate policy implications of pay-for-knowledge systems.

Four different data sources are used to address these qi.estions. These

data sources are:

Extensive review of published 3nd unpublished materials regarding pay-
for-knowledge plans;

Broad-brush survey of a probability sample of American corporations;

Extensive mail survey of specific plants known to be using pay-for-
knowledge plans; and

o In-depth analysis of employee attitudes and behaviors in three plants
tiling pay-for-knowledge systems.

Details of these data sources and the information obtained from each are
contained in the reminder of this report. Specifically, Chapter II summarizes
information from the extensive literature review. Chapter III details the
procedures used to develop and analyze the three empirical data bases. Chapters
IV, V, and VI report the results from the corporate, plant, and individt.al
data bases respectively. Finally, Chapter VII integrates the results from the
study, puts them in perspective relevant to the current literature, and draws
the policy implications of pay-for-knowledge based on this .'nvestigation.
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CHAPTER II

REVIEW OF THE LITERATURE

The published literature is relatively sparse with respect to pay-for-
knowledge systems. This literature review is based on published work identified
through a search of several computerized data bases, through scanning various
newspapers and magazines, and through examinations of published and unpublished
works made available to the authors by other researchers and scholars pursuing
the study of pay-for-knowledge systems and related workplace innovations.

This chapter is divided into several major sections. The first section
discusses the characteristics and mechanics of pay-for-knowledge systems
currently in use. The second section places pay-for-knowledge systems within
the context of workplace innovations and managerial philosophies. The third

section outlines the hypothesized advantages and disadvantages of these systems.
The fourth section focuses on the implications of pay-for-knowledge systems for
various constituencies and th..: diffusion and evolution of these systems. The
final section dra.7s conclusions about pa:-for-knowledge systems from the
published evidence to date.

II.1: Characteristics of Pay-for-Knowledge Systems

Traditionally, employees' pay rates are based on job evaluation procedures
(Lawler, 1982; Lawler & Ledford 1984). Pay levels are tied to the specific jobs
that employees perform. In setting wage rates, the focus typically is on the
job rather than on the person doing the job. Pay-for-knowledge represents a
radical departure from this procedure. In this section, pay-for-knowledge
systems are defined, their various features are discussed, and the degree of
their reported use is identified.

Definitions of Pay-for-Knowledge Systems

Pay-for-knowledge compensation systems are known by a variety of labels
including skill-based compensation, knowledge-based pay, multiskill
compensation, and pay-for-knowledge (Jenkins & Gupta, 1985; Lawler & Ledford,
1984). According to Lawler and Ledford (1984), pay-for-knowledge is an
innovative compensation system in which "...individuals are paid for the number,
kind, and depth of skills that they develop" (p. 6). Essentially, then, pay-
for-knowledge plans pay employees for acquiring new skills or knowledge
(Business Week, 1977; Jenkins & Gupta, 1985; Lawler, 1978, 1982; Lawler &
Ledford, 1984; Walton, 1974; World of Work Report, 1980). Employees are paid on
the basis of the jobs they are capable of performing, rather than on the basis
of jobs they may be doing at a given point in time (Jenkins & Gupta, 1985;
Lawler, 1982). With technical ladders and maturity curves, an employee's lob
actually does not change dramatically as more in-depth skill or experience is
acquired. For instance, a teacher's basic job remains the same after an
additional degree is obtained. With pay-for-knowledge, however, additional
duties and responsibilities often accrue with skill increases. For instance,
technical leadership and supervision are often part of the duties of individuals
who have made advances through the pay-for-knowledge system.

Thus, pay-for-knowledge systems can be distinguished from the more common
approaches to compensation. They are different from the technical ladders and
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maturity curves often used with specific employee groups such as teachers,
scientists, and engineers. Technical ladders, like pay-for-knowledge, focus on
the skills and abilities of the person rather than on the job. Unlike pay-for-
knowledge, however, they do not encourage breadth of the skill acquisition;
thus, they do not permit the flexibility in placing employees, as is possible
with pay-for-knowledge.

Pay-for-knowledge can also be distinguished from cross-training, where
employees may learn several skills in the organization, but their pay levels
depend on the specific job they do at a particular point in time. By contrast,
pay-for-knowledge systems base pay levels on the number of jobs an employee can
do.

In short, pay-for-knowledge is a unique form of "person" pay, distinct not
only from the typical job evaluation type of compensation system, but distinct
also from other kinds of person-pay that organizations have used for years.

Types of Pay-for-Knowledge Systems. Jenkins & Gupta (1985) identify two
basic types of pay-for-knowledge systems. The first, multiskill-based pay
systems, have pay levels linked to the number of skills an individual learns.
Multiskill-based pay is especially well suited for production workers. The
second type, increased-knowledge-based pay systems, have pay levels linked to
increased knowledge and skil2 within a job category. This approach is often
used with mechanics and skilled trades employees to help reward them for
specializing in an area. Jenkins and Gupta (1985) point out that increased-
knowledge-based pay is sometimes difficult to distinguish from traditional
technical ladders used with skilled trades employees- As noted above, however,
the nature of jobs tends to remain relatively stable in a technical ladder,
whereas job responsibilities may change drastically under an increased-
knowledge-based pay system. It is quite possible that multiskill-based pay and
increased-knowledge-based pay systems would both be used simultaneously in an
organization to cover the needs of different types of employees. Most of the
published literature focuses primarily on multiskill-based pay systems because
of the added benefits associated with work force flexibility and because this
approach to compensation is so radically different from traditional approaches.

Lawler and Ledford (1984) present skill acquisition in a similar framework
and identify three types of skill development around which a pay-for-knowledge
system can be organized: 1) vertical skill acquisition, 2) horizontal skill
acquisition, and 3) depth skill acquisition. Vertical skill acquisition entails
learning skills that are either upwardly vertical or downwardly vertical. For
example, a skilled employee could take on janitorial skills (d- inward) or
management skills (upward). Likewise, a personnel manager could learn typing
(downward). Horizontal skill acquisition is similar to multiskill-based
systems, and occurs when individuals learn skills that would be considered
horizontal to the tasks they already perform. For example, Lawler and Ledford
(1984) suggest that the personnel director could learn accounting. Finally,
depth skill acquisition is similar to increased-knowledge-based systems. Depth
skill acquisition takes place when the individuals learn skills that allow them
to perform their jobs in greater depth. For example, the personnel manager .lould
learn more about personnel. These systems probably make the most sense in R&D
and skilled trades situations. Technical ladders, which pay individuals for the
depth of skill they develop in a technical specialty, are similar to pay-for-
knowledge depth skill acquisition, and are widely used today (Lawler & Ledford,
1984). Traditionally, technical ladders have been treated as "job-based" pay

8
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systems, but they can be viewed as a form of pay-for-knowledge depth skill
acquisition if the nature of the job changes as individuals acquire more skill

depth. In short, pay-for-knowledge is not a unidimensional compensation system.
Different forms of pay-for-knowledge compensation can be used by organizations,

either singly or in conjunction with other forms.

Characteristics of Pay-for-Knowledge Systems

Multiskill-based compensation systems constitute the primary focus of this

report. A variety of features of these compensation systems provides the key to

understanding the mechanics of pay-for-knowledge. These features are discussed

below.

Skill Levels. A central feature of pay-for-knowledge systems is the number

of skills an employee can learn. In typical pay-for-knowledge plans, pay
increases are often tied to mastery of the different jobs in the work team or
the work group, and to subsequent mastery of other jobs in the plant (Cherry,

1982; Walton, 1974, 1978a).

Once employees have learned the skills used within their own team, they are
eligible to learn jobs on other teams, and eventually to reach the maximum pay

rate in the plant (the "plant rate"). This approach has been applied
successfully in team environments at the General Foods dog food plant in Topeka,
Kansas (referred to here as the Topeka plant), the General Motors (GM) plant in
Fitzgerald, Georgia, and the Norsk Hydro plant in Porsgrunn, Norway (Cherry,

1982; Walton, 1974, 1978a). At the GM plant in Fitzgerald, wages increase until

the worker knows all jobs in his/her team. At this point, the worker has
reached Level 4 (team rate) and is eligible to move to another team with a wage

increase. The worker can eventually reach Level 6 (plant rate) when he/she has

learned all jobs in two teams.

Sequencing of Skills. In some cases, jobs are ordered or sequenced, and
the individual has a prescribed set of skills available to learn. In other

cases, it is up to the team to decide which skills it must develop for current

and future needs, and workers learn whatever skills are most desired by the team

(Poza & Markus, 1980). Thus, in certain instances, the group actually

determines the sequence in which skills are acquired.

Minimum Number of Skills. Some pay-for-knowledge plans require that

employees learn a minimum number of skills (Lawler & Ledford, 1984; World of

Work Report, 1984a). For example, at the McNeil Consumer Products Plant in
Texas, team members are expected to be proficient in at least two jobs (World of

Work Report, 1984a). This is designed to ensure that the worker can contribute

multiple skills to the work team.

Minimum Time Periods. Pay-for-knowledge plans may also establish a minimum

time period for employees to progress from one skill to another, and/or to reach

plant rate (Jenkins & Gupta, 1985; Lawler, 1982; Poza & Markus, 1980; Walton,

1980). In the first case, the minimum time period is established as a "payback
period" to ensure that the organization is reimbursed for its investment in
employee training (Poza & Markus, 1980; Lawler & Ledford, 1984). For example,

Sherwin Williams uses a s:x-month payback period at one of its facilities (Pcza

& Markus, 1980).
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In the second case, a minimum time limit is set to ensure that employees do
not pass through the skill acquisition phase too fast, learning few if any of
the skills well. The Topeka plant uses a two-year minimum time period to reach
plant rate (Lawler, 1982). A separate but related feature is one that requires
that employees periodically demonstrate mastery of previously learned skills
(Jenkins & Gupta, 1985). Again, the idea is to guarantee that skills are
acquired and maintained in a way that is useful to the organization.

Quotas. Pay-for-knowledge plans also differ in whether there are quotas on
the number of workers who can be at a given pay or skill level at any one time.
Walton (1974, 1978a) suggests that eliminating quotas is wise since it reduces
the negative consequences associated with competition for those spots. Without
limits on the number of employees who can achieve a certain level, employees are
much more willing to train each other, since they can teach each other skills
without penalizing themselves. Thus training, a necessary function of the
system, is enhanced by specifying no quotas or limits. This is consistent with
Thurow's (1975) argument that seniority-based systems enhance training, since
employees are more willing to train a potential successor if they themselves are
protected against replacement.

Pay Scales. The actual pay scales used in pay-for-knowledge systems differ
widely. The plant rate may be based on all skills available or a smaller number
of skills (e.g., all the skills in a worker's group) (Lawler & Ledford, 1984).
Another variation, used by Skandia Insurance, bases salaries on the most
skilled task an individual can perform, and the number of tasks in which an
individual is competent (World of Work Report, 1980). Pay-for-knowledge systems
can also include a merit component to reward how well an individual performs
his/her acquired skills (Lawler, 1981). Finally, profit-sharing plans or cost
savings plans are sometimes used in conjunction with pay-for-knowledge systems
(Jenkins & Gupta, 1985; Lawler, 1977, 1978, 1980; Walton, 1977b, 1978a).

pay.
Following are some other examples of how these systems actually administer

The Volvo Tuve plant's pay-for-knowledge system rewards workers with a
$.05/hour (40 Bre) "bonus" for each new skill learned, with a 5 skill
limit (Bernstein, 1983). Therefore, workers can increase their pay up
to $.25/hour by learning extra skills or tasks. In addition, the
group representative at Tuve is paid $.125/hour (1 kronor) more for
performing his/her function.

At one of GM's Delco Remy plants, assembly line workers can increase
their pay up to $.68/hour by acquiring new skills (Apcar, 1985).

At GM's Buick City plant, installing a pay-for-knowledge system
resulted in a possible $.72/hour gain for the workers (Espo, 1985).
Before the pay-for-knowledge system was installed, workers were
earning $12.56/hour for production jobs. After pay-for-knowledge was
installed, the starting rate was raised to $13.09/hour, with a plant
rate of $13.28/hour.

Overall, payfor-knowledge systems can vary on a number of mechanical
details across organizations and employees.
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Extent of Use

It is generally not known where pay-for-knowledge compensation was first
used (Lawler, 1982). Likewise, there is no true estimate of the number of
organizations using pay-for-knowledge, although Lawler and Ledford (1984)
estimate the number to be over 200. Pay-for-knowledge is most commonly used for
production workers in new design and high involvement plants (Lawler & Ledford,
1984). U.S. companies specifically identified in the published literature as
using pay-for-knowledge include the following: GM Delco-Remy Plant in Albany,
GA; GM Plant in Fitzgerald, GA; GM Cadillac Engine Plant in Livonia, MI; GM
Buick 81 Plant and GM Buick City Plant in Flint, MI; GM Plant in Brookhaven, MS,
Gaines Dog Food Plant in Topeka, KS; Procter & Gamble in Lima, OH; Cummins
Engine in Charleston, SC; J&L Steel in Youngstown, OH; Shenandoah Life in
Roanoke, VA; Sherwin Williams in Richmond, KY; Best Foods in Little Rock, AR;
TRW in Lawrence, KS; and McNeil Consumer Products (J&J) in Round Rock, TX
(Apcar, 1985; Bernstein, 1983; Business Week, 1983; Engel, 1985; Espo, 1985;
Herrick & Maccoby, 1975; Kochan, Katz & Mower, 1984; Lawler, 1982; Lawler, 1982;
Myers, 1985; Poza & Markus, 1980; Singer, 1980; Wallace, 1981; Walton, 1978a,
1979, 1985; World of Work Report, 1983, 1984a, 1984b, 1985). Frequently,
however, particular plants referred to in the literature are disguised with
pseudonyms to protect the anonymity of the firms. Thus, it is impossible to
determine exactly how many and which locations are in fact using pay-for-
knowledge.

Several foreign firms are also identified in the literature as using pay-
for-knowledge. These include Volvo (Sweden), Skandia Insurance (Sweden), Shell
(Canada), and Norsk Hydro (Norway) (Bernstein, 1983; Herrick & Maccoby, 1975;
Wallace, 1981; World of Work Report, 1983).

Summary

Pay-for-knowledge plans are known in the literature by a variety of labels.
Several different kinds of pay-for-knowledge systems can be identified, the most
typical being multiskill-based systems. Even multiskill-based systems vary
widely across companies in their specific features. Although it is impossible
to derive a precise estimate of the extent of use of pay-for-knowledge plans
based on the literature, it is safe to argue that these plans are becoming
increasingly prevalent.

11.2: Other Work Innovations Used with Pay-for-Knowledge

Generally, pay-for-knowledge systems do not exist in isolation in
organizations. They tend instead to be accompanied by a number of other design
features that support and reinforce the basic objectives of pay-for-knowledge.
A significant aspect of most pay-for-knowledge plants is the use of the team
concept in the organization of work. This part describes the team concept,
other work innovations, and the managerial philosophies and cultures that
typically accompany pay-for-knowledge systems.

The Team Concept

Most pay-for-knowledge companies are organized into work teams or self-
managing work groups (Apcar, 1985; Bernstein, 1983; Business Week, 1977, 1983;
Cherry, 1982; Edid, 1985; Engel, 1985; Hackman & Oldham, 1980; Kochan et al.,
1984; Lawler, 1978, 1980; Poza & Markus, 1980; Salpukas, 1973; Singer, 1980;
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Wallace, 1981; Walton, 1974, 1975, 1977b, 1978a, 1979; World of Work Report,
1980, 1983, 1984b, 1985).

Self-managing work groups exist under a variety of names including
autonomous work groups and self-regulating work groups, Lc) name a few. Teams
are usually made up of anywhere from three to 20 workers (Bernstein, 1983;
Business Week, 1983; Engel, 1.985; Wallace, 1981; Walton, 1974, 1977b; World of
Work Report, 1984a, 1984b, 1985). They are usually organized on a product or
area basis rather than along functional lines. Table II.1 provides some
specific examples of the use of work teams in pay-for-knowledge companies.

Benefits and Problems. There are several reasons why the team approach to
management should fit well with pay-for-knowledge. First, the team approach
provides a valid reason for workers to learn more skills, namely, learning more
of the team's functions (Walton, 19-4). For example, in some plants team
members may be trained initially to perform three of the team's five skills so
that all team members have a common base, while at the same time no one member
knows all the skills. This balances homogeneity and heterogeneity in skills
represented in the team (Hackman & Oldham, 1980). By contrast, at the Sherwin
Williams plant, the goal is for all team members to learn all of the skills in
their team (Poza & Markus, 1980).

Second, teams help institutionalize the exchange of information and the
participation process, both of which are instrumental in operationalizing the
system and work rule modifications which often accompany pay-for-knowledge
(Kochan at al., 1984). Thus, the social power of the work group is mobilized to
provide positive outcomes for both the individual and the organization. As a
case in point, Shell Canada's pay-for-knowledge system was set up with very few
rules in order to allow teams to develop their own norms (World of Work Report,
1983).

Still another reason for using the team concept is that it is often
difficult to handle an entire process or whole unit of work on an individual
basis. Therefore, groups provide a way of organizing work in a more meaningful
fashion.

There are also some problems with the use of work teams in pay-for-
knowledge plants. Facilitating work team or work group development through
different stages is a big task for management. Teams usually require more
training than necessary in traditional organizations. Work groups cannot be
expected to discharge their responsibilities adequately if they lack the
necessary training. Thus, management must identify and provide the training that
groups need to function effectively (Hackman, 1977; Hackman & Oldham, 1980).

There is also no assurance that the group norms which develop will be
beneficial to the organization (Hackman, 1977). Low productivity could be a
group norm, much to management's chagrin. Organizations do sometimes succeed in
helping groups to develop norms that promote successful task performance
(Hackman & Oldham, 1980). Team building sessions are occasionally used to
provide a better understanding of group dynamics to team members (Poza & Markus,
1980).
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Table 11.1

Examples of Pay-for-Knowledge Work Teams

GM Cadillac Engine Plant 15 departments
Departments are divided into teams.
Team size = 10 to 20

Shenandoah Life 5 teams

Team size = 6

Volvo Tuve Plant Group size = 4 to 8

Shell Canada

TRW

6 teams
Team size = 18
Teams work 12-hour days
Alternate 3 days on, 3 days off

8 work groups
Group size = 3 to 15

Gaines Dog Food Plant Team size = 7 to 14

McNeil Consumer Products Team size = 5 to 15

Sources: Bernstein, 1983; Business Week, 1983; Engel, 1985; Wallace, 1981;

Walton, 1977b; World of Work Report, 1984a, 1985.
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Peer Evaluations. A component of many pay-for-knowledge systems is the use
of peer evaluations, i.e., evaluations by team members, to determine when and/or
how well an employee has mastered a particular skill. The advantages and
disadvantages of peer evaluations have often been discussed in the literature
(Business Week, 1983; Engel, 1985; Lawler, 1978, 1980, 1981, 1982; Lawler &
Ledford, 1984; Poza & Markus, 1980; Walton, 1977b, 1978a; World of Work Report,
1985).

Arguments against the use of peer evaluations include the following: that
people cannot necessarily maintain high performance evaluation standards, that
people have problems being objective when evaluating peers, and that the
resulting inequities could erode the pay-performance connection (Walton, 1977b,
1978a). Recommendations for reducing these problems include having employees
develop objective tests of knowledge and setting minimum time periods
(previously discussed) that must elapse before a new skill mastery can be
evaluated (Lawler, 1978; Lawler & Ledford, 1984).

Arguments in favor of peer evaluation include the following: that peer
evaluations increase employee commitment, that peer evaluations increase the
employees' responsibility to make the system work, that peer evaluations
increase employees' awareness of their interdependence, and that self- management
of the reward system symbolizes low dependence on hierarchical authority
(Walton, 1977b, 1978a). Furthermore, some evidence suggests that peer
appraisals can be more valid than supervisor appra:;sals (Lawler, 1981).

In summary, the utility of peer evaluations has yet to be determined.
Walton (1978a), while favoring peer evaluation, advocates caution in their use
as initial features of pay-for-knowledge plans.

Team Leaders. Closely linked to the team concept is the use of a team
leader instead of a first line supervisor (Bernstein, 1983; Business Week, 1983;
Cherry, 1982; Lawler, 1978; Poza & Markus, 1980; Salpukas, 1973, Singer, 1980,
Walton, 1977b). The team leader is responsible for communicating with the rest
of the organization, and basically assumes the role of the first line
supervisor. Team leaders are often elected by their group or team members and
are sometimes paid an additional wage rate over their earned pay-for-knowledge
level for the period they serve as team leaders (Bernstein, 1983; Cherry 1982).
Team leaders may also be responsible for coordinating team meetings and training
new members (Bernstein, 1983; Salpukas, 1973). In cases where a matrix design
is used (i.e., where there are dual or multiple chains of command), team leaders
have both functional and shift responsibilities and reporting relationships
(Poza & Markus, 1980).

Overall, the team concept is commonly used in conjunction with pay-for-
knowledge systems. On balance, the advantages of this pairing seem to outweigh
the disadvantages.

Other Work Innovations

In addition to the use of the team concept, pay-for-knowledge plans are
frequently accompanied by other work innovations. Some of these innovations are
discussed below.
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Reduced Levels of Hierarchy. The restructuring of work in pay-for-
knowledge systems is often accompanied by a reduction in the levels of hierarchy
in the organization (Lawler, 1978; Poza & Markus, 1980; World of Work Report,
1984, 1985). Typically, very few strata exist between the plant manager and
workers, and in some cases the position of first line supervisor is entirely
eliminated. For example, instead of using supervisors, Shenandoah Life uses six
top level managers to serve as advisors to work groups on request (World of Work
Report, 1985). Likewise, at a Sherwin Williams pay-for-knowledge facility, none
of the following positions exists: production superintendent, assistant plant
manager, shift supervisor, and area first line supervisors (Poza & Markus,
1980).

Employee Selection. A variety of techniques for employee selection are
used in pay-for-knowledge plants, although there is some debate as to whether
employees in pay-for-knowledge plants are really very different from employees
in more traditional plants. Many organizations concentrate on providing job
applicants with pre-employment counseling and accurate information about the job
(Lawler, 1978; Poza & Markus, 1980). This is done for several reasons. First,
it allows job applicants to make better decisions about whether they are really
interested in joining the organization (Lawler, 1974). Second, it helps to
reduce the probability that employees will have unrealistic expectations about
the job or the system, expectations that could not be met later (Lawler, 1980;
World of Work Report, 1984a).

Traditional selection tools such as aptitude and ability tests may be valid
for assessing people's ability to perform particular jobs or skills, but they
fail to measure how well an employee will "fit" in an innovative organization
(Lawler, 1974). For this reason, many firms involve current employees in the
selection of new employees (Lawler, 1980). This is done most often in work team
environments where employees are allowed to choose new members for their teams.
This process increases the likelihood of fit among the individual, the
organization, and the team.

Egalitarian Design. Most pay-for-knowledge systems are used in plants
organized around egalitarian principles (Business Week, 1977; Cherry, 1982;
Engel, 1985; Ketchum, 1975; Lawler, 1978, 1981; Lawler & Olsen, 1977; Poza &
Markus, 1980; Salpukas, 1973; Wallace, 1981; Walton, 1974, 1980; Poza & Markus,
1980; World of Work Report, 1984b). These plants usually have a common entrance
used by all employees, a single cafeteria for all plant personnel, and no
reserved parking spaces (Business Week, 1977; Cherry, 1982; Ketchum, 1975;
Lawler, 1978; Lawler & Olsen, 1977; Wallace, 1981; Walton, 1974). The
egalitarian approach is aimed at removing status symbols and social barriers
across hierarchical echelons (Wallace, 1981).

The removal of class-oriented symbols such as time clocks, security guards,
and buzzers at the end of coffee breaks also symbolizes trust on the part of
management (Engel, 1985; Lynas, 1983; World of Work Report, 1984b). In one
plant, everyone, including the plant manager, takes turns making coffee,
cleaning the lunch room, and raising and lowering the flag (Walton, 190). In
another plant, workers are known as manufacturing technicians or manufacturing
technologists and have their own business cards and their own keys to the plant
(World of Work Report, 1984b).

In order to promote the egalitarian concept further, some pay-for-knowledge
plants use an all-salaried work force and have all employees on the same
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benefits package (Lawler & Olsen, 1977; Poza & Markus, 1980. The size of the
office is likely to be a function of the work done, not the person's rank, and
the carpeting in locker rooms is the same as the carpeting in office areas
(Ketchum, 1975).

Sensing Devices. It is often recommended that innovative firms use sensing
devices to monitor attitudes deemed most important to the overall health of the
firm. Walton (1982) found that commitment levels at the Topeka plant were not
constant over time, suggesting that organizations may need to measure employee
attitudes periodically for igo4ng estimates 3f employee reactions to the
system. McNeil Consumer Products uses =evera.; sensing devices to help monitor
performance of the system, including periodic tmployee attitude surveys and
plant-wide meetings (World of Work RLort, 1984a). Sherwin Williams uses
4ttitude surveys to keep track of job satisfaction, quality of teamwork, and
overall organizational climate (Poza E. Markus, 1980). The GM Fitzgerald plant's
sensing devices include interviews and attitude surveys (Cherry, 1982).

Work Design. Work design in pay-for-knowledge plants is aimed at changing
the way work is orga.lized, and the way work is managed (Walton, 1979). Work
design affects the content of jobs, the compensation system, the plant's social
structure, the status hierarchy, and the scope of worker responsibility for
supervision and decision-making (Walton, 1977a). Job design research stresses
that the attitudes and behaviors of organizational members are affected by
factors such as: the importance of meaningful work, control over the work
processes, performance feedback, and use of a variety of skills, learning, and
interaction with other people (Rousseau, 1977). Hackman (1978) argues that many
people are underused and underchallenged at wore:. Management often fails to
realize that the performance of workers is based largely on what they are
assigned to do (Walters, 1982).

Pay-for-knowledge compensation systems are designed to provide
opportunities for skill variety and learning. In addition, work is often
organized around products, a natural unit of work, or areas rather than
functional responsibility (Hackman, 1977; Lawler, 1978; Walters, 1982). In
service organizations, focus on the customer often replaces this functional
focus (Walters, 1982). The objective is to provide more meaningful work by
tying the work to a product rather than to a function (Lawler, 1980). Thus,
pay-for-knowledge can be used to help satisfy the job dimensions of task
significance skill variety, and learning.

Participation in work design by those most affected by the design is often
desirable, and many systems have benefited from using employee involvement in
the design stages (Hackman, 1977; Lawler, 1980; Wallace, 1981; World of Work
Report, 1984b). In fact, Shell Canada found that team-designed work was
superior to work designed by technical consultants (Wallace, 1981).
Participation can help reduce worker skepticism about changes; it can also
minimize the view that work redesign is merely "a stopwatch in sheep's clothing"
(Hackman, 1977). Thus, the best strategy may be a cooperative effort in which
employees work with architects and engineers to design the system.

Sherwin Williams allowed employees to tour facilities where the final
product was being used (Poza & Markus, 1980). Tnis strategy was useful for
several reasons. It gave workers a better feel for the product and an
understanding of how it was used. Workers also had a better understanding of
who was using the product. Most important, workers were able to hear right from
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the end user's mouth the consequences of delayed deliveries or substandard

products.

At Shenandoah Life, the work group was given its own office area and

allowed to control the design of work (World of Work Report, 1985). At Volvo's

Tuve plant, the work environment received as much attention as the team process

in the design of the plant and work (Bernstein, 1983). It has also been

suggested that the boring jobs should be rotated throughout the work force

(Schrank, 1974).

In short, many elements of work design can be structured to be consonant

with a pay-for-knowledge system. Pay-for-knowledge plants have tried a variety

of work restructuring techniques, with varying degrees of success.

The literature suggests overall that many work innovations may be

implemented along with a pay-for-knowledge plan. The relative consistency among

these innovations, and their general "fit" with pay-for-knowledge, may be the

key to organizational success.

Managerial Philosophies and Cultures

The importance of focasing on managerial philosophies derives from the fact

that philosophies are the engines that drive the overall managerial system.

Design elements of an organization are directly affected by the management

philosophy, and in turn affect the work culture that emerges in the company.

Work culture mediates the impact of design elements on intended outcomes

(Walton, 1979).

Management philosophies in pay-for-knowledge plants tend to differ

radically from those in traditional plants. At the time of its creation, the

Topeka system basically violated almost all traditional and "logical" plant

designs (Walton, 1982). But this human resource approach to management is

becoming more widely accepted in management circles today (Miles & Rosenberg,

1982). The "my-way-or-the-highway" approach to management is making way for

more participative approaches (Engel, 1985). The newer management philosophy

recognizes the importance of structuring the organization to fit and evolve with

the needs, desires, and abilities of the work force (Lawler, 1974; Walton,

1982). Sociotechnical systems design often provides a natural context for pay-

for-knowledge, since neither the social system nor the technology is taken as a

given. Thus, the human system, the technical system, and the reward system can

be designed to reinforce one another (Weisbord, 1985).

It is argued that managerial philosophies should be based on attaining two

goals: human success and economic .uccess. Walton (1979) cautioned against

confusing these dual objectives as being one, and suggested that the balance

maintained through the pursuit of both goals gives credibility to a work

innovation effort among all relevant constituencies. He argued that "...in most

work structures there is an abundance of opportunities to make changes that will

advance both objectives" (p. 95).

At the center of the management philosophy is a belief that eliciting

worker commitment is essential (Walton, 1985). To achieve this, the management

philosophy must be conveyed symbolically in a manner that workers understand.

Therefore, the management philosophy must be rooted in commitment to achieving

the dual objectives of human and economic success. Both plant level and
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corporate level support are vital for pay-for-knowledge plans to work (Walton,
1977). Pay-for-knowledge helps to operationalize this commitment. To further
symbolize its commitment to the overall managerial system, management may
incorporate a no-layoff policy and provide assurances to workers that high
levels of output will not result in job reductions (Lawler, 1980; Walton, 1978b,
1980, 1985).

Work culture has been defined as "the combination of attitudes,
relationships, developed capabilities, habits, and other behavioral patterns
that characterize the dynamics of an organization" (Walton, 1979, p. 89).
Central company concerns, usually productivity and the quality of employees'
work experiences, help to shape the evolving work culture. The "meaning" of a
work system is determined by the work culture. Thus, a "work team" can mean
many different things, depending on the work culture in which it operates
(Walton, 1980).

The work culture in most organizations using pay-for knowledge relies
heavily on high levels of employee commitment for organizational effectiveness
(Lawler, 1981; Walton, 1980, 1982). Other common characteristics of pay-for-
knowledge work cultures include the promotion of learning, growth, skill
acquisition, flexibility, mutual trust, informality, open communication, and
equality (Lawler, 1981; Wallace, 1981; Walton, 1977a, 1979, 1982; World of Work
Report, 1983). The work culture in most pay-for-knowledge plants enlarges the
workers' scope of influence, leading to greater employee identification with the
product and greater feelings of self-worth (Walton, 1977a). It should be
remembered, however, that firms have often found creating a new work culture to
be difficult (World of Work Report, 1984b).

Summary

Pay-for-knowledge plans are usually accompanied by other innovative ways of
managing the workplace. These include the use of the team concept, a flat
organizational structure, different techniques for employee selection,
egalitarian design, the use of various sensing mechanisms, work redesign, and
drastic changes in managerial philosophies and work cultures. It is the "fit"
among these innovations, rather than a particular design element, that probably
holds the key to the success of a pay-for-knowledge plan.

11.3: Advantages and Disadvantages
of Pay-for-Knowledge Systems

Pay-for-knowledge plans have many hypothesized benefits and potential
problems. These benefits and problems, however, may be so intertwined with the
effects of other innovations usually accompanying pay-for-knowledge that it may
be impossible to isolate unique pay-for-knowledge effects. This section
attempts to focus on both the isolated and the synergistic benefits and problems
of pay-for-knowledge for management, workers, and labor-management
relationships.

Advantages for Management

Two of the most commonly hypothesized benefits of pay-for-knowledge are the
work force flexibility and leaner staffing it provides (Apcar, 1985; Jenkins &
Gupta, 1985; Kochan et al., 1984; Lawler, 1977, 1978, 1980, 1982; Lawler &
Ledford, 1984; Schweizer, 1986; Walton, 1974; World of Work Report, 1985).

18



The flexible nature of the work force allows the organization to cover for
overtime, absenteeism, turnover, and employees in training by using available

personpower and moving personnel where needed. Thus, the result is leaner

staffing for the organization. For example, the Topeka plant ended up ope

with 70 people rather than the 110 originally thought necessary to operate Lhe

plant (Walton, 1974). Moreover, when pay-for-knowledge is used with work teams,

leaner staffing can be accomplished due to a reduced need for supervision

(Weisbord, 1985). A case in point is Shenandoah Life, which reduced its
reporting ratio of staff to supervisors from 1:5 to 1:37 in an or., ization with

250 employees.

Work force flexibility is also instrumental to an organization's ability to

adapt to changes in production needs and production bottlenecks. Thus, pay-for-

knowledge acts as a buffer against the environment and enables the organization
to adjust to fluctuations in the supply of inputs and the demand for outputs. It

reduces significantly the need to hire temporary help or pay overtime wage rates
(Doty, 1985; Jenkins & Gupta, 1985).

The reduction of job classifications which often accompanies pay-for-
knowledge can result in significant changes in the way work is organized,

thereby increaaing flexibility. One GM parts plant now operates with one job

classification instead of the usual 75 (Apcar, 1985). Another GM pay-for-

knowledge plant has only four wags levels rather than the 45 job classifications
(each with its own wage rate) in the old system (Business Week, 1983).
Substantial savings can be realized from this flexibility. For example, workers

no longer must wait for specialists to repair machines and perform skilled work.

Instead, flexible work rules allow them to learn many of these skills

themselves.

Flexible work rules accompanying pay-for-knowledge plans also allow for a

total restructuring of work. For example, before installing its pay-for-
knowledge system, a policy at Shenandoah Life passed through 32 people
representing nine sections and three departments, and took 27 days to process

(World of Work Report, 1985). Theoretically, one person could complete the

entire task, but no one had the training, the incentive for training, or the

authority. By redesigning the work and adding pay-for-knowledge, however,
people were given the necessary training, incentive (pay), and authority. Thus,

because pay-for-knowledge encourages skill development, it reinforces the idea

of flexible work rules (Walton, 1974).

Pay-for-knowledge provides incentives for teaching, training, and
cooperation among team members, outcomes usually desired by management (Walton,

1974). Peer pressure no longer keeps individuals from exceeding minimum
standards as in a traditional organization (Walton, 1985). Pay-for-knowledge

also fits well with the team concept since teams usually work best if members

can perform multiple tasks (Lawler, 1978; Lawler & Ledford, 1984). Pay-for-

knowledge also promotes the development of a broader knowledge and understanding
of the organization's operations among the work force (Lawler, 1977, 1980, 1982;

Lawler & Ledford, 1984). This understanding facilitates team problem-solving

and improves decision-making. Likewise, team members can communicate problems
more effectively, and feedback on quality control and production rates is more

meaningful because workers understand the problems at different stages of

production (Lawler & Ledford, 1984). Finally, this broader understanding of the

organization leads to greater employee commitment (Lawler & Ledford, 1984).
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Another hypothesized advantage of pay-for-knowledge is work force
stability. The literature identifies a number of pay-for-knowledge plants that
report either a reduction in absenteeism and turnover rates or, in the case of
start-ups, comparatively low absenteeism and turnover rates (Bernstein, 1983;
Business Week, 1977; Cherry, 1982; Jenkins & Gupta, 1985; Lawler, 1977, 1978;
Pasmore, Francis, Haldeman, & Shani, 1981; Poza & Markus, 1980; Salpukas, 1973;
Walton, 1975, 1978a). A Business Week (1983) article noted that charges in
seniority rights are also likely to contribute noticeably to work force
stability. As a case in point, the article citk : a plant that used to require
93 moves (resulting from bumping) to fill 10 jobs, but has reduced by 30% the
number of employees affected by a job opening.

High quality of output has been experic.,,ced by a number of pay-for-
knowledge plants (Jenkins & Gupta, 19e., ka8more et al., 1981; Schweizer, 1986;
Walton, 1982; World of Work Report, 1984b). Jenkins and Gupta (1985) cite
several reasons for this effect. First, workers better understand the different
jobs and the problems associated with each of the different work stages.
Second, quality control is usually the responsibility of all members of the
organization and, as a result, most members are trained to recognize acceptable
quality. Third, workers realize they may have to deal with the mistakes
themselves since they could end up working on the product at another stage.

There are numerous accounts of productivity increases in pay-for-knowledge
organizations, which in turn lead to substantial savings (Bernstein, 1983;
Business Week, 1983; English, 1985; Jenkins & Gupta, 1985; Kochan et al., 1984;
Pasmore et al., 1981; Poza & Markus, 1980; Walton 1982; World of Work Report,
1980, 1983, 1984a, 1984b).

Because pay-for-krlwledge tends to be embedded within a system of work
innovations, however, it should be remembered that productivity gains reported
in the literature cannot be attributed solely to pay - for- knowledge. One pay-
for-knowledge plant is reported as having output levels comparable to those of
plants with twice the staff and twice the space (World of Work Report, 1984b).
Furthermore, this plant has reportedly experienced a 40% reduction in overhead,
and can reach the break-even point at 60% of capacity (other similar plants need
90 to 95% capacity to reach break-even). The plant 13 also reported to have
experienced a 40% reduction in the time to produce a unit of output.

Walton (1982) reported that the Topeka plant had experienced productivity
increases in every year except one. Skandia Insurance reported 10% productivity
increases in the three years from 1972 to 1975 (World of Work Report, 1980).
The Volvo Tuve plant is reported to be operating at an efficiency rate 16%
greater than that of the older truck facility (Bernstein, 1983). Sherwin
Williams' pay-for-knowledge plant reported productivity levels that are 30%
higher than sister plants (Poza & Markus, 1980). McNeil Consumer Products also
reported increases in productivity of 18.6% and 10% after its first and second
years with pay - for - knowledge (World of Work Report, 1984a); the plant was
running 27% ahead of the 1981 record when the Tylenol poisonings occurred in
1982.

Although the issue of safety improvements has not received much attention,
there are a few reports indic '-kng that safety may be improved by the
introduction of pay-for-knowiIse systems (Pasmore et al., 1981; Walton, 1974).
The Topeka plant's safety record was one of the best in the company, and the

20
;, I
iY t*



plant initially went for three years and eight months without a lost-time
accident (Walton, 1978a).

Although it may be difficult to assess the overall economic gains resulting
from these advantages of pay-for-knowledge systems, their true economic impact
should not be underestimated. For example, the annual incremental benefits at
the Topeka plant are estimated to be $1 million during the 1970s (Walton, 1977b,
1978a, 1982). This is a sizable savings for a company with 100 people and a $10
to $15 million capital investment (Walton, 1978a). At GM's plant in Livonia,
worker suggestions saved Cadillac more than $1.2 million in 1982 (Business Week,

1983).

Advantages for Employees

One of the more obvious benefits of pay-for-knowledge for employees is the
opportunity it provides for individual growth and development (Jenkins & Gupta,
1985; Lawler & Ledford, 1984; Lawler & Olsen, 1977). Thus, pay-for-knowledge
reinforces the climate for personal advancement and feelings of self-worth
(Walton, 1985). Worker-. are likely to feel better about themselves because of
personal growth; they also feel better about the company because they see that
growth is important enough for the organization to reward workers because of it.
The investment in pay-for-knowledge required by the company is symbolic of the

organization's commitment to each worker (Jenkins & Gupta, 1985). Hence, pay-

for-knowledge employees are likely to have greater feelings of self-worth.

It is no secret that many pay-for-knowledge organizations have reported
significant improvements in the quality of work life (Jenkins & Gupta, 1985;
Lawler, 1977; Poza & Markus, 1980; Salpukas, 1973; Walton, 1975, 1977b, 1978b,
1979; World of Work Report, 1983, 1984a). Walton (1975) reports that about 80%
of the Topeka plant's work force experienced a large gain in the quality of
their working life. The New York Times reported a Topeka worker as saying, You
look forward to coming to work in the morning" (Salpukas, 1973, p. 1).
Likewise, Poza and Markus (1980, p. 22) report the following worker comments at
a Sherwin Williams pay-for-knowledge facility, "This is the best place I've ever

worked," "I work harder on this job than I've worked anywhere else," and "This
is the first job I've ever had that I didn't dread coming to work." Walton

(1979) also cites an anonymous pay-for-knowledge company whose facilities are
considered the best places to work in their communities by a wide margin.

Pay-for-knowledge has been reported to increase satisfaction and ,job
attractiveness for workers (Business Week, 1983; Jenkins & Gupta, 1985; Lawler,

1978, 1982) Jenkins and Gupta (1985) suggest three reasons why higher levels of
satisfaction occur in pay-for-knowledge organizations. First, workers are

treated more like individuals. Second, pay-for-knowledge companies tend to be

more progressive in their management style. Third, pay-for-knowledge "feels"

different to employees. The work in pay-for-knowledge plants is also viewed as
more meaningful, since employees have the opportunity to see a broader picture
of how their work affects the organization (Schweizer, 1986).

A study by Lawler, Jenkins, and Herline (1974) found that the Topeka
plant's employees had higher levels of pay satisfaction and involvement than
employees in plants without pay-for-knowledge plans (Lawler, 1977, 1982; Walton,

1977b, 1978a). Lawler et al. (1974) also reported that employees felt that pay
was administered well and fairly. Likewise, Walton (1982, p. 264) notes that
the pay-for-knowledge concept at Topeka "...did produce a sense of equity...."
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Thus, it appears that pay-for-knowledge can lead to a perception of more
equitable pay distribution.

Pay-for-knowledge also gives the worker an incentive for accepting changes
in work rules at a time when pushes for more flexible work rules are common
(Lawler & Ledford, 1984). Without pay-for-knowledge, workers often feel
"cheated" when work rule changes occur. Pay-for-knowledge, however, provides
the worker with a legitimate avenue to accept work rule changes and still feel
that he or she has benefited.

Since work force flexibility associated with pay-for-knowledge provides a
more stable work force, employees experience greater job security (Jenkins &
Gupta, 1985; Lawler & Ledford, 1984). Job security is also improved in
organizations wtich negotiate or offer job security in return for the
introduction of these changes. Workers also experience greater identification
with company goals. As a result, pay-for-knowledge employees tend to have
higher levels of commitment and loyalty to the organization.

Pay-for-knowledge systems are hypothesized to improve employee motivation.
A major objective of pay-for-knowledge is to improve organizational -

effectiveness by aligning the reward system with the organization's goals (Doty,
1985). Organizations have to manage both the reality of how rewards are
obtained and the workers' perceptions of how rewards are obtained (Lawler &
Olsen, 1977). The perception component is extremely important; Lawler and Olsen
(1977, p. 50) note, "...it is the perceived means of obtaining rewards that
leads to the behavior." Unfortunately, the reward system is too often
considered a "frill" and receives littler attention in the design of work systems
(Lawler & Bullock, 1978; Pasmore et a., 1981). This may be due to the fact
that compensation is one of the least _erstood elements of new work systems
(Walton, 1974).

Pay is one of the most important rewards people obtain from work (Lawler &
Olsen, 1977). Pay-for-knowledge contributes to greater motivation by linking
pay to performance (Jenkins & Gupta, 1935; Lawler & Ledford, 1984). Also,
employees are not stuck in dead-end jobs that have no future (Jenkins & Gupta,
1985). Increased job variety because of rotation through skills can contribute
to motivation as well (Jenkins & Gupta, 1985). Workers can also be motivated by
the fact that they know and see that their work affects the entire organization.

Advantages for Labor-Management Relationships

Historically, innovations s-ch as pay-for-knowledge have been viewed as
having only negative consequences for organized labor. While it is true that
organized labor has resisted many organizational change efforts, the historical
view distorts the opportunities available to organized labor through innovations
in work and pay design. Furthermore, this perspective clouds the fact that
organized labor has cooperated with and benefited in many work and pay
innovation projects. Therefore, this part of the chapter highlights some
positive outcomes that organized labor can or has experienced from the
implementation of pay-for-knowledge.

To begin with, collective bargaining agreements can be improved through the
introduction of these systems. As a case in point, Shell Canada's &rnia plant
operates on a collective bargaining agreement only seven pages long (Jorld of
Work Report, 1983). Kochan and Katz (1983) cite a pay-for-knowledge firm with a
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collective bargaining agreement only six pages long. The authors aleo report

that arbitration was never used in the five-year history of the plant.

Skeptics should note that the brevity of the Shell contract is not all to

management's advantage. For example, the agreement contains no management
rights clause, a major "victory" for labor (Wallace, 1981). In turn, the union

dropped the usual seniority provisions, except in cases of layoffs. Thus,

seniority was preserved in the area most desired. Halpern remarked that "There

has never been any suggestion that we go back to a more traditional form of
organization at Sarnia" (Wallace, 1981, p. 12).

The pay-for-knowledge plan negotiated at the Buick City plant of GM

provided 96% of the hourly workers with wage increases (Espo, 1985). In fact,

the agreement increased input and job security as well as pay. The shop

committee chairman viewed the agreement so positively that he expects other

Buick plants will want similar agreements (Espo, 1985).

Schweizer (1986) has offered three basic reasons for organized labor to

support the pay-for-knowledge concept. First, the increased productivity which

often accompanies these systems improves the firm's competitive position, which
in turn improves the chances of "job survival" for union members. Second, the

higher wages which occur with pay-for-knowledge mean better income for union

members. Third, job security is improved because of increased work force
stability and a reduced need for layoffs. In addition, Kochan, Katz, ana Mower
(1985) conclude that the psychological rewards of quality of working life and
worker participation programs are not sufficient by themselves to maintain

commitment to the programs. Pay-for-knowledge provides an excellent vehicle for

solidifying management, union, and worker commitment through the administration
of tangible, yet symbolic rewards.

Certain myths about the impact of pay-for-knowledge and other innovations
on organized labor are challenged by facts. Research done by Kochan et al.

(1984) does not support the fear that worker participation programs lead to
political opposition within the local union or threaten the security of union

leadership. There is also evidence that unions gain greater voice for their

members with the use of these innovative systems (World of Work Report, 1983).

In short, pay-for-knowledge plans hold many benefits for employers,

employees, and labor-management relationships. As noted before, however, it is

difficult to isolate the unique contributions of pay-for-knowledge to
organizational effectiveness, since pay-for-knowledge plans usually occur in

conjunction with other work innovations. Still, the literature is suggestive

that pay-for-knowledge does offer some promise of improved productivity, quality

of work life, and labor-management relationships.

Disadvantages/Problems

The successes of pay-for-knowledge are not unaccompanied by problems and

difficulties. Many of these problems can be overcome with care and foresight;

others are simply the "costs" of implementing a non-traditional system. This

part describes some of the problems and disadvantages of pay-for-knowledge

systems.
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Problems with the Mechanics of Pay- for-Knowledge. Pay-for-knowledge plans
require large investments in and commitment to training in order to function
properly (Jenkins & Gupta, 1985; Lawler, 1977, 1980, 1982; Lawler & Ledford,
1984; Lynas, 1983; Schweizer, 1986; World of Work Report, 1984a). Walton (1980)
warned that too many firms are guilty of "wishful thinking," believing that
commitment is capable of meeting any challenge, and underestimating the need for
technical skills and management systews. Mohrman (1983) noted that firms
underestimate the amount of training and learning necessary to support these
systems. The Shell Canada plant found that multiskill training was surprisingly
difficult to schedule and complete and that skills were not being transferred
effectively (World of Work Report, 1983). Therefore, after one year of
operation, Shell hired a full-time resource person to deal with specific
training issues among employees. Now Shell includes this position in its QWL
projects from the start.

There is always a potential tradeoff between breadth and depth skill
acquisition in pay-for-knowledge systems (Walton, 1985). Training time is also
very costly (Lawler, 1982; Lawler & Ledford, 1984). With pay-for-knowledge, it
is inevitable that the organization will have periods where inexperienced people
do the work (Lawler, 1982).

Another training problem is that some employees demonstrate skill mastery
before the minimum training time has elapsed (Poza & Markus, 1980). Poza and
Markus (1980, p. 18) add that, "If anything, the designers underestimated the
employees' enthusiasm for acquiring new skills." Furthermore, some firms have
well developed training programs at plant start-up, but fail to develop the
program as the plant grows (Walton, 1980).

Closely related to training is the problem of skill assessment.
Subjectivity in assessments can cause inequities in the system. A major problem
at the Shell Canada plant was that team members were moving too rapidly into new
skills, causing operating deficiencies (World of Work Report, 1983). Many
systems using peer appraisals express concern over the fact that workers
gradually ease their standards (Business Week, 1977; Lawler, 1982; Walton,
1977b, 1978a). As late as 1978, Walton noted that "...there continues to be
serious doubt (at the Topeka plant) about the ability of teams to make objective
judgments about members' qualifications for pay increases" (Walton, 1978a, p.
45). Hence, efforts should be made to make skill assessment as well defined and
as objective as possible (Lawler, 1982; Lawler & Ledford, 1984).

Walton (1978a) has found that employees want fair and accurate peer
evaluations. Employees realize that pay increases that are given, but not
justified, create inequities. Also, if skill assessments are not valid,
individuals are assumed to have qualifications that they do not possess, forcing
other team members to do their work. Finally, if skill assessment is not fair,
workers feel that a basic tenet of the pay-for-knowledge system is violated.

Even with proper skill assessment, pay-for-knowledge systems can produce
"jacks of all trades and masters of none" (Jenkins & Gupta, 1985). Several
strategies have been advocated to prevent this from happening: include a
mastery component whereby individuals demonstrate not only that a skill is
learned, but also mastered; use refresher training; and require periodic
demonstrations of proficiency in previously learned skills (Jenkins & Gupta,
1985; Lawler & Ledford, 1984).
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Hold-ups occur when a worker is ready to move to a new job, but there are
no openings available (Jenkins & Gupta, 1985). At this point, the integrity of
the system is threatened, since the worker is ready to move on and increase
his/her pay, but is not allowed. Jenkins and Gupta (1985) suggest that a
special hold-up rate can be used to compensate the employee for the time he/she
is held back.

"Topping out" or "maxing out" is discussed extensively in the literature
(Hackman, 1978; Jenkins & Gupta, 1985; Lawler, 1982, 1982; Lawler & Ledford,
1984; Schweizer, 1986; Walton, 1974, 1985). Topping out occurs when a pay-for-
knowledge employee has learned all possible jobs or skills. Jenkins and Gupta
(1985) estimate that, in most pay-for-knowledge plants, it normally takes a
minimum of two to three years before an employee tops out.

Unfortunately, no real solutions to this problem have been derived so far.
Some firms do not adjust pay beyond the plant rate, except for merit or cost-of-
living adjustments (Jenkins & Gupta, 1985). Other firms have added profit
sharing plans and productivity bonuses as ways to keep topped out employees
motivated (Jenkins & Gupta, 1985; Lawler, 1978; Walton, 1977b, 1978a). While
these plans attempt to provide further pay incentives, they do not include any
new learning opportunities; the focus of these systems is also so broad that the
performance-pay link is, at best, weak.

Lawler (1982) suggested two possible ways to deal with the issue of topping
out. First, interplant transfers could be used to allow employees to go to new
plants where they could learn more skills. Second, group incentive plans could
be used. Probably the most desirable approach to date is to implement an
increased-knowledge-based pay system to allow depth skill acquisition for those
employees who have topped out (Jenkins & Gupta, 1985).

Bonus systems are often introduced in conjunction with pay-for-knowledge
for two reasons. First, they offer a way of dealing with the problem of topping
out (Jenkins & Gupta, 1985; Lawlez, 1978; Walton, 1977b, 1978a). Thus, as
employees top out, there is still an incentive for them to keep productivity
high and costs low. Second, bonus systems assure workers that they will be
rewarded for their extra efforts and contributions.

A problem with bonus systems is,that they often run counter to the
philosophy of skill development and job rotation (Jenkins & Gupta, 1985; Lawler
& Ledford, 1984). Workers who are learning new skills and rotating from job to
job may not be as productive as those already competent in these jobs and,
therefore, productivity is sacrificed for skill training (at least in the short
run). Thus, there is a constant tradeoff between production efficiency and
skill acquisition.

While ideally pay-for-knowledge is designed to remove inequities in pay, it
has sometimes produced the opposite effect (Jenkins & Gupta, 1985; Walton,
1974). Feelings of inequity may result for several reasons. They could occur
because different pay rates are given to people working together and performing
the same or similar work. Subjectivity in judgments about the mastery of a
skill could result in people who are not qualified getting pay raises and/or
people who are qualified not getting pay raises. In some systems, employees may
question whether there is equal opportunity for all workers to learn all the
jobs. For example, one plant experienced a dispute over the pace at which
workers progressed through the levels because the pay progression was occurring
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faster in a low status area of work (Kochan et al., 1984). Likewise, in one GM
facility, workers realized that the skills for certain jobs could be acquired
more rapidly than the skills for other jobs, resulting in differential pay
raises (Cherry, 1982).

Problems with Different Employee Groups. Pay-for-knowledge plans can
potentially cause a variety of problems among employees. Problems can occur
within specific employee subgroups; they can also occur across different levels
of the organizational hierarchy.

Resistance to change is a difficulty often encountered in the
implementation of pay-for-knowledge, particularly in established plants. The
Wall Street Journal (1985) reported that some workers dislike pay-for-knowledge
because they feel switching from job to job is too physically taxing. Employees
in higher job classifications may also have vested interests to protect (Walton,
1985; Weisbord, 1985). For example, at one firm which installed a pay-for-
knowledge system, those who performed "attractive" tasks (answering telephone
inquiries) did not want to learn less prestigious tasks (e.g., statistical
coding) (World of Work Report, 1980).

Skilled craftsmen often resist systems that require work rule changes
(Business Week, 1983). At one GM plant, conflict developed between the skilled
trades and operating teams because skilled trades employees wanted teams to
leave the machinery alone (Cherry, 1982). Kochan et al. (1984) discussed a GM
plant where skilled trades workers tried to discontinue pay-for-knowledge, but
the plant work force voted to keep it. Employees may also be reluctant to give
up traditional job classifications because they lose the protection from
potential abuse by managers provided by job specifications and seniority rights
(Kochan et al., 1984).

Employees not included in pay-for-knowledge plans may also be sources of
resistance. Inequity may be perceived by non-pay-for-knowledge employees as
th'y see pay-for-knowledge employees provided with growth opportunities and pay
increases (Jenkins & Gupta, 1985). Lawler (1978) also discussed a situation in
which office employees not included in the plan became jealous.

Supervisors in pay-for-knowledge plans can also be the focus of many
problems and difficulties (Cherry, 1982; Engel, 1985; Hackman & Lee, 1979;
Hackman & Oldham, 1980; Jenkins & Gupta, 1985; Lawler, 1978, 1980; Mohrman,
1983; Poza & Markus, 1980; Walton, 1977b, 1982, 1985; Walton & Schlesinger,
1979). Often, it is not easy for supervisors to adjust to their new roles in
these plants. The goal of cooperation is facilitated by consultative rather
than the traditional control pattern of supervision. Thus, the supervisor's
role is to facilitate and lead, not direct and control (Walton, 1982).

First line supervisors in pay-for-knowledge plants often complain that
there is confusion about which decisions are to be made by whom (Lawler, 1980).
They also feel threatened because the pay gap between supervisors and workers
narrows as workers acquire more skills (Jenkins & Gupta, 1985), and because
their own expertise is challenged as subordinates gain greater skills and
knowledge (Jenkins & Gupta, 1985). The problem is exacerbated because
supervisors' roles may change as the organization adapts to changing
technological demands (Walton & Schlesinger, 1979). To ease these problems,
is suggested that the recruitment, selection, and training of supervisors be
given greater attention. The requirements for selection should consider the
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technology used at the plant, the experience level of the work force, career
paths available to supervisors, and the capabilities of management levels above
the supervisor (Walton & Schlesinger, 1979). Walton and Schlesinger (1979) are
particularly critical of the lack of training and preparation given to
supervisors before they enact their new roles. They suggest that supervisors be
given training in the following areas: human relations skills (performance
appraisals, problem-solving, team meetings, communication), the manufacturing
process, and how the work system functions.

In plants with work teams, supervisors are not prepared for realistic group
development which often includes periods of erratic self-direction with
temporary setbacks and/or plateaus (Walton & Schlesinger, 1979). Likewise, they
sometimes do not understand that different groups are different. It is common
for some work teams to complain that one supervisor is providing too much
guidance while other teams complain the same supervisor is providing too little
support (4alton, 1982). Thus, supervisors must be attuned to the fact that
teams differ in the rate and ability to self-manage (Poza & Markus, 1980;
Walton, 1982; Walton & Schlesinger, 1979). One firm, which had teams on set
shifts but rotated supervisors, encountered a number of problems since strong
relationships were never built between supervisors and work teams (Walton,
1980).

Another common error is the failure to tie the supervisor's evaluation and
rewards to team development (Hackman & Oldham, 1980; Walton & Schlesinger,
1979). While the supervisor's job is to foster group development, the reward
system often fails to link this function to his/her pay. To remedy this
problem, Walton and Schlesinger (1979) recommend that supervisory evaluation
systems include an assessment of group development, group appraisals of the
supervisor, supervisor peer appraisals, and managerial appraisals.

Because the supervisor's job in participative work environments often
involves delegating traditional functions as much as possible, good supervisors
can actually work themselves out of a job. Thus, organizations need to provide
for the supervisor's future (Walton, 1982; Walton & Schlesinger, 1979). Unless
a legitimate plan exists for handling supervisory career development issues,
supervisor resistance is likely to hinder organizational development.

Lack of organizational support can be another organizational concern with
respect to supervisors. A common complaint is that when things go wrong,
supervisors get the blame; when things go well, workers get the attention and
rewards (Walton & Schlesinger, 1979). Another typical complaint among
supervisors is that there is no vehicle for supervisors to voice concerns. As a
result, supervisors start to believe that only the quality of work life of the
workers is important; that the quality of work life for supervisors is of little
concern to management. It is not surprising, then, that in a study of 12
innovative organizations, Walton and Schlesinger (1979) found generally lower
satisfaction or higher dissatisfaction at the supervisory level than any other
level.

Managers of pay-for-knowledge plants also often find themselves in a
completely alien environment where traditional values and management techniques
are no longer applicable. In some cases, pay-for-knowledge has failed simply
because management was not prepared to manage in a participative system (Kochan
et al., 1984).
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Very common are problems with authoritarian managers who fear losing their
power as it is transferred to employees (Herrick & Maccoby, 1975; Weisbord,
1985; World of Work Report, 1984b). Weisbord (1985) points out that many
managers are prone to value control more than the bottom line (Weisbord, 1985).
He suggests that this is one reason it is so difficult to "retrofit"
multiskilled teams into existing organizations. At the opposite end of the
continuum are managers who are "too participative." These managers are unable
to tread the fine line which exists between permissiveness and participation as
an approach to management (Lawler, 1978, 1980).

Managers may also find that they are unhappy with the system because it
means more work for them. Managers have to put forth extra effort, develop new
skills, cope with higher levels of ambiguity, and experience extreme discomfort
in order to manage organizational change effectively (Walton, 1985). One effort
to deal with this situation has been the creation of plant manager networks.
For example, GM managers of new plants started a network to discuss concepts and
problems, give each other support, and increase contact (Cherry, 1982). This
network was successful enough that tt was later formalized.

Similar to the experiences of supervisors, managers also sometimes fear
that they are working themselves out of a job by developing subordinates'
skills. This concern was expressed at the Topeka plant (Business Week, 1977;
Walton, 1977b, 1982). From 1973 to 1976, three of four managers responsible for
the Topeka system left the corporation, while the fourth moved to a new canned
dog food plant within the corporation (Walton, 1977b, 1982). One former manager
at the Topeka plant noted that by being involved in the system at Topeka, he
lost his career at the corporation (Business Week, 1977). Likewise, labor
relations administrators whose central job is to manage grievances may feel
their jobs are threatened by pay-foz-knowledge and participative management
(Kochan et al., 1984).

In some cases, pay-for-knowledge systems have suffered due to turnover of
key individuals (Walton, 1975; Mohrman, 1983). For example, managers who are
especially supportive of the system may leave the organization to take advantage
of promotion opportunities or new challenges. Likewise, key corporate personnel
supporting the system may turn over. A Chief Executive Officer who believes in
worker participation may retire, leaving control in the hands of individuals who
do not understand the system. Also, supervisors who are experienced with the
system may be transferred to other plants to aid diffusion, taking a great deal
of "hands on" experience with them.

Individuals performing staff functions may also feel threatened by pay-for-
knowledge systems, especially when pay- for-knowledge is used in a participative
work environment (Business Week, 1977; Ketchum, 1975). Common fears of staff
personnel include: their functions will not be performed well in the new
system, they will lose self-importance, and restructured work will cause a
reduction in staff (Ketchum, 1975; Walton, 1974). Hence, the well developed
theme of threatened job security runs through both line and staff functions.

In short, pay-for-knowledge plans can pose problems at many organizational
echelons. These problems, however, are by no means insurmountable. On the
contrary, proper care and attention is likely to defuse most difficulties at
the outset.
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Plant-Corporate Interface. The plant manager usually has the critical task
of boundary management between the corporate and plant levels (Poza & Markus,
1980). Loss of support: from corporate management can quickly erode the system
(Walton, 1975). In some cases, the relationship between a plant and corporate
headquarters is strained by the use of work and pay innovations. The Topeka
plant is an excellent example of this phenomenon, with its history of plant-
corporate friction in its early years of development (Ketchum, 1975; Walton,
1982).

Lawler (1980) argued that plant-corporate interface can be improved
significantly by decentralizing control, while at the same time improving plant-
corporate communication. He suggested that seminars, task forces, and frequent
plant visits by corporate management and staff may provide the much needed link
between plant and corporate levels. Likewise, Walton (1977a) attriuuted TRW's
success largely to the use of people in compensation, finance, manufacturing,
communication, and personnel as internal "consultants"; this broadened feelings
of ownership and commitment among corporate personnel.

Other Potential Problems. Some other potential difficulties with pay-for-
knowledge plans also deserve mention. One concerns the likelihood that pay-for-
knowledge plans create wage inequities in the local market. Pay-for-knowledge
plans normally pay lower starting rates, but as employees progress through the
system, their wages tend to be higher than those in the local market for
comparable jobs (Jenkins & Gupta, 1985; Lawler, 1982; Lawler & Ledford, 1984).
Not only does this disrupt the market, it may also imply that pay-for-knowledge
plants continue to retain unproductive employees who do not turn over simply
because they cannot be paid the same elsewhere.

Pay-for-knowledge may also increase record-keeping costs since the
personnel department must keep track of each worker's skill level, rotation
schedule, and career history to take advantage of work force flexibility
(Jenkins & Gupta, 1985; Schweizer, 1986). These higher labor and overhead costs
may, however, be counterbalanced by the gains of pay-for-knowledge: reduction
in work force size may offset the higher wages. Even if total labor costs are
higher, there is some evidence to suggest that these costs may be outweighed by
gains in flexibility, productivity, and the quality of output (Apcar, 1985;
Bernstein, 1983; Business Week, 1983; English, 1985; Jenkins & Gupta, 1903;
Kochan et al., 1984; Pasmore et al., 1981; Poza & Markus, 1980; Schweizer, 1986;
Walton. 1982; World of Work Report, 1980, 1983, 1984a, 1984b).

The question of what happens when individuals are being paid for a skill
that becomes obsolete must also be addressed (Lawler & Ledford, 1984; Schweizer,
1986). Is the worker's pay reduced? Is the worker allowed to replace the skill
with another? This issue is likely to arise with increasing frequency, and must
be resolved quickly if pay-for-knowledge plans are to function as intended.

A somewhat different problem is that of regression during a crisis (Cherry,
1982; Lawler, 1978, 1980; Walton, 1975, 1978a, 1982). Managers sometimes revert
to traditional management techniques in difficult times, thereby endangering the
pay-for-knowledge system. For example, a push for maximum production may occur
due to market and/or corporate demands (Walton, 1978a). Such a crisis may cause
management to slow down skill development cr team transfers in order to maximize
production. Situations such as these can damage employee perception of
management commitment to the system (Lawler, 1980; Walton, 1978a).
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Some companies have handled crisis situations consistent with participative
principles. Cherry (1982) discussed a potential layoff crisis at a GM plant,
when product demand fell in 1982. In this case, management let the work teams
decide how to handle the situation. The result was that the work teams decided
to cut back all workers' hours rather than lay off workers based on seniority.

The negative effects of publicity on work and pay innovation projects can
also cause problems (Lawler, 1978; Poza & Markus, 1980). The Topeka plant,
which is one of the more heavily publicized, has both benefited from and been
damaged by publicity. Some companies, such as Procter & Gamble, may have closed
the doors of their new design plants to outsiders because of fears of publicity
(Lawler, 1978; Walton, 1979).

Unrealistic expectations can erode the effectiveness of pay-for-knowledge
as well. Shell Canada, for instance, found self-regulation to be more difficult
to achieve than expected (World of Work Report, 1983). Unrealistic expectations
can lead to employee disappointment. Pre-employment counseling is sometimes
advocated as a possible solution (Lawler, 1978).

Summary

The potential advantages of and problems with pay-for-knowledge systems are
numerous. Pay-for-knowledge has the ability to offer great gains for workers,
organizations, and labor-management relationships. Its very inncvativeness,
however, may cause the plan to backfire if implemented without due care and
forethought. If the multitude of nossible problems outlined above can be
anticipated and avoided, pay-for-knowledge may provide major strides for
productivity increments and quality of work life improvements.

11.4: Implications of Pay-for-Knowledge Systems

If pay- for - knowledge plans are to succeed and proliferate, they must be
acceptable to the various constituencies they affect (management, labor,
employees, etc.). This section discusses some of the dynamics of and barriers
to the wider use of pay-for-knowledge systems. It also focuses specifically on
the implications of pay-for-knowledge plans for labor-management relationships.

Barriers to the Diffusion of Pay-for-Knowledge and Other Work Innovations

Successful diffusion of work and pay innovations is generally considered
desirable, if not necessary, for their healthy maintenance (Walton, 1974, 1975,
1977, 1982; Work in America Institute, 1982; World of Work Report, 1983).
Walton (1975, 1977a), for example, argued that intra-firm diffusion is necessary
to avoid isolation and eventual failure of work innovations. Lawler (1981) also
pointed out that work innovations in new design plants have a "high potential
for diffusion to other settings" (p. 180).

Despite policies favoring the diffusion of work and pay innovations,
however, work innovations have generally not seen much intra- or inter-firm
diffusion. Thus, Walton (1975) o.nsidered successful diffusion to be the
exception rather than the rule. There are several reasons why novel pay and
work designs have not seen wider use.
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Secrecy of Successful Projects. Successful pay innovations are often
reported in the literature with company names aisguised. This prevents other
organizations interested in exploring similar efforts from contacting them. In
some cases, firms fear that too much publicity may have negative effects on
other units of the company not attempting the innovation (Walton, 1975). For
example, the moi successful the pilot, the less favorable are the career
payoffs for success (and the greater the risks for failure) for those who adopt
the innovations later (Walton, 1977a, 1975). In other cases, successful
companies simply do not publicize their successes for fear of losing their
competitive edge.

Failures of Pilot Efforts. Setbacks in a pilot project using work
innovations tend to be magnified, creating numerous doubts about the true
outcomes of the system (Walton, 1975). Furthermore, negative information about
the pilot project is often given disproportionately greater weight in assessing
overall success.

Uniqueness of Pilot Site. Some pilot sites ar' poor models for other
sites, either because they lack visibility, or because they are so unlike other
sites (Walton, 1975, 1977). Even if sites are not markedly different,
perceptions of uniqueness may cause diffusion problems (Ketchum, 1975). Thus,

Walton (1982) argued the total effect on the corporation from the Topeka
plant's work and pay innovations was zero, neither increasing nor decreasing the
likelihood of other corporate innovations.

Confusion Over What to Diffuse. There are frequent misperceptions about
the elements of an innovative system that should be applied to another site
(Walton, 1975). For diffusion to be successful, it is essential that the
specific mechanics of pay-for-knowledge (and other work innovations) be adapted
to the peculiarities of the plant under consideration. This is overlooked too
frequently, leading to failure.

Resistance to Diffusion. A large number of organizational dynamics make
change extremely difficult in established organizations. "Star envy" can occur
if subsequent sites for diffusion resent the attention given to the original
site (Walton, 1975, 1977a). Walton (1974) cautions against evangelism as well,
which is likely to be self-defeating (Walton, 1974). Vested interests may
provide further motivation to resist change (Walton, 1975). The presence of a
corporate diffusion agent may be interpreted by managers as "we need help" or
"we have problems," interpretations that managers frequently resist (Ketchum,
1975). Thus, change agents ofte.1 encounter managerial attitudes such as "we are
already doing it" or "it only applies when problems exist, and we have no
problems" (Ketchum, 1975).

Lack of Top Manigement Commitment. Continuing support of top management is
essential for successful diffusion, especially when things are not going well
(Walton, 1974, 1975). A reason cited for the lack of diffusion of the Topeka
system was that some company executives labeled it a "problem" for the
corporation (Walton, 1982).

Union Opposition. Union opposition may occur as a result of proposed work
rule changes (Walton, 1975). Also, in cases where there is a historical
relationship of mistrust between labor and management, innovations are likely to
be viewed with skepticism.



Lack of Strategic Planning. Firms often fail to develop strategies for
diffusion, thinking that it "just happens," or that success means diffusion will
occur inevitably (Hackman, 1977; Walton, 1982). Even when diffusion strategies
are agreed upon, there may be no follow-through and little understanding of the
implementation process (Walton, 1975).

Strategic Diffusion

Choosing the proper diffusion strategy is situational. Therefore, those
involved in the diffusion process must understand the organization, its
patterns, products, technologies, culture, philosophy, etc. (Walton, 1977a).
Strategic diffusion involves tapping a number of resources already available to
organizations. Among the strategies used successfully in the past for
successful diffusion are the following:

Transferring key personnel who have training and experience with the
pay-for-knowledge system (Walton, 1974, 1975).

Encouraging plant visits by interested groups (Walton, 1974).

Creating or tappingvinto networks of plant managers and personnel
managers promoting innovation (Walton, 1975).

Introducing more than one pilot project at the same time (Walton, 1975).

Avoiding overexposure cf the change efforts (Walton, 1975).

Having the innovative program identified with top management at the
initial project stage (Walton, 1975).

In existing plants, installing innovations in pieces and allowing
sufficient time for the results to show, since some integral parts of
the system will still be missing (Lawler, 1980).

Sharing information with other firms and becoming involved in
organizational networks with companies who are willing to share and
exchange experiences (Walton, 1979).

Avoiding promotion of the diffusion of a technique; instead, promoting
diffusion of the innovative planning process (Walton, 1977a, 1979).

Avoiding promotion of unrealistic concepts or practices (Walton, 1977a).

Avoiding "missionary zeal" when advocating concepts (Walton, 1977a).

Avoiding publi.lity to emphasize the fact that it is a business move, not
a social experiment (Walton, 1977a).

Recognizing that diffusion should be pragmatic and goal directed
(Walton, 1977a).

Using outside consultants or change agents (Walton, 1974).

Using a long lead time with start-up to allow enough time for training
and acculturation.
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Although the diffusion record of work and pay innovations in general is
poor, several firms have been exceptionally adept at applying diffusion

strategies successfully. For example, Wallace (1981) notes that Shell Canada

was so successful at its Sarnia plant that it built three similar plants and has

seven more on the drawing board. Volvo has also been quite successful at the

diffusion process (Walton, 1977a).

In the United States, TRW is one of the leaders in the diffusion of pay-

for-knowledge and work innovations (Walton, 1977a). TRW is credited with using

a very pragmatic approach to diffusion (Walton, 1977a). Its strategy included

feasibility studies conducted at eighteen locations in 1977 (Walton, 1977a).
The organization also recognized differences across locations, and therefore
emphasized the general approach to innovation, with specific elements tailored

to fit individual locations. TRW also allowed sufficient time for the
implementation of its innovations in view of the fact that a self-management
culture cannot be created overnight (Walton, 1977a).

The literature contains examples of other "mystery" companies with
pseudonyms that have been successful in their diffusion efforts (Walton 1977,

1979). One such company, a leading manufacturer of nondurable goods, was so
successful that it diffused pay-for-knowledge to six new plants as well as to

other existing unionized plants (Walton, 1979). The strategy reportedly
included the transfer of managers from new plants to existing plants (Walton,

1979). Walton (1979) suggested that the acceptance of change at existing plants
was partly fueled by a need to remain competitive with the newer plants.

Another "mystery" firm (which may possibly be the same firm) was successful
in diffusing work innovations to union plants (Walton, 1977a). The strategy in

this case included the use of the position of first line supervisor for entry
into managerial echelons. Thus, college graduates were hired as first line
supervisors (Walton, 1977a). The company also transferred management personnel
to new plants to aid diffusion. A growth strategy of building new plants every

1R months was also adopted (Walton, 1977a).

Conditions for Successful Diffusion of Pay-for-Knowledge

A number of considerations must be addressed in deciding where it is
appropriate to use pay-for-knowledge and other innovative systems. There is

some agreement in the literature about conditions favoring success.

Size. It is commonly believed that pay-for-knowledge and other innovations
can be successfully implemented only in small plants (Lawler, 1981; Poza &

Markus, 1980; Schrank, 1978; Walton, 1974, 1982). Schrank (1974, 1978) argued

that plant size at Topeka (30 to 40 workers per shift), rather than the team
concept or worker participation, had a major impact on the success of the

system.

Technology. It is argued that technology dictates where pay-for-knowledge
can be successfully implemented (Lawler & Ledford, 1984; Lawler & Olsen, 1977;

Walton, 1977a, 1978b, 1982, 1985). If capital and raw materials costs are high

relative to labor costs, it is economically more feasible to pay the higher-
than-average rates associated with pay-for-knowledge (Walton, 1977a, 1978b,
1985). Process and mass production technologies are cited as good environments
for pay-for-knowledge (Lawler, 1977; Walton, 1985). Highly interdependent
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technologies as well as technologies requiring work teams are also likely to
provide a good fit with pay-for-knowledge (Hackman, 1977; Lawler, 1981; Lawler &
Ledford, 1984; Lawler & Olsen, 1977; Schweizer, 1986).

Nonunion Status. Another argt,...unt is that pay-for-knowledge can work only
in nonunionized environments (Poza & Markus, 1980; Walton, 1974, 1978b, 1982).
This argument holds that pay-for-knowledge violates many principles close to the
hearts of organized labor. Job assignments, jurisdictional boundaries, salary
levels, seniority rights, and other such issues that have traditionally formed
the core of collective bargaining agreements, are threatened by the use of pay-
for-knowledge. Thus, it is often argued that organized labor would not be
supportive of the use of pay-for-knowledge, although success has been reported
in several unionized settings.

New Plants. The new plant argument is based or "--e idea that "...creation
is easier than resurrection" (Lawler, 1981, p. 1P' Oew plants are believed to
be better sites for pay-for-knowledge since the .1.s no tradition or plant
history to overcome (Apcar, 1985; English, 198a, Jenkins & Gupta, 1985; Lawler &
Ledford, 1984; Lawler & Olsen, 1977; Poza & Markus, 1980; Walton, 1974, 1982).
New plants or "greenfield" s'*uations, as they are sometimes termed, offer an
opportunity to establish a reward system correctly from the start (Lawler &
Olsen, 1977). Work rule innovations are easier at new rlants because the
workers do not have the same job security fears as woIxers in old plants
(English, 1985).

Work force Characteristics. Many have argued that successful pay-for-
knowledge implementations are largely attributable to the special and unique
characteristics of the work force (Hackman, 1977, 1978; Jenkins & Gupta, 1985;
Lawler & Ledford, 1984; Walton, 1977, 1982; Weisbord, 1985). At the Topeka
plant, for instance, over 600 people were screened in selecting 70 employees
(Walton, 1974). It has also been argued that many people do not want
opportunities to learn new skills or be challenged at work (Hackman, 1977,
1978). Jenkins and Lawler (1981) discuss a plant in which the pay-for-knowledge
plan was rejected by employees because they preferred to learn how to do their
jobs better, not learn other jobs.

Plant Location. It is sometimes suggested that small towns provide a good
atmosphere for implementing pay-for-knowledge (Poza & Markus, 1980; Walton,
1974, 1982). Cultural factors and the community's environment can affect how
well pay-for-knowledge is accepted in a plant (Jenkins & Gupta, 1985).

Geographic Separation. This hypothesis suggests that work annovations
will be successful only if they are housed in locations geographically separated
from other operating units of the firm (Walton, 1974). The idea is that these
systems are so different that they need more autonomy and freedom from
interference.

Many of the above beliefs have been challenged over time. For example,
Walton (1977a) argued that Volvo's success in diffusing work and pay innovations
to plants with 8,000 and 5,000 workers negates the size hypothesis (Walton,
1977a). Likewise, GM and Procter and Gamble have been successful in sites with
several thousand workers (Walton, 1982). Walton (1979, 1982) also refutes the
unique work force, small town, and new plant hypotheses, noting that effective
work innovation sites have existed in nearly all types of locations. The
nonunion hypothesis is challenged by reports of successfnl implementation of
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pay-for-knowledge in unionized environments (Cherry, 1982; Jenkf.s & Gupta,

1985; Lentz, 1985). The technology hypothesis has also been challenged by
Walton (1978b, 1982), since the Topeka plant's principles have been applied in
continuous, batch, assembly, and warehousing technologies. Furthermore, Hackman

and Oldham (1980) argue that the use of teams is not always technologically or
motivationally appropriate. Lawler (1980) also argued that, since a large
number of workers are interested in working in high involvement organizations,
it is unlikely that innovations appeal to only small segments of the work force.

Despite these challenges, many of the original hypotheses are still widely
accepted (Engel, 1985; Poza & Markus, 1980).

Implications for Industrial Relations

Work and pay innovations have significant implications for labor-management
relationships. Pay-for-knowledge plans occur in a variety of unionized
settings, with workers covered by the United Steel Workers, United Automobile
Workers, and United Rubber Workers (Apcar, 1985; Business Week, 1983). Mead,

GM, and Shell Canada are examples of unionized pay-for-knowledge settings. The

impact so far appears to be both positive and negative (Kochan et al., 1984;
Walton, 1982). This part discusses some of these dynamics.

Changing Attitudes. Recent changes in the business environment have put
pressure on U.S. firms and labor unions to compete more effectively (Edid, 1985;

Kochan & Katz, 1983). Unions are also subject to internal pressures from
workers who want changes in their day-to-day work experiences (Kochan et al.,
1985). Wolkers also see some advantages in fewer jurisdictional lines and

flexibility of job assignments (Engel, 1985).

Operationalizing Pay-for-Knowledge in Unionized Settings. Because of

recognition of the need for change, there has been a shift in labor attitudes.

Union leaders now admit that some job rules are outdated. The March 1982 GM/UAW

contract commits union leaders to the idea that past "inefficient" work
practices must be altered (Business Week, 1982a). Pay-for-knowledge is one way

to introduce a different aspect to labor-management relationships (Flax, 1984).
Following is a brief description of the use of pay-for-knowledge in two
unionized organizations, GM and Shell Canada.

GM and the UAW negotiate national wage levels, but local wage agreements
determine how much employees are paid for particular jobs (Espo, 1985). Thus,

it is up to the local site to design its work and pay structure. For example,

the union's role in team-based plants is worked out by each plant in its own way

(Cherry, 1982). Often the local union is involved heavily in planning
committees that shape the design and implementation of each team system (Kochan
et al., 1984).

The 1985 Buick City/UAW agreement specifies a pay-for-knowledge system that
requires each worker to learn at least two jobs, and allows workers to learn up
to eight jobs (Espo, 1985). The system has led to a massive reduction in job

classifications. Jobs at the plant are organized into clusters, with each
cluster containing between ten to fifteen workers (Espo, 1985). The new
agreement has reportedly produced positive outcomes for the union and its

members. Workers have increased both wages and input into decisions. Seniority
and shift preferences were also improved by the new agreement (Espo, 1985). In

exchange for these benefits, Buick gets a more flexible work force.
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Another GM pay-for-knowledge plant, located in Fitzgerald, Georgia, was
originally not unionized. The move toward pay-for-knowledge was still
considered a major innovation. "Apart from the proposal to design, start up,
and manage a complete manufacturing operation using self-managing teams, the
proposal to use a pay-for-knowledge scheme for plant operating teams was,
perhaps, the most radical departure from traditional operations within General
Motors (Cherry, 1982, p. 136). The plant was later unionized and a 1979
agreement between GM and the UAW assures that employees in all new plants
started by GM will be represented by labor unions (Cherry, 1982). The
Fitzgerald plant, which manufactures batteries, combines a pay-for-knowledge
system, self-supervision, and other innovative design techniques (Walton, 1979).
To date, the plant's performance is reported to be "very favorable" (Walton,
1979).

Pay-for-knowledge at GM's Orion Assembly plant has run into some labor
problems (Apcar, 1985). Union leaders accused the company of favoritism within
the system. Assembly line workers did not like being moved from job to job
whenever "the boss" said so. Thus, modifications in the pay-for-knowledge plan
became the major bargaining priority for the UAW (Apcar, 1985). Workers now
have the right to opt out of the pay-for-knowledge program (Apcar, 1985). Pay-
for-knowledge also encountered labor problems at GM's Wentzville, Missouri,
plant largely due to the fact that the system was unilaterally imposed by
management (Apcar, 1985), the result of which was a strike by 3,300 UAW workers
in January 1985 (The Wall Street Journal, 1985). White (1977) warns that
labor/management clashes are inevitable in cases where work innovations are not
installed bilaterally.

Shell Canada, which has been quite effective in using pay-for-knowledge,
credits much of its success to working closely with organized labor. Shell used
a joint labor-management team to design its first pay-for-knowledge facility
(World of Work Report, 1983). In addition, once a system is installed, a group
of executives and senior management personnel meets monthly to review the
progress of the plant's operations (World of Work Report, 1983). As a result,
both union and management report being quite pleased with Shell's pay-for-
knowledge plan at the Sarnia plant. "There are some minor changes we'd like to
see, but the Sarnia plant gives a greater recognition to the fact that workers
are human than any other plant in the country" (Wallace, 1981, p. 11).

Concerns of Organized Labor. Generalizing about "union response" to the
innovations in work and pay design is dangerous since unions have responded in
different ways in different situations (White, 1977). In some cases, unions
work cooperatively for change (Wallace, 1981). In other cases, national unions
may be skeptical of work innovation plans, but do not prevent locals from taking
part (Work in America Institute, 1982).

One labor concern about work innovations is that the union will lose its
power, resulting in a loss of "due process" for workers. But Schrank (1974)
argues that most people fail to see that union involvement is a form of worker
participation. The fear of losing power or control is grounded in several
beliefs. As the number of grievances and discipline problems falls (as it often
does with work innovations), union stewards and grievance committee
representatives see a threat to their political power (Kochan et al., 1984). A
study by Kochan et al. (1985) found, however, that in four out of five cases,
participants in quality of work life programs did not rate the power of their
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union as lower than nonparticipants. Therefore, these fears may be at least

partially unfounded. Another reason for fearing a loss of power is that
multiskill work systems can blur jurisdictional distinctions, weaken seniority
rights, and threaten the job security of the skilled trades (English, 1985;
Kochan & Katz, 1983; Kochan et al., 1984; Business Week, 1982b). ,Also, unions

often fear that work rule changes in one plant will lead to work rule changes in
other plants (Business Week, 1984).

New Roles for Labor and Management. Kochan and Katz (1983) argue that the
changes of the 1980s are symbolic of labor and management's search for an
alternative industrial relations system. It has been suggested that a proactive
form of labor/management relationship based on joint research and analysis,
planning, and consultation is needed (Kochan et al., 1985). Walton concluded
that, "I do not see any insurmountable problem in integrating the institution of
collective bargaining and the principles of work restructuring which were
developed earlier in nonunion plants" (1978b, p. 40). Examples of changes in

industrial relations are discussed below.

New roles must necessarily evolve for both management and labor as changes
take place in the work environment (Schweizer, 1986). Cooperative problem-

solving can coexist with hard labor-management bargaining (Kochan et al., 1985).
Collective bargaining strategies must be adjusted to support the expansion of
innovative work design (Kochan & Katz, 1983; Kochan et al., 1984). The
traditional principle of "management acts and workers grieve" must be replaced
with ,joint planning and consultation (Kochan et al., 1985; White, 1977). Local

unions must abandon the historic strategy for maximizing job control (Kochan et
al., 1985).

High levels of trust must be developed between business and organized labor
(Kochan et al., 1984). If labor is expected to give up work rules and
traditional bases of power and security, management must be prepared to involve
the union in decision-making, as well as to provide more information for
decision-making (Business Week, 1983; Kocha_ et al., 1985). Furthermore, plant
level bargaining is essential to gain maximum flexibility in the design of each
system (Business Week, 1982b; Kochan & Katz, 1983).

Management's approaca to "union avoidance" may significantly hinder the
diffusion of work innovations. Businesses must adopt an industrial relations
strategy consistent with labor-management cooperation (Kochan et al., 1984).
Management must make efforts to ensure that changes will not result in layoffs

(Walton, 1979). Management must also have a deep commitment to the change

process in order to maintain union support (Kochan et al., 19S5).

By tEe same token, Thurcw pointed out that "American unions will disappear
like dinosaurs if they do not adjust to the new competitive environment and
realize the need for a flexible labor force" (1984, p. 36). The issue of

whether companies with both union and nonunion plants should be forced to choose
between keeping this arrangement or getting work rule changes must also be

resolved (Walton, 1985).

It has been suggested that unions might benefit
the initiative in work restructuring, just as unions
(Hackman, 1977). National unions must provide clear
programs will develop without their guidance (Kochan
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Provisions of the National Labor Relations Act dealing with the definitionof "worker" and "supervisor" may also need to be altered as a result of pay-for-knowledge and other work innovations. Likewise, the definition of mandatory andvoluntary collective bargaining issues may change as traditional definitions
become blurred or irrelevant (Kochan et al., 1985).

In short, many changes in attitudes and policies, on the part of both
management and labor, are necessary if American business is to prosper andregain its competitive advantage in the international marketplace.

Summary

Work innovations have increased in recent years, partly in attempts to
humanize the workplace, and partly to achieve productivity improvements. Theseinnovations face many barriers to their successful implementation and diffusion,barriers that reside in corporate strategies, managerial philosophies, andemployee attitudes. Removing these barriers necessitates changes in attitudesand actions. It also requires a fresh perspective on industrial relations.Union-management cooperation is essential to the successful use and
proliferation of pay-for-knowledge and other work innovations.

11.5: conclusions

The literature suggests that the question is no longer "can we build pay-
for-knowledge systems?" but rather "how do we build pay-for-knowledge systemsand sustain them?" In many organizations,

pay-for-knowledge and other workinnovations are no longer considered "experimental," they are policy (Walton,1979; 1985; Work in America Institute, 1982). The environment of the 1970s wascharacterized by plant managers sponsoring these systems. The environment ofthe 1980s is characterized by company presidents supporting these systems(Walton, 1979, 1985).

Necessary Adjustments in Thinking

Changing the pay system of an organization is no panacea (Jenkins & Gupta,1985; Lawler & Bullock, 1978); other adjustments are required in the thinking ofU.S. business, organized labor, and the general work force. Companies have nochoice if they want to continue to compete effectively in the international
marketplace; they must increase quality of output without increasing costs (Workin America Institute, 1982). People who believe that work innovations are apassing phase fail to understand that the economic environment has changed
permanently (Schweizer, 1986; Work in America Institute, 1982).

U.S. firms must develop a long-term perspective of the business
organization in order to survive. Workers who move from job to job have no
incentive for promoting the ultimate interests of a company (Thurow, 1984).
U.S. firms must develop commitment among the work force, not obedience (Walton,1985), and expand their time horizons for payback periods on R&D projects.
Thurow (1984) noted that one of the United States' largest corporations has onlya 2.8 year payback period.

U.S. firms are grossly overstaffed at the middle management level, aproblem that could become even more pronounced with work innovations emphasizing
self-management (Miles & Rosenberg, 1982). "The key to productivity
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improvements lies not on the factory floor, but in the office" (Thurow, 1984, p.

16). Japanese firms are operating both abroad and in the U.S. with far lower

white collar staffing. A case in point is Mashushita, which fired 25% of its

white collar workers when it took over Quasar (Thurow, 1984).

Traditional financial theory sets the owners of the firm against the

employees. What is needed instead is a partnership in which labor, management,

and employees are all members (Thurow, 1984). The partnership approach

concentrates on maximizing value added. The aim, therefore, becomes not to

minimize wages but to maximize them, subject to the constraint that wages
reflect productivity and the long-run future of the company (Thurow, 1984).

Future Directions for Research

Obviously, the lack of hard data on pay-for-knowledge systems suggests that
systematic research must be done to identify when, where, and how pay-for-

knowledge can be implemented effectively. Efforts must be made to identify the

true gensralizability of work innovations. Management must realize that pilot

projects are not total "failures" if we Jearn from them (Poza & Markus, 1980).

Greater awareness of both successful and unsuccessful efforts is needed.

The lack of hard data on pay-for-knowledge systems suggests that more

attention must be directed toward monitoring the performance of these systems

over time. Systematic evaluation is essential, especially in light of biases

due to the pressure on management and consultants to make their programs appear

successful (Hackman, 1977). Poza and Markus (1980) suggest that three criteria

be used to determine whether or not a project has been successful. First, the

firm should have above average short-term success. Second, the firm should have

continuation of the innovation and of favorable results over the medium term.

Finally, there should be evidence of intra-company diffusion. By these

criteria, they suggest that very few successes do in fact exist in the

literature (Poza & Markus, 1980).

A measurement problem is that both human and economic benefits will vary

with industry, location, technology, etc. (Walton, 1979). Thus, standards used

to measure productivity at one plant may be meaningless at another plant.

Desired economic gains may take quite different forms for different

organizations. While one firm might be interested in speeding up service,
another organization might benefit from reducing waste and scrap (Walton, 1979).

Hackman (1978) suggested that we will soon have the technology to monitor each

individual's work and compare it with what the individual is supposed to do.

This monitoring technology could make the pay-for-performance link a reality,

increasing the usefulness of pay as a moti'ator 'Hackman, 1978).

More research is also needed on the use of pay-for-knowledge with office

and clerical jobs (Lawler, 1980; Lawler & Ledford, 1984; Walters, 1982; Walton,

1985). Furthermore, as service industries continue to grow, developing pay-for-

knowledge plans for service jobs will become an important priority. Banking and

insurance firms seem likely candidates for pay-for-knowledge systems.

Organizational researchers must also solve the problems of the present and

future. As Pasmore et al. (1981, p. 31) put it, "The challenge for the social
scientist lies in helping create the technologies of the future, not in

correcting the nroblems created by the already outdated technologies in use in

most organizations" (p. 31, emphasis added). Social and technical systems must
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be designed in conjunction with each other, realizing at the same time that
these systems are not static and will require continual change.

Yorks and Whitsett (1985) suggest that there is a need for more independent
research on more plant sites so that comparisons of plants with similar
technologies, but more traditional start-up histories and job design than the
Topeka plant, can be made. Time series data must also be developed in future
stueies and implementations (Cummings, Molloy & Glen, 1977).

There is a dearth of information on failures in the literature. Because
usually only "success stories" are reported, it is impossible to isolate the
causes and effects (Cummings et al., 1977; Hackman & Lee, 1979; Pasmore et al.,1981). Thus, there need to be more published reports on system failures. Even
in successful projects, researchers must report the features that did not work
so that these issues can also be addressed (Pasmore et al., 1981).

The Future of Pay-for-Knowledge

The future of pay-for-knowledge is unknown. It seems likely that pay-for-
knowledge will receive greater attention due to several factors. First,
interdependent work is increasingly common. Work team environments are proving
to be productive ways of organizing work. Because it promotes skill development
within the team, pay-for-knowledge fits well with these systems. Second, pay-
for-knowledge fits well with knowledge-based we -k such as technical ladders
(Lawler & Ledford, 1984). This can be very useful in an age where R&D and high-
technology personnel value continual knowledge acquisition as a top priority.
Third, participative environments are becoming increasingly popular, and pay-
for-knowledge fits well in these systems. Fourth, there is increased awareness
by top management of the possible benefits of work innovations. Fifth, pay-for-
knowledge legitimizes the idea that a good job move can be horizontal, not just
vertical (Lawler & Ledford, 1984). This may prove useful as an increasingly
large number of individuals become ready to occupy traditionally managerial
positions. Fewer and fewer white collar jobs will be available for these
individuals, and therefore, pay-for-knowledge might be a way of providing
alternative learning and growth opportunities (Lawler & Ledford, 1984).

As more firms continue to realiz-1 that increased pay and interesting work
are not zero-sum trade-offs, pay-for-knowledge should become a more attractive
form of compensation that accompanies quality of work life movements. As pay-
for-knowledge becomes more normative, it may be that less support will be
required to make the system work (Walton, 1982).

Summary

Although work innovations are an increasing business necessity, their
future rests on the development of appropriate managerial and worker attitudes,
on the continued generation of a knowledge base about their successes and
failures, and on the adaptability of businesses to an ever-changing economic
reality.
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Chapter III

RESEARCH DESIGN AND ME:d0DOLOGY

The overall research design entailed the development of three empirical

data sources:

A corporate data source, where information on pay-for-knowledge plans
and related issues was obtained from respondents in a sample of

corporations throughout the U.S.;

A plant data source, where information on pay-for-knowledge plans was
obtained from a sample of respondents in plants using pay-for-knowledge

plans; and

An individual data source, where information on attitudes and behaviors
was obtained from employees in three plants using pay-for-knowledge

plans.

The development and characteristics of each of these data sources is

described in this chapter. The three data sources in tandem provide a multi-
faceted perspective on pay-for-knowledge plans, something that would be
impossible with the use of a single data source.

III.1: Corporate Data Source

This data source was designed to provide information about the prevalence
of pay-for-knowledge systems, the industries in which they are used, their
dynamics and effectiveness, labor-management and legal issues, and corporate
perceptions and strategies with respect to compensation systems in general and

pay-for-knowledge systems in particular.

Sample

A major purpose of this data source was to genera.e information about the

frequency with which pay-for-knowledge plans are used. Ideally, th sample to

meet such an objective would be drawn from the population of work organizations

in the U.S. There are at least two problems with this approach, however. One,

an exhaustive list of American work organizations has not been (and probably

cannot be) developed. Two, pay-for-knowledge plans still tend to be the

exception rather than the rule. An exceedingly large sample size would thus be

necessary to locate sufficient numbers of these systems for meaningful

analysis.

A more realistic approach was to develop a sampling frame that included

organizations known to be using pay-for-knowledge systems. Anecdotal evidence
and our person-a experiences suggested that such systems were most likely to be

found in subsidiaries and branches of large corporations. Therefore, the

preferred strategy for defining the sampling frame was to use some list of the

largest corporations in America. The data base chosen as the sampling frame

was the Compustat data base (Industrial Compusta: Handbook, 1984). This data

base includes all corporations listed on the New York and American stock
exchanges, which represented a listing of 2,388 corporations for 1983. The data

base also contains other information on each corporation (e.g., dollar sales
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volume, industry type, number of employees) that were considered useful in
drawing the sample for the present study. Given the larger number of
corporations included within the Compustat data base (over 2,000 as compared to
500 in the Fortune and Forbes data bases, for example), and given the kinds of
information about each corporation in the Compustat data base, th-Es data base
was selected as being the most appropriate definition of the sampling frame.

Of the 2,388 corporations listed in the Compustat data base, 15 were
duplicate entries stemming primarily from the divestiture of American Telephone
and Telegraphs. The deletion of these duplicate entries left a population of
2,373 corporations from which a 10% stratified probability sample of 237 was
drawn. The stratification variables used were:

Number of employees in 1983;

o Dollar sales volume in 1983;

1983 return on investments (rat.4- of income to assets); and

Industry classification.

Twelve corporations of the 237 in the sample were either ineligible (e.g.,
they were not in the U.S.), no longer in business, or had become privately held
since the time the Compustat data base was generated. These corporations were
replaced in the sample with those that either immediately preceded or followed
them in the stratified data base. The decision on whether to replace with a
corporation immediately preceding or immediately following was based on a flip
of a coin, thqs ensuring that the replacing organization was similar to the one
being replaced.

Table III.1 contains descriptive statistics on the population of
organizations in the Compustat data base and on the final sample of 237
corporations.

Identification of Respondents

For each corporation in the sample, appropriate respondents were identified
by the following process. Each corporation was then contacted by telephone to
ascertain the name of the Chief Compensation Officer/Vice President for Human
Resources. In several instances, the titles of potential respondents were
somewhat different. In each case, however, an attempt was made to identify the
highest company official who was in charge of compensation/personnel issues.
This was done to ensure that a corporate perspective on pay-for-knowladge and
other compensation matters would be obtained.

Data Collection

Data were collected from each participating organization in two ways:
through semi-structured interviews, and through worksheets. The development of
the interview guide and worksheets, as well as the training process for
interviewers, are described in later sections. This section describes the
process of contacting respondents and scheduling interviews.
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Table 111.1

Descriptive Statistics on Corporate Population and Sample

Population

(N

Sample

(N = 2373) = 237)

Variable Mean Standard Mean Standard
Deviation Deviation

Number of Employees 12224 32884 9696 20336

Dollar Sales Volume 1376 4435 1362 6126

Income 63 249 71 349

Assets 2097 6868 1927 6261

Return on Investment 0.04 0.16 0.04 0.07

Industry Type Frequency Percent Frequency Percent

Agriculture,
Forestry & Fishing 8 .34 0 0

Mining 141 5.94 9 3.80

Construction 27 1.14 3 1.27

Manufacturing 1156 48.71 118 49.79

Transportation,

Communication,
Electric, Gas &
Sanitary Services 317 13.36 29 12.24

Wholesale Trade 87 3.67 14 5.91

Retail Trade 153 6.45 13 5.49

Finance, Insurance
and Real Estate 351 14.79 35 14.77

Services 133 5.61 16 6.75
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Each potential respondent was mailed two pieces of information. The first
was a letter introducing the project and the research team, soliciting
cooperation in the study, and providing assurances of confidentiality. The
second was a brief description of the purposes and objectives of the study which
included the names of the entire project staff, as well as the two external
compensation consultants.

Next, telephone contacts were attempted with each potential respondent to
schedule interviews. In some instances, interviews were scheduled. In other
instances, the contacted individual suggested another, more appropriate
respondent from the company. After ensuring that the preliminary materials (the
introductory letter and the description of the study) had reached the second
contact in the corporation, an attempt was made to schedule an interview withthis individual. For a few corporations, several iterations of this procedure
were necessary before the "right" respondent could be identified and reached.

Generally, interviews were scheduled at least one week in advance for tworeasons: to ensure interviewer availability and to ensure that respondents
received confirmat'on letters and worksheets prior to their interviews. The
letters simply confirmed the date and time of interview; the worksheets
requested some general information about the corporation and its pay-for-
knowledge plants (if any).

By and large, interviews were conducted when they were scheduled; in some
instances, interviews had to be rescheduled because of unanticipated demands
upon respondents. At the conclusion of each interview, respondents were
r,alip-1.ed to complete and return the worksheets.

Development of tLe Inteiview Guide

To develop the semi-structured interview guide, an initial list of issues
of irr.erest was generated. This list included the following items:

Descriptive information about the corporation;

Local labels for pay-for-knowledge systems;

The number of units the corporation operates, and the number of units
having pay-for-knowledge systems;

Industries and geographic areas in which wty-for-kro...ige plants were
located;

Characteristics of each plant using 2 pay -for-knowledge system:
technology, work force composition. givization, other innovaticns,
etc.;

Goals in adopting pay-for-know' ;stemo;

Impetus for the use of pay-for-know..1dle systems;

Considerations relevant in deciding whether or not to use a pay-for-
knowledge system;
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Philosophy behind the use of the system;

Relative successes and failures of the systems, and the reasons for
them;

Whether any pay-for-knowledge system had been terminated,
and why;

The perceived outcomes of the system for the plant, the corporation, the
employees, and worker-management relationships;

In non-unionized plants, whether there were union organization attempts,
and the reactions to and results of such attempts;

In unionized plants, the attitudes and reactions of union leadership and
membership to, and their involvement in the design and implementation
of, the pay-for-knowledge system;

The occurrence of legal ch,ilenges to the ramifications of the pay-for-
knowledge system (EEOC charges, wage and hour violations, etc.); and

Overall current attitudes about pay-for-knowledge systems, whether or
not respondents would advocate their wider use, and why.

It was anticipated that the use of pay-for-knowledge would be relatively
rare among the sample of corporations. Most questions in the interview guide,
however, proceeded on the assumption that the corporations actually used pay-
for-knowledge. In light of this difficulty, a decision was made to divide the
questions into four groups:

i. Those that could be answered by all corporations (e.g., industry,
work force size, presence of labor unions, etc.);

ii. Those that could be answered only by corporations using pay-for-
knowledge (e.g., unanticipated problems with the use of pay-for-
knowledge, labor reactions, etc.);

iii. Those that could be answered by corporations that knew about pay-for-
knowledge compensation systems, but did not use these systems
themselves (e.g., whether they would consider using these plans,
etc.); and

iv. Those that could be answered by corporations completely unfamiliar
with pay-for-knowledge systems (e.g., the compensation systems they
used, criteria for judging the effectiveness of a compensation
system, etc.).

These parts of the interview guide were labeled Introduction, Question Set
A, Question Set B, and Question Set C respectively. The Introduction questions
were to be asked of all respondents. In addition, respondents were to be asked
only one of the Question Sets, depending on how they responded to some
preliminary screening questions.

The four-part draft underwent two revisions by the project staff. It was

then reviewed by the external consultants whn .uggested additional changes and

45



revisions. A new draft was developed and pretested for understandability and
ease of administration, and modified as necessary. Feedback from interviewers
after the completion of the first few interviews resulted in further minor
changes.

Interviewer Selection and Training

Potential interviewers were identified from among students of the
University of Arkansas. The project Co-Principal Investigators and other
faculty members of the College of Business Administration screened their
students along several criteria:

Availability during interviewer training and interviewing;

Familiarity with personnel, compensation, and labor issues;

Ability to interact effectively orally, either in person or over the
telephone; and

Ability to "think on one's feet."

The last criterion was considered important due to the semi-stru,. ,dd
nature of the interview, and because critical decisions about questions to ask
had to be made during the interview itself.

Nine potential interviewers were identified based on these criteria and
participated in the interviewer training program. All were undergraduate
students in the College of Business Administration. Each was paid $50 for
undergoing the training process.

A two-day weekend training session was conducted by Ms. Ann Williams of
Market Analysis and Research Corporation, Dallas, Texas. Ms. Williams is an
expert in telephone interviewing and interviewer training. Ms. Williams worked
closely with the Co-Principal Investigators in designing and imple:4enting the
training program.

The training session covered several issues, including the following:

Brief overview of the purpose and design of the project;

Description of pay-for-knowledge plans, and how to differentiate these
plans from other kinds of compensation systems;

Procedures for interviewing in general, and telephone interviewing in
particular;

Detailed analysis of the interview guide, including how to classify
respondents, how to handle various contingencies, and explanations that
were appropriate and inapnropriate to give respondents;

Group practice sessiews where project Co-Principal Investigators served
as respondents; and

Individual practice sessions with each interviewer.
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A half-day refresher practice session was held with potential interviewers
three days later. On the basis of performance during these practice sessions, a
slate of six interviewers was selected.

Before each interviewer conducted an actual interview, he/she did two
"mock" interviews with a graduate student research assistant serving as the
respondents and a Co-Principal Investigator monitoring the process. These mock
interviews were useful in ironing out remaining difficulties and concerns
regarding the interview process.

Interview Process

The original research design called for a stenographer to record the
interview, so that interviewers could concentrate on what the respondent was
saying, and on which probes or questions to ask next. Because of severe

logistical problems, however, it was considered advisable to tape record the
interviews whenever possible. The procedures were thus modified as follows. If

the respondent was amenable to being tape-recorded, then that was the preferred

option. If the respondent was unwilling or hesitant, stenographers recorded the

interview in shorthand. The majority of respondents agreed to be tape-recorded,
with assurances of confidentiality.

Interviewers were placed in private rooms with no disturbances during the
interview. As noted above, interviews could be classified into three groups: A
(corporations using pay-for-knowledge plans), B (corporations not using pay-for-
knowAedge plans, but familiar with them), and C (corporations unfamiliar with
pay-for-knowledge plans). In general, interviews with respondents in the A
group lasted from 20-80 minutes, interviews with respondents in the B group
lasted from 10-40 minutes, and interviews with respondents in the C group lasted
from 10-30 minutes.

Response Rates

Respondents from all 237 corporations in the original sample were contacted
by mail, and an attempt was made to recontact all by telephone. In the case of
18 firms, the appropriate respondent could either never be reached, or refused

to return numerous calls.

Of the 219 corporations that were contacted by telephone, 49 did not agree
to participate in the interviews, (19 of these did agree to complete the

worksheets). An additional five corporations scheduled interviews but failed to
keep the appointment, and were unable or unwilling to reschedule. Eleven other

corporations did not participate for various logistical reasons. The remaining
165 corporations were interviewed and comprise the final sample for the
corporate data source. This provides a response rate of 65% for the sample as
drawn, and a response :ate of 70.3% when only corporations that could be reached

by telephone are considered. Of these 165 corporations, 154 provided usable

data.

Of the 154 completed interviews, 12 corporations (7.8%) fell in the A group
(using pay-for-knowledge plans), 71 corporations (46.1%) fell in the B group
(familiar with pay-for-knowledge, but not using), and 71 corporations (46.1%)
fell in the C group (unfamiliar with pay-for-knowledge).



Data Transcription and Coding

All interviews were transcribed. If the interview was tape-recorded, a
transcriber produced a typed verbatim transcript of the interview. A member of
the project staff then checked the transcript against the tape-recording for
accuracy, and corrections were made as necessary. If, however, the interview
was recorded in shorthand, the stenographer typed the notes. These transcripts
could not be checked for accuracy. Since the majority of interviews were tape-
recorded, only a few transcripts were not submitted to accuracy checking.

The coding scheme was developed by a Co-Principal Investigator and a
graduate student research assistant, and reviewed by the entire project staff
and consultants. The emphasis in developing the coding scheme was on
completeness. Thus, an attempt was made to develop an exhaustive list of
response options for each open-ended question, while at the same time
maintaining meaningful response categories. This tentative coding scheme was
revised and updated during the coding process.

The actual coding was done by cne graduate student research assistant and
one trained undergraduate coder. The following steps were undertaken to ensure
consistency and accuracy of codes:

The entire coding scheme was explained to the coders;

Several interviews were ceded by both coders together working as a team;

Three meetings were held to preserve consistency of coding across
coders; and

Six interviews were coded by both coderd working independently, and the
consistency between the two sets of codes was checked.

In addition to coding the data, the coders also went through each
transcript to identify statements made by respondents that were particularly
illuminating or interesting with respect to issues of relevance. This was done
to retain the richness of data obtained through the open-ended, semi-structured
format.

Data Management and Analysis

The coded data were computerized for analysis. In view of the exploratory
nature of this phase of the research, the analysis options were limited
primarily to descriptive statistics,

Supplementary or "Grapevine" Sample

As mentioned above, only 12 corporations or 7.8Z of the sample reported
using pay-for-knowledge plans. Given this small numbers an additional list of
corporations was developed. This list included corporations which were known to
have a pay-for-knowledge plan in at least one plant. It was developed on the
basis of the personal knowledge of project staff and consultants, as well as
other scientists and researchers in the area. There were 31 corporations in
this supplementary or "grapevine" sample. An attempt was made to obtain data
from corporations on this list using the same procedures developed for the
original "Compustat" sample.
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Of the 31 corporations in this sample, 19 could be contacted within a
reasonable time frame, and 14 participated in the study. Only six of the 14
reported using a pay-for-knowledge plan; five reported some familiarity with
pay-for-knowledge, and three reported never having heard of pay-for-knowledge.

Data from the six pay-for-knowledge corporations in the "grapevine" sample
were not included in any analyses designed to provide results that could be
generalized to the population. They were used, however, to augment data on
corporations that use pay-for-knowledge, and data on the strategic and
effectiveness issues involved in their use.

For clarity, in the remainder of this report, the term "Compustat sample"
is used to refer to the original sample and the term "grapevine sample" is used
to refer to the supplementary sample. When data from both are used together,

the term "combined sample" is used.

Summary

Sdmi-structured interview data were obtained from 154 corporations in the
Compustat sample and 14 corporations in the grapevine sample. These data were

analyzed both quantitatively and qualitatively to obtain statistical estimates
while simultaneously retaining the richness of the information.

111.2: Plant Data Source

This data source is designed to provide in-depth information about the
dynamics, effectiveness, and constraints of pay-for-knowledge systems at the

plant level. Issues of interest here include the characteristics of workers,
management, the plant, and the local culture in sites actually using pay-for-
knowlk,:ge systems, reasons for their use, design and implementation issues,
successes and failures, and the intended and unintended consequences of their
use.

Sample

This dataset was intended to solicit information from as many pay-for-
knowledge plants as could be identified, up to a maximum of about 150 plants.
Potential respondents for this phase of the study were the compensation or

personnel managers of p&y-for-knowledge plants.

Several sources were used to identify possible pay-for-knowledge plants,
including the following:

o Information obtained from the corporate data source, including both the

aupustat and the grapevine samples;

Information obtained from the literature review; and

Personal knowledge of such plants by the project staff and consultants.

These sources resulted in the identification of 63 pay-for-knowledge plants
across the U.S.
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The original sampling design called for "snowball sampling" (Goodman, 1961;
Kish, 1965), a procedure that uses identified members of a given population to
locate other members of the same population. It wus colisiClred likely that
personnel managers lin pay-for-knowledge plants in our original sample would know
of other pay-for-knowledge plants that were not in the sample.

Each personnel manager in the original sample was asked to identify other
plants he/she knew of that also used pay-for-knowledge pans. In all cases,
however, this procedure resulted in the identification of plants that were
already in the original sample. Thus, no additional pay-for-knowledge plants
could be identified through the snowball sampling proccdure, suggesting that the
original sample may have been sufficiently complete.

Identification of Respondents

In some instances, the names of plant personnel managers were known to
project staff. In most cases, however, this information was obtained by
contacting the plants, and requesting the name of the personnel/compensation
manager, and his/her complete mailing address. Some plants did not have a
personnel/compensation manager per se. For these plants, the plant manager was
considered the alternative respondent. The original study design called for a
modified version of the questionnaire that would be completed by union
representatives in unionized pay-for-knowledge plants. Because of the small
number of such plants in the dataset, however, this aspect of the study was
abandoned as cost-ineffective. Thus, information from the plant data source is
restricted to the attitudes, perce?tions, and reports of managerial employees
only.

Data Collection

Each respondent was contacted by mail through an introductory letter
describing the study, emphasizing confidentiality, soliciting cooperation, and
highlightirT some benefits of cooperation to respondents. The brief description
of the study developed for the corporate data source was also enclosed.

About a week later, the questionnaire and a cover letter were mailed to
each respondent, along with a stamped, self-addressed return envelope. The
development of the questionnaire is described in the next section.

Soon after the questionnaires were mailed to respondents, each respondent
was contacted by telephone to ascertain that there were no problems, and to
solicit cooperation. Several respondents indicated willingness to participate,
some indicated that they needed corporate clearance in order to participate, a
few said they did not use pay-for-knowledge, and a few refused to participate.

Questionnaires were mailed back to the University of Arkansas after
completion.

Follow-up letters were mailed to non-responding plants two weeks after the
questionnaire was mailed. Ten days later, non-responding plants were contacted
by telephone to solicit cooperation once more. Telephone contacts were made
with all non-responding plants again about two weeks later.

Telephone calls during this phase of the study were made primarily by the
graduate student research assistants.
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Development of the Questionnaire

An initial list of issues to be covered in the questionnaire was first
developed. This list included the following items.

Characteristics of the plant (size, age, geographic location, union
status, organizational structure, technology, work force size, number of
employees under pay-for-knowledge systems, demographic characteristics
of the work force and of the work force under a pay-for-knowledge plan,
collar color of the work force under the pay-for-knowledge system,
industry type, etc.);

o Extent to which the pay-for-knowledge plan was part of a large
organizational devE.opment effort.

Characteristics of the overall compensation system;

e Characteristics of tha pay-for-knowledge plan (local name, installation
date, employee subgroups with which it is used, components of the plan,
revisions of the plan, overall dollar costs, and estimated dollar
savings/loses);

Nature of other work innovations at the plant (if any);

o Rationale for the 1.7..3e and dynamics of the plan, and the considerations

in selecting the particular system in use;

Development of the plan (including the extent of employee and union
involvement, external consultation, etc.);

Nature of Cle performance appraisal process used in conjunction with the
plan;

Successes of the plan and the reasons for the successes;

o Failures of the plan and the reasons for the failures;

Unanticipated functional and dysfunctional consequences of the plan;

Intangible costs and benefits of the plan;

e Ongoing participation of employees in the implementation of the plan;

e Legal ramifications of the plan, and the frequency of employee
complaints and grievances;

Differences between the local plan and those used by other corporate
subsidiaries (if relevant), and the effects of these differences; and

Overall impressions of the plan (degree of satisfaction, degree of
success, attitudes about continued use in same and other plants).

For each of these major issues, a list of sub-issues was generated. The
complete list of major issues and sub-issues to be covered in the questionnaire
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was reviewed by the project staff and consultants. Modifications, additions,
and deletions were made as necessary.

Questions were developed to measure each sub-issue of interest. To
minimize coding time, an attempt was made to design as many fixed-response
questions as possible. This still left several issues that could be best
covered only through an open-ended format. The initial list of questions went
through several iterations of review and modifications. When this list was
considered reasonably final, the questions were formatted, and the questionnaire
structured into clusters of questions that would invoke a similar "mind-set" in
the respondent.

The formatted questionnaire was reviewed by project staff and consultants
and changes made as appropriate. It was also pretested to check for
understandability, ease of completion, and other potential problems. This
procedure also produced some changes. The final draft of the questionnaire was
typeset, printed, and saddle-stitched. It contained questions on the various
issues of interest, solicited names and locations of other pay-for-knowledge
plants, requested a copy of the plant's formal compensation system, and allowed
space for any comments respondents might have.

Response Rates

Of the 63 pay-for-knowledge plants originally identified, 12 belonged to
one corporation that refused to participate in the study. A second corporation
with 14 pay-for-knowledge plants also did not agree to cooperate despite various
efforts of the project staff. This left a sample size of 37 pay-for-knowledge
plants. Of these, 19 returned usable questionnaires within the required time
frame. This provided a response rate of 51.4% relative to the potential
respondents, and a response rate of 30.2% relative to the sample as originally
Jrawn.

Data Coding

The procedures used for coding responses to open-ended questions were
similar to those described earlier for coding answers from the corporate data
source.

Data Management and Analysis

The data were computerized for analysis. Analysis strategies generally
entailed the use of descriptive statistics.

Summary

Questionnaire data were obtained through mail-back surveys of
personnel/compensation managers of 19 pay-for-knowledge plants. These data
provided information on the specifics of pay-for-knowledge plants, and the local
characteristics, perceptions, and attitudes relevant to pay-for-knowledge plans
at the plant level.

111.3: Individual Data Source

This data source was designed to provide information about the variations
and fluctuations in individual perceptions of, and reactions to, pay-for-
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knowledge systems. This data source explored the attitudinal and behavioral
dynamics surrounding such plans, and focused on rank-and-file employees in pay-

for-knowledge plants.

Secondary analyses of data obtained from three pay-for-knowledge plants
provided the information of interest in this phase of the study. The three

plant datasets are described in this section.

Plant A

Plant A is a pet food manufacturing company located in the rural Midwest,

and employing about 140 people. The technology is mostly continuous and

organized around semi-autonomous work groups. It has a relatively flat

hierarchical structure (only one level separates line workers from top plant

management) and most important decisions, Including hiring, termination, and
performance appraisals, are handled participatively.

Data from Plant A were obtained in two ways. One, information about

employee behaviors (absenteeism, turnover, performance, accidents, etc.) was

collected from organizational personnel records for a period of 20 months from

January 1, 1974, to August 31, 1975. Two, information about employee attitudes

was obtained once during this period (month six), with a plant-wide attitude

survey. The attitude survey was a modified version of the Michigan
Organizational Assessment Questionnaf.re (MOAQ) (Cammann, Fichman, Jenkins &

Klesh, 19d3). The survey included questions on individual demographics and

background, job facet importance, job characteristics, job facet satisfaction,

general attitudes, performance-reward contingencies, work group characteristics,

supervision, decision-making, organizational structum and personality traits.

In addition to these standard MOAQ questions, the surkd,:y also included many

items measuring employee responses to the pa;-for-knowledge plan used in the

plant. These v lAions addressed the perceived fairness of the system, overall

satis,'"action with pay, the extent to which the system was motivating and met
employee needs, characteristics of and reactions to the participative management

approach, etc. Both the attitudinal and behavioral data from Plant A were

collected by the Survey Research Center of the University of Michigan.

Although Plant A employed an average of about 140 people, there were

several changes in personnel over the 20 months of data collection. At the time

of initial data collection, 8311, of the respondents were hourly employees, 85%

were male, 78% were married, 49% had graduated from high school, and an

additional 38% had some college.

The pay for - knowledge plan. The pay-for-knowledge plan in Plant A was

installed in 1970 when the facility first began operation. Under this plan,

which covers the hourly production employees, an individual can learn up to a

maximum of 11 different skill units. Typically, employees learn about 10 skill

units, although an average employee can stay competent in about five. Peer

evaluations form the basis of the determination on whether or not an employee

has successfully mastered a skill unit. Components of an evaluation include job

operation, maintenance, quality, safety. team contribution, and participation.

There is no degree component to the performance appraisal; the work team simply

evaluates whether an employee has mastered a skill block. Skill retention is

ensured by continued rotation of employees through previously learned skill

blocks. In general, beginning wages are comparable to the local market, but

wages for employees who have mastered skills are higher than wages for similar
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jobs in the area.

Noteworthy aspects of this plan are the exclusive use of peer evaluations
in the determination of skill mastery, and the focus on whether or not a skill
has been mastered without regard to how well it is mastered.

Plant B

This plant manufactures high-grade wire and cable for submersible oil
pumps. It rnploys about 100 people, and is also located in the Midwest. Plant
B largely ;es a process technology, with employees tending large machines.
Since many of the products are customized, however, few runs are exactly the
same. This plant, like Plant A, is highly participative in its managerial
style.

Data from Plant B were obtained cross-sectionally through the MOAQ (with
minor variations) in 1980. The survey covered many of the same areas as those
described for Plant A. Plant-specific questions generally concerned the
attitudes of employees toward the implementation of a gainsharing plan. These
data were gathered by the Center for Effective Organizations cf the University
of Southern California. In all, data from Plant B enabled a cross sectional
determination of the demographic and attitudinal characteristics of employees
particularly receptive to a pay-for-knowledge plan.

Of the 101 employees in Plant B, 86% were hourly employees, 77% were male,
63% were currently married, 3c% had cohipleted high school, and an additional 627
had some college.

The pay-for-knowledge plan. The pay-for-knowledge plan in Plant B had also
been in use since the plant start-up. This plan was very similar in format to
that used in Plant A.

This pay-for-knowledge plan has nine skill levels. Employees can increase
skill levels either horizontally or vertically. Performance appraisals are
conducted by teams, and there are no restrictions on the maximum number of skill
levels. Unlike Plant A, Plant B includes all non-supervisory employees in its
pay-for-knowledge plan. Thus, clerical and skilled trades employees are covered
by pay-for-knowledge in Plant B.

Noteworthy aspects of the pay-for-knowledge plan in Plant B, therefore,
include the use of both vertical horizontal. pay-for-knowledge, and the
coverage of employee types other than production employees.

Plant C

Plant C is a subsidiary of a large pharmaceutical company and is located in
the Southwest. It employs about 120 people, of whom about 100 are production
workers covered by a pay-for-knowledge plan. The technology and other
characteristics of Plant C (continuous process technology, flat orvnizational
structure, participative decision-making, etc.) are similar to those in Plants A
and B.

Data from Plant C were obtained in three ways. One, attitudinal data were
gathered annually for three years (1980-1982) through the MOAQ (with minor
variations), and short forms of the MOAQ were used to collect data periodically
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between the annual surveys. In all, nine waves of attitudinal data were

gathered starting when the plant had been in operation about six months.

Questions in the attitude surveys in Plant C covered areas similar to those

described for Plant A. Two, behavioral data on tardiness, absenteeism, and

turnover were obtained on a monthly basis from the organization's personnel

records. These records also provided information on each employee's progression

through the pay-for-knowledge system. Three, in-depth, qualitative interviews

were cond-cted with most managerial /supervisory employees of Plant C to obtain

information on, among other issues, perceptions of, and reactions to, the
implementation, operation, and effectiveness of the pay-for-knowledge system.
Data from Plant C were gathered by the University of Texas at Austin.

The demographic make-up of Plant C's work force did not change
significantly during the course of data collection. In general, of those
surveyed, 87% were hourly employees, about 51% were women, 64% of the employees

were currently married, 70% were white, and almost all (99%) had completed at

least a high school education.

The pay-for-knowledge plan. The pay-for-knowledge plan in Plant C was

installed in 1979 when the facility first opened. Under the plan, whic.h covers

the production and skilled trades employees, employees can learn up to nine

skill blocks, although employees typically learn about four or five.

Evaluations to determine whether an employee has mastered a skill block are

conducted by the supervisor or team leader with input from other team members.

Several aspects or learning are evaluated, including quality, quantity,

housekeeping, absenteeism, etc. Performance appraisals focus on how well each

employee has mastered the various dimensions of the job. Skill retention is

ensured by a two-week refresher training program annually for each skill block

learned. Generally, the starting rate is a little lower than the local mark,.-',

but becomes higher after employees have mastered one or two skill blocks.

Several modifications were made in Plant C's pay-for-knowledge plan during the

course of the data collection. These included the development of a "hold-up"

rate (employees received a few cents per hour increase when they were ready to

move to a new skill block but there was no opening for them to move into), the

creation of the position of "phase operate" to introduce stability in work teams

(the position entailed an employee's becoming more and more skilled in one skill

block and remaining there in a sort of assistaLt team leader role), and the

development of a specialized pay-for-knowledge plan to address the special needs

and concerns of skilled trades employees.

Noteworthy aspects of Plant C's pay-for-knowledge plan are the inclusion of

performance as an integral element of skill mastery, the exclusive use of

supervisors as performance appraisers, and the continued modifications in the

plan as issues arose.

Data Analysis

Since similar attitudinal data were obtained in all three plants, it was

possible to address similar questions in all three datasets. Because tr pay

for- knowledge plans and the plants were substantially different, however, data

from the three plants were not combined for analysis. Instead, each pla t

dataset was examined separately to glean the attitudes and behaviors associated

wit characteristics of the pay-for-knowledge plan.
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In general, the analysis strategy focused on eliciting the plant and
employee characteristics that predicted relevant employee attitudes and
behaviors. Thus, correlational analysis techniques were considered most
appropriate for this phase of the study.

Summary

Attitudinal and beha'ioral data were obtained longitudinally and cross-
sectionally from three small manufacturing plants using pay-for-knowledge
compensation systems. These data were analyzed to ascertain the attitudes,
behaviors, and perceptions prevalent among employees covered by pay-for-
knowledge plans.

111.4: Recapitulation

Data were obtained from U.:ea sources: a national sample of personnel in
corporations listed in the AffIrican and New York stock exchanges; a snowball
sample of personnel managers in plants using pay-for-knowledge plans; and
employees of three plants with pay-for-knowledge plans. These data sources in
conjunction provided a multifaceted perspective on perceptions, attitudes,
reactions, and dynamics related to pay for- knowledge systems.
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CHAPTER IV

CORPORATE DATA SOURCE

This chapter describes the results obtained from interviews with corporate
personnel. The data are used to answer several major research questions
including the following:

What are the descriptive e,aracteristics of corporations in the sample?

e How prevalent are pay-for-keowledge systems and where do they exist?

What is the nature of pay-for-knowledge systems, and what ether work
innovations tend to accompany them?

What pre the benefits and problems with these systems?

What are the successes and failures of pay-for-knowledge systems, and
the reasons for these successes and failures?

What lat,or relations issues do pay-for-knowledge plans raise?

e What are the attitudes of non-users tJware pay-for-knowledge plans?

The reader shoulu remember that this chapter (and the next two chapters)
focus on a description of the results of the study. Integration of these
results and a discussion of their implications are reserved for Chapter VII.

IV.1: Descriptive Characteristics of the Sample

As reported in Chapter III, twelve corporations in the sample fell in the A
group (using pay-for-knowledge plans), 71 corporations fell in the B group
(familiar with pay-for-knowledge but not using), and 71 corporations fell in the
C group (unfamiliar with pay-for-knowledge). Descrip ive background information
on the three groups of corporations, using the Compust.t sample as the data
base, is contained in Table IV.1. This table is based on information available
in the Compustat datase:. The table shows that, in general, Group A companies
were higher in median income, median sales, and median number of employees than
were companies in Groups B and C. Median asset_ were the largest for Group C
companies, and median return on investment was the highest for Group B
companies.

The largest proportion of companies in all three groups were in the
manufacturing industries. Group A companies included a larger proportion of
corporations in Wholesale and Retail Trade than did Group B and C companies. No
companies fell into the Agriculture, Forestry, and Fishing classification, and
Contract Construction and Services were also rarely observed in the sample.

Descriptive information on the companies was also obtained through sevk....al
questions in the corporate interviews (shown in Table IV.2). The table shows
again that Group A companies tend to be larger in size than Group B or Group C
companies. They have more employees, more subsidiaries, more separate
facilities, and more international operations. Along all these dimensions,
Group B companies are the smallest.
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Table IV.1

Descriptive Statistics on Corporate Respondents (Compustat Data)

Characteristics

Group A

Median Value

Group CGroup B

Median Income-1983 ($ MM) 21.60 19.5 8.1

Median Return on Investment 4.5% 4.7% 3.9%

Median Sales-1983 ($ MM) 395.7 388.1 322.7

Median Assets-1983 ($ MM) 300.3 351.9 412.8

Median Number of Employees 5550 2858 3218

Industry Type

Group A*

Percent of Respondents

Group C*Group B

Agriculture, Forestry, Fishing 0 0 0

Mining 0 6 4

Contract Construction 0 1 1

Manufacturing 45 51 50

Transportation, Communications
Electric, Gas, and Sanitary Services 9 8 17

Wholesale and Retail Trade 27 8 13

Finance, Insurance, Real Estate 9 18 10

Services 9 7 4

N 11 71 70

* Information on one corporation .ould not be obtained in the Compustat data

base.
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Table IV.2

Descriptive Statistics on Respondents
(Interview Data from Compustat Sample)

Characteristic Group A Group B Group C

Mean Number of Employees 14,607 8,062 9,637

Mean Number of Subsidiaries 39 8 19

?lean Number of Separate Facilities 147 57 80

Mean Number of International Operations 16 10 13

Percent of Companies with Collective
Bargaining Agreements 75% 62% .72

Mean Percent of Employees Covered by
collective Bargaining Agreements 16% 26% 37%

Types of Employees Covered by Collective
Bargaining Agreements

Clerical 33% 28% 37%

Production 78% 71% 63%

Skilled Trades 22% 33% 36%

Supervisors 0% 0% 5%

Professional 0% 0% 7%

Managerial 0% 3% 5%
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Respondents were also asked several questions about the status of
unionization in their corporations (shown in Table IV.2). Surprisingly, a large
proportion of the corporations in the sample were unionized -- three-quarters of
Group A companies, and almost two-thirds of Group B and Group C companies
reported having collective bargaining agreements in at least one of their
facilities. These agreements did not, however, cover a large proportion of
their employees. Group C companies had the largest proportion (37%) of
unionized employees. Production employees were the most likely to be covered by
collective bargaining agreements. As expected, only a small proportion of
supervisory, professional, and managerial employees was unionized. Group A
companies reported no unionized employees in any of these categories, whereas
Group C companies had a small proportion (5%-7%) in each category.

Overall, the data show that Group A companies are larger than Group B or
Group C companies along several dimensions. The sample represented many
corporations that had unionized employees in at least one facility, although
generally less than a third of the employees were unionized. Typically,
production employees were most likely, and supervisory, professional, and
managerial employees were least likely, to be covered by collective bargaining
agreements.

IV.2: Prevalence of Pay- for - Knowledge

The second research question of interest was the prevalence of pay-for-
knowledge systems in the sample, and the characteristics of companies using pay-
for-knowledge systems. Some answers to this question have already been
reported. Companies in Group A represented about 8% of the Compustat sample.
In oeter words, the data suggest that 8% of American corporations (as
represented in the Compustat data base) are currently using some form of pay -
for- knowledge system in at least one of their facilities.

Descriptively, Tables IV.1 and IV.2 show that pay-for-knowledge companies
tend to have more operations and more employees than others in the sample. Pay-
for-knowledge plans occur for the most part in corporations with at least some
unionized employees, with production employees most likely to is covered by
collective bargaining agreements. Among the unions represented in Group A
companies are the followilg: International Brotherhood of Teamsters, Utility
Workers Union of America, Retail Corporations Union, International Brotherhood
of Electrical Workers, United Rubber Workers, United Papermakers and
Paperworkers, International Association of Machinists, I ..ber and P1 dood
Workers .0f America, United Garment Workers of America, and United Automobile
Workers.

IV.3: Nature of Pay-for-Knowledge Systems

hespondents in Group A corporations were asked several questions about
their pay-for-knowledge systems. These questions provided information on the
characteristics of pay-for-knowledge systems, the kinds of employees covered by
these systems, etc. Responses to these questions from the Combined sample are
reported below.

Descriptions of their pay-for knowledge systems (kinds of employees
covered, '.._ether a performance component was included, progression through the
pay ladder, number of different jobs, etc.) were sought froir respondents.
Responses to these questions are shown in Table IV.3 Forty-one percent of the
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Table IV.3

Features of the Pay-for-Knowledge Plan (Combined Sample)

Percent of Respondents Number of Respondents

Unionized Employees Covered 6 1

Performance Component 24 4

Pay Based on Skills 41 7

Reteation of Skills 6 1

Competency Testing 24 4

Types of Employees Covered

Clerical 12 2

Skilled Trades 12 2

Production 41 7

N 17
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respondents mentioned that pay was based on the skills employees had learned,
and 24% mentioned having a performance component in their pay-for-knowledge
plans. Only 6% of the respondents mentioned that pay was partly based on the
retention of previously learned skills.

In terms of the kinds of employees included under pay-for-knowledge plans,
production employees were the most frequently mentioned (41%), although a few
respondents also mentioned clerical and skilled trades employees being included
under their pay-for-knowledge plans. Only one corporation mentioned that
unionized employees were covered by its pay-for-knowledge plan.

Interview transcripts were also scanned for descriptions of "typical" pay-
for-knowledge plans. Some of these descriptions are reported below.

"The majority of plants which use the pay-for-knowledge system of pay
are organizationally .structured around the team concept whereby the
production employees are assigned to a specific work group or work team
and the pay-for-knowledge system is set up to relate to that work team.
Typically our pay-for- knowledge system has seven levels of pay. LEVEL ONE
is the level at which the emp. gee is hired. LEVEL TWO is the next level
that an employee progresses to once he or she has learned to complete one
job in that work team in a satisfactory manner. The person progresses to
LEVEL THREE when that person has learned to perform a sufficient number of
jobs in that work team to be considered a flexible team member so that the
person can move around and share work with other people, replace other
people when they're absent and so forth; when the person has achieved that
level of flexibility they reach Level Three. LEVEL FOUR is when the
person has learned to perform all of the jobs in the team in a
satisfactory manner. The person then reaches LEVEL FIVE by transferring
to another team and achieving the requirements of Level Three on that new
team, and that new team is by design not an identical team,-but a team
that presents the employee with a different type of work or a different
type operation, although it may be related to the team where he or she
came from. The person then progresses to LEVEL SIX when they have learned
all of the jobs on the second team. The last level, which is LEVEL SEVEN,
is a team coordinator or team leader type level. Typically only one
employee on the team can be des nated as a team coordinator and the team
is usually the one that designa .s which team member can function as a
team coordinator and the team, for example, may decide that this position
should be rotated on a monthly basis or whatever. That is essentially the
most common pay- for knowledge structure that you find in our plants, and
as I said it, is very closely integrated with the team structure with
organizing work."

"I would guess (we have) six to eight definite skill blocks in these jobs.
Progression and the v-y it tends to work is (that), every three months or
so, you can be evalt ,ed to determine that you are competent in a new
skill, and if you are, you would receive some sort of increase, probably a
small amount per hour or per month."

"Our goal is to have each employee capable of performing each task along
the entire ling. But, within each team, the number of tasks would
differ."

"They'll have a variety of jobs they have te learn."
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"The emcloyees are aware of a schedule of increases that takes them through
a three-year period. Each one of those scheduled increases occurs at a
six-month interval from the employee's employment date."

"If we were in a point of time where a layoff occurred, not haqing attained
the full gamut of skills would count against (employees) in terms of their
retention, as we are reviewing their rosters for layoffs."

Seven respondents reported using pay-for-knowledge in only one of their
corporations' facilities, four in 2-3 facilities, two at the corporate level,
and the remainder in 12-48 facilities. The average number of facilities using
pay - for- know]-Age was 7.5. The pay-for-knowledge plans across the differelt
facilities were reported Ly respondents as being quite similar in their general
characteristics.

A question of interest was the other innovations that tended to accompany
the use of pay-for-knowledge systems. Innovations mentioned in this context
included job-sharing, employee participation, and the use of the team concept.

"We have the team concept in which, in a traditional plant (on a) potato
chip line, you would have employees who were strictly trimmers and
peelers, and you would have an employee who was strictly a potato chip
cook and strictly quality control. Now, at that facility, that is a team
and it's the team that is responsible for performing these different
functions, and the team itself makes a lot of decisions as to how they
will in fact get the job done. Now within that team, therefore, we have
no supervisory employee. They have a supervisor who can serve as a
resource, but we are expecting that team to make considerably more
decisions than an hourly employee would attempt classically in tie past.
In addition, they play a much greater role in decision-making for things
that affect them personally. The profile 3f the employees we hired,
beyond seeing that the employees have good previous work references, we've
looked for those with social ski...1s, people we feel can orerate in an
environment where they are given more responsibility, where they are
expected to provide feedback to each other."

...a history of high involvement programs. They utilize the all-salary
concept, where everybody is paid the same salary and is on the same
benefits program. They have in place a very gooa communications program.
The employees are involved in all phases of the operation including such
things as what benefits levels should be offered."

In general, however, very few corporations me;Itioned other work innovations
used in conjunction with pay-for-knowledge plans.

In summary, the results suggest that i-lrporate officials are not very
familiar with the detailed mechanics of pay-for-knowledge systems used at their
facilities, or with other work innovations implemented in their pay-for-
knowledge facilities. The sketchy information available does indicate that the
number of job skills learned is a major pay determinant in pay-for-knowledge
companies, and that employee involvement and participation typically accompany
the use of pay-for-knowledge plans.
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IV.4: Benefits and Problems

The interview contained several questions about the benefits and problems
with pay-for-knowledge systems. First, respondents were asked if, overall,
using pay-for-knowledge had been beneficial for their corporation. All
respondents provided a positive answer to this question. Respondents were
subsequently asked in what ways pay-for-knowledge had been beneficial. Answers
to this question are shown in Table IV.4. Generally, pay-for-knowledge was seen
most often as fostering employee growth and development and work force
flexibility. Other responses to this question focused on factors that may
explain the success of pay-for-knowledge plans -- factors such as an emphasis on
training and the fact that the pay-for-knowledge plan was installed at the time
of the facility's start-up.

"We feel that it has a positive impact on the motivation and quality of
work life of employees in that it presents them with an opportunity for
them to get involved in a different way than a traditional wmpensation
system normally would allow them to."

'Motivation o-F the work force. That is intended, but I think we're
impressed by the fact that it's greater than we anticipated."

"It's an excellent system to measure performance."

"The key is that some sort of reward system obviously has to be in place,
and we like pay for performance, but pay-for-kn ledge has worked just as
well. They're both reward systems that recognil. people as individuals
and retard performance."

"The system in some plants has been installed following decertification of
a union, and employees through employee opinion surveys gave very positive
feedback to it."

As uoted above, all respondents indicated that pay-for-knowledge hnd been
beneficial for their corporations. Respondents were also asked, however,
whether they had needed to modify their pay-fer-knowledge plans anywhere and, if
so, the reasons for the need for modifications. Twenty-nine percent of
respondents reported modifications in their pay-for-knowledge plans. These
modifications were made primarily to fine-tune the pay-for-knowledge system with
existing plant technology (e.g., to take account of diffe:mces in the physical
strength some skills required of workers). In one instance, contract
negotiations with labor unions resulted in modifications in the size of work
teams, definitions of appropriate performance appraisers, specifications of the
progression across skills, etc. None of the respondents mentioned specific
mechanics of the pay-for-knowledge system as a reason for the modifications.
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Table IV.4

Benefits of Pay-for-Knowledge (Combined Sample)

Benefits Percent of Respondents Number of Respondents

Employee Growth and Development 25

Work forkze Flexibility 17

Employee Training 8

Employee Commitment 8

Management Philosophy 25

Installed at Start-Up 8

N 12
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In response to specific questions about the drawbacks of using pay-for-
knowledge respondents did mention other problems they had encountered with pay-
for-knowledge.

"I think one of the drawbacks is very simply we don't know what happens
over time with pay-for-knowledge systems. You reach a certain point where
the employees have for the most part gathered all the knowledge That they
are going to get. Is that a drawback? No, its just a caveat that we
need to be aware that there is a point at which there needs to be an
evolution in the structure."

"You can arrive at a problem. What do you do now? How do you further
motivate people when they are paid at the maximum rate ttiey can?"

"One of the things you have to be very careful about is to set standards
objectively and also very concretely, and concretely set the skills that
have to be achieved, so that a number of people don" take some
educational courses, or maybe some skill traling on the side which may
not directly relate to what is being referred to in the compensation
system."

"The only one is that you probably won't be paying for all the knowledge at
all jobs at all times."

"The only drawback I can see is it takes a lot of record-keeping."

"If management does not routinely rotate the work force, the various stalls
become rusty, if not lost."

"I think one drawback is the situation where someone isn't advanced, or
where they are not recognized for having knowledge that they think they
have. I think that can have some motivational effects on the down side."

"The major drawback is that they cost more money, and if they're not
implemented properly on the plant floor, then they end up leaving people
on o assignment full time, and you're not taking advantage of the
flexibility and all these other things the quality, the camaraderie,
and the teau building."

"If we discovered that the cost of paying our labor (at a pay-for-knowledge
facility) over tf.me grew greater than any other facility without the
result of a productivity increase, then, oops, we screwed up."

"I think one thing that does happen Is that because pay-for-knowledge is
much less structured than your traditional pay designs, managers who don't
have a good understanding c: the compensation design might look at the
system as being much more ambiguous than it really is, and they may have a
more difficult time understanding how to apply it and how to administer
it. I think that opens up an area of possible abuse or misuse of the
system."

In short, respondents saw several potential drawbacks and problems with
pay-for-knowledge systems, most dealing with situatio..s where the system was not
properly implemented. Despite. the potential drawbacks, all Group A
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respondents viewed pay-for-knowledge as being bencficial for the corporation,
particularly in terms of employee growth and development and in terms of work

force flexibility.

IV.5: Successes and Failures

The interview contained several questions about the successes and failures

of pay-for-kn pledge systems as respondents perceived them, and about possible
reasons for these successes and failures. This section summarizes responses to

these questions.

Respondents were asked for their global impressions of pay-for-knowledge
systems -- whether they favored them or opposed them. All respondents in Group

A indicated that they favored pay-for-knowledge overall, although some suggested

caution in their use.

"My personal opinion is that there's definitely a place for them, if such

programs are instituted cautiously."

"I favor them if it fits the situation."

Likewise, all respondents in Group A agreed that pay-for-knowledge plans
promoted their compensation system objectives (a discussion of compensation
system objectives is provided below), and none indicated that pay-for-knowledge

plans impeded their compensation objectives.

To clarify some of these overall positive attitudes, respondents were also

asked about the criteria they used to measure the success of pay-for-kmwledge

as a compensation system. A variety of responses were obtained for this

question. These responses are shown in Table IV.5. The table shows that

reduced turnover, increased satisfaction, reduced labor costs and improved
productivity were criteria commonly ,,sed by respondents to evaluate the success

of their compensation systems. Improving marl:et competitiveness and reducing

unioaization possibilities were the next most frequently mentioned. Other

criteria mentioned occasionally were improved union- management relationships,
meeting budget constraints, being competitive with local wage rates, rec. .ced

absences, worker acceptance, union acceptance, enhanced recruitment, and

increased motivation. In general, it appeared that more respondents were
concerned with satisfaction and turnover issues than with issues of
productil ty, market advantages, and the quality of labor-management

relationships. Examples of some responses are provided below.

"Are we paying enough to retain the people when it satisfies them, but

also, are we paying little enc ,h that we are not bankrupting urselves.

Obviously, you have to temper the amount you pay with the amount you can

afford to pay based cn sales and other things."

"Employee opinion surveys give me a comfortable feeling. Potential union

activity or lack thereof would give me a signal as to...how effective the

program is at a given location."

"We would use a number of criteria. One would be our ability to retain and

attract quality employees. A second would be our ability to maintain our

union-free status. Third would be tha bottom-line productivity of our

work force."
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Table 111.5

Criteria for Success of Pay-for-Knowledge Plans (Combined Sample)

Percent of RLspon6ents Number of Respondents

Reduced Turnover 57 8

Increased Satisfaction 36 5

Reduced Labor Costs 29 4

Higher Productivity 29 4

Improved Market Position 21 3

Reduced Unionization
Possibility 21 3

Union-Management
Relationships 14 2

Meet Budget Constraints 7 1

Local Wage Rates 7 1

Reduced Absenteeism 7 1

Worker Acceptance 7 1

Union Acceptanc' 7 1

Enhanced Recruitment 7 1

Increased Motivation

N 14



"Look at the turnover in the organization, morale, have there been any
third-party attempts to represent the work force, talk to employees to see
what they think about it."

"Probably produe- quality, efficiency, and the quality of work life for our
employees."

"The turnover factor, and our pay level measured agairst other companies to
see if we are in the 75th percentile or not in terms of the total paid.
We go back to see if we match other Tay clients."

"Success and failure is usually determined by are we retaining people, are
we able to attract people, are we satisfying the needs of the people who
are here."

Another set of questions asked respondents about the conditions that would
facilitee or prevent the success of pay-for-knowledge systems. Responses to
these questions are shown in Tables IV.6 and IV.7. Table IV.6 shows that the
most frequently mentioned condit.on for success was the nature of labor-
management relationships, followed by plant start-up, the types of jobs in the
plant, the types of employees, and the local culture. According to Table IV.7,
the most frequently mentioned conditions preventing the success of pay-for-
knowledge plans are employee resistance, lack of local managerial support, and
union resistance. Thus, respondents saw a variety of factors as being
signiffrant if pay-for-knowledge plans are tt. succeed.

'link, first off, that you have got to have a managem, .t organization
t, believes in it, that believes in participation by the work force,
bel_wes in high employee involvement. You need physically and
structurally facility and a manufacturing process designed co eliminate
a lot of unpleasant tasks, so people are focusing on producing and
inspecting and manufacturing a product. 7. need an organization that is
dedicated to training and development, and is willing to put some dollars
into providing ongoing training, refresher courses, and things like that."

"I think that you have to look very carefully at the job families that are
. volved. The jobs have to have the ability to be accurately described."

"Definable, discrete jobs that start with the very simplest of tasks and
build on one another into the more complex tasks or jobs or skills or
abilities, and a production setting that would actually allow that gamut
from a jc. design/job content standpoint, the nature of the production
line being such that it is possible to rotate people so that the mix of
skills acquired over time doesn't become totally rusty."

"Preferably that it be a brand new start-up plant, a plant which does not
have a union."

"I think the main criterion would be to shift to more employee
participation on the plant floor, less autocratic management from the
management standpoint. Perhaps a looser and less rigid attitude in regard
to traditional assignment and classification on the pa-t of the union
leadership, and a recognition that employees prefer more involvement and
flexibility in their assignments."
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Table IV. 6

Conuitions Necessary for S. cess of Pay-for-Knowledge Plans (Combined Sample)

Respon: Percent of Respondents Number of Respondents

Union Strength 7 1

Plant Size 7 1

Types of Employees 13 2

Types of Jobs 20 3

Market Condi-0ns 7 1

Labor-Management Relationships 27 4

Local Culture 13 2

Plant Start-Up 7.0 3

N 15
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Table IV.7

Ccnditions that Would Prevent Pay-for-Knowledge Frem Succeeding (Combined Sample)

Response Percent of Respondents Number of Respondents

Employee Resistance 32 5

Union Resistance 20 3

Nature of Technology 6 1

Lack of Local Support 25 4

Lack of Corporate Support 6

Differences in Compensation Systems
for Different Employee Subgroups 6 1

Performance Appraisals 12 2

Lack of Coordination among
Departments 6 1

Not Selecting the "Right"
Employees 6 1

N 16
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"Certainly, start-up would promote the appropriate atmosphere, where in the
established plant you might have trouble I think, in addition, that you
need to hire employees against a very specific profile, and they need to
be employees who have not necessarily spent their lives in a traditional
manufacturing environment."

"They have to have acceptance by management and from employees."

Respondents also described the conditions that would prevent pay-for-
knowledge from succeeding.

"I think a closed-type system where they don't want their employees to
participate would be tough for pay-for-knowledge."

"Some people just don't like step progression types of pay structures,
which a pay-for-knowledge system ig a form of."

"If you install such a sstem and your management and employee groups are
not committed to it either they don't understand it or they don't are
with it -- I think it's inappropriate to install. I would say the level
of acceptance initially is pretty critical, and certainly the way you
administer it. The perception has to be that the program is admini6Lered
in a fair and equitable manner."

"The biggest weakness is if the opportunty to use those skills and
knowledge was never presented. That would be the biggest detriment to the
program. I wouldn't consider it a success even if the people were happy.
It really wouldn't be working."

"Management being unwilling to allow employee participation, and the union
leadership being rigid and insisting on old - fashion Ad rules and
classifications."

...the general labor relations environment, employee environment, in
given location could make or break it."

"A situation where management is unaware of human relations."

In short, respondents focused on several factors including employee,
management, and labor atC.tudes, job types, the mechanics of the pay-for-
knowledge system itself, £.nd properties of the plant location as being critical
to the success or failure of pay-for-knowledge systems.

Respondents were asked what kinds of changes had to be made in othcc
organizational policies and procedures for pay-for-knowledge systems to work as
intended. Respondents generally did not have elaborate answers to this
question, although two indicated that performance appraisals had to be in line
with pay-for-knowledge objectives, and one suggested that the use of
participative management was important.

"You need a very different kind of supervisor who is motivated around
developing his employees."
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"You have got to have participative management in a way. High involvement

and a good communications system."

Overall, the data 'ndicate that corporations using pay-for-knowledge plans
are generally satisfied with them. Corporate officials focus on factors such as
turnover rates, employee satisfaction, reduction in labor costs, and market
position when evaluating the success of their pay- for knowledge Despite

their typically positive attitudes toward pay-for-knowledge, respondents also
mentioned several cautions against the inappropriate use of pay-for-knowledge.
These include ensuring that pay-for-knowledge locations have the riglic kinds of

jobs, attitudes, cultures, and implementation policies. Some respondents also

considered the presence of labor unions, and the negative attitudes of labor
leaders, to ba detrimental to the success of pay for-knowledge. The..e

perceptions were not commonly held, however.

IV.6: Labor Relations Issues

LaLJr-management relationships were the foci of a set of questions asked of
respondents in Group A, i.e., respondents in companies using pay-for-knowledge

plans. Responses to these questions are reported below. It should be

remembered, however, that the results indicate managerial perceptions, and not
labor perceptions, of these labor relations i.s.ues. Only five of the Group A
respondents indicated that at least some of their pay-for-knowledge employees
were covered by collective bargaining agreements. An average of 3.8 facilities

of the corporations were included under these agreements, and an average of 7%
of the employees were covered by collect"-Te bargaining agreements. Production

and clerical employees typically were c iered by these agreements.

Respondents were asked about the g. tral reactions of the local union
leadership to the pay-for-knowledge plan. Three resp ident" from unionized pay-
for-knowledge corporations reported generally positive union attitudes, whereas
one indicated the presence of some union opposition. (One respondent did not

answer the question.)

"The bigges'. concern the union had was Are you really serious about the
program you're tellies, us you want to be involved with?' So their attitude

initially was Well, you mal Lt sound good. We like it. But are you

really telling us the truth?' Sc.. once the initial suspi-ion was got

around and we proved that, yes, we are really trying to benefit everybody

in this rase, I think they accepted it very well."

"The: realize it helps the members' earnings. If we cut it out, they would

be very critical of us."

Respondents from unionized pay-for-knowledge corporations were also asked a

parallel question about the feelings of organized labor in general to pay-for-

knowlerlge plar . Only one respondent felt that organized labor was generally
positive toward pay-for-knowledge, the remaining four indicating that organized
labor reacted negatively to pay-for-knowledge plans.

"They're used to the more traditional wage-and-classification system, and
it's hard to reach some of the old-timers."



"I believe they would feel as though a pay-for-knowledge system would
reward the people who should be rewarded; however, those who shouldn't be
rewarded, they would have a problem explaining to them why they weren't
rewarded."

"The negative perhaps is that it does require work, and the more you learn,
the more you can be used other places. Sometimes that doesn't fit in with
the job controls. For example, most unions will not permit a fork truck
driver to paint a building because they are two different job
classifications. The fork truck driver who paints is taking a job away
from a painter. That's usually what unions feel, that a person who is
trained in one area should remain in that area unless they actually trade
jobs."

Thus, although local union leaders were seen as generally positive toward
pay-for-knowledge, managerial respondents still perceived organized labor in
general to be resistant to the idea. The resistance tended to be attributed to
the potential of pay-for-knowledge for violating jurisdictional guidelines that
were traditionally followed in collective bargaining agreements.

Respondents from both unionized and non-unionized corporations were also
asked about their relationship with organized labor. Answers to this question
ace shown in Tlble IV.8. The table shows that only one of the corporations
viewed itself as having difficulties with organized labor. The vast majority
reported a neutral to positive relationship.

"A very progressive model of American ',iustry."

"Generally, pretty good."

"I do feel it's a very positive relationship."

"A cooperative relationship."

"We really have no contact with them."

"Our philosophy is that the goals of the organization and the needs of the
employees are not mutually exclusive. They both can be met. They can be
met best i.i a situation where there is not a third-party influence."

"We've had some rough years with some rough unions. Now were dealing with
two independent locals, and our relationship is pretty good."

Another aspect u; the labor-management relationship covered in the
interview was the occurrence of organizing z..ftempts in the past five years.
Three of 16 respondents w:,o answered this question indicated that there had
indeed been an organizing attempt. None of these attempts, however, focused on
pay-for-knowledge-related iss...es, and in only one instance did the attempt
succeed.
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Table IV. 8

Quality of Relationship with Organized Labor (Combined Sample)

Percent of Respondents Number of Respondents

Very Good 14 2

Somewhat Good 50 7

Neutral 14 2

Somewhat Bad 7 1

Very Bad 0 0

No Relationship or 14

No Union
2

N 14
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"There was one. It didn't have anything to do with pay-for-knowledge
concepts. We were using an autonomous work system. We were trying to
introduce work groups, and the employees wanted stronger supervision than
they were receiving...they didn't ' how to change things, so they
sought some counsel from a thf

Overall, the data suggest that g...wledge corporations with
unionized employees have reasonably positive relationships with the local union
leaderships, and that the local leadership tends to work cooperatively with
management to facilitate the implementation of pay-for-knowledge. Still, most
respondents feel that organized labor in general is resistant to pay-for-
knowledge plans because these plans have the potential for violating many
traditional union priorities such as job classifications and jurisdictional
boundaries. It should be reiterated that the foregoing discussion reports on
managerial perceptions of labor attitudls, rather than on labor attitudes per
se, with respect to pay-for-knowledge systems.

IV... Other Issues

The interview also contr:ned certain other questions of relevance. These
questions are discussed bel i.

Respondents were asked if their corporation had considered adopting p..ty-
for-knowledge 'Anywhere else, but decided against it. Twenty-five percent of the
respondents answered positively. Of these, one-third leported supporting the
decision not to adopt, whereas the remaining two third: were indifferent.
Reasons for not arici,t4.ng included bad fit with the local culture, limited
resources, and a tight external economy. None of the respondents reported that
pay-for-knowledge plans had to be discontinued in any of their locations.

Twenty-nine percent of respondents reported some modifications tc their
pay-for-knowledge plans after their original installation. Modifications were
made primarily because of inherent inequities, union resistance, or to fit
better with technological constraints.

Respondents were also asked if they would consider using a pay-for-
knowledge plan again. Answers to this question are shown in Table IV.9. Only
one respondt., showed a definite disinclination for the use of pay-for-
knowledge; the remainder were either unequivocally positive about the future use
of pay-for-knowledge, or wanted it t ed only in some cases.

Another set of questions in the interview focused on the original
installation of the pay-for-knowledge plan. Respondents were asked whose idea
it was original' `o consider the use of pay-for-knowledge. Sixty-nine percent
of the responf .ts Indicated that the original idea was corporate management's,
and 31% indicL.ced that it was local management's. Arguments used in favor of
pay-for-knowledge included the fact that it fostered employee growth and
development, that it provided training for employees, and that it was congruent
with the overall management philosophy in the organization. No significant
arguments ayainst tha use of pay-for-knowledge were mentioned.
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Table IV. 9

Future Use of Pay-for-Knowledge Plans (Combined Sample)

Percent of ResporThnts Number of Respondents

Would (your corporation) consider
using Pay-for-Knowledge Systems again?

Would Never Use Again

Would Use Under the Right
Circumstances

Might Use

Would Definitely Use

N 13

8 1

8 1

38 5

46 6
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VMMMI.6.

Respondents who had heard of other companies using pay-for-knowledge were
asked how their experiences compared with theirs. Only two answers were
obtained here, one reporting mixed experiences, and one reporting better
experiences.

Respondents were also asked if they had faced any legal challenges because
of their pay-for-knowledge systems. All respondents in the sample answered this
question in the negative.

Overall, then, the corporations using pay-for-knowledge plans reported few
problems with them few major modifications and no terminations. Most
respondents reported willingness at least to consider using pay-for-knowledge
again.

IV.8: Attitudes of Non-Users Tolsrd Pay- for- Knowles

Respondents in Groups B and C were also asked several questions about pay-
for-knowledge plans. Questions asked of Group B respondents (familiar with pay-
for-knowledge) were necessarily more detailed than questions asked of Group C
respondents (unfamil4ar with pay-for-knowledge). This section summarizes
responses to some of these questions.

Only one of Group B respondents reported having had to stop using pay-for-
knowledge in any of their locations. The reason reported for this termination
of a pay-for-knowledge plan was that too few people were included under the
system, and that, therefore, it wasn't feasible to continue using it.

Seven percent of Group B respondents indicated tnat their corporations had
at some time considered using a pay-for-knowledge plan in some location, but had
decided against it. Reasons for this decision included union opposition, a
desire to pay the job and not the person, and a decision to rdopt a pay-for-
performance instead of a pay-for-knowledge plan. All respomeants indicated that
they were not against the decision to adopt an alternative compensation system.

Group B respondents were also asked about the circumstances in which they
might consider using a pay-for-knowledge plan. Answers to this question
included: when flexibility is impori.ant (4%), when the location has jobs
suitable for pay-for-knowledge (9%), if the current compensation system was not
working (2%), and when having multi-skilled employees was important. Just under
half the respondents (40%) said, however, that they would never consider using a
pay-for-knowledge plan.

Respondents in both Groups B and C were asked whether a pay-for-kncwledge
plan would promote and/or impede the objectives around which their corporations'
compensation systems were designed. Answers to these questions are shown in
Table IV.10. The table zhows that the majority of respondents in both groups
did not see pay-for-knowledge as promoting their compensation system objectives.
Respondents in each group were divided about half and half, however, about
whether pay-for-knowledge would actually impede these objectives.



Table IV. 10

Pay-for-Knowledge Promotes/Impedes Compensation System Objectives (Compustat Sample)

Pay- for - Knowledge Promotes Objectives

Percent of Respondents

Group B Group C

Yes 40 36

No 60 64

N 47 42

Pay for Knowledge Impedes Objectives

Yes 46 51

No 54 49

N 50 47
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"To me, if you have a person who knows five or six or eight jobs within the
(company), and that person is performing only one job at a particular
point in time, that is the output that person is providing to you. I am
not going to pay a person more money simply because they know another job
Unless it ends up in that person's performance."

"The individual that we hire is compensated relative to what their worth in
the marketplace dictates."

"It would work in terms of retention of quality people."

"It would give people a greater satisfaction and gratification."

Both groups of respondents were also asked about the criteria they would
use to evaluate the success of pay-for-knowledge plans as compensation systems.
Responses to these questions are shown in Table IV.11. For comparison purposes,
the answers of Group A respondents to a parallel question are also shown in
Table IV.11. The percentages for Group A vary fruw those shown in Table IV.5,
because Table IV.5 based on the Combined sample, whereas Table IV.11 is based
on the Compustat sample only. Table IV.11 shows that reduced turnover is an
important criterion for the success of pay-for-knowledge plans anal-1g all groups
of respondents, followed by increased satisfaction and improved market
condition. Interestingly, employee acceptance was mentioned by 13% of
respondents in Groups B and C, but by none of the respondents in Group t
Overall, Table IV.11 shows a rather similar pattern of criteria across tne three
groups of respondents.

Group B respondents also reported on the conditions they thought were
necessary for promoting or preventing the success of pay-for-knowledge plans.
These answers are shown in Table IV.12. In general, a small plant and plant
start-up were seen as being critical for promoting success most often, whereas
inadequate training of employees was seen as being responsible for preventing
success most often by these respondents.

Respondents in this group were also asked about changes ir, other
organizational policies and procedures necessary for pay-for-knowledge systems
to work as intended. Answers to this questicl included changes in the selection
system (4%), performance appraisal system (9%), the use of participative
management (9%), and job security/layoff policies (2%).

Finally, respondents in all three groups were asked about their overall
attitudes toward pay-for-knowledge systems. Answers to these questions are
shown in Table IV.13. The table shows the. , overall, Group A respondents are

nost positive about pay-for-knowledge -ystems k100% favoring or strongly
inn), Group C respondents are the least positive (36% favoring), and Group

-espondents fall in between (46% favoring or strongly favoring). These data
z..,Fgest that familiar4ty with pay-for-knowledge systems is likely to bring about
favorable attitudes toward these systems.

Taken together, these results indicate that corporations familiar with pay-
for-knowledge systems tend to hold generally positive attitudes about them,
although not as positive as those of )ay-for-knowledge users. Many of the
concerns and benefits mentioned by non-users also parallel the opinions of
users.



Table IV. 11

Criteria for Measuring the Success of Pay-for-Knowledge Plans (Compustat Sample)

Percent of Respondents Mentioning Criterion

' "oup A Group 1 Group C

Meet Budget Constraints 10 0 0

Improved Market Position 30 15 22

Kinds of Employees 0 2 0

Kinds of Technology 0 2 0

Reduced Unionization Possibility 20 2 4

Local Wage Rates 10 2 4

Higher Productivity 30 32 25

Higher Profits 0 6 11

Reduced Absences 10 3 0

Reduced Turnover 60 40 36

Union-Management Relations 0 0 2

Worker Acceptance 0 13 13

Enhanced Recruitment 0 16 13

Reduced Labor Costs 40 10 9

Increased Satisfaction/Morale 40 31 27

Increased Equity 0 10 18

Increased Motivation 0 5 7

Consistent Management Systems 0 2 4

N 10 62 55
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Table IV. 12

Conditions Necessary to Promote/Prevent the Success of Pay-for-Knowledge Plans
(Compustat Sample)

Conditions Promoting Success

(Group B Respondents)

Percent of Respondents

Union Strength 2

Plant Size 32

Type of Employee 14

Type of Job 9

Market Conditions 4

Labor-Management Relationships 9

Local Culture 5

Plant Start-Up 23

N 56

Conditions Preventing Success

Conflicts with Government Regulations 2

Not ;electing Right Empl'yees 2

Inadequate Training 10

N 58
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Table IV. 13

Overall Attitudes Toward Pay-for-Knowledge Plans (Compustat S .mple)

Percent of Respondents

Group A Group B Group C

Strongly Favor 8 9 0

Favor 92 37 36

Indifferent 0 20 20

Oppose 0 31 44

Strongly Oppose 0 2 0

11 54 55
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IV.9 Summary

The data show that pay-for-knowledge plans are used by about 8% of American
corporations. These corporations are found primarily in the Manufacturing alld
Wholesale and Retail Trades industries. Production workers are most likely to
be covered t- pay-for-knowledge plans. Participative management or the team
concept Is a work innovation with high probability of use in conjunction with
pay-for-knowledge plans. Growth and development, and work force flexibility,
are enumerated among the benefits of pay-for-knowledge plans, and careful
implementation is emphasized as critical to thr success of pay-for-knowledge.
Reduced turnover and increased satisfaction are criteria for the success of pay-
for-knowledge plans mentioned most often, good labor-management relationships
are seen as important for success, and employee resistance considered a major
factor in preventing success.

About a third of the pay-for-knowledge plans in the sample exist in a
unionized setting, with an average of 7% of tie employees being covered by
collective bargaining agreements. Most corporate respondents indicate.. that the
local union leadership has favorable attitudes toward pay- for knowledge, but
reports about the attitudes of organized labor in general are more mixed.

Non-pay-for-knowledge-users indicate that pay-for-knowledge would not
necessarily promote their compensation objectives, and might in fact impede
these objectives. The ziteria used to measure the success of pay-for-knowledge
plans are reasonably similar across users and non-osers.

Overall attitudes toward pay-for-knowledge are most positive among users,
least positive among unfamiliar non-users, with familiar non-users being in
between.



CHAPTER V

PLANT DATA SOURCE

This chapter reports the results from Data Source II, i.e., mail surveys
of plants using pay-for-knowledge compensation systems. An extensive
questionnaire was mailed to personnel directors of 63 facilities known tc; be
using a pay-for-knowledge compensation system. (The sample selection and survey
design are discussed in detail in Chapter II.) The questionnaire was designed to
gather detailed information on existing pay- for knowledge systems from
individuals having day-to-day responsibility for their operation. This data
source, therefore, provides managerial perceptions, attitudes, and reports on
several issues of interest, including the following:

What are the characteristics of plants that use pay- for knowledge
sysi-ems?

What are the characteristics cf the pay-for-knowledge systems used in
these plants?

Why do organizations adopt pay-for-knowledge systems?

What other innovations generally accompany pay-for-knowledge systems?

What are the outcomes of using pay-for-knowledge systems?

What coAitions contribute to the success or failure of pay-for-
knowledge systems?

. What are the legal ramifications of using pay-for-knowledge systems?

What labor issues are relevant in unionized plants using pay-for-
knowledge systems?

What are the opinions of personnel directors about the current and
future use of pay-for-knowledge systems?

Answers to these questions from the plant data source are discussed in the
remainder of this chapter. As noted in Chapter III, this chapter reports on
data provided by 19 pay-for-knowledge Facilities. Once more, the reader should
recall that this chapter reports on managerial responses. Plant managers or
personnel directors cf pay-for-knowledge facilities constituted che respondents
for this data source. Their responses may or may not parallel those that
employees, supervisors, labor officf s, or others would have provided.

V.1: Characteristics of Plants Using_pay-for-Knowledge gistems

Table V.1 summarizes characteristics of facilities using pay-for-knowledge
compensation plans. The median number of employees at these facilities was 265
(mean=501.2; N=19). The total number employees varied widely across the
plants, ranging from a minimum of 60 to a maximum of 3,300 employees. The
proportion of females in the work force ranged from 10 to 78 percent
(mean=34.9%).
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TP2ole V.1

Characteristics of Plants with Pay-for-Knowledge Systems

Mean Median Number Responding

Number of employees 501.2 26- 19

Percent female 34.9 30.5 18

Percent covered by pay-
for-knowledge plan 69.8 71.1 15

Highest level of PFK Non-PFK
Education Completed Ea2loms?.es Employees

No high school diploma 7.3% 4.2%

Completed high school or GED 67.6% 25.-%

Some college or technical school
beyond high school 19.2% 19.5%

College degree

average years of service for
Employee Types

7.6% 54.6%

PFK Non-PFK
Employees Employees

Production 4.8 3.3

First line supervisors 8.8 6.5

Clerical 4.9 5.0

Skilled trades 5.2 5.0

Professional/technical 3.8 5.6

Managerial 11.3
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Eighteen of the site- were manufacturing facilities; mos: of these (13)
described their predominant production process as "continuous pr.,cess
production," in whicli the product is transformed from raw material to a finished
good using a series of process transformations (for example, chemicals and oil
refining). Three were engaged in "mass production," where the product is
manufactured in an assembly line fashion with repetitious, routine, and
predictable operations; and two classified their production process as "unit or
small batch production," in which the product is custom-made to an individual
customer's specifications and in which operations on each unit are typically

nonrepetitive. The remaining plant was a service facility. Half of these
facilities began operations after 1976, but starting years ranged from 1929 to

1984. Only one of the 19 respondents had any employees covered by a collective

bargaining contract.

The number of employees covered by pay-for-krowledge plans also varied
iely across plants, ranging from 31 to 1,600 employees. The average

proportion of employees covered 1.7 pay-for-knowledge was 69.8% (median=71.1%).
Productlin workers were covered by pay-for-knowledge systamq more often than
other types of workers, followed by clerical and skilled trades employees.
Managerial and professional/technical employees, and first line supervisors were
far less likely to be covered by a pay-for-knowledge plan than other groups.
Three plants indicated that some employees in the professional/technical
category were under a pay-for-knowledge plan, and two plants had employees in
the first line supervisor and managerial categories covered by pay-for-knowledge
plans. The proportion of these pay-for-knowledge employees in these categories
was low in all cases, ranging from 1% to 15%.

Non-pay-for-knowledge employees were reported to have more education than
pay-for-knowledge employees, although this is largely due to the fact that
professional/technical and managerial employees were less apt to be covered by
the pay-for-knowledge plan. The average length of service for production, first
line supervisors, skilled trades, and managerial pay-for-knowledge employees was
higher than for their non-pay-for-knowledge counterparts. The opposite

relationship existed for clerical and professional/technical employees.

V.2: Characteristics of Pay-for-Knowledge Systems

All the pay-for-knowledge compensation systems in the sample were installed
since 1969, with half of them having begun after 1980. Most of the facilities

(73.7%) were the first ones in their corporations to use a pay-for-knowledge
plan. The first suggestion to use pay-for-knowledge most often came from
management; from corporate _anagement in six companies (31.6%), and from local

management in seven other:, (36.8%). The suggestion was made by external.
consultants to three firms (15.8%), and came from miscellaneous other sources in
the others.

It has often been argued that pay-for-knowledge plans require a start-up or
"greenfield" situation, so that they don't have to overcome problems of history,
culture, and tradition. Of the 19 plants in the sample, 75% initiated tY3 pay-
for-knowledge plan at plant start-up. The remainder installed the systems in
facilities ranging from three to 48 years old.

The personnel directors were asked to indicate, on a even-point scale, the
level of involvement various groups of employees had in the development and
installation of the pay-for-knowledge plan (1=not at all involved; 4=somewhat
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involved; 7=heavily involved). Responses indicated that the group most heavily
involved was local management. Sixteen of the 19 companies indicated that local
management .as "very heavily involved" (mean=6.5). Employces and externs'
consultants ranked next in the degree to which they were involved in the
development and installation of pay-for-knowledge plans (means=4.9 a)d 4.1,
respectively).

Common to almcylt all pay-for-knowledge plans is the nvtion of some unit of
skill, knowledge, or training that forms the basis of determining an employee's
pay. Descriptive information on the pay-for-knowledge plans in use among the
sample plants is contained in Table V.2. The average pay-for-knowledge plan had
1.(.1.8 of these "skill units," with the number of units ranging from 4 to 90
(median=9.5; 14=-18). Quite often, employees were not allowed to learn all the
skill units, presumably because i.... was unrealistic to expect employees to master
and retain more than a few skills. On average, the maximum number an employee
was allowed to learn was 14.9 (median=7; N=15). The minimum that the typical
employee had to learn was 2.7 (median=1; N=17). The average number of skill
units that employees in fact lea:ned was 5.3 (median=4; N=15). respondents felt
that the typical employee could 3tay competent in an average of 4.8 skill units
(median= 3.5, N=12).

The average number of weeks required to learn a skill unit was 32.1
(median=26; N=16). The minimum ret, &red was 23.6 weeks and the maximum required
was 42.2 weeks. The time required . : the average employee to learn the maximum
number of skill units was 213 weeks. All plants in the sample conducte"1
training for skill units during the employee's regular work hours, and employees
were paid for this training time.

Some plants in the sample had restrictions on the minimum time an employee
had to perform a skill after training, and also on when an employee had to begin
learning a new skill unit. For plants with these restrictions, the average
length of time that a skill had to be performed after training was 32.8 weeks
(N=6). The maximum time that an employee could remain in a skill unit after
training was slightly over a year, i.e., 55.5 weeks (N=8).

Descriptive information along these dimensions on each pay-for-knowledge
plan in the sample is contained in Table V.3. This table allows the reader to
grasp how specific mechanics of pay-for-knowledge plans are operationalized in
different locations.

In an open-ended question, the personnel directors were asked, "How do you
determine when an employee has learned a skill unit?" Responses indicated that
13 of the 19 plants used some form of tormal testing or evaluation; nine also
involved the employee's peers in this process. The other firms used more
subjective evaluations of the employee's and/or production team's performance.
Re:pondents were also asked to rate, on a sevea-point scale, how much "say"
different groups had in determining if an employee had completed a skill unit
(1=no say at all; 7=makes final decision). They indicated that the first line
supervisor had a lot of say (mean=5.7), followed by coworkers (mean=4.6) and
nigher management (mean=4.5).

Since pay-for-knowledge plans represent a radical departure from traditional
compensation practices, plants using pa: for-knowledge must make decisions on a
number of issues related to employee pay levels. For example, decisions must be
made on the connection between skill units and wage rates. Some pay-for-
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Table V.2

Characteristics of Pay-for-Knowledge Plans

Question Mean Median Number

How many skill units does
Responding

your PFK plan include? 19.8 9.5 18

What is the maximum number

14.9 7 15

of skill units an employee is
allowed to learn?

What is the minimum nulaber of

2.7 1 17

skill units an employee must
learn?

How many skill units do employees
typically learn? 5.3 4 15

How many skill units can employees
typically stay competent in? .8 3.5 12

What is the average number of weeks
required to learn a skill unit? 32.1 26 16

a. What is the minimum of weeks 23.6 26 15

b. What is the maximum number of weeks? 42.2 52 13

How long does it take the average employee
to learn the maximum number of skill units? 213.1 90 16

After employees have completed one skill
unit, how many weeks must they perform
that skill unit before being eligible to
begin learning a new skill unit? -..8 26 6

Not including learning time, how many
weeks may employees perform one skill
unit before they must move on to

55.5 60 8another skill unit?

89



# of

skill units

maximum
# of

skill units

minimum
# of

skill units

Plant 1 8 8 1

2 12 6 0

3 4 4 1

4 6 6 1

5 11 11 1

6 7 7 4

7 40 40 1

8 7 unlimited 7

9 varies for
different
groups

varies 1

10 9 9 2

11 11 3 1

12 100+ unlimited 2

13 4 no max. 1

14 18 all jobs in 6
work unit

15 10 10 2

16 70 15 15

17 20 7 3

18 9 3 0

19 5 5 3

Table V.3

Description of Pay-for-Knowledge Plans at the Plants

# of
skill units

typical employee
# of can stay

skill units competent in

6 8

? ?

1 1

2 ?

10 5

5 4

too early all they are
to tell proficient in

7 varies

5 all

min. 2

3

16

3

6

4

15

3

3

don't know yet

I of
weeks
to learn

skill unit

minimum
# of
weeks

maximum
# of
weeks

# of

weeks to
learn maxi-
mum # of
skill units

# of

weeks before
learning new
skill unit

# of

weeks to
perform

one skill before
moving on to

another skill unit

26-52 26 52 260 26 na

52 na na 400 0 na

52 52 52 208 until promoted only if promoted

2 na 2 ? allow 2advance- allow 2 advance-
ments per year ments per year

16 6 na 200 0 8

26 8 na 364 26 na

2 wks to 2 52 260 1-2 1-2 weeks
1 year

5 4 7 35 varies varies

varies varies varies 12-16 varies na

3 78-104 78 104

3 - 26 52

? 26 13 39

3-4 52 26 no max.

if they rotate,
all jobs

2 will
vary

1 some jobs
take 6
months

3 26 26 26

15 9 2 15

5 8 4 12

3 52 30 150

3 52 39 60

330 78 78

260 13-39 no requirements

open 26 forever

depends on na limit no limit
skill level

6-9 varies varies

260 0 26

140 0 no minimum

78 0 na

200 0 but usually unlimited
12-24

364 0 .60 .



knowledge plans award points to an employee upon completion of training in a

skill, with accumulated points leading to wage increases. Other pay-for-
knowledge plans tie completion of a skill unit directly to wage increases. Most
of the plants in the sample used the latter method (13 of 18, i.e., 72.2%). A
majority (11 of 18, i.e., 61.1%) indicated that all skill units were worth the
same amount in the overall pay-for-knowledge system, while the other seven
respondents reported that their pay-for-knowledge plan had skill units of
differing value.

Pay-for-knowledge plants must also decide on absolute and relative wage
levels. Responden were asked the wage rate for newly hired employees, for
employees learning their first skill unit, and for employees who had completed
the maximum number of skill units allowed. In each case, respondents indicated
how they thought this wage rate compared to what the employee could earn
elsewhere in a comparable job. The average wage rate of newly hired employees
in these companies was $7.14 per hour (median=$7.75; N=17). Nine plants
considered their wage rate to be higher than elsewhere, six thought it was about
the same, and three thought it was lower. Employees learning their first skill
unit earned slightly more on average, $7.36 per hour (median=$7.75; N=17). Once
again, most plants (10 of 17) considered this to be higher than what the
employee could earn elsewhere; five thought it was about the same and two
thought it was lower. For employees who had completed the maximum number of
skill units allowed, the average wage rate was $11.41 per hour (median=$12.10;
N=17). All but one of the firms responding (N=16) thought that this was higher
than could be earned elsewhere on a comparable job. In this context, it should
be mentioned that these dollar figures were not compared to published data
(e.g., from the Bureau of National Affairs) because it was impossible to compare
multiskilied employees with the more traditional job classifications reported in
these data.

Another issue relevant to pay-for-knowledge plans is the extent to which an
employee's pay is affected by (a) the number of skills learned, (b) how well
each skill is performe3, and (c) how well each skill is retained. When asked to
indicate, on a seven-point scale, the importance of each of these factors in
determining employees' pay, respondents gave the highest ratings to the number
of skills learned (mean=6.2), followed by the quality of performance (mean=4.5)
and skill retention (mean -4.4).

Respondents also answered questions about some of the other mechanics of
their pay-for-knowledge plans. Fur example, there must be procedures to
coordinate the movements of employees across skill units. One question
concerned the issue of when an employee is ready to move to a new skill unit,
but no vacancy exists. In most plants (12 of 18), the employee simply had to
wait for a vacancy to occur; one plant gave the person temporary compensatory
pay; and other plants developed a variety of other mechanisms to deal with this
situation. For example, respondents from several plants reported that training
in a new skill could be provided even though a vacancy to perform that job did
not exist currently.

Another question focused on the situatioi, where more than one person is
ready to learn a skill unit, and only one vacancy is available. A variety of
criteria or procedures for handling the situation were mentioned in response to
this question. Some form of production team decision was the procedure
mentioned in seven of 17 responses. Past performance was mentioned in five
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respzases, and seniority in four. Several respondents indicated that they took
into account factors such as the length of time employees had been waiting and
which employee had been out of training the longest. Only one plant indicated
that the supervisor made the decision alone. Another plant indicated that they
had a master training plan which eliminated this problem.

RespoAdents were asked how an employee's pay would be affected if a

technological change eliminated a skill unit. Fourteen of 17 respondents said
that there would be no change in the hourly wage rate, and three said that the
wage rate would be frozen until an alternative skill unit had been completed.
None of the respondents indicated that the hourly wage rate would be reduced.
When asked what other adjustments to their pay-for-knowledge plan a

technological change would necessitate, six respondents mentioned some change in
the structure of the pay-for-knowledge plan such as the inclusion of new still
units. Two respondents said that the change would require retraining in
existing skill units.

Only three of 18 respondents indicated that their pay-for-knowledge plan
required that skill units be learned in a specific order. Eight provided
refresher training for skills already mastered, but only three required
refresher examinations for these skills. Six respondents indicated that they
had a formalized procedure for ensuring that employees retained proficiency in
previously mastered skills. The predominant procedure for ensuring retention of
skills was some form of rotation through previously mastered skills.

In short, pay-for-knowledge plans in the sample were generally installed at
the direction of local or corporate management and tended to include about nine
skill units. Over six months were needed to learn each skill unit, and the
employee could move through the pay-for-knowledge plan in about four years.
Supervisory evaluations represented the most common form of performance
appraisals. Generally, wage increases were tied directly to mastery of skill
units, and number of skill units learned was the primary determinant of wage
rates. Skill retention was given some emphasis in most pay-for-knowledge plans
studied. Pay-for-knowledge plants typically reported paying their employees
higher than prevalent wages.

V.3: for Adopting Pay-for-Knowledge Compensation Systems

Organizations decide to adopt pay-for-knowledge plans for many reasons, and
attach different degrees of importance to these reasons. Respondents were given
a list of 25 possible reasons for adopting a pay-for-knowledge compensation plan
and were asked to indicate, on a seven-point scale, the extent to which each
reason affected the decision to use pay-for-knowledge in their facility (1=not
at all, 3=to some extent, 5=to a large extent, 7=to a very great extent).
Respondents could provide reasons other than the 25 mentioned, if appropriate.

In Table V.4, the reasons are ranked in descending order of the average
scores indicating the extent to which each affected the decision to use pay-for-
knowledge. The possibility of achieving higher employee commitment was the most
important reason for adopting pay-for-knowledge, followed by increased
productivity, improved employee motivation, greater employee satisfaction,
employee growth and development, better quality of work life, improved employee
performance, and flexibility in placing employees. At the opposite extreme, a
desire to reduce the external marketability of the work force, pressure from
organized labor, and corporate policies/directives on pay-for-knowledge and
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Table V.4

Reasons for Using Pay-for-Knowledge Plans*

Mean Number Responding

Higher employee commitment 6.1 18

Increased productivity 5.9 18

Improved employee motivation 5.9 18

Greater employee satisfaction 5.9 18

Employee growth and development 5.8 18

Better quality of work life 5.7 18

Improved employee performance 5.6 18

Flexibility in placing employees 5.5 18

A desire to keep company non-unionized 4.8 18

A desire to pay employees competitive wages 4.7 18

Smaller work force size 4.5 18

Reduced voluntary turnover 4.1 18

Better labor-management relationships 4.1 18

Lower absenteeism 3.9 18

Fewer layoffs 3.9 18

Dollar savings 3.7 18

Lower tardiness 3.6 18

A desire to increase the pay rates for employees 3.6 18

A desire to reduce union influence 3.2 17

To be consistent with other management systems 3.1 18

Corporate policies about the use of innovative
management techniques 2.8 18

Corporate policies about using PFK 2.1 18

Corporate directive to use PFK 2.1 17
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Table V.4 (cont.)

Reasons for Using Pay-for-Knowledge Plans*

Pressure from organized labor

Mean

1.8

Number Responding

17

A desire to reduce the external marketaJility
of the work force 1.8 17

* Items were measured on a seven-point scale
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innovative management techniques seemed to affect the decision to use pay-for-
knowledge the least.

Thus, issues of employee growth and satisfaction, and work force
flexibility appeared to be more important in stimulating the use of pay-for-
knowledge plans than did organized labor or corporate demands.

V.4: Other Innovations

Because pay-for-knowledge plans rarely occur in isolation from other
innovations, the instrument was designed to determine what other innovations
were occurring most frequently in conjunction with pay-for-knowledge. It should
be remembered that some of these "innovations" (e.g., open door policies) have
been used by some organizations for a long time. Their inclusion as innovation
simply reflects the infrequency with which they tend to occur. Responses
indicate that innovations commonly accompanying pay-for-knowledge included:
open door policies, interpersonal skills training, enriched jobs, team approach
to management, human resources planning, and employee stock ownership plans.
Features that were not usually included with pay-for-knowledge include: two-tier
wage systems, cafeteria-style benefits plans, profit-sharing, permanent part-
time employment, and quality circles. Table V.5 lists the frequency with which
different innovative features selected by the respondents are represented in
their plants.

Respondents were also asked, in an open-ended question, which
organizational systems were specifically designed to be consistent with their
pay-for-knowledge plan. Responses included the following: the use of work
teams or a team-based structure, the use of team leaders rather than first line
supervisors, all salaried work force, no time clocks, the organizational
structure, the communications plan, the hiring/training/orientation process,
the equipment layout, and close relationships in small groups. There was no
identifiable pattern of responses that occurred together, i.e., different plants
reported different organizational systems that they considered specifically
designed to fit with pay-for-knowledge.

In short, interpersonal and team-related innovations were more frequent
accompaniments of pay-for-knowledge plans than were various other compensation
innovations.

V.5: Outcomes of Using Pay-for-Knowledge Plans

Respondents were asked about a number of positive outcomes associated with
the use if pay-for-knowledge plans. The outcomes are summarized in Table V.6.
Outcomes identified most often as being promoted successfully by pay-for-
knowledge were greater work force flexibility, improved employee satisfaction,
more employee commitment, and better employee-management relationships. For
example, 89.5% of the firms said that pay-for-knowledge promoted greater work
force flexibility to a large extent or even greater. Likewise, 63.2% of the
firms reported that pay-for-knowledge promoted improved employee satisfaction at
least to a large extent. There was less agreement on some of the other
outcomes.

For example, only 47.4% saw pay-for-knowledge as reducing labor costs and
layoffs at least to a large extent, 36.9% saw pay-for-knowledge as producing
lower absenteeism, 31.6% saw reduced voluntary turnover as a significant outcome
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Table V.5

Frequency of Other Innovations Accompanying Pay-for-Knowledge
(N=19)

Other Innovations Number of Organizations Percentage of
Reporting the Feature Organizations

Open door policies 19 100.0

Enriched jobs 17 89.5

Interpersonal skills training 17 89.5

Team approach to management 16 84.2

Employee stock ownership plan 16 84.2

Human resources planning 14* 77.8

Employee participation in major
personnel decisions (hiring,
terminations, performance
appraisals, etc.) 14 73.7

An assessment center-type of approach
for selection 13

Autonomous work groups 13 68.4

Open architectural design 12 63.3

Matrix organizational design 11* 61.1

Employee participation in major
organizational decisions
(excluding collective bargaining
issues) 11* 61.1

Life and career planning programs 11 57.9

All salary work force 11 57.9

Management by objectives 10* 55.6

Formal suggestion systems 10 52.6

Alternative work schedules (flexitime) 10 52.6

Organization-wide bonus systems 8 42.1

Lump sum salary increases 7* 38.9
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Table V.5 (cont.)

Frequency of Other Innovations Accompanying Pay-for-Knowledge

Permanent part-time employment 6 31.6

Quality circles 6 31.6

Profit sharing 5* 27.8

Cafeteria-style benefit plan 4* 22.2

Job sharing 4 21.1

Two-tier wage systems 2* 11.1

*N=18
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Table V.6

Extent to Which Different Outcomes Are Promoted by the Use of
Pay-fo-Knowledge

Not
at all

Percent of Respondents

a very
extent

To some
extent

To a large To
extent great

(1) (2) (3) (4) (5) (6) (7) Mean

Outcomes Promoted by PFK

Improved employee
satisfaction (N=19) 0.0 0.0 10.5 26.3 47.4 5.3 10.5 4.8

Greater work force

flexibility (N=19) 0.0 5.3 0.0 5.3 21.1 26.3 42.1 5.9

Labor cost reductions

(N=19) 10.5 15.8 26.3 0.0 26.3 5.3 15.8 3.9

Increased output per
hour worked (N=19) 0.0 15.8 10.5 15.8 36.8 10.5 10.5 4.5

Enhanced employee
motivation (N=19) 0.0 15.8 15.8 10.5 36.8 5.3 15.8 4.5

More employee
commitment (N=19) 0.0 10.5 15.8 15.8 36.8 0.0 21.1 4.6

Lower absenteeism
(N=19) 21.1 15.8 15.8 10.5 21.1 0.0 15.8 3.6

Fewer layoffs
(N=19) 31.6 5.3 5.3 5.3 31.6 0.0 15.8 3.9

Reduced voluntary
turnover (N=19) 26.3 10.5 15.8 15.8 15.8 15.8 10.5 3.4

Better labor-management

relationships (N=17) 23.5 5.9 11.8 5.9 23.5 23.5 23.5 3.9

Better employee-

management relation-
ships (N=19) 10.5 5.3 10.5 21.1 10.5 21.1 21.1 4.6
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of pay-for-knowledge, and 52.9% saw pay-for-knowledge as promoting better labor-

management relationship to a large extent or greater.

When asked to compare what it would be like if they didn't have a pay-for-

-Anowledge plan, however, 78.9% of the sample reported that pay-for-knowledge
employees were less likely to be laid off in an econsfle..c downturn, 15.8%

reported that they were just as likely, and 5.3% that they were more likely to

be laid off, than if the plants did not have a pay- for-knowledge plan, This

provides some support for the argument that pay-for-knowledge may reduce the
probability of layoffs.

Respondents weze also asked to compare their pay-for-knowledge and non-pay-
for-knowledge employees along several outcomes. Responses are shown in Table

V.7. On average, pay-for-knowledge employees were found to be more likely to

receive promotions than non-pay-for-knowledge employees. Over half of the firms

reported that pay-for-knowledge employees were more likely to be promoted than

non-pay-for-knowledge employees, while tnly 7.7% reported that they were less

likely to be promoted. Likewise, intra-departmental and inter-departmental

transfers occurred somewhat more often among pay-for-knowledge employees. The

plants reported no major differences in layoff rates between pay-for-knowledge

and non-pay-for-knowledge employees. The rates of voluntary terminations and

absenteeism were, surprisingly, reported to be higher among pay-for-knowledge

employees more often, although tardiness rates were viewed as higher among non-

pay-for-knowledge employees in m-re organizations.

Another outcome associated with the use of pay-for-knowledge is leaner

staffing. Table V.8 shows the responses with respect to this issue. For

example, 63.2% of the firms reported that if they were not using a pay-for-

knowledge plan, they would need more production employees, more skilled trades

employees, and more first line supervisors. The need for extra clerical,

administrative, managerial, and professional/technical employees was not

reported as often.

These results were substantiated by answers to another question.
Respondents assessed whether employment levels were higher or lower at the

facility than they would have been without pay-for-knowledge. Responses are

shown in Table V.9. The results indicate that total employment levels, the
number of supervisory employees, and the number of non-managerial employees were

slightly lower because of the use of pay-for-knowledge. It is often argued

also that administrative costs are higher in plants with pay-for-krowledge

systems. This argument was not upheld by the data. Only one firm t,irted that

administrative costs would be lower without a pay-for-knowledge plan.

Overall, the data suggest that the employee types whose numbers are least

affected by the use of a pay-for-knowledge plan are managerial,
professional/technical, clerical, and administrative employees; larger numbers
of production, supervisory, and skilled trades employees may be needed by

companies not using a pay-for-knowledge plan.

Respondents were also asked to compare their experiences with the
experiences of non-pay-for-knowledge facilities that were otherwise similar to

their'. Responses are shown in Table V.10. The pay-for-knowledge plants in the

samplt., on average, consistently reported better employee-management
relationships, employee motivation, employee performance, and quality of product

or service. Responses regarding all other outcomes of interest also fell above
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Table V.7

Comparison of Pay-for-Knowledge and Non-Pay-for-Knowledge Employees
on Selected Outcomes

(N=13)

Question: Please think about non-managerial employees at your facility.
Indicate whether the rates of the following are hi,her for pay-for-
knowledge employees or non-pay-for-knowledge employees.

Percent of Respondents

Outcomes

PFK
Employees

Much Higher

PFK

Employees
Higher

Abcut
the cane

Non-PFK
Employees
Higher

Non-PFK
Employees

Much Higher Mean

Intra-departmental
transfers 23.1 23.1 /3.1 23.1 7.7 2.7

Inter-departmental
transfers 23.1 30.8 15.4 15.4 15.4 2.7

Promotions 7.7 46.2 38.5 0.0 7.7 2.5

Voluntary
terminations 7.7 23.1 46.2 23.1 0.0 2.8

Layoffs* 0.0 0.0 100.0 0.0 0.0 3.0

Other voluntary
terminations 0.0 23.1 61.5 13.4 0.0 2.9

Absenteeism 7.7 23.1 46.2 15.4 7.7 2.9

Tardiness 7.7 7.7 53.8 23.1 7.7 3.2

* N=11

I
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Table V.8

Work Force Needs Without a Pay-for-Knowledge Plan
(N=19)

Question: If you didn't have a pay-for-knowledge plan, would
you need more employees of the following types, fewer employees,

or about the same number in your total work force?

Percent of Respondents

Employee Type Considerably
fewer

Fewer About
the same

More Considerably
More

Mean

(1) (2) (3) (4) (5)

Production 0.0 0.0 36.8 57.9 5.3 3.7

First line supervisors 0.0 0.0 36.8 57.9 5.3 3.7

Clerical 0.0 0.0 68.4 31.6 0.0 3.3

Skilled Trades 0.0 0.0 36.8 47.4 15.8 3.8

Administrative 0.0 5.3 68.4 26.3 0.0 3.2

Professional/Technical 0.0 0.0 83.3 16.7 0.0 3.2

Managerial 0.0 0.0 68.4 31.6 0.0 3.3
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Table V.9

Employment Rates Without a Pay-for-Knowledge Plan

Question: Do you think these measures are lower or higher at your
facility than they would have been without a pay-for-knowledge plan?

Percent of Respondents

Employment Rates

(1) (2) (3) (4) (5) (6) (7) Mean*

Total Employment (N=17) 5.9 35.3 35.3 17.6 5.9 0.0 0.0 2.8

Number of Supervisory
Employees (N=19) 10.5 42.1 10.5 36.8 0.0 0.0 0.0 2.7

Number of Non-
Managerial Employees
(N=19) 10._ 31.6 26.3 26.3 5.3 0.0 0.0 2.8

Administrative Costs
(N=18) 5.6 11.1 5.6 33.3 38.9 5.6 0.0 4.1

* Response Options:

1 = much lower
2 = somewhat lower
3 = slightly lower
4 = about the same
5 = slightly higher
6 = somewhat higher
7 = much higher
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Table V.10

Respondents' Comparisons of Their Experiences with Those of
Non-Pay-for-Knowledge Facilities*

Comparison Areas Mean Score**

Employee-management relationships (N=17) 4.4

Employee performance (N=19) 4.3

Quality of product or service (N=19) 4.3

Supervisor-employee relationships (N=17) 4.2

Employee motivation (N=19) 4.2

Layoff rates (N=18) 4.2

Absence rates (N=19) 4.1

Grievance rates (N=19) 4.1

Productivity (N=19) 4.1

Tardiness rates (N=19) 3.9

Quit rates (N=19) 3.7

OSHA injury rates (N=19) 3.7

* Question: Compared to non-pay-for-knowledge facilities similar to yours,
have your experiences in the following areas been better, worse,
or about the same?

** Response options:

1 = ours are much worse
2 = ours are somewhat worse
3 = about the same
4 = ours are somewhat better
5 = ours are much better

1 Y
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the mean. Overall, the results indicate that respondents in the sample believed
their plants' experiences to be generally better than the experiences of plants
that were similar, but did not use pay-for-knowledge.

Similarly, respondents also compared various measures of organizational
functioning with what they would be without a pay-for-knowledge system. The data
are shown in Table V.11. Many measures were consistently reported to be higher
than they would have been without pay-for-knowledge. For example, 72.2% of the
f'cms felt that output per hour worked was higher, and that unit production
costs and labor costs per unit of production were lower, than they would he
without pay-for-knowledge. Training costs for non-managerial employees were
perceived to be higher than they would be if a pay-for-knowledge system was not
being used. Administrative costs were nr%t seen as being much higher than they
would otherwise be.

Respondents were also asked, in an open-ended format, which administrative
costs were higher or lower due to pay-for-knowledge. Increases in benefits
payment was mentioned as an increased cost, since the lower turnover rates in
pay-for-knowledge facilities result in higher levels of seniority among
employees. Other increased costs included the costs of pay administration,
training costs, the cost of training time, meeting time, performance appraisal
administration, hidden costs of peer review time, additional paperwork,
personnel support, job postings, trial periods, and personnel support time to
interface with management and team advisors. At the same time, some
administrative costs were reported to be lower. Reduced turnover, reduced
absenteeism, fewer shifts, better hiring practices, reduction in transaction
costs from bumping and bidding, interviewing time, and reduced clerical/support
personnel were all cited as pay-for-knowledge-related outcomes which helped to
reduce administrative costs.

To summarize, pay-for-knowledge plans were seen by respondents as promoting
many outcomes. Work force flexibility, satisfaction, and commitment were
predictably reported as being furthered by the use of pay-for-knowledge. Other
such outcomes included lower absenteeism, work force stability, and better
labor-management relationships. Job-related moves were more common among pay-
for-knowledge than non-pay-for-knowledge employees. Absenteeism and voluntary
turnover were reported to be higher among the former. Generally, the
respondents reported leaner staffing due to pay-for-knowledge, especially among
production, supervisory, and skilled trades employees. In addition, the
respondents consistently felt that they were better on many measures of
organizational functioning than they would have been without a pay-for-knowledge
plan.

V.6: Unanticipated Problems and Benefits

Respondents were asked, in an open-ended format, about the unanticipated
benefits and unanticipated problems associated with the use of a pay-for-
knowledge system. Several respondents reported having experienced both.

One unanticipated problem was that the pay-for-knowledge plan can take on a
"sacred cow" status, making it very difficult to implement any needed changes in
the plan. Another problem respondents mentioned was that it may become
difficult to "promote" upper level pay-for-knowledge employees to "higher" level
(non-pay-for-knowledge) administrative or technical jobs. This occurred because
the pay-for-knowledge employees were being paid too much to be "promoted."
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Table V.11

Respondents' Comparisons of Measures of Organizational Functioning Between
Pay-for-Knowledge and Non-Pay-for-Knowledge Facilities*

Employee Rates
(2)

Percent of Respondents

(6) (7) Mean**(3) (4) (5)(1)

Output Per Hour Worked

(N=18) 0.0 5.6 0.0 22.2 33.3 22.2 16.7 5.2

Unit Production Costs
(N=18) 16.7 16.7 38.9 16.7 5.6 5.6 0.0 2.9

Labor Costs Per Unit
of ProducFion (N=18) 16.7 22.2 27.8 22.2 11.1 0.0 0.0 2.9

The Percentage of Defects
in Products or Errors
in Services (N=18) 33.3 27.8 16.7 22.2 0.0 0.0 0.0 2.3

Quit Rate (N=19) 21.1 26.3 21.1 26.3 5.3 0.0 0.0 2.7

Layoff Rate (N=17) 41.2 29.4 5.9 17.6 5.9 0.0 0.0 2.2

Involuntary Termination
Rate (N=19) 26.3 26.3 15.8 26.3 5.3 0.0 0.0 2.7

Absenteeism Rate (N=19) 42.1 10.5 21.1 26.3 0.0 0.0 0.0 2.3

Expenditures for Training
of Non-Managerial
Employees (N=17) 0.0 11.8 5.9 5.9 23.5 29.5 23.5 5.2

Administrative Costs
(N=18) 5.6 11.1 5.6 33.3 38.9 5.6 0.0 4.1

* Question: Do you think these measures are lower or higher at your facility
than they would have been without a pay-for-knowledge plan?

** Response Options:

1 = much lower
2 = somewhat lower
3 = slightly lower
4 = about the same
5 = slightly higher
6 = somewhat higher
7 = much higher
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A third problem mentioned by respondents was that some employees did not want to
advance beyond one skill. A fourth problem identified was that, after an
employee reached the plant rate, performance evaluations may continue but there
were no pay increases other than cost-of-living adjustments. Another unforeseen
problem was that the leaner staffing structure resulted in fewer opportunities
for promotions. Respondents did not describe if, and how, they handled these
unanticipated problems.

Other unanticipated problems included the following: the need for more
structured training in the technical skills; the fact that not all employees
were capable of mastering the required skill levels fully; the complexity of the
management processes necessary to implement any changes in the pay-for-knowledge
system required by organizational maturity and changing business conditions; and
managing the details of the pay-for-knowledge system and of the administrative
procedures necessary to run the system.

The list of unanticipated benefits resulting from the use of pay-for-
knowledge was also long. Following are some of the unanticipated benefits
mentioned by respondents: commitment to product quality, the ability to run the
facility when "short-handed" (e.g., when inclement weather forced the plant to
operate with a partial work force), overall reduction in the number of employees
necessary to operate the facility, the ability to adapt to change, reduction inthe number of the indirect labor work force members (e.g., maintenance
personnel), greater aspirations for higher pay among the work force, the
incentive provided by the chance to master a skill and obtain a performance
evaluation that was directly related to a pay increase, pay-for-knowledge
becoming the main vehicle for employee involvement, the increased number of
promotion opportunities pay-for-knowledge provided, lower total costs, and lowerlevels of "bickering" about pay issues. Some of these benefits, e.g., reduction
in numbers of employees required to operate the pla-t, are clearly predicted
benefits of pay-for-knowledge. It is interesting to note, therefore, that
respondents list them as unanticipated benefits.

In short, the unanticipated problems of pay-for-knowledge focused on
logistical issues and the need for careful implementation. Unanticipated
benefits mostly included flexibility, leaner staffing, improved employee
attitudes, and concern for both quality and quantity of output.

V.7: Conditions Contributing to the Success or Failure
of Pay-for-Knowledge Systems

Respondents in the sample were asked about key variables responsible for
the success of a pay-for-knowledge system. Data on this issue are reported inTable V.12. The table shows that an emphasis on employee growth and
development, local managerial commitment, and employee commitment had the
highest means. Thus, respondents view commitment levels in the organization to
be instrumental in determining the success or failure of their pay-for-knowledge
system. Likewise, the overall management philosophy, i.e., the general
managerial approach, was identified as a key determinant of pay-for-knowledge
success. Work force flexibility, or the ability to move employees across jobs
as needed, was also seen as contributing to the success of pay-for-knowledge
plans. Employee selection procedures, emphasis on employee training, and
employee participation in the administration of the plan were also generally
considered contributors to the success of the system.

1
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Table V.12

Factors Contributing to the Success of Pay-for-Knowledge Plans*

Emphasis on employee growth and

Mean** Number Responding

development 5.6 19

Local managerial commitment to
the plan 5.6 19

Employee commitment 5.5 19

The overall management philosophy
of the organization 5.3 19

Ability to move employees from one
job to another as needed 5.3 19

Emphasis on employee training 5.2 19

Employee selection procedures 5.2 19

Employee participation in the
administration of the plan 5.1 18

* Question: To what extent do the elements listed account for any

successes you have had using your pay-for-knowledge plan?

** Response Options:

1 = not at all
3 = to some extent
5 = to a large extent
7 = to a very great extent
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In response to an open-ended question, respondents indicated that an
atmosphere of trust and communication, producing shared goals between managementand employees, was an important contributor to success. The effective operationof the facility per se was also identified as important in this context,
suggesting that pressures on a pay-for-knowledge system may be a function of how
well the facility performs. Another respondent emphasized the importance of
"fit" between the philosophy and objectives of the organization on the one hand
and the pay-for-knowledge plan on the other. Still another respcndent argued
that pay-for-knowledge provided a challenge for employees to excel and to go
beyond the minimum standards; employees' willingness to accept this challenge
was considered critical in this regard. Communications, and the internal
marketing of the pay-for-knowledge plan, were also cited as key determinants.

In response to another open-ended question, several other organizational
features and environmental conditions were identified as necessary for pay-for-
knowledge systems to work effectively. These included characteristics of the
organization and the employees. Structural characteristics of the organization
included: routine or non-specialized jobs; a manufacturing process compatible
with pay-for-knowledge; few levels in the organizational hierarchy; and clearteam boundaries. Attitudinal characteristics of organizations that were
mentioned included: open door policies and open communication; an atmosphere oftrust and cooperation; corporate level support; management support; willingness
to adapt and change; a commitment to quality; organizational patience; and
organizational risk-taking.

Organizational practices considered important were: employment selection
procedures that allow for selection of suitable employees; highly structured
training programs with well defined tasks that must be demonstrated over time;
opportunities for advancement through skill acquisition; understanding at alllevels of the organization; team design; good evaluation tests; and stable
employment. Team characteristics of relevance were: small, "family"-type
teams; an accurate view of the supervisor's role; and small units of people.Other features mentioned were: total commitment and involvement of all
employees; help from consultants; socio-technical design; the ease with which
pay-for-knowledge could be understood and administered; and the "fit" between
pay-for-knowledge and organizational objectives.

Respondents were also asked, in an open-ended format, what kinds of
employees are most suited to a pay-for-knowledge system. Answers to this
question focused on skills, attitudes, and positions. Among the skills
considered important were education and intelligence, interpersonal
communications, planning and problem-solving, leadership, and tolerance for
stress. The attitudes respondents viewed as important among pay-for-knowledge
employees were interest in learning and self-development, desire to improve
expertise and income, open-mindedness and ambition, motivation, and flexibility.
Some respondents also indicated that employees just entering the work force, and
mature employees were necessary under pay-for-knowledge. One respondent
considered non-exempt employees to be particularly suited to pay-for-knowledge,
whereas another thought that pay-for-knowledge would work with any kind of
employee.

Clearly, the absence of factors contributing to the success of pay-for-
knowledge plans can lead to failure, and vice versa. In other words, the
determinants of the success or failures of pay-for-knowledge systems may
essentially be the same. This idea is supported by Table V.13. This table



Factors Creating Difficulties With Pay-for-Knowledge Plans*

Mean** Number Responding.

"Kinks" in the actual working of the plan 3.8 19

Insufficient training of supervisors 3.4 18

Performance appraisals 3.2 18

Inadequate training of employees 3.1 19

* Question: To what extent have the following factors been responsible

for any difficulties you have experienced with your pay-for-knowledge plan?

** Response Options:

1 = not at all
3 = to some extent
5 = to a large extent
7 = to a very great extent



..de-,tifies several of the common factors reported by respondents to have created
difficulties for pay-for-knowledge systems. In every case, these factors were
also idemcified as critical to the snccess of the pay-for-knowledge plan.

In short, conditions contrtbuting to the success of pay-for-knowledge plans
included managerial commitment, careful implementation of the plan, and "fit"
between the plan and other organizational dynamics. Employee characteristics
considered important in this regard genurally focused on appropriate attitudes
and perspectives.

V.8: Legal Ramifications

Almost 37% of the respondents reported having qt least one discrimination
char^,e filed at the facility in the past year. In none of the cases, however,
was the discrimination charge related to the pay-for-knowledge plan.
Furthermore, only one respondent reported having any wage-and-hour violations
filed at the facility in the past year. Again, the violation was not related to
the pay-for-knowledge plan. Finally, "nly one respondent reported having other
legal challenges related to the pay-for-knowledge plan. In this case, a breach
of contract was alleged for not hiring an individual upon completion of pre-
employment training.

Thus, the data suggest that the use of pay-foi:-knowledge plans is not
likely to lead to legal problems very often.

V.9: Labor Issues

As noted, only one of the 19 organizations was unionized. In addition,
responses from a se-ond unionized organization were received relatively late.
Data from the second organization are not included in the bulk of this chapter.
This section, however, summarizes answers to labor-related issues provided by
these two unionized plants.

Both organizations were manufacturing facilities with predominantly male
work forces. In one plant, the pay-for-kno _ledge plan covered all production
employees; in the other plant, first line supervisory, clerical, skilled trades,
professional/technical, and managerial employees were included under the pay-
for-knowledge plan, although the largest proportion of pay-for-knowledge
employees were in the skilled trades category. Pay-for-knowledge employees in
the production c;_egory in the first plant, and pay-for-knowledge employees in
the clerical and skilled trades categorlas in the second plant, were covered by
collective bargaining agreements.

Respondents were asked about the concerns of organized labor during the
development of the pay-for-knowledge plan. Both 91ants reported the following
concerns among the unions: length of time to learn a skill, who decides when a
skill unit has been learned, how one decides when a skill, unit has been learned,
how much say the union would have in the job assignment process, and the pay
increment associated with each skill unit. In addition, at least one of the two
plants also reported the following concerns: how much say the union would have
in who learned which skill unit, potential conflicts between ray for seniority
and pay-for-knowledge, implications of pay-for-knowledge for layoff policies,
how much say the union would have in who gets to work overtime, and the
implications of pay-for-knowledge for the size of the work force.
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Jurisdictional disputes were the only issues that neither respondent reported as
being a concern among unions during the development of the pay-for-knowledge
plan.

A second question focused on union concerns during the operation of the
pay-for-knowledge plan. Both respondents included length of time to learn a
skill unit, and how one decides when a skill unit has been learned as current
union concerns. One respondent reported two other concerns: who decides when a
skill unit has been learned, and how much say the union would have in who gets
to wont overtime.

Several questions were asked about the extent of union involvement in the
pay-for-knowledge plan. The broad objectives and the details of the pay-for-
knowledge plan were jointly developed by union and management in one case, and
with the active involvement of the union in the other. Respondents had met with
union representatives 3-6 times in the past year regarding the pay-for-knowledge
plan, although these meetings did not affect the plan much. Union rank-and-
file, shop stewards, local and national union leadership, and local and
corporate management were all reported as having moderate to a great deal of
"say" in contract negotiations about the pay-for-knowledge plan.

No grievances or unfair labor practice charges relating to pay-for-
knowledge plans were reported by either respondent. Seniority rights regarding
layoffs, overtime, job assignments, and eligibility for training were not
considered different from what they would be without a pay-for-knowledge plan.
Movements of employees across skill units were specified in the collective
bargaining contract in one of the two plants.

Respondents were asked if union influence at their facilities had changed
because of the pay-for-knowledge plan. One respondentA,mthought it had stayed
about the same, the other thought it had decreased somewhat.

Both respondents agreed that unions were supportive of their pay-for-
knowledge plans, both strongly disagreed with the statement that unions were
always threatening to file grievances about the pay-for-knowledge plan and both
disagreed with the statement that the pay-for-knowledge plan had complicated the
collective bargaining process. Respondents rated the overall union-management
relationships at their facilities as being moderately to very cooperative.

In summary, the presence of unions in pay-for-knowledge facilities was not
seen as problematic by respondents. Overall, respondents had fairly positive
relationships with their unions and had actively involved the unions in the
development and management of the pay-for-knowledge plan.

V.10: Current and Future Use of Pay-for-Knowledge

Several questions focused on respondents' perceptions of the pay-for-
knowledge plan as it was implemented in their facilities. These questions
concerned employee attitudes, the mechanics of the pay-for-knowledge plan,
supervisory and labor attitudes, etc. This section contains responses to these
and similar questions.

One set of questions concerned the relationships among employees of these
pay-for-knowledge facilities. Data on these questions are summarized in Table
V.14. The table shows that employees in pay-for-knowledge plants generally



*

Table V.14

Relationships Among Employees in Pay-for-Knowledge Plants

estion Mean* Number Reporting

Our employees tell each other the way they
are feeling 5.5 19

Our employees feel free tc discuss their
mistakes with management 5.5 19

Our employees stick together 5.5 18

Our employees always help each other out when
they have problems 5.1 19

When employees don't like the way things are
done, they tell management about it 6.0 19

There is a strong feeling of fellowship among
our employees 5.6 19

Our employees seem to have no respect for
each other 1.9 19

There is constant bickering among our employees 1.8 19

When employees and management disagree, they
feel free to talk to each other about it 5.8 19

Employees look forward to being with one another
each day 5.2 19

There are lots of hard feelings among our employees 1.9 19

Response Options

1 = Strongly disagree
2 = Disagree
3 = Slightly disagree
4 = Neither agree nor disagree
5 = Slightly agree
6 = Agree

7 = Strongly agree
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tended to get along well with one another and to respect one another.
Furthermore, according to respondents, employees in these facilities had a
relatively open relationship with management.

A second set of questions dealt with the extent of employee involvement in
the pay-for-knowledge plan. Responses to these questions are shown in Table
V.15. These data suggest that employees in pay-for-knowledge facilities
participated in matters related to the administration of the pay- for - knowledge
plan, but that they tended not to have final say. For instance, on avcLuge,
respondents disagreed that they would modify the plan simply because of employee
complaints. On the other hand, employee approval of prospective changes was
sought by some respondents, and employees' opinions were often take, into
consideration when these changes were being considered.

Several questions addressed the issue of performance appraisals of pay-for-
knowledge employees. The relevant information is summarized in Table V.16. The
table shows that performance appraisal systems in many facilities were somewhat
tailored for the pay-for-knowledge plan. Training in conducting performance
appraisals was sometimes provided. Furthermore, supervisors more often than
peers were evaluated on the basis of how well they did performance appraisals of
pay-for-knowledge employees.

Problems with first line supervisors have often been reported in pay-for-
knowledge facilities. Data on this issue are shown in Table V.17. In general,
respondents' reports on this matter did not correspond to previous reports.
Reasonable support for the pay-for-knowledge plan was reported among first line
supervisors. Also, respondents tended to disagree with statements that the
first line supervisors did not like the pay-for-knowledge plan, and that the
plan had created tensions among first line supervisors.

Respondents in both unionized and non-unionized facilities were asked their
opinions of the interaction of pay-for-knowledge dynamics with labor concerns.
These data are shown in Table V.18. In this context, it may be recalled that
only one of the 19 facilities was unionized. Respondents tended to agree that
pay-for-knowledge plans may cause some difficulties related to labor issues,
such as making boundaries between bargaining units fuzzy, and blurring
distinctions between labor and management. Respondents were also likely to
report that labor unions distrusted and did not support pay-for-knowledge plans.
On the other hand, few respondents reported using pay-for-knowledge to minimize
the probability of being unionized. Thus, many of the opinions of respondents
in non-unionized facilities about labor-related issues offer a marked contrast
to the opinions and experiences of respondents in the two unionized facilities
(these were reported in the previous section).

A final issue concerned the respondents' overall attitudes about the pay-
for-knowledge plan. Information in this regard is shown in Table V.19.
Respondents showed moderately positive overall attitudes about the pay-for-
knowledge plan. Most thought it would be a mistake to discontinue the plan, and
many respondents felt that pay-for-knowledge should be used in all their
corporations' facilities. Opinions were not as strong about the cost-benefit
balance of pay-for-knowledge plans, or about the discrepancy between anticipated
and actual benefits of the pay-for-knowledge plan.
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Table V.15

Employee Involvement in the Pay-for-Knowledge Plan
(N=19)

Question

Our employees participated in developing the
specifics of the pay-for-knowledge plan

While employees can suggest changes in the
pay-for-knowledge plan, they cannot decide
whether these changes will be made

We have a pay-for-knowledge plan because our
employees wanted it

We wouldn't modify the_ ray-for-knowledge plan
just because our employees complained about it

We only make changes in our pay-for-knowledge plan
when the employees approve of them

All in all, our employees have very little say in
how our pay-for-knowledge plan is administered

We often ask for employees' opinions about how
the pay-for-knowledge plan is working

Mean*

4.8

A.9

3.7

2.8

3.8

2.7

5.5

We take employees' opinions into account when
making changes in our pay-for-knowledge plan 5.8

Response Options

1 = Strongly Disagree
2 = Disagree
3 = Slightly Disagree
4 = Neither Agree nor Disagree
5 = Slightly Agree
6 = Agree
7 Strongly Agree
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Table V.16

Performance Appraisals of Pay-for-Knowledge Employees

Question Mean* Number Reporting

Pay-for-knowledge employees are evaluated on
how well they do performance appraisals of

their coworkers 3.1 19

Supervisors are evaluated on how well they do

performance evaluations of pay-for-knowledge

employees 4.1 16

Our performance appraisal system was specifically
tailored for our pay-for-knowledge plan 5.8 17

People doing the performance appraisals of pay-
for-knowledge employees receive extensive

training in conducting performance appraisals 4.1 17

* Response Options

1 = Strongly Disagree
2 = Disagree
3 = Slightly Disagree
4 = Neither Agree nor Disagree
5 = Slightly Agree
6 = Agree
7 = Strongly Agree
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Table V.17

First Line Supervisors in Pay-for-Knowledge Facilities
(N=17)

Question

Our first line supervisors are very supportive
of the pay-for-knowledge plan

Mean*

5.5

Using pay-for-knowledge has caused many tensions
among our first line supervisors 2.9

Our first line supervisors don't like our pay-for-
knowledge plan 2.1

* Response Options

1 = Strongly Disagree
2 = Disagree
3 = Slightly Disagree
4 = Neither Agree nor Disagree
5 = Slightly Agree
6 = Agree
7 = Strongly Agree
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Table V.18

Opinions Regarding Labor Issues

Question Mean* Number Reporting

We use a pay-for-knowledge plan largely because
we don't want organized labor here 3.7 19

Labor unions strongly support pay-for-knowledge plans 2.8 18

Pay-for-knowledge plans make it more difficult for
unions to organize a work force 5.2 19

Pay-for-knowledge plans make boundaries between
collective bargaining units fuzzy 4.7 18

Pay-for-knowledge plans make contract negotiations
with unions very difficult 4.2 19

Organized labor is generally opposed to pay-for-
knowledge plans 4.9 18

Pay-for-knowledge plans reduce the chance of

employees forming a union 4.4 18

Labor unions distrust pay-for-knowledge plans 5.0 18

Pay-for-knowledge plans blur distinctions between
labor and management 4.2 18

* Response Options

1 = Strongly Disagree
2 = Disagree
3 = Slightly Disagree
4 = Neither Agree nor Disagree
5 = Slightly Agree
6 = Agree
7 = Strongly Agree
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Table V.19

Overall Attitudes

Questions Mean* Number

I think it would be a big mistake to discontinue our
Responding

pay-for-knowledge plan 6.1 19

Pay-for-knowledge has given up greater flexibility to
respond to changes in our product market 5.6 19

If we were to stop using pay-for-knowledge, I would
seriously consider quitting 3.3 19

If we had things to do all over again, I would
recommend against using a pay-for-knowledge plan 1.5 19

I really wish we didn't use a pay-for-knowledge plan 1.4 19

If I had my way, we would use pay-for-knowledge plans
in all our facilities 5.1 19

Overall, our pay-for-knowledge plan has been very
successful 5.4 19

If other companies knew of our experiences, they would
want to begin using pay-for-knowledge plans immediately 4.6 19

I would try to use pay-for-knowledge in any other
organization where I might work 5.2 19

All in all, the costs of pay-for-knowledge plans far
outweigh their benefits 3.3 18

Pay-for-knowledge plans don't come anywhere near
their touted benefits 2.6 18

* Response Options

1 = Strongly Disagree
2 = Disagree
3 = Slightly Disagree
4 = Neither Agree nor Disagree
5 = Slightly Agree
6 = Agree
7 = Strongly Agree
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Two other questions in the survey asked respondents' overall opinions of
the success of their pay-for-knowledge plans. For both questions, the average
response on a seven-point scale was 5.2 (N=18), indicating that respondents
considered the pay-for-knowledge plans in their facilities to have been
reasonably successful.

In short, then, pay-for-knowledge facilities tended to have at least
moderate levels of employee involvement and first line supervisor attitudes.
Performance appraisals were tailored to the pay-for-knowledge plan. Respondents

considered union attitudes toward pay-for-knowledge to be somewhat negative.
Overall, most respondents thought their pay-for-knowledge plans were reasonably
successful, and many would consider using such plans again.

V.11: Summary

Data were obtained from personnel directors of 19 pay-for-knowledge
facilities. The information showed that pay-for-knowledge plans were generally
found in non-unionized manufacturing facilities, and among production employees.
Corporate or local management usually took the initiative in installing pay-for-

knowledge plans. Pay-for-knowledge plans in the sample had an average of nine
skill units, and about two years were needed for employees to move through the
complete plan. Typically, issues of employee growth and development, work force
flexibility, and leaner staffing were the reasons for using pay-for-knowledge

plans. Pay-for-knowledge facilities tended to use team-based management

approaches and emphasized interpersonal skills. Pay-for-knowledge plans were

seen as improving employee attitudes and product quality. Managerial commitment

and "fit" between the pay-for-knowledge plan and overall managerial philosophies
were seen as critical to the success of the pay-for-knowledge plan. Pay-for-

knowledge plans were not viewed as posing serious labor or legal problems.
Overall, pay-for-knowledge plans were considered to be reasonably successful,
and most respondents indicated that they would continue to use pay-for-knowledge
in the future.



CHAPTER VI

INDIVIDUAL EMPLOYEE RESULTS

This chapter examines the attitudes and characteristics of individual
employees at three plants that use a pay-for-knowledge system. While in most
cases identical survey items were used to assess attitudes, the specifics of the
pay-for-knowledge system differ from one organization to another. These
differences were detailed in Chapter III. In summary form, both Plant A and
Plant B have the "purest" pay-for-knowledge system; when employees are judged as

ving mastered a skill unit, their pay is increased. In contrast to many of
the plants discussed in Chapter IV and to Plant C, clerical employees are
included in the pay-for-knowledge system. In Plant C, wage rates are determined
by the number of skills that have been learned and a performance component,
i.e., how well each skill is performed. In addition, all three plants have a
few employees who have elected to be in a vertical skill plan, that is, rather
than mastering many skills in a number of different areas, the individuals
become increasingly skilled in one particular skill area.

Specifically, several issues of interest are addressed in this chapter.
These include:

What are the characteristics of workers in the three pay-for-knowledge
plants?

How do employee attitudes in pay-for-knowledge plants compare to attitudes
in non-pay-for-knowledge plants?

How do employee attitudes compare across the three pay-for-knowledge
plants?

ghat are the effects of changing from a traditional to a pay-for-knowledge
compensation system?

What are the relationships between attitudes and behaviors among pay-for-
knowledge employees?

VI.1: Characteristics of Workers in Plants A, B, and C

Table VI.1 contains the demographic characteristics of employees in the
three plants. In addition, the characteristics are also displayed by whether or
not the employees were part of the pay-for-knowledge system.

As can be seen from the table, the bulk of employees responaing to the
survey were covered by the pay-for-knowledge system. The kind of employees
covered varies, however, from organization to organization. These
characteristics should be kept in mind when considering the results presented in
the remainder of this chapter. In Plants A and B, all non-supervisory employees
were included in the pay-for-knowledge plan. In Plant C, pay-for-knowledge
employees were those involved directly in production, while non-pay-for-
knowledge employees were those in clerical ranks. Those employees in
supervisory or managerial ranks did not participate in the survey program.
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Table VIA

Demographic Characteristics
of Workers in Plants A, B, and C.

Plant A (N=140) Plant B (N=101) Plant C (N=112)*
w w a)

U) U) u U) U) u U) U) uw 0 P 0 M P 0 0 P
O CI 0 0 0 0 0 :...4 a) 0>, 4.4 >, 4-I >N 44 >N 4-I >N gzo >N 4-I
O 1:14 0 ri 0 114 0 .-1 C 114 0 --1I I I (C ... --I 1 ,I al ..- I I I ci ...

::4 Cu Z ct. lJ $.4 aG CU Z O. 1J 14 :,..4 Cu Z ca. 4-; 14ts. E 0 E 0 0 ts. E 0 E 0 0 gzo E 0 E 0 0
1 1 4 I L 1 Z I L 1 E-+3 C L 4 ts.1 Z I L I E-4 Cl+ g2.1 Z 41 (-4

83% 17% 100% 82% 18% 100% 88% 12% 100%

Sex:

Female 16% 8% 15% 22% 33% 23% 45% 100% 51%

Male 84 92 85 78 67 77 55 0 49

Education (highest level)

Less than high school graduate 3% 0% 2% 4% 0% 3% 17 0% 1%

High school graduate 57 13 49 40 7 35 50 42 49

Some college/technical 40 29 38 48 40 48 42 50 43

College graduate 1 50 10 2 27 6 5 8 6

Some graduate work 0 8 1 5 13 6 2 0 2

Graduate degree 0 0 0 1 13 3 0 0 0

Ethnicity:

Black 8% 8% 8% 7% 7% 7% 14% 8% 13%

Oriental 2 0 1 0 0 0 1 0 1

American Indian 1 0 1 1 0 1 1 8 2

Spanish surname 3 0 2 0 7 1 14 17 14

White 87 92 88 90 87 90 70 67 70
1 2



Table VI.1 (cont.)

Demographic Characteristics

Plant A (N=140) Plant B (N=101)
0

a) M 0 0 M 0M M 0 0 0 P 0 0 LI
O (LI P 0 a) 0 W 0 0
O 0 0

>1 44 , 4A , 4A, 44 , 144 0 1:14 0 ,-1 0 4.1 0O (14 0 ,--1 ,-1 .-1 M d "-{ I ,-1 M .14
,-1 I ,-1 M .14 aG Ca Z Ca. 4-1 p aG Ca. Z 0. 4-) P

:4 Ca. Z a. 4-1 P 4.4 E o H o o 44 E o 0 o 044 0 o 0 o o r. W z w E-4 P. W Z W E-4al W Z W E.-4

Plant C (N=112)*
a)

Size of Community of Origin.

Rural 49% 42% 48% 30% 36% 31%

Suburban town 5 8 6 18 29 19

Small city (<100,000) 20 33 22 41 21 38
1-,

n) Large city (>100,000) 26 17 24 11 14 12w

Mean Age 28.5 35.8 29.8

* demographics from wave 2 survey,

Note: Failure of columns to total 100% reflects rounding error.

29.4 39.9 30.9

34% 42% 35%

21 25 22

18 8 17

27 25 26

28.9 29.5 29.0



Plants A and B had predominantly male employees while Plant C was more
evenly divided between the sexes. The preponderance of men in the non-pay-for-
knowledge ranks of Plant A reflects the preponderance of men in the supervisory
and managerial ranks. The preponderance of women in the non-pay-for-knowledge
ranks of Plant C reflects the exclusion of clericals (mostly women) from the
pay-for-knowledge system and the non-participation of supervisory personnel
(mostly men) in the survey.

Virtually all employees in the three organizations possessed high school
diplomas, and between one-third and one-half had some college or technical
study. Thus, the employees whose attitudes were being studied were, on average,
better educated than the U.S. work force.

Respondents in Plants A and B were overwhelmingly white, perhaps reflecting
the relevant labor force in their locations. Plant C had a greater diversity in
its ethnic make-up, and mirrors the relevant labor force for its area.
Respondents in the three plants also tended to report having grown up in either
small cities or in rural areas.

The average age in all three plants was about the same. The plants had, on
average, a relatively youthful work force. This probably is a result of the
plants themselves being relatively young at the time of the surveys.

VI.2: Comparison of Attitudes Across Pay-for-Knowledge
and Non-Pay-for-Knowledge Plants

In most instances, the survey items relevant for this investigation were
included in the surveys administered in all three plants. In addition, we
obtained attitudinal responses from employees of two other plants which did not
have pay-for-knowledge systems. These plants, referred to here as Plants Y and
Z, were similar in size to the three pay-for-knowledge plants that were the
focus of this chapter. They also had a similar work force composition. They
differed in technology, in pay system, and in the age of the organization (both
were older establishments). The data were collected in early 1974 by G. Douglas
Jenkins, Jr., and Edward E. Lawler, both then associated with the Institute for
Social Research. The survey instrument used was an earlier version of the MOAQ
(see Cammann et al., 1983, for details).

Plant Y, a firm which produces ball bearings in rural Connecticut, had been
in operation for approximately 11 years. The management style could easily be
described as "traditional authoritarian." Its pay system was also traditional.
While ostensibly "merit-based," in practice, it was primarily a system based on
the job class of the incumbent and the length of service to the firm. Plant Z,
a machine shop located near Columbus, Ohio, had been in operation for about 20
years. It had been experimenting with a participative management system for
about seven months prior to the survey administration. The bulk of the work
force could be described as skilled machinists. Its pay system was performance-
based within three broad categories determined by experience, training, and
expertise. Some attention was given to the difficulty and importance of the job
performed in assigning individual wage rates. The system had been
participatively developed by the employees themselves and installed four months
earlier. (Details of the development of this plan are found in Jenkins & Lawler,
1981.)
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These firms will be used here for comparison purposes, since tney vary in
types of pay systems used, and one differs in the type of managerial structure
and philosophy from the three pay-for-knowledge plants in this study. For both
organizations, the responses of supervisory and managerial personnel are
included in the data. Thus, in terms of the types of employees covered, Plants
Y and Z parallel Plants A and B.

The reader is cautioned that, given the absence ..f strict matching and pre-
post intervention measures, .trong attribution of causality with respect to any
differences observed in the data cannot be made. The results from surveys of
the two comparison non-pay-for-knowledge companies are presented only to provide
a benchmark for the attitude responses in the pay-for-knowledge companies.

Table VI.2 contains a number of attitude items for which comparison data
were available from the non-pay-for-knowledge companies. Attitude items were
measured on a seven-point Likert-type agree-disagree scale. For purposes of
presentation, the responses have been collapsed into three categories:
agreement (strongly agree and agree), mixed feelings (slightly agree, neither
agree nor disagree, and slightly disagree), and disagreement (disagree and
strongly disagree). The means presented are the original item means of the
seven-point response anchors where (1) is strongly di.-.:dg,:ee and (7) is strongly
agree.

As can be seen from the table, there are marked differences in attitudes
among the five plants. In over half the cases, the attitudes of employees in
the pay-for-knowledge plants were significantly more favorable than those of
employees at Plant Y (see Table VI.2, column F ). The attitudes of employees in
Plant C were generally less favorable than the attitudes of employees at Plant
Z, the participative non-pay-for-knowledge firm. While a number of factors may
contribute to these observed differences it is intriguing to note that employees
of Plant Y had less favorable attitudes than employees in the participative
plants (Plants A, B, C, and Z). Moreover, in two of the three, the pay-for-
knowledge plants generally had more favorable attitudes than did a similarly
participative plant without a pay-for-knowledge system. It should be noted in
this context that the pay-for-knowledge system in Plant C was markedly different
from the ones in Plants A and B and that non-supervisory personnel (clerical
employees) who are not covered by the pay-for-knowledge system are included in
the responses for Plant C.

VI.3: comparison of the Three Pay-for-Knowledge Plants

To increase the reliability of the attitude measures and to reduce the data
to more manageable proportions, attitude items were averaged to form scales,
each ranging from one to seven. High values indicate a large amount of the
scale name and low values indicate small amounts or the absence of the attitude
named in the scale. The constitutent items used to form each scale can be found
in Cammann et al. (1983).

Determinants of Pay

As noted earlier, Plants A and B had virtually identical plans: pay
increases followed the learning of a new skill. In these plants, a skill was
judged to have been learned when an employee's co-workers evaluated him/her as
having mastered the skill. Each new skill learned was worth the same amount.
The pay-for-knowledge plan in Plant C was somewhat different: different skills
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Item

General Satisfaction

All in all, I am
very satisfied with
ay job.

In general, I like
working here.

Organizational Involvement

What happens to this
company is really important

I-.
to me.

tv
am

I don't care what happens
to this company as long
as I get my pay check.

Intent to Turn Over

I often think about
quitting.

I will probably look for
a new job within the
next year.

Table VI.2

Selected Survey Item Responses Across

Pay-for-Knowledge and Non-Pay-for-Knowledge Plants

Plant A Plant B Plant C Plant Y Plant Z F F b-c(N*140)a (N*101) (N*112) (N*136) (N*93)

Percent Disagree 0.7 4.1 9.1 14.8 8.5
Percent Agree 68.8 64.9 68.2 42.2 50.0
Mean 5.70 5.51 5.32 4.66 5.06 9.85** 28.06**

Percent Disagree 1.4 1.0 2.7 2.4
Percent Agree 89.7 85.2 77.5 66.1 N/Ac
Mean 6.13 5.99 5.80 5.50 9.06** 20.34**

Percent Disagree .7 2.0 4.5 5.5 2.4
Percent Agree 86.2 76.5 70.5 64.1 84.5
Mean 6.12 5.86 5.63 5.41 6.08 8.26** 1.27

Percent Disagree 87.6 82.2 70.5 63.3 87.9
Percent Agree 1.5 4.0 6.3 6.4 1.2
Mean 1.71 2.02 2.41 2.28 1.66 7.75** 0.45

Percent Disagree 66.2 74.0 59.8 42.9 62.7
Percent Agree 3.6 8.0 17.9 23.8 12.0
Mean 2.45 2.46 2.95 3.63 2.84 9.96** 15.89**

Percent Disagree 73.0 66.4 59.8 53.7 57.2
Percent Agree 5.8 8.0 14.2 18.7 14.2
Mean 2.31 2.58 2.95 3.15 2.92 5.33** 9.41*



Table VI.2 (cont.)

Selected Survey Item Responses Across

Item

Pay-for-Knowledge and Non-Pay-for-Knowledge Plants

Plant A Plant B Plant C Plant Y Plant Z F

Pay Satisfaction
Percent Disagree 27.4 24.0 36.4 60.9 34.9

Considering my .kills Percent Agree 63.7 12.0 16.3 28.2 48.1
and effort I put into
my work, I am very
satisfied with my pay.

Mean 4.80 3.71 3.37 3.24 4.24 15.91** 1.19

I am very satisfied with Percent Disagree 13.9 12.3 49.2 22.6
my pay. Percent Agree 43.0 37.8 N/A 9.6 21.5

Mean 4.74 4.59 2.92 3.87 29.44** 60.89**

Pay Fairness

My pay is fair compared Percent Disagree 8.7 7.0 26.1 44.6 20.2
to the pay of others in Percent Agree 48.6 27.7 19.8 18.7 29.8
this company. Mean 4.88 4.40 3.80 3.25 4.12 18.03** 19.26**

N3
.4 My pay is fair considering Percent Disagree 7.2 7.0 31.5 22.0 16.8

what other places in this Percent Agree 58.3 28.0 17.1 35.4 39.7
area pay. Mean 5.19 4.54 3.64 4.31 4.51 10.18** 0.00

Pay Administration Satisfaction

All in all, pay is Percent Disagree 6.1 8.0 41.4 24.6 16.4
administered very wcil in Percent Agree 64.6 29.7 18.0 26.6 58.3
this organization. Mean 5.11 4.45 3.31 4.03 4.72 11.51** 7.80*

I am very content with the Percent Disagree 13.9 44.1 46.9 17.0
way management haldles pay. Percent Agree 38.7 31.6 14.4 16.4 30.5

Mean 4.69 4.19 3.06 3.09 4.37 25.16** 3.83

I feel the pay system should Percent Disagree 37.0 24.0 52.2 75.2 23.4
be kept as it is. Percent Agree 48.9 21.0 7.3 12.8 61.0

Mean 4.15 3.76 2.73 2.68 4.53 30.41** 0.12

* p4.05 Notes: aN's vary slightly from item to item due to missing data. All probability levels for F were calculated using 120 df
the denominator.

** 134.01

1

b
F is the F statistic of a post/hoc comparison between Plants A, B & C and Plants Y & Z using the conservative critical F of-c
(g-1) X F(g_I ,120), [See Szheffe(1959)].

cQuestion was not asked.



were worth different numbers of points; the number of points was later
translated into an hourly wage. In addition, each employee in Plant C was
evaluated by a supervisor on how well the employee performed the new skill, thus
incorporating a performance component into the award of pay increases.

It was expected that respondents in the three plants should perceive
different factors as important in the determination of individual wages. Pay-
for-knowledge employees in Plants A and C were asked to rate the importance of
ten factors in determining pay. These ten factors were collapsed into four
categories: characteristics of the employee and the job (education,
responsibility, training, job pressure, etc.), individual job performance
(quality, productivity, and effort), work group performance, and overall plant
performance. The perceptions of the importance of these pay determinants for
pay-for-knowledge employees in the two plants are contained in Table VI.3. As
can be seen from the table, the employees in the two plants had somewhat
different views on what determines pay both with respect to rank order and
absolute importance of factors. In Plant A, individual performance was seen as
the most important determinant, followed by group performance, organizational
performance, and employee and job characteristics. Respondents in Plant C saw
organizational performance as the most important determinant, followed by group
performance, individual performance, and, finally, employee and job
characteristics. Given the explicit design of the system in Plant C, it would
appear that either the system is not functioning as designed (for example,
perhaps earned increases were withheld or delayed because of organizational-
level productivity problems), or that there is a serious misperception on the
part of employees as to the factors that in fact determine pay levels. The
ordering of pay determinants among Plant C employees was especially surprising
since these employees saw a stronger pay-performance contingency (mean=4.56)
than did employees in Plant A (mean=4.12, see Table VI.4).

Employee Attitudes

Table VI.4 compares the attitudes of employees in the three pay-for-
knowledge plants. The particular scales shown in the table were selected to
reflect attitudes that should be particularly influenced by the differences in
pay system characteristics. Pay-for-knowledge employees in Plants A and B
reported significantly higher levels of job satisfaction than did pay-for-
knowledge employees in Plant C. The same was true with respect to feelings of
organizational involvement. In terms of internal work motivation (the feeling
of self-worth and accomplishment from performing a job well) and self-report of
effort, Plant C employees were somewhat higher than employees in Plant A, with
Plant B employees in between. A similar pattern was observed for self-reports
of employee effort.

Employees in Plant C reported significantly stronger feelings of internal
pay inequity than did employees in Plants A and B. This may arise from the
subjective performance component that the pay-for-knowledge system in Plant C
includes. It may also result from bottlenecks to training for new jobs that
frequently occur in very young pay-for-knowledge plans (the plan had been in
effect less than 18 months compared to five years and six years for Plants A and
B respectively). The lower levels of external pay equity experienced in Plant C
could also be attributed to the plant's youth. It was noted in Chapter II that
pay-for-knowledge systems are often designed to start employees at below market
wages. The plan in Plant C may not be mature enough to have achieved equity
with wages paid for similar skill levels by other companies in the area.
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Table VI.3

Perceived Determinants of Pay in Plants A and C

Pay Determinants

Employee and job

Plant A
(N=140)

Plant C
(N=112)

t

characteristics Mean 4.92 4.11

SD 1.45 1.76 3.99*

Individual Performance Mean 5.77 4.71

SD 1.18 1.52 6.21**

Group Performance Mean 5.22 5.17

SD 1.50 1.89 0.23

Organizational Performance Mean 5.17 5.30

SD 1.97 1.79 -0.69

*p<.01
**p<.001

Scale: (1) Very unimportant to (7) Very important
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Table VI.4

Employee Attitudes in Three Pay-for-Knowledge Plants

Plant A Plant B Plant Ca F
b

Job Satisfaction Mean 5.90 5.88 5.55
SD 0.85 0.81 1.24 3.81*
N 112 83 95

Organizational Involvement Mean 6.14 5.93 5.63
SD 0.92 0.93 1.36 5.65**
N 113 83 95

Internal Work Motivation Mean 6.02 6.18 6.25
SD 0.62 0.74 0.72 3.08*
N 116 82 95

Self-reported Effort Mean 5.96 6.20 6.32
SD 0.88 0.62 0.75 5.87**
N 114 82 95

Internal Pay Equity Mean 4.23 4.42 3.83
SD 0.96 1.27 1.59 4.95**
N 111 83 95

External Pay Equity Mean 5.17 4.38 4.20
SD 1.58 1.10 0.71 18.75**
N 115 83 95

Personal Pay Equity Mean 3.46 3.91 3.54
SD 0.87 1.20 1.56 3.44*
N 112 83 95

Pay Satisfaction Mean 4.97 4.63 3.71
SD 1.41 0.95 1.58 23.06**
N 116 83 95

Pay Administration Mean 4.06 4.13 3.02
Satisfaction SD 1.52 1.13 1.56 17.66**

N 112 '3 95

Pay-Performance Mean 4.12 4.47 4.56
Contingency SD 1.78 1.08 1.55 2.35

N 110 83 95

Understanding of the Pay Mean 5.15 5.28 5.31
System SD 1.38 1.41 1.20 0.42

N 110 83 95
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Table VI.4 (cont.)

Employee Attitudes in the Three Pay-for-Knowledge Plants

Plant A Plant B Plant C

Strength of Existence Needs Mean 5.47 6.06 6.09

SD 1.33 0.98 1.02 9.75**

N 115 83 95

Strength of Social Needs Mean 5.45 5.78 5.99

SD 1.35 1.41 1.31 4.23*

N 116 83 95

Strength of Growth Needs Mean 5.73 6.02 5.71

SD 1.09 1.00 1.15 2.25

N 116 83 95

*p<.05
** < 01P

a Data are from the wave 2 attitude survey.
b Critical values of F are based on df = 2,120.
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With respect to pay satisfaction and satisfac';on with the way in which pay
is administered, Plant C was markedly lower than ants A and B. This result
may not necessarily be a function of differences in the pay-for-knowledge plans
at the plants; rather, it could be a function of the employee's perceived lower
wage levels relative to market that results from a short time in the system and
differences in the importance of extrinsic (pay) needs among respondents. The
average tenure of employees in Plant C was less than ten months, compared to
about three and a quarter years in Plant A. At the same time that relative wage
levels were lower in Plant C than in Plant A, employees in Plant C reported much
stronger existence needs (mean=6.09) than did employees in Plant A (mean=5.47,
t=3.71, p<.01).

Finally, there was no identifiable pattern across the plants with respect
to the strength of social and growth needs. Social needs were strongest in
Plant C and weakest in Plant A; growth needs of Plant B employees were stronger
than the growth needs of employees in Plants A and C.

In summary, the differences in employee attitudes at the three pay-for-
knowledge plants seem not so much a function of differences in the pay-for-
knowledge plans in use as of the interaction between the stage of development of
the plan, the perceptions employees hold about the plan, and the particular
configuration of needs among employees.

It would be interesting to explore this hypothesis in Plant C when its planis at the same level of maturity as those in Plants A and B. This exploration
could determine if job satisfaction, pay equity, pay satisfaction, and
satisfaction with pay administration increase in Plant C as the pay-for-
knowledge plan matures, while effort, internal work motivation, and pay-
performance contingencies retain their relatively high levels. If the hypothesis
were supported, it would suggest that pay-for-knowledge plans with a performance
component may be more effective than those without it.

Table VI.5 :sheds some light on this notion. Plant C was the only facility
for which longitudinal attitude data were available. Surveys were conducted
approximately 8 months, 20 months, and 32 months after plant start-up. TableVI.5 reports employee attitudes in these surveys. As can bc, seen there are fewsignificant trends over the three waves of data, although some changes are
noteworthy. Pay satisfaction and satisfaction with the way pay is administered
improved over time. There were no changes in feelings of internal and external
pay equity, but there was a slight (though nonsignificant) increase in feelings
of personal. equity. Over the same period, there were marginally significant
decreases in job satisfaction, organizational involvement, self-reported effort,
and internal work motivation.

These longitudinal results show tentatively that as a pay-for-knowledge
plan matures, satisfaction with pay, satisfaction with the way that pay is
administered, and feelings of personal equity may increase. Clearly, the
results are not suff4ciently strong to address the question of whether the pay-
for-knowledge system in Plant C is superior to the systems in Plants A and B.
But this is surely one area in which additional research is warranted.
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Table VI.5

Employee Attitudes by Survey Admiristration Plant C*

Attitude Wave 1 Wave 2 Wave 3 F df p

Job Satisfaction 5.64 5.55 5.20 2.61 2,239 .07

Organizational Involvement 5.73 5.63 5.29 2.28 2,238 .10

Internal Work Motivation 6.38 6.25 6.03 4.69 2,238 .01

Self-reported Effort 6.52 6.32 6.20 3.16 2,238 .04

Internal Pay Equity 3.84 3.83 3.80 0.01 2,238 .99

External Pay Equity 4.12 4.20 4.12 0.30 2,237 .74

Personal Pay Equity 3.35 3.54 3.83 1.79 2,237 .17

Pay Satisfaction 3.55 3.71 4.07 2.34 2,238 .09

Pay Administration Satisfaction 3.09 3.02 3.49 2.15 2,238 .10

Pay-Performance Contingency 4.02 4.56 4.08 3.50 2,238 .03

* Scale values range from 1-7, where 7 indicates a high value on the scale.
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VI.4: Effect of Changing From a Traditional to a Pay-
for-Knowledge Compensation System

Serendipitously, at the time of the first survey, employees in one small
area of Plant C, maintenance mechanics, were operating under a traditional
compensation system. As noted in Chapter II, it is frequently more difficult to
develop a pay-for-knowledge system for the skilled trades than for production
workers. The management of Plant C had not completed the development of the
mechauics' pay-for-knowledge system until about six months after the
administration of the first survey. At the time of the first survey, the job of
maintenance mechanic carried a Specific hourly rate; anyone hired into that
position was paid that rate. Measures of mechanics' attitudes before and after
the implementation of a pay-for-knowledge system are presented in Table VI.6.

As can be seen, most attitudes among mechanics, especially those directly
addressing pay, became more favorably between the first and second surveys, and
many attitudes continued to improve between the second anu third surveys. While
most of these changes failed to achieve statistical significance, largely due to
the small number of mechanics at the plant (N=6), the pattern of the means
showed a consistent improvement over time.

Care should be taken in generalizing from these results, given the small
sample size and unique characteristics of the job incumbents. To our knowledge,
however, this is the only example of pre-post data for the installation of a
pay-for-knowledge system, and is therefore suggestive.

VI.5: Relationships Between the Attitudes and Behaviors
of Pay-for-Knowledge Employees

Thirty-three months of attendance data were collected on pay-for-knowledge
employees in Plant C. The frequency of absence episodes was totaled for each
month and then averaged for the period following a survey administration up to,
but not including, the month o' the next administration. The periods were
numbered by the survey wave that preceded them. Frequency measures of absence
were chosen because research shows them to be more strongly related to employee
attitudes than duration measures.

Table VI.7 shows the average incidence of absence oy attendance period for
pay-for-knowledge employees (systematic attendance data were not maintained on
the non-pay-for-knowledge employees). The employees av, aged .53 absence
episodes per month during Period 1, .69 absence episodes per month during Period
2, and .58 absence episodes per month during Period 3. It should be noted that
these results include those employees who joined the organization after a survey
administration, those who terminated during the absence period and those who
declined to participate in the survey program. Given the evidence that absences
increase prior to turnover (Gupta and Jenkins, 1982), these frequencies while,
low, may be intiated.

Table VI.8 contains correlations between employees' attitudes at each
survey administration and the average monthly number of absence episodes for
pay-for-knowledge employees in the period that followed.
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Table VI.6

Attitude Across Time for Mechanics*

Attitude Wave 1 Wave 2 Wave 3 F
E.

Job Satisfaction 5.41 6.05 6.41 1.81 .21

Organizational Involvement 4.88 5.75 6.50 .89 .43

Internal Work Motivation 6.23 6.66 6.31 1.03 .39

Self-reported Effort 6.50 6.33 6.50 .05 .96

Internal Pay Equity 3.66 4.27 5.58 1.43 .28

External Pay Equity 3.38 4.25 4.50 6.15 .02

Personal Pay Equity 2.56 4.29 5.31 2.55 .12

Pay Satisfaction 2.97 5.04 5.31 3.36 .07

Pay t,dministration Satisfaction 2.15 3.44 5.22 3.96 .05

Pay-Performance Contingency 3.64 4.33 4.88 .45 .65

* Scale values range from 1-7, where 7 indicates a high value on the scale.

Note: df=2,1.3



Table VI.7

Monthly Absence Episodes by Absence Period

Period 1 Period 2 Period 3

Mean 0.54 0.69 0.58

Standard Deviation 0.49 0.46 0.32

Skewness 1.19 1.37 0.43

1 i i
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Table VI.8

Correlation Between Employee Attitudes and Monthly Absence Episodes by Period

Average Monthly Absence

Variable Period 1-Wave 1 Period 2-Wave 2 Period 3-Wave 3

Job Satisfaction -.07 -.04 -.23**

Organization Involvement .11 -.06 -.20*

Internal Work Motivation .06 .02 -.13

Self-report Effort -.04 -.05 -.07

Internal Pay Equity -.12 -.21** -.11

External Pay Equity -.00 -.13 .03

Personal Pay Equity -.19 -.19* -.12

Pay Satisfaction -.24* -.27*** -.16

Pay Administration Satisfaction -.23* -.15 -.02

Pay-Performance Contingency -.18 -.13 -.21*

* p<.10

** p<.05

*** p<.01



As can be seen from the table, there were few significant correlations
between employee attitudes and absence frequency. There were, however, twice
the number of significant correlations expected by chance. Absences were
related to pay satisfaction during Periods 1 and 2, to pay administration
satisfaction in Period 1, to personal pay equity during Period 2, and to job
satisfaction, organizational involvement, and pay-performance contingency during
Period 3.

The absence of more significant relationships may be accounted for by the
relatively few number of absences observed, general unreliability in absence
measures, and the departure of the absence data from normality; absences in all
three Periods were skewed to the right (see Table VI.7).

If the magnitude of the correlation is disregarded, however, and one looks
only at the direction of relationships, a clear pattern emerges: the more
favorable the employee attitudes, the lower the average frequency of absence
episodes.

VI.6: Summary

Employee attitudes in three pay-for-knowledge plants were compared to
employee attitudes in two non-pay-for-knowledge plants. Attitudes that should
be directly influenced by a pay-for-knowledge system were generally more
favorable in the pay-for-knowledge plants. When attitudes in the three pay-for-
knowledge plants are compared, they tend to be somewhat more favorable in the
plants that do not include a performance component in the system and that are
more mature. Some data in one plant suggest that the pay-for-knowledge-related
attitudes may improve as the pay-for-knowledge plan matures. Changing from a
traditional to a pay-for-knowledge compensation system may also lead to more
positive attitudes. Finally, in one pay-for-knowledge plant, the data show a
weak, but consistent relationship between employee attitudes and the frequency
of absences by employees.
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CHAPTER VII

CONCLUSIONS AND IMPLICATIONS

Several research questions were of interest in this study, and the data
provide at least tentative answers to most of these questions. In this section

the results of the study are integrated, conclusions from the data discussed,
some implications of the findings for policy issues are derived, and a research

agenda for the future is developed. It should be emphasized in this context
that the findings from this study are tentative, and that the research effort

was exploratory in nature. Thus, firm conclusions and strong causal

relationships should not be inferred.

VII.1: Integration

Several issues were of interest in this investigation. These can be

summarized inia a number of major questions, including the following:

How prevalent are pay-for-knowledge systems, and where do they exist?

What are the characteristics of pay-for-knowledge systems?

What are the major costs and benefits of pay-for-knowledge systems?

What are the conditions under which pay-for-knowledge systems are likely
to succeed or fail?

What labor issues are relevant In using pay-for-knowledge systems?

What is the future of pay-for-knowledge systems?

Answers to these questions, obtained from the different data sources, are
discussed in the remainder of this section.

Prevalence of Pay-for-Knowledge Systems

The first major issue of interest was the frequency with which American
corporations were using pay-for-knowledge systems. This issue was addressed in

the corporate data. Among the corporations studied, 12 out of 154 reported that

they used par-for-knowledge in at least one of their plants. Since the sample

was drawn to be representative of large U.S. corporations, it is safe to say

that approximately 7.8% of corporations are using pay-for-knowledge plans in at

least one of their facilities. These data suggest that pay-for-knowledge plans

are not as uncommon as some of the previous speculation would indicate.

Beyond the prevalence issue, the study sought data concerning the kinds of

organizations that used pay-for-knowledge. Using Standard Industrial
Classification Codes (SIC), we found that the 12 corporations using pay-for-

knowledge were distributed as follows: five in the manufacturing industries,
three in the wholesale and retail trade industries, one in the transportation,
communications, electric, gas and sanitary services industries, one in the
finance, insurance and real estate industries, and one in the service industry.
One conglomerate could not be classified. This distribution of corporations

across industries challenges a common myth about pay-for-knowledge plans -- that
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these compensation systems are found primarily in manufacturing organizations.

Of the 19 plants that provided plant data, almost all were manufacturing
facilities. Only one reported being in a service industry. This result might
suggest that manufacturing plants using pay-for-knowledge are more likely to
share information about themselves, thus gaining greater visibility, and
promoting the myth that pay-for-knowledge plans are most commonly found in these
kinds of organizations.

With respect to industry type, then, the corporate and plant data suggest
that, although pay-for-knowledge plans occur in various industrial settings,
most information about these plans is likely to stem from manufacturing
environments.

We are also interested in the size and work force characteristics of
corporations and plants using pay-for-knowledge. We found that corporations
using pay-for-knowledge plans tended to be somewhat larger than those not using
pay-for-knowledge. In 1983, the median number of employees in pay-for-knowledge
organizations was 5,550; the organizations' median sales were $395.7 million;
and their median income was $21.6 million. On average, these corporations had
39 subsidiaries and 16 international operations. An average of about 16% of the
employees in these corporations were covered by collective bargaining
agreements.

The plant data showed that pay-for-knowledge plants employed an average of
about 500 employees, of whom about two-thirds were male. About 70% of the
employees in these plants were covered by the pay-for-knowledge plan. In
general, pay-for-knowledge employees had at least completed high school; only
about 7% did not have high school diplomas. The average length of service among
pay-for-knowledge employees ranged from 3.8 years for professional/technical
employee..s to 11.3 years for managerial employees. Production workers were
covered by pay-for-knowledge plans more often than other types of workers. They
were followed by clerical and skilled trades employees. Three plants also had
professional /technical employees in their pay-for-knowledge plan, and two had
managerial employees and/or first line supervisors. While the plants ranged in
age from less than one to 60 years, none of the pay-for-knowledge plans was
oldw. than 15 years- 45% of the plans had been in effect less than five years,
25% between five and 10 years, and the balance (30%) between 10 and 15 years.

In summary, these data show that pay-for-knowledge plans are more prevalent
than originally anticipated, that they occur across several industrial
categories, that they are more likely to be found in larger corporations, and
that they can cover almost all types of employees. These data dispel two myths
about the prevalence of pay-for-knowledge first, that these plans occur
overwhelmingly in manufacturing organizations, and, second, that they typically
cover only production employees.

Characteristics of Pay-for-Knowledge Systems

The study addressed several key concerns regarding the general
characteristics of pay-for-knowledge plans in use. These included:

The specifics of the pay-for-knowledge plan;

Innovations accompanying the 'tse of pay-for-knowledge;
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The extent of employee involvement; and

The role of the first line supervisor.

Specifics of the Pay-for-Knowledge Plans. Corporations using pay-for-
knowledge plans were asked to describe the general characteristics of their
plans. Overall, it appeared that most corporate officials were not too familiar
with the details of the pay-for-knowledge plans.

In describing their pay-for-knowledge plans, one respondent mentioned that
unionized employees were covered by the plan, three mentioned that there was a
performance component in the evaluation of skill mastery within their plans, and
one mentioned a focus on the continued retention of skills previously mastered.

As noted, however, corporate interviews were generally not of great use in
pinning down the specifics of different pay-for-knowledge plans. It appeared

that corporate personnel were somewhat unfamiliar with the details of the pay-
for-knowledge plans used in their facilities. As a consequence, we relied more
heavily on plant data for this information.

All the pay-for-knowledge plans in the plant data source were installed
after 1969, with half of them begun since 1980. Most of the plants (73.7%) were
the first ones in their corporation to use a pay-for-knowledge plan. In about

two-thirds of the cases, local or corporate management had suggested that pay-
for-knowledge be used in the facilities. One myth about pay-ior-knowledge plans
is that they require start-up or "greenfieid" situations to avoid the necessity
of overcoming problems of history and organizational culture. In our sample of
plants, 75% initiated the pay-for-knowledge plans at start-up. The remainder
installed the system in facilities ranging from three to forty-eight years in
age. These data dispel t1e "greenfield" myth common in the literature (Jenkins
& Gupta, 1985).

The plant data also showed that the pay-for-knowledge systems in use are
generally horizontal rather than vertical. They range widely in the number of
skill units included, the maximum and minimum number of skill employees
can or must learn, and the length of time required to learn a skill unit sr go
through the entire pay- for knowledge system. Companies also vary in the
emphasis on performance appraisals and on skill retention. Common to most pay-
for-knowledge systems was the use of some form of team-based management system,
the use of at least some input from team members in performance appraisals, the
existence of some mechanism to ensure skill retention, and the presence of some
problems as tYe logistical mechanics of the pay-for-knowledge system unfolded.
Most plants in the sample also indicated that, although starting rates for pay-
for-knowledge employees are lower than the local market, employees who have
progressed through at least part of the pay-for-knowledge system earned higher
than market wages.

Most of the pay-for-knowledE, systems identified were relatively young,
having been in existence for five years or less. Thus, they were just beginning
to experience some anticipated problems of mature pay-for-knowedge systems,
such as "topping out" and the alienation of employees not covered by the pay-
for-knowledge system. It is interestinf, to note that, although many plants
expect to have problems with respect to "topping out," few have developed
creative solutions to these; most plants have reverted to annual cost-of-living
adjustments at this juncture.
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Overall, the plant data showed that the pay-for-knowledge plans in the
sample were generally installed at the direction of local or corporate
management and tended to include about nine skill units. About six months were
needed to learn each skill unit, and an employee coulu move through the pay-for-
knowledge plan in about five years. Supervisory evaluations represented the
most common form of performance appraisals. Generally, wage increases were tied
directly to mastery cf skill units, and the number of skill units learned was
the primary determinant of wage rates. Skill retention was given some emphasis
in most pay-for-knowledge plans studied. Pay-for-knowledge plants typically
reported raying their employees higher than prevailing wages.

Other Innovations. Because pay-for-knowledge plans are rarely developed in
isolation from other innovations, both corporate and plant respondents were
questioned about the innovati ns that accompanied the use of pay-for-knowledge
in their organizations. Corporate respondents generally reported the use of a
team approach to management and the use of employee participation.

The plant data were more informative. Here, respondents indicated whether
or not any of 25 innovations occurred within their facilities. Responses
indicated that innovations commonly accompanying pay-for-knowledge include open-
door policies, enriched jobs, interpersonal skills training, team approach to
management, employee stock ownership plans, and human resources planning.
Features that were rarely included with pay-for-knowledge include two-tier wage
systems, job-sharing, cafeteria-style benefits plan, profit-sharing, quality
circles, and permanent part-tine employment.

Plant respondents were also asked, in an open-ended question, which
organizational systems were specifically designed to be consistent with their
pay-for-knowledge plan. Responses included the use of work teams or a team-
based structure; the use of team leaders rather than first line supervisors; an
all-salaried work force; the absence of time clocks; the general organizational
structure; a communications plan; the process of hiring, training, and orienting
employees; the equipment layout; and the development: of close relationships
among employees through the use of small groups.

These data suggest that pay-for-knowledge plans are concerned with
interpersonal issues, and that such innovations as the use of teams, the
selection of employees who "fit" into the system, and communications across
hierarchical levels are generally designed to maximize the potential benefits of
pay-for-knowledge.

Employee Involvement. It is commonly argued that plants using pay-for-
knowledge plans are participative, and that employees are heavily involved in
the development and implementation of the pay-for-knowledge plan. This issue
was adeessed by the plant data source. Respondents were asked to indicate how
their organizations felt about employee involvement in several areas. The data
suggest that employees in pay-for-knowledge facilities participate in matters
related the administration of the pay-for-knowledge plan, but would not
modify the pay-for-knowledge plan simply because of employee complaints. On the
other hand, employee approval of prospective changes was sought by many
respondents, and employees' opinions were often taken into account when these
changes were being considered.

142

1=121..,m



These data indicate that pay-for-knowledge plants may indeed be able to
strike the delicate balance between participation and permissiveness, an
approach to pay-for-knowledge that Lawler (1978) has advocated.

First Line Supervisors. Lack of support from first line supervisors has
often been reported in pay-for-knowledge facilities (Jenkins & Gupta, 1985;
Lawler, 1978; Poza & Markus, 1980; Walton, 1982; Walton & Schlesinger, 1979).
The plant data addressed this issue briefly. In general, our finding did not
correspond with previous reports. Reasonable support for the pay-for-knowledge
plan was reported among first line supervisors. Also, respondents disagreed
with statements that first line supervisors did not like the pay-for-knowledge
plan, and that the plan had created tensions among them.

Summary. Overall, these results support some arguments about the nature of
pay-for-knowledge systems, and simultaneously dispel some myths. The results
show that pay-for-knowledge plans do in fact use skill blocks to reward
employees; that many include a performance component, reducing the likelihood of
employees becoming "jacks of all trades and masters of none"; and that these
plans are present in plants that are participative and emphasize interpersonal
issues. On the other hand, the results contradict the myths that pay-for-
knowledge plans require start-up or "greenfield" situations for successful
implementation, that they neglect the retention of previously learned skills,
that plants using pay-for-knowledge are too permissive in their emphasis on
participation, and that these plans can lead to serious problems among first
line supervisors.

Costs and Benefits

Many costs and benefits of pay-for-knowledge plans have been noted, but do
tray really occur? Is work force flexibility increased as a result of pay-for-
knowledge? Is work force flexibility something organizations value? Answers to
these kinds of questions were explored with the different data sources.

Corporate Responses. Corporate respondents reported both on their overall
evaluation of pay-for-knowledge, and on several specifics. These respondents
were asked if, overall, using pay-for-knowledge had been beneficial for their
corporation. All respondents answered affirmatively. Subsequently, when these
individuals were asked in what specific ways pay-for-knowledge had been
beneficial, 25% of the respondents mentioned employee growth and development and
17% mentioned work force flexibility. Another benefit that was mentioned by one
corporation was increased employee commitment.

Generally, corporate responses show that, while corporate officials
generally feel positive toward the use of pay-for-knowledge, they are uncertain
about exactly what benefits pay-for-knowledge affords to their corporations.
Thus, more specific information was sought once more from plant data.

Plant Responses. Eleven separate outcomes were investigated in the plant
data, with respondents indicating on a seven-point scale how much pay-for-
knowledge promoted each one. Outcomes identified most often as being promoted
successfully by pay-for-knowledge were greater work force flexibility, improved
employee satisfaction, more employee commitment, enhanced employee motivation,
and increased output per hour worked. There was less agreement on some of the
other outcomes. For example, only about half the respondents saw pay-for-
knowledge as reducing labor costs and layoffs respectively, and only about a
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third saw pay-for-knowledge as producing lower absenteeism and voluntary
turnover. There was some support for the argument that pay-for-knowledge may
reduce the probability of layoffs.

Another outcome commonly associated with the use of pay-for-knowledge is
leaner staffing. Close to two-thirds of the plants reported that if they were
not using a pay-for-knowledge plan, they would need more production employees,
more skilled trades employees, and more first line supervisors. The need for
extra clerical, administrative, managerial, and professional/technical employees
was not reported as often. Respondents also indicated that total employment
levels, the number of supervisory employees, and the number of nonmanagerial
employees were lower than they would be without pay-for-knowledge. Overall, the
data suggest that the employee types whose numbers are least affected by use of
a pay-for-knowledge plan are managerial, professional/technical, clerical, and
administrative employees; larger numbers of production, supervisory, and skill
trades employees may be needed by companies not using a pay-for-knowledge plan.

It is often argued that administrative costs are higher in plants with pay-
for-knowledge systems. This argument was not upheld by the data. Only one
plant reported that administrative costs were somewhat higher because it had a
pay-for-knowledge plan. Overall, although training costs were considered higher
by many respondents, administrative costs ift general were seen as about the
same. This dispels another myth about pay-for-knowledge--that it increases
administrative costs (Jenkins & Gupta, 1985).

The sample pay-for-knowledge firms, on average, consistently reported
improved employee-management relationships, higher level- of employee
performance and motivation, and better quality of product or service than would
exist in a non-pay-for-knowledge facility otherlise similar to theirs.
Supe'iority in other outcomes of relevance was also reported.

Respondents also indicated that many measures of organizational functioning
were superior to what they would be without pay-for-knowledge. These included
output per hour worked, unit production costs, and labor cos per unit of
production.

Finally, two questions asked respondents' overall opinions of the success
of their pay-for-knowledge plans. For both questions, the average response on a
seven-point scale was 5.2, indicating that plant respondents, like the corporate
respondents, considered the pay-for-knowledge plans in their facilities to have
been reasonably successful.

Individual Responses. Individual-level responses examined the attitudes
and behaviors of employees under pay-for-knowledge plans. These data suggest
that attitudes of employees are generally similar to those in comparable
participative but non-pay-for-knowledge plants. In pay-for-knowledge plants,
attitudes tend to improve as the plan matures. Attitudes also tend to improve
as a facility changes over from a traditional to a pay-for-knowledge
compensation system. These attitude improvements may be reflected in more
desirable behaviors as well, since weak but consistent attitude-behavior
linkages were discovered.
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Summary. Taken together, the results show that pay-for-knowledge plans are
viewed positively by the organizations and individuals using them. Typically,

the outcomes enhanced by pay-for-knowledge include employee development, work
force flexibility, employee satisfaction, reduced absenteeism and turnover,

leaner staffing, and product quality. These benefits were expected.
Surprisingly, there were few reports of increases in labor and adminlJtrative

costs.

Conditions Affe ang Success of Pay-for-Knowledge Plans

It is generally acknowledged that pay-for-knowledge plans cannot work in

all organizations under all circumstances. Thus, it is important to delineate

the conditions that contribute to the success or failure of pay-for-knowledge

plans.

Corporate respondents had various opinions on this issue. Among the
conditions these respondents enumerated as necessary for success were favorable
labor-management relationships, a greenfield site, suitable jobs in the plant,

the "right kind" of employees, and the appropriate local culture. Among the

conditions seen as preventing success were employee resistance, lack of local
managerial support, and union resistance. These responses support many

hypotheses about the circumstances in which pay-for-knowledge should be used.

Plant respondents were also asked to rate key variables responsible for the

success of a pay-for-knowledu system. Emphasis on employee growth and
development, local managerial commitment, and employee commitment levels in the

organization were deemed to be instrumental in determining the success or
failure of their pay-for-knowledge system. The overall management philosophy

was also identified as a key determinant of pay-for-knowledge success. In

addition, work force flexibility, or the ability to move employees across jobs
as needed, was seen as contributing to the success of pay-for-knowledge plans.
Fincaly, employee selection procedures, emphasis on employee training, and
employee participation in the administration of the plan were generally
conside-:ed to be contributors to the success of the system.

Regarding conditions that may produce difficulties in the use of pay-for-
knowledge, plant respondents reported that, to some extent, the following
factors could create proLlems: "kinks" in the actual working of the pay-for-

knowledge plan, insufficient training of employees, problems with performance
appraisals, and inadequate training or supervisors.

One other issue was of interest, namely, what kinds of employees are best

suited to a pay-for-knowledge plan. Plant respondents were asked an open-ended

question concerning which types of employees were most suitable. Responses

focused on the needs and aspirations of employees (e.g., the desire to grow and
improve) and their skills (e.g., education and intelligence, and interpersonal,
leadership, communications, and planning skills). Thus, plant respondents

validated the argument that social and interpersonal skills, motivatior, and a
desire for growth and development are critical characteristics for employees
covered by pay-for-knowledge plans.

Overall, these data support many of the hypotheses regarding conditions
necessary for tilt success of pay-for-knowledge, such as managerial commitment to

the plan, a good "fit" between the kinds of employees covered by pay-for-
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knowledge and the nature of the organization, emphasis on training, and so
forth.

Labor Issues

The data sources provided tentative answers to several labor relations
issues, including the following:

How prevalent are pay-for-knowledge systems in unionized settings?

What potential problems do pay-for-hnowledge plans pose for labor-
management relationships?

What are the attitudes of organized labor towa pay-for-knowledge
plans?

Can pay-for-knowledge plans succeed in unionized settings?

In interpreting these data, the reader should recall that managerial, and
not labor, representatives provided the relevant information. Thus, this
section presents managerial perceptions of labor attitudes, rather than labor
attitudes per se.

Prevalence. It is generally argued that pay-for-knowledge plans will not
be kund in unionize.' settings. One exception to this is the work of Tosi and
Tosi (1986). One purpose, then, was to determine the frequency with which pay-
for-knowledge plans exist in unionized plans. In the twelve corporations in the
corporate sample using pay- for- knowledge plans, about 7% of the pay-for-
knowledge employees were also covered by collective bargaining agreements. Of
the 19 plants in the plant data source, one had pay-for-knowledge employees who
were covered by union contracts. These data show that pay-for-knowledge plans
in unionized settings are rare, but they are by no means non-existent.

Problems with Labor-Management Relationships. Several potential problems
with labor-management relationships have been identified in the literature.
These include resolving the mechanics of compensation patterns, work
assignments, jurisdictional disputes, and the clouning of distinctions between
labor and management.

Compensation patterns tend to be more difficult to specify through contract
negotiations in pay- for- knowledge plants than in plants with "traditional"
compensation systems. In the latter case, the structure of wages across jobs is
typically determined by the firm, and the rate of increase in wages is
negotiated through collective bargaining. In pay- for knowledge plants, however,
the pattern of compensation within the firm is determined by voluntary choices
of individuals to learn a skill, and pay increases are associated with these
choices. To remain an efrective determinant of compensation patterns, the
collective bargaining process must therefore focus on pay increments associa-ed
with different skills, rather than on the overall level of compensation. This
requires considerably more detailed negotiations than is usually present in the
collective bargaining process.

Anther problem centers on job assignment rules. Skill-based compensation
systems are generally associated with a team approach to the production process;
workers can perform several tasks within the team. This implies that management
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must have reasonable flexibility in making work assignments. Job assignment

rules are typically a basic concern in collective bargaining negotiations; the

degree of management discretion in work assignments is a continual source of

tension in management-labor relationships. Job assignment rules are usually

specified in detail in collective bargaining contracts. Since a major potential

benefit of a pay-for-knowledge sy:.tem is greater flexibility to respond to new
situations, job assignment rv:es can be a source of increased conflict where

skill-based pay and the collective bargaining process meet.

Beyond the potential for conflict and tensions with respect to management
and labor prerogatives, job assignments can create another difficult. in

unionized pay-for-knowledge systems. It is quite likely that the array of

skills in the production process in pay-for-knowledge plants cuts across the

jurisdiction of several unions. For example, an employee with three skills

could potentially belong to three afferent unions, depending on the specific

job performed at a particular time. Jurisdictional disputes are therefore

possible regarding this aspect of pay-for-knowledge systems.

The potential for conflict is exacerbated by the fact that job assignment

procedures are often tied to seniority systems in union contracts. In

traditional compensation systems, firms have an incentive to create and maintain

seniority systems, since their investment in training can be protected b..:

increasing job security. Economic theory suggests that the higher wages and

greater job security enjoyed by more senior workers are part of a system of

unwritten "implicit contracts" between firms and workers. The implicit

contracts give both parties the incentive to invest in firm-specific human

capital (Fianagen, 1984). The formal system of wage increases for new skills

that is typical of pay-for-knowledge seem to make the payoffs for acquiring

firm-specific skills explicit. Under pay-i.r-knowledge, the firm is less likely

to need a seniority system to encourage workers to invest in firm-specific

training. Thus, the interaction of skill-based pay, seniority, and collective
bargaining may be a source of conflict.

Another potential labor relations problem stems from the team approach to
production that is commonly found in plants with skill-based pay. When the team

approach is used, a team member is often appointed to sere as the liaison with

management. Team 1Jaders thus take on many functions typically performed by a

first line supervisor. From a collective bargaining perspective, this blurs the
distinction between management and labor, and could conceivably cause problems

in the definition of the bargaining unit.

In short, skill-based pay plans have been hypothesized to pose several

unique problems for labor-management relationships. What do our data say about

these issues? In general, since the plant data dealt more specifica y with

pay-for-knowledge issues, they tend to be more illuminating than the corporate

or ihdividual data on this matter.

Respondents in both unionized and non-unionized plants were asked about
their perceptions of the interaction of pay-for-knowledge and organized labor.
Respondents tended to agree that pay-for - knowledge plans may cause some
difficulties related to labor issues, such as making boundaries between
bargaining units fuzzy, and blurring distinctions between labor and management.
Respondents were also likely to report that labor unions :istrusted and did not

support pay-for-knowledge plans. On the other hand, few respondents reported
using pay-for-knowledge to minimize the probability of being unionized, although
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many of them thought that pay-for-knowledge plans could indeed make it more
difficult for unions to organ.lze a work force.

It may be recalled that only two plants in this dataset were unionized.
The perceptions of respondents from these two plants offered a marked contrast
to those ol-tained in non-unionized settings.

Respondents from these two plants were asked about the concerns of
organized labor during the development of the skill-based compensation system.
Both plants reported concerns about CI specific mechanics of the pay-for-
knowledge system, and the role of the nion is implementing these mechanics.
Jurisdictional disputes, however, were not reported by either respondent as
being a concern among unions during the development of 1.he skill-based pay plan.
With respect to the operation of the pay-for-knowledge plan, respondents
reported similar labor concerns again.

Another iss2 of interest was the extent of union involvement in the pay-
for-knowledge plan. The broad objectives and the details of the stall based pay
plan were jointly developed by union and management in one case, and with the
active involvement of the union in the other. Union rank-and-file, snop
stewards, local and national union leadersYip, and local and corporate
management were all reported as having moderate to a great deal of "say" in
contract negotiations about the par-for-knowlee- plar. In general, respondents
also did not see much change in union influence as a result of the pay-for-
knowledge plan.

No grievances or unfair labor practice chargers relating to skill based pay
plans were reported by either respondent. Seniority rights regarding layoffs,
overtime, job assignments, and eligibility for iraining were not considered
different from what they would have been without pay-for-knowledge. Movements
of employees across skill units were specified in the collective bargaining
contract in one of the two plants.

In short, the data show that, although unions have many concerns about the
development and implementation of pay-for-knowledge plans, these concerns can
generally be handled effectively through labor-management cooperation.

Attitudes of Organizes Labor. Because of the perceived threats discussed
above that pay-fez-knowledge plans can pose to labor concerns, it is generally
believed that organized labor will react negatively to these plans. This issue
was addressed in both the corporate and plant datasets.

respondents from unionized pay-for-knowledge corporations generally
reported positive union attitudes; only one unionized pay-for-knowledge
corporation indicated the presence of some union opposition. When asked about
the feelings of organized labor in general to pay-for-knowledge plans, however,
most corporate respondents indicated that they expected negative attitudes.

Thus, although local union leaders were seen as generally positive toward
skill-based pay, respondents still perceived organized labor in general to be
resistant to the idea. The resistance tended to be attributed to the potential
of pay-for-knowledge for violating jurisdictional guidelines that were
traditionally followed in collective bargaining settings. These managerial
attitudes persisted despite the fact that no grievances, challenges, or other
disputes were experienced by any corporation as a result of pay-for-knowledge.
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Thes-1 dcta indicate that, despite local labor-management cooperation,
corporate personnel generally continue to believe th=t organized labor will
oppose pay-for-knowledge plans, largely because pay-for-knowledge plans
potentially violate many labor priorities.

The plant data source painted a similar picture. When only the two
unionized plants were considered, favorable union attitudes toward pay-for-
knowledge were evident. Respondents from both plants agr ed that unions were
f.pportive of their pay-for-knowledge plans. No grievar_es or unfair labor
practices charges related to pay-for-knowledge were reported by either
respondent. Both respondents reported further that the overall union-management
relationships in their plants were moderately to very cooperative.

When all 19 plants in the dataset are considered, however, a different
picture emerges. Many respondents bel3 ved that unions distrusted ard did not
support pay-for-knowledge, and that the use of pay-for-knowledge in ui..onized
settings could cause problems.

With both corporate and plant data, then, the myth that labor unions and
skill-based compensation are incompatible is supported by non-unionized pay-for-
knowledge users. That both unionized pay-for-knowledge plants in the dataset
had good labor-management relationships may provide a clue to explaining the
discrepancy between the experience of unionized users and the beliefs of non-
-Inionized users. When management and unions get along well, and when there is
trust between the two parties, the use of pay-for-knowledge may pose no problem,
but when labor-management relationships are antagonistic, the use of pay-for-
knowledge in Lnionizad settings may lead to severe difficulties.

Success of Pay-for-Knowledge Plans. A final issue of concern was the
overall success experienced by pay-for-knowledge plans in unionized settings.
Respondents from unionized pay-for-knowledge corporations, as well as
respondents from unionized pay-for-knowledge plants, rated their compensation
systems to be at least moderately successful. The outcomes and effectiveness of
pay-for-ktiowledge in unionized and non-unionized settings were not perceived as
being very different.

In short, pay-for-knowledge plans were seen as successful on many counts.
Furthermore, presence of organized labor did not detract from these successes.

Summ.ry. What emerges from these data is an interesting contrast between
unionized and non-unionized firms. Non-unionized firms continue to believe that
unions and pay-for-knowledge are incompatible. The experiences of unionized
pay-for-knowledge firms belie this belief. Although unionized pay-for-knowledge
organizations are few and far between, their perceptions of the interplay
between pay-for-knowledge and unionization are positive. These organizations
report the realities of pay-for-knowledge in unionized settings to be quite
successful. Thus, our data, while incorporating only a few unionized pay-for-
knowledge settings, do begin to dispel several myths about labor-management
relationships and pay-for-knowledge plans.

The Future of Pay-for-Knowledge Plans

Given the dynamics, the costs, an the benefits of pay-for-knowledge plans,
the following question arises: Would pay-for-knowledge users continue to use
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these plans, or use them in other settings? This question was addressed with
both the corporate and the plant data sources.

Corporate respondents indicated overwhelmingly that they would usct pal-for-
knowledge plans again in the right circumstances. Plant respondents also had a
similar reaction. Most thought it would be a mistake to discontinue the plan,
and many felt that pay-for-knowledge should be used in all their corporations'
facilities. Opinions were mixed about the cost-benefit balance of pay-for-
knowledge plans and about the discrepancy between the anticipated and actual
benefits of these plans.

In short, the future of pay-for-knowledge plans appears moderately
positive. Most users nre reasonably happy with their plan and, given the right
circumstances, would use them again.

Summary

This study explored how well the realities of pay-for-knowledge plans
correspond with the myths that flourish about them. The results of our
investigation support several "myths": that pay-for-knowledge plans are used in
participative organizations; that they increase work force flexibility, promote
employee growth and development, lead to leaner staffing, and contribute 4.1
lower absenteeism, lower turnover, and improved oroduct quantity and qua . .y;
and that pay-for-knowledge plans requite managerial commitment and the "t..ght"
kinds of employees to succeed. More interesting, the results dispel several
myths: that pay-for-knowledge plans are used only in manufacturing facilities
and only with production employees; that pay-for-knowledge plans require start-
up or "greenfield" situations; ;.hat pay-for-knowledge plans cannot succeed in
unionized settings; that these plans emphasize skill acquisition rather than
skill retention; and that they increase administrative costs.

VII.2: Policy Implications

The results of this study, while tent?tive, suggest certain implications
for organizational and national policy-makers. These implications are discussed
below.

Organizational Policy-Makers

With respect to organizational policy-makers, several implications can be
drawn from the data.

Organizational Benefits. The results suggest that pay-for-knowledge can be
used to the organization's advantage in many ways. It can increase flexibility,
the quality and quantity of output, quality of working life, and employee
commitment while at the same time reducing costs, absenteeism and turnover, and
helping the organization through leaner staffing. Although these benefits are
possible under pay-for-knowledge systems, they cannot be realized without proper
care and commitment. Organizations interested in impleme.ting or modifying pay-
for-knowledge plans, therefore, should keep several issues and caveats in mind.
These are discusseA below.

Organization Diagnosis. To work successfully, pay-for-knowledge systems
must be implemented with great attention and care with respect to the specific
situation. Our data, as well as the literature, suggest that Day-for-knowledge

150
I (; :;



must fit with the overall managerial philosophy of an organization. This

implies that managerial attitudes, biases and preferences must be systematically
examined to determine their consonance with pay-for-knowledge systems. As an
innovative compensation system, pay-for-knowledge is unlikely to succeed in an

otherwise traditional organization. Likewise, the data suggest that pay-for-
knowledge systems work best with employees interested in growth opportunities,

and those who have good interpersonal skills. Human resources planning efforts,

therefore, should detail the nature of the work force, so that the resultant
diagnosis can ensure a match between employee types and organizational

strategies. The local culture can also have an impact on the degree of success

an organization has with its pay-for-knowledge plan. Cultures that value

growth, opportunity, and advancement are more suited to pay-for-knowledge than

those that do not. A fit between these kinds of aspects and the pay-for-
knowledge plan is necessary to maximize the benefits of the compensation

strategy. A detailed diagnostic effort is therefore necessary prior to the

decision to use pay-for-knowledge. The diagnosis may in fact reveal that pay-

for-knowledge is inappropriate for a particular organization.

Managerial Commitment. Another prerequisite that our data and the
literature indicate for pay-for-knowledge's success is managerial commitment at

both the corporate and local levels. Without such commitment, the
implementation of pay-for-knowledge is likely to falter. Organizations are also

likely to regress under pressure and in times of crisis to a more traditional
mode of operation, unless both corporate and local management is fully behind

the pay- for -know edge plan. Lack of commitment is probably responsible for the

unreported failures of some pay-for-knowledge plans. Thus, pay-for-knowledge

should not be used in settings where such commitment is lacking.

Ongoing Attention. Although our data show pay-for-knowledge plans to be
more frequeLL than originally anticipated, they are still innovative, and nany

"kinks" in these plans have not been well addressed so far. It is impos°ible

for nn organization to have a "perfect" pay-for-knowledge plan yet. It is

critical, therefore, that organizations be prepared to address the problems that

arise through the ongoing use of pay-for-knowledge, problems such as feelings of

inequity, topping out, bottlenecks, etc. It is essential that these logistical
problems be anticipated, pre-empted, or, at the very least, addressed as they

develop.

Other Innovations. Most successful pay -fog- knowledge plans have been

implemented in the context of other work innovations, most noticeably,
participative %anagement and the use of teams. Organizations h.ust therefore be

prepared to use pay-for-knowledge within a network of innovations. The use of

pay-for-knowledge as the sole innovation in an otherwise traditional

organization is likely to backfire. Rather, the approach to human resources

man 5ement should be examined and designed in toto to increase the likelihood of

pay-for-knowledge's success.

Labor Concerns. It has been argued that pay-for-knowledge is sometimes

used to keep the organization non-unionized. In fact, most pay-for-knowledge

companies in our sample were not unionized. Our data show, however, that the

presence of labor unions does not automatically guarantee pay- for - knowledge's

failure. Rather, with labor-management ^Joperati.on, pay-for-knowledge can
realize great s,7.cess in unionized organizations as well. Instead of viewing

pay-for-knowledge as a tool for union avoidance, then, it appears more
reasonable to view pay-for-knowledge as a tool for labor management cooperation,
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a vehicle whereby both parties work jointly to maximize gains for organizations
and employees.

In short, pay-for-knowledge plans are not automatically guaranteed to work
in all organizations under all conditions. Only great care and attention to
detail can lead to the realization of their potential benefits. An
organization must be aware of these concerns in its decision to use pay-for-
knowledge.

National Policy-Makers

The results of this investigation also bear several implications for
national policy-makers.

Productivity Increases. Pay-for-knowledge plans appear to improve the
quality and quantity of output, reduce costs, and enhance the quality of work-
life, at least as perceived by corporations, plants, and employees using these
systems. As such, they hold the potential f "r stimulating productivity in the
American marketplace. Furthermore, the multiskilled work force that pay-for-
knowledge plans tend to produce is probably better suited to an environment of
changing demands and changing skill needs. Organizations using pay-for-
knowledge may be better able to adapt to economic and technological
developments. Thus, encouraging the use of pay-for-knowledge, at least under
certain conditions, may be beneficial to economic growth.

Labor-Management Relationships. As noted above, pay-for-knowledge plans do
well in unionized settings if labor and management cooperate with each other.
In this way, pay-for-knowledge plans may offer a mechanism to stimulate labor
management cooperation. This cooperative rather than adversarial relationship
could then be used to promote other areas of agreement between the two parties.
Thus, pay-for-knowledge plans could play a role in redefining the traditional
relationships between organized lalr and management.

Redefinition of Roles, Rights, and Responsibilities. Pay-for-knowledge
plans run counter to many historical definitions of labor issues. Rigid job
classifications, strict jurisdictional boundaries, etc., are not consonant with
the use of pay-for-knowledge. These traditional roles and responsibilities,
often legally determined, must be reexamined and, if necessary, redefined if
pay-for-knowledge plans are to enjoy widespread use. Strict legal definitions
and jurisdictions may no longer be appropriate under the changing economic
conditions of our times, that is, if American business and industry is to
reaffirm its role as an international leader. Redefinition of rights, roles,
and responsibilities must be cooperatively attempted by management, labor, and
the gover'nment.

Employment Stability. Our data show that pay-for-knowledge plans can offer
leaner staffing for organizations and greater job security for employees. Most
people would agree that these outcomes are desirable. Leaner staffing, however,
may affect unemployment figures. On the other hand, greater job security
reduces the drain on unemployment funds. It is therefore necessary to explore
ways that the leaner staffing under pay-for-knowledge can be used to the
national advantage. Employment stability must be encouraged; at the same time,
efforts to increase employment opportunities must be undertaken.
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Special Targets. Pay-for-knowledge plans appear to have greater sqccess in
certain types of settings -- smaller size, greenfield situations, etc. It may,
therefore, be appropriate to offer special incentives to new small business
openings for the use of pay-for-knowledge.

Increased Information. The data showed inconsistency between the
experiences of pay-for-knowledge users and the beliefs of non-users along
several dimensions, e.g., the consonance of pay-for-knowledge and unionization.
This suggests that more information about pay-for-knowledge, its dynamics, its
costs and benefits, etc., needs to be communicated to organizational policy-
makers. With greater knowledge, organizations can make more informed decisions
about the value of pay-for-knowledge for their companies.

In short, national policies concerning incentives for the selective use of
pay-for-knowledge in the right circumstances could offer benefits in terms of
productivity gains, quality of woti: life, employment stability, and labor-
management cooperation. Furthermore, more information about pay-for-knowledge
could lead to its wider use.

VII.3: Research Agenda

The present study was exploratory in nature. As such, it provided answers
to many questions; it also left many other questions unanswered. This section
discusses additional research questions raised by the study.

The data for this study were primarily the perceptions and opinions of
respondents. No "hard" measures of prodnestivity, profits, absences, turnover,
etc., were available. Furthermore, the data were cross-sectional, precluding a
longitudinal determination of the impact of pay-for-knowledge. Thus, the
following kinds of research studies are still needed:

Studies using pre-post designs to analyze the impact of pay-for-
knowledge in ongoing organizations.

Studies using control groups (e.g., matched "sister plants") to examine
the effects of pay-for-knowledge in new organizations.

Studies focusing on the transformat..n from traditional to pay-for-
knowledge compensation systems.

1 Studies that obtain "hard" measures of productivity and profits.

Studies that rely on ongoing measurements rather than :retrospective
reports.

Studies that compare exr. iences of companies w!th good and bad labor-
management relationship;.

Studies that focus on pay-for-knowledge plans that have failed or
experienced severe problems.

Studies that compare the relative efficacy of horizontal and vertical
pay-for-knowledge systems.
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Studies that examine the effectiveness of pay-for-knowledge among
clerical and salaried employees.

Studies that focus on the effects of pay-for-knowledge when accompanied
by other compensation and non-compensation innovations.

Studies of pay-for-knowledge when used without a participative
managerial approach.

Studies of pay-for-knowledge plans that have already matured.

Studies of the economic impact of pay-for-knowledge on the marketplace.

In short, much still remains unknown abolt pay-for-knowledge dynamics.
Given the promise and potential that these compensation systems hold, it is
reasonable that future resea.7ch efforts attempt to untangle some of these
unresolved issues.
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