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	Beyond Market Pricing: 
Success-Based Compensation

	It used to be an advantage to be big.  Now, success depends on being fast.  Organizations need to take advantage of their scale and their agility, as well as new tools for business transformation and success.  And compensation needs to be related not to fixed jobs in static organization structures, but to the capabilities of individuals in the organization to contribute to business success in today’s turbulent times.


Succeeding In Fast Times

It used to be an advantage to be big.  Big businesses were able to use economies of scale and market dominance to compete in national and international markets.  Big governments were able to dictate tariffs and terms of trade in the controlled economies of the 20th century.  There was no great need to be fast.  The aims of organization and management systems were order and control, rather than speed and adaptability.

Now, times are very different.  Thomas L. Friedman in his new book, The World Is Flat, points out that the lowering of trade and political barriers and the exponential technical advances of the digital revolution have made it possible to do business, or almost anything else, instantaneously with billions of other people across the planet.  Just when the US had stopped paying attention, in the post-9/11 era, technology and globalization are transforming the world, and one third of the world’s population has caught up – over night.

Success now depends on fast, fluid operations.  Smaller business units are more suited to this situation than large corporations.  As one sage puts it, 
        “It’s not the large that shall eat the small, but the fast that shall eat the slow.”

In order to succeed in the uncontrolled economy leaders must focus intently on four particular areas:

· CUSTOMERS:  how to win and hold their preference

· TECHNOLOGY:  how to use it to leverage knowledge and creativity

· TALENT:  how to attract, hold, align and energize talented people

· HEADLIGHTS:  seeing the implications and opportunities stemming from a rising wave of scientific discoveries and new technologies (hyperknowledge).

In conventional organizations, all the above factors are either ignored or approached in ways that tend to fail and keep failing.  Talent is an example.  Salaries are seen as the key to attracting and keeping people.  When the best people keep leaving, despite high pay, the employer raises salaries even higher.  But that doesn’t work either.  Sound familiar?

In a seller’s market, high levels of compensation for talent are a given.  If you want truly talented people, you have to be prepared to pay.  But, creative knowledge workers typically seek more than a competitive salary level.  They want to work for a business that they can relate to, where their talents are valued, rather than being treated as cogs in a machine.  It then comes down to the type of culture that exists in your business.  Is the culture hierarchical and rules driven, or is it organic and values driven?

Restoring Credibility to Valuing People

Five years ago the answer to the question “Is there a local salary market for a software engineer?” would have been a simple “Yes.”  Today the answer is much more problematic.  Technology has made it feasible to transfer software development offshore to countries such as India, where the cost of living and salaries are much lower.  While many companies are doing that, another US company took a different approach.  Rather than offshore its software development, this firm advertised local software engineering jobs at Indian rates of pay, and had no shortage of applicants.  And software engineering is just one of a growing number of jobs being affected by globalization.

Added to the impact of globalization is a new mistrust of employers, resulting from widespread corporate downsizing, exacerbated by the many instances of corporate failure in which executives have been seen to be treated too generously.  As a result, firms are faced with the dual challenge of building higher and sustained performance along with employee trust and commitment.
New Approaches are Needed

Organizations that survive and succeed in this new global environment, will be those that find new ways of valuing people and the work they do.  The following approaches apply as organizations progress from traditionally-structured to organically-structured:
INTERNAL EQUITY
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Internal equity declined as a basis for setting pay, because conventional job evaluation was seen as consultant-intensive, too expensive and too slow as the pace of change at the end of the 20th century was accelerating, and mergers & acquisitions and reorganizations became more prevalent.  Ironically, in an era in which companies were seeking to differentiate themselves from the competition, compensation was being determined increasingly based on what the competition was doing.  For leading companies wanting to forge their own path, a sound and defensible basis for determining internal equity is essential.

Kurru’s CLASSIFY job classification & compensation system provides a fast and robust method for determining internal equity and relating it to the market, to minimize pay waste.  The screen capture (right) shows a regression analysis graph of internal equity (job size vs. pay).  Later steps include overlaying salary survey lines on the graph to relate internal equity to the market.
WORK RELEVANCE

The accelerating change of the late 20th century has not “settled down”, and there has been no “return to normal”.  Rather the pace of change has increased and the direction of change has become less predictable. In this environment, rather than looking to market indicators as reference points, it makes sense to find new approaches that involve transforming the structure, work models and culture of the firm to enable it to remain competitive in the uncontrolled economy.  Business leaders need to ask whether they are paying people to do work that it would make more sense to computerize or outsource.
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 WORK21 work profiling system categorizes the predominant work performed by individuals or groups according to its modernity and relevance to success in the 21st century, as well as assessing the cultural context and mobility involved, to obtain a relative measure of work viability.  The methodology can be applied quickly and reliably across all functions and areas of work.  Besides sending a wake up call to individuals regarding the need to maintain their employability in changing times, WORK21 enables leaders to know how much of the work throughout their areas of operation is low in viability and increasingly uncompetitive.

Work relevance and viability is measured on a scale of 1 (very low) to 21 (very high) and is easily tracked and compared.  A business that has applied WORK21 is in a position to know the scale of the problem of outmoded and uncompetitive work, and how well it is being reduced over a period of time.

SUCCESS CONTRIBUTION

Within a traditional job-based system, value is defined around the relative value of positions and levels of hierarchical reporting.  Conventional job designs generally incorporate work that WORK21 would measure as non-viable.  Competency-based systems similarly relate skills and knowledge to fixed jobs, and tend to reinforce old thinking and ways of working.
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Kurru’s TALENT21 success capacity system offers a practical way to move away from old work models, position-based compensation structures and outmoded organization structures.  TALENT21 is person-based rather than job-based, and defines success in terms of the dimensions of success, identified by the leaders of the business as critical to survival and prosperity in a world that is being fundamentally transformed by new technologies.

The screen capture shows how personal capacities to contribute to business success and customer value are then related to a common compensation scale, to produce what looks like a typical pay analysis graph.  However, the difference is that the points on the horizontal axis are not measuring relative job size, but personal capacities to contribute to success.  The measures of value are dynamic; people who do not maintain their capacities to contribute to success can slip to the left of the points scale.  Those who apply themselves and become more versatile across the various dimensions of success can advance in value without being impeded on hierarchical promotion paths.  In a TALENT21 system everyone is free to advance his or her value in the business based on their capacities.

There is no concept of external market comparisons or industry-based standards.  A company that breaks the mold and adopts TALENT21 cannot relate its pay structure to an industry norm, and it cannot be bound to industry pay rates that are founded on 20th century notions of job design and work models.  The business is logically free from national, regional or local rates of pay to forge its own path in a globalized economy based on free market principles.

Spending the Same Money Differently

When considering a new approach to valuing people, business leaders are likely to anticipate the salary budget will rise.  However, using the tools outlined above, the business is able to gradually adjust the salary structure to remove most of the waste, and reallocate money to individuals who should be better rewarded, based on their contribution to the success of the business.

Traditional compensation systems always miss one very large area of potential cost reduction, because they begin with the assumption that the job is necessary and the work being performed is worth doing.  These new approaches make no such assumptions, focusing instead on identifying and doing only work that is essential to achievement of the success dimensions of the business.

Minimizing the Waste in Work

The way is open to address pay waste due to outmoded work models and uncompetitive activities and skills.  If an organization typically spends an average of $80,000 per year on each of 200 employees, and 60% of the work they do is in categories that are non-viable and non-competitive in the uncontrolled economy, the implied waste is $9.6 million.  This does not mean that many of the roles can go, as it would probably not be practical to operate without the employees concerned.  What WORK21 results do is reveal the extent of the cost of working in traditional structures and work models while the world is changing around the business.  When the need for “long-leap” change to work models and work focus becomes very clear to everyone, savings can then come from a new willingness to change and to operate more flexibly.  A 10% gain made by eliminating waste revealed by WORK21 in this example would be worth $960,000 per year.
Take the Path North
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When faced with immediate cost and profitability hurdles, and attempting to grow and position a business at the same time, it is tempting to fall back on “proven” management principles from the industrial age.  But, we are no longer living and competing in the controlled, stable economies of the past.  Reviewing the organization structure, rewriting all the job descriptions, specifying key performance indicators for each position, and implementing market pricing that enables matching to surveyed salary rates in the external market, all seem like good ideas.  They worked in the past, why not now?  Because, traditional management principles no longer apply to leading a business to success.  The old path seems to lead ahead, but it really goes South.

Businesses that delay doing the groundwork, particularly in understanding new insights and developing new attitudes and a transformation-favorable culture, will only defer their ability to gain the advantage of new systems and work models that are world competitive.  And any delay might be fatal to the business.  So take the new path, the one that heads North, the one which leads to business and individual success in today’s turbulent times.
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