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The C|V|I Servrce Reform Act of 1978 requires agencuesto establish a previteen oty
merit pay system for managementofficials and supervisors in grades

i
13 through 15. GAD s review of the 1981 and 1982 merit paycycles

-in three agencies employing about 25 percent of the total federal

merit pay populatlon found several areas requurmg management N L 4
attention. .l

--A number. of factors other than employeeperformance have ) Lo

influenced the amount of merit pay employees received. ' C

--Although performance standards were better in 1982 than in

1981, both the standards and. Qje procedures used to establish
them need to be improved:

”OPM ejjgrts to evaluate agencues merit pay programs have
been limited in scope; but recent initiatives to strengthen these
efforts are a step in the right direction.

--Employee perceptions'of the merit pay program were low.

The agencies involved; the Departments of Navy, Agriculture, and
Housing and Urban Development, and the Office of Personnel

Management, reviewed a draft of this report and generally agreed

with its conclusrons and recommendations.
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.  COMPTROLLER GENERAL OF THE UNITED STATES
e . WASHINGTON D.C.20648 :

’

v

The Honorable Mary Rose Oakar

Chairwoman, Subcommittee on
eompensation and Employee Benefits

Committee on Post Office and
Civil Service

Houae of Representativéé

-

Dear Madam Chairwoman:

This?report, in response to your request, assesses the

merit pay experiences of the Bepartments of Agriculture, Navy;

- Qggigeiofﬁgersonnel Management, for. ensuring. greater equity in
performance ratings and pay in an effort to improve employee .

Ecééﬁténce of th%fﬁerit pay system. “\

As arranged with your office, unless you publicly announce

it contents earljer, we plan no further distribution of this

" report _ until 7 days after the date of the report. At that time,

we will send,copies to interested.parties and make copies
: available to others upon request.

- Sincerely yours;

of the United States
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COMPTROLLER GENERAL'S REPORT A 2-YEAR APPRAISAL OF
T0 THE CHAIRWOMAN, SUBCOMMITTEE MERIT PAY IN THREE
ON COMPENSATION AND EMPLOYEE AGENCIES

BENEFITS, COMMITTEE ON POST-
OFFICE- AND CIVIL SERVICE

HOUSE OF REPRESENTATIVES

DIG E ST N

| - The C1v1l Service Reform Act (CSRA) of 1978

created the merit pay system_ and cash award :

'program for federal supervisors and management

: off1c1als in General Schedutie grades 13

through 15. InifIscai year 1982, about

(About 80 000 GS-13's through 15's were not

desxgnated as managers Or ‘supervisors. ) Merit

pay employees are not guaranteed the annual
salary adjustments that most Generalrschedule

. loyees receive. Instead under this. sys-

< te , which became effectIve governmentw1de in

October 1981 merit pay employees are

guaranteed only half the annual adjustment;
the other half of -the adjustment along with’

, their w1th1n—grade .increases goes to a fund_ _
- ¥ for a part1cular organlzatlonal group called a

. merit pay_pool . Employees within thefpooliﬁ
ﬁ; compéte with each other,. based on tha:r per-

forance. rat1ngs, fon permanent salary in-

creases to be pd#fid from the merit pay fund.

N ~"
The Chairwoman, Subcommittee on Compensation
and EmployeefBenefltsliﬁousz Committee on Post

Office and Civil Service, agked GAO to review

agency experlences with the transition to - N

merit pay: This feport assesses its implemen-—
tation and operatlon for fiscal years 1981 and
l982 at three Departments havxng about 25 per-

. Agriculture, Hous1ng and Urban Development,
and the Navy: (See p: 1.)

.

A ma jor . concern of ‘merit pay: employees has

been that they are not guaranteed the full an-

GAO in. 1981 and 1982 wanted to return to the

- General Schedule for their annuai and within-

grade paﬁ ificreases rather than remaln under

Tear Sheet i o GAO/GGD- 841 .
' B MARCH 26; 1984
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General Schedule., About 30 percent of the eii-
ployees support the concept of merit pay but-
many believe- it has not been administered
fairly and shéuld be revised. (See pp. 49 to
50 and app. III:) :

The Office of Personnel Management (OPM) has
b proposed regulations that would alter the

merit pay program. Also, members of the Con-

make b351c changes to the,merlt pay,system.f
Bdth thé prbpbééd régﬁlétibhé éhd the légiéla-

justment for employees ratedisatlsfactcry or

- ‘better. In addition, OPM's proposed regula-

tions that were scheduled to go into effect
November 25, 1983, would have guaranteed these
empioyees the éaﬁivaiéht of tﬁé ~within-grade

General Schedule, The prOppsed regulat;ons
) t also- contained changes to the government's
' reduction-in-force rules, and the Congress
enacted legislation to block thet implementa-
tion of .the regulations. In response to a

s

suit by the ational Treasury Employees UnIon,

and while the”Congress was adjourned; on
December 30, 1983, the regulations were

declared null and void by the U.S. Dlstriet
Court; and OPM was enjoined fromfdlrectly,or
1nd1rectly implementing them. (S€e pp. 54 to

"use performance appraisals as the
basis for détériﬁihihg merit pay
1 adestments. . )
¢ .
i chever!Wg;hggﬁfgg;orsfunrgigggd to employee
performance can influence merit pay iﬁéféaéés
and may never be completely eliminated. GAO's
_revikew showed. that a number of nonperformancéi‘\
factors have influenced the size of merit

B!
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increases awarded to individual employees more

than is necessary. These factors have also

who received the largest payouts. Among these
factors were (1) inconsistencies among raters,
(2) the distribution of ratings within the
merit pay pool over the 'various performance _

levels, (3) the grades and types of employees

-in the merit pay pool, and (4) agencies' _
formulas for distributing increases. (See.
pp. 6; 7; 14; and 19:) . o ;

Y

In judging performance, some supervisors are
Ienient and some are strict; this has a direct
bearing on_ the consistency of ratings and the

eventual size of merit pay increases. Con- |

sistency between raters can be a concern =
because of differences in perspectives of dif-

ferent supervisors. However, since the_advent

of merit pay, these differences assume grgater,
significance because the employees' merit in-
creases are tied directly to the appraisal.
(sge p. 6.) . :

The way ratings are distributed among members
of a particular merit pay pool affects the_

size of the merit pay increases for pool m¥®m-

bers. For instance, if a merit pay pool con-

tained only a few employees rated, at the
highest level, the merit pay increases would
“be more for these pool members than if the

pool contained many employees rated in the
highest category. OPM's proposed requlations
would have authorized agencies to adjust the
method used to determine funds available to

the agency's merit pay 'podls to adapt for
unusual distributions of performance ratings:
Also, many employees in all three agencies
believed and GAO found evidence at the Depart-
ments of Agriculture and Housing and Urban
Development (MJD) that management used pre-

established quotas to determine rating distri-

butions for their merit pay pools in 1982--a_
practice prbhiQigédrgy OPM régulations. (See
pp. 7 to, 14 and 23.) . )
Although GAO did not determine whether each of
the individual ratings was an accurate reflec-
tion of the employee's performance, employees
in field offices were more likely’to receive

TearSheet . <o O iii
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lower ratings and lower merit pay increases
than headquarters employees who were in the
same peol. Grade 15 employees tended to re-- - ..
ceive the highest ratings,”followed by grade =~ »
14's and, last, grade 13's. At HUD, Schedule

C (noncareer appélntees) ‘employees were placed

in merit pay pools with career: employees, al-

though OPM encouraged .agencies. to keep the two

groups separate. These employees were more

1xkely to receive hxgher ratxngs and 1arger
average merit’ pay increases than career civil

sérVéﬁts. Thls .gave _ the appearance that. these

because of the political nature of Schedule C
appointments. (See pp. 16, 17, 18, and 19.)

ngenc1es formulas for dlstrlbutlng merlt pay
‘increases varied widely andiresulted in dif-

fering increases for employees receiving simi-

" lar performance ratings.. For example, all

three agencies imposed different maximum lim=

its on _the amount of merit pay that could be —
awarded. (See pp. 19 and 20.)

PERFORMANCE . STANDARDS .

CSRA requxres agencies to estabixsh perform-
ance. standards whxch, to the maxxmum extent

measure performance. GAO's revle showed that
overall, performance standards in ‘the three

For 1nstance, in each agency, the _percent of
standards GAU reviewed that contalned objec—

tive measures of performance increased from
1981 to 1982. However, overall, less than

measures. About 70 percent or more of the em-

ployees in- each agency responding to GAO's
questionnaires believed their standards were
falr, talloredyto their 3ob, and con51stent

1982. (See pp. 25 to 28 ).

OPM encourages agenc1es to allow all employees

to be involved in settxng their performance )

' standards. Most employees .at Agriculture.and

\

Navy"(?O and 76 percent,; respectively) said

iv
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they were invoived in setting their perform- -

ance standards; while only about half in HUD

(46 percent) believed f£his ‘to be the case. _ _
When asked to ;what extyent they were satisfied

with_their 1qpﬁt in setting their standards,
51, 52, and 29 percent in Agrlculture,,Navy,
and HUD, respectively, said they Were satis-
- fied to a great..or very‘great extent. . (See

p: 31.) 'CSRA requlreﬁ‘%ﬁat performance stand-

ards be communicated %o the employee at the

beglnnlng of each appralsai period. At HUD

and Agriculture; this requirement was not

always met. Of the performance standards GAO
reviewed that contained the date they were
communicated to the employee, 42 percent at
HUD and 14 percent at Agricultutre were deliv-
ered to the employee fmoré than 6 months after
the beginning of the appralsal period. (sSee
pp. 32 and 33.) . :

About 75 percent of the merit pay pooil offx-

cials GRO interviewed believed the standards-
1sett1ng\proqess was improv1ng communications
between'subordinates and supervisors; while 9
10, and 17 percent of employees at HUD, Agrl—
culture;, and Navy, respectively, believed this

to.be true. (Séé pp. 29 to 34.)

Thq CSRA requ1res that OPM anaiyze the cost

and effectiveness of the merit pay system and

cash award program and annually publish the

results. OPM evaluations of merit pay have
been limited in scope and have not met this
CSRA requirement. OPM has publrshed,several
reports or pamphlets on merit pay and also
contracted with three urniiversities to stg@gi
it, but these reports did not cpver tﬁﬁ cost
re-

ports were primarily statistical analyses of

or effectiveness of merit payt The ©

payouts and ratings and deicrlptlons of the

various types of merit pay systems in effect.

The university-contracted studies dealt _with

how merit pay was lmp}emented in several in-

stallations. None of théseﬁstudles reported
on the costs of implementating and operating
merit pay nor. did they report on the effec-

tiveness of" the merit pay system government—

wide as intended by the CSRA.; (See pp. 37 to
40:) ’ -

Tear Sheet v
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OPM 1ncreased its emphasls on evaluatlon of

fierit pay in 1983 and has two major studles

underway, one of| which will address
of merit pay on émployee performagcefand moti-
vation. _The threée agencxes GAO reviewed have.

eévaluated their merit pay ‘systems and made
several changes. \For instance; Agriculture
changed its merit \pay formula in 1082 to pro-
vide greater rewards for its top-rated employ-
o 39, 41, and 44.) ,

ees. (See pp. 37

CSRA requires ‘agencies to establlsh a cash
awards program to b

of the .merit pay sys
viewed placed differ
their cash awards pr
For instarce, in 198
awards averaglhg abou $1 100 to about 30 per—
cent”of 1ts mer1t pay employees. In contrast;
granted cash awards

averaging about $1,000 to 6 -percent of the
"merit pay employees, while HUD gave awards

6 percent. OPM has
recognized that it needs to provide specific

guidance to agencies on the distribution and i

amounts_of- cash awards] (See pp: 42 to 44 and
app. XIII.) ; '

em: The agencles GAO e~

agrams irr 1981 and 1982.

’

averaging about $500 t¢

According to OPM, -a key! factor in the eventual
successigfﬁthe meglt pay system is how well it
is accepted and judged.-by r thoge employees par-—
ticipating in.it. 7After.complet1ng two ap-

cy employees' overall

bay remain negative.

praisal and pay cyctes,;

attitudes toward merit

However, there were 1mprovements in employees

perceptions of certain aspécts of he system
after the October 1982 merit payou¥s. For ex—

ample, the percentage of employees who
believed their merit pay increases wete an ac—
curate -reflection of thelr performance in-
creased from 8 to 25 percent in Agriculture;
from 10 to 2% percent in HUD, and from 15 to -

27 percent in Navy from 1981 to 1982. How-

. eber; about 80 percent of ai& employees in the _

three agenc1es do not believe the system in-

treased their motivation or per formance.

Among theé top performers, 75; 62, and 61 per-

cent of the employees in Agrlcnlture, Navy,

anid HUD, respectively, shared this view... (See _
pp: 48 49, and 50 and app. Lv.) - . g
vi

nt-degrees of emphasis on ...

Ql
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CONCLUSIONS AND " -
RECOMMENDATIONS

Ll

o GAO recognlzes that certaln practlcal problems

with the merit pay system, such as inconsis-
tent ' raters,fprobably cannot be completely =

resolved, nor can the influende of nonperform-

ahCe factors on pay be totaliy ellmlnated.

relatlveiy new system; and that compensatlon

experts have stated that it may take 5 to 10

years for a merit pay system to operate as in-
tended. However,; by taklng steps now to
. ensure dgreater equ1ty in ratings and pay. and
\ to reduce the éffect of non- performance fac-
"tors on\pay, OPM is more likely to gain wlder

-employee support and acce tance: This will ‘in
yee supp p

turn improve. merit pay's chances of success.

OPM's regulatlons that were scheduled; to go

intp effect November 25, 1983, .would have ad-

dressed some of GAO s recommendatlons.

These feQQIatidhé, which also coverequeverai

personnel subjects other than merit pay; have

been declayed null and void by the U.S. Dis-

/ trict- Court, andﬁQgM has been enjoxned from _
directly or 1ndlrect1y Implementlng them. The

court deci: &on does not preclude OPM from

' sponsoring

tions to address the issues discussed in this

report; and|GAO believes several changes need

to be made tosthe merit pay system. There-

eglslatlon or drafting new reguia—

fore, GAO récommends that, to the extent that

1t 1s legally permlsslble, the Director, Of-

gerncy formulas on merit“pay increases and

--assess the 1mpactrof pooi composxtlon and .
a

develop criteria that will reduce the effect

of nonperformance factors on merit pay in-

Screases (see p. 237J;
P ~-reemphasizé the need for agencies to_ estab-
= | ) lish separate merit pay pools for t@e}g i
,ﬂ; career and noncareer (Schedule €) merit pay ;i
‘ik employees to avpid the appearance ‘of their '
‘ € appear

Ry having_an unfai advantage in competing for 5
merit pay. increases (see p- 23);

- T Y
4
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p‘ 23)1 ‘ . . :lz

——requ1re that merlt pay pool managers or
! ' their delegates review performance standards

o T -

at the beginning of the appraisal period to

ensure that,; to the maximum extent feasible,

they contain the desired characteristics of

objecthIty and measurability and that they

are of comparabie difficuity for simitar

: jobs (see p. 36):

tunlty to consult with thelr superv1sors in
setting thelr performance standards (see p.
36 ) LY ‘.

(N4 -
' “z/ ar

--require that standards be communzcgted to

employees within a reasonabile and specified

time from the begxnning of the appraxsa1<

.period, {(see p. 36);

--provide adequate resources to maintain its’

pPlanned merit pay evaluatlon efforts (see
p. 47): -

~--clarify thé intended role of the cash award

g, 2 ettt i LAy HUE A >~

Y program for merit pay: employees and provide

ff;_ guxdance and oversight that will ensure that

s it is used as an Integrai part of merit pay

4 (see p. 47): and .

<% ==comply with the legal requirement to publish
annual reports which analyze the cost and

. : effectiveness of the merit pay system and

= (, " cash award program (see p. 47).

,,,,,,,,,,, oo

AGENCY COMMENTS

GAO received written comments on the draft of

- __this report from the DPepartments of Defense
_ and Agriculture and the Office of Personnel
; ; . Mahageheht. GAO received oral comments. from
. ; HUD.. ‘These agencies _generally agreed with the
R — - report s findings and recommendations. OPM
) stated that it does not believe it necessary
to report on the costs of the merit pay system
becauge the total payouts under merit pay are
the same as they would have been under the

Geheral Schedule. However, the law requlres
viii
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that OPM publish a report on; the cost and ef-
fectiveness of the merit pay system and OPM
has not kept track of the costs incurred in_
iﬁpléﬁ?ﬁtihg and operating this program. (See
p. 47. . ‘ * s

Agriculture commented that although techni-

cally correct, appendix VIII ‘creates a false
impression that unfair benefits are accruing
to higher graded employees. Appendix VIII
shows the average actual increases received by
merit pay employees in each grade and. is de-
signed to demonstrate-the magnitude of the in-

Creases. The charts were not intended to

imply that higher graded employees unfairly
received more than lower graded employees.
The complete text of all tHe agencies' written

comments is contained in appendixes XI through
XIII. ' ,

" . Tear Sheet : ix
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Acceleration  factor

Annual sa1ary adjustment

Automatic increase

cash award

Critical element

’
GLOSSARY . -‘j
A' mathematical factor used in. some
agency pay formulas to provide the.
largest merit pay increases to efployzy
ees lower in the salary range.*: Award
ing more money. to those lower 1n the

51m11arly rated employees hlgher in
the range.

——

ule. _It is an adjustment to salarles
to reflect those currently existing in
the private sector for similar work
and levels.

The guaranteed portlon of a mer1t pay

employee s total annual increase., It
can. be 50 percent (or more 1f OPM so

mertt granted to General Schedule
employees. -

For a merit pay,empioyee;,an:award,
not to be included as part of base
salary,,glven for superior accom-

plishment,; an 1nventlon, sugqestxon,

special agt or service,; or otgher per-

sonal effort which contributés to the

efficiency; economy; or other improve-

ment of the government: Cash awards

' "may not exceed $10; OOO unless approved

by OPM. : .

A component of an empioyeeis ]ob that

formance below the m1n1mum standards

requlresrremedlal action and denial of

a merit pay increase. Unacceptable

per formance may also be the basis for

_removing or reducing the grade of an

employee:. Such action may be taken
without regard to performance on other
job components. ;

1@ |
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Forced distribution The result of a management decision -

designed to achieve a predetermined .’
distribution of ~individual perform-
ance ratings. OPM has stated that,

~"no merit pay determination may be .
B modified in order to force a specific

distribution of performance levelg .

' wamong merit pay employees.” :

tical factor that maintains’
& the ihtergrade pay differential, that
is, the percentage salary difference

representing the differences in dif-

ficulty and complé@xity among merit

grade adjustment factor - - A math

, - pay grade levels.
. 1 o e S
0 A pay system designator used to indi-

3y
—

cate. that a position is covered by
the provisions of the merit pay
system. 7 . A

Merit pay fund - The amount of foney available to_an_
: agency head, for the purpose of grant-

® : K ing merit pay increases. The merit
' ' pay fund includes the nonautomatic
T portion of the comparability adjust-.
“ment and amounts estimated to reflect
within-grade and quality step in-’

creases that would have been avail-

able to merit pay employees under the

. ' General Schedule pay system.
i o

or

Merit pay. increase . The amount of money added to an €m-
ployee's total annual base salary
that recognizes and rewards perform-

L ance based on periodic appraisals of
\ - performance . :

Merit pay pool fﬁcse,ggédﬁééiéﬁbiéyééé who compete
: directly for fixed merit pay funds.

' Merit pay pool official Merit pay pool managers or their.rep-
- resentatives interviewed during this
assignment.

per formance appraisal A descriptive account which measures
or rating employe¢ gerﬁgrmanggﬁgugipgran ap-
= - ‘praisal \period: Undg;”merjt,ﬁéy,

ratings are to be based on the em- __
ployee's \performance measured against
established criteria. ' :

N\l
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or element ‘5

Peuformance salary

ceilin .
ﬁ g -

-

Performance standards

r’

Presumptive rating

Qualxty step increase

Top performers

.

- ained under the

A iechnlque used in some mer1t pay
plans to set & limit or limits in the

salary range beycnd which the employee

may not advance unless hls/her per-

formance Improves. )
A descrIptxon of ho% ﬁellwan employee

These

v1sors to determ1ne how well the em—
ployees are doing their work by ,
comparlng their actual performance to
ards. _When feasible, per-~
andards should contain

£ éualxty, guantity, and

_trmelxness.

1nfcrmat1on to make a meaningful. -

assessment.

. sustained hlgh quallty performance.

Merit pay employees are not eligible
for quality step increased. However;
the merit pay fund includes the total
amount of those increases pool mem-
bers wOuld have received if they-xem-
General Schedule;

g Those employees who in Agrxculture,

5:0); in HUD; were ‘rated Outstanding;
or in Navy; were rated at Level 1
(hlghest rating). .

.
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within-grade 1increase A periodic increasé given to General
Schedule. employees as a permanent :
increase to base salary. General

e ..Schedule employees receive about a
t ¢~ 3=percent lncrease provided their
: per formance is acceptable. Merit pay
efiployees are not eligible for :
within-grade increases; but the amount

they would have received for such ™
- increases is included in the fixed

<
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: The merit pay system and .cash_award_ program was Created by
the Civil Service Reform Act (CSRA) of 1978,1 and has beén in

effect since October 1981. The Chairwoman; Subcommittee on Com-
pensation and Employee Benefit's, House Committee on Post Qffide

and Civil Servlce, asked us to rev1ew agency experlences 1n mak—

ments:. Agrlculture, Housing and Urban Development (HUD), and

Navy: These Departments combined. empley about 25 percent Qf .att

federatl merlt pay employees. N

QsJEeT1VE OF CSRA: TO LINK -
MERIT PAY TO FAIR AND OBJECTIVE -
PERFORMANCE EVALUATION T

o The obaectlves of the mer1t pay system, as expr ed in the
CSRA, are. to: : : .

--Recegnlze and reward quallty performance by varying merit

- e,

pay increases using avaxiabie funds.

~--Use performance appraisais as the basis for determlnlng
merxt pay adjustments.

--Provide for training that will help supervisors improve.
their objectivity and fairness in evaluating performance,
again using available funds. /

The merit pay system was flso intended to (1) significantily.

improve productivity; ideas; and service to the public and

(2) increase communication between superVIsors and subordi-

nates. The performance appraisal provisions, spec1f1cally, were
expected to help supervisors accurately evaluate job performance

based on objective criteria.

; 3
B Upon s1gn1ng the CSRA, féimér President Carter expressed
hope that merit pay would put

“... . incentive and reward back into the Federal sys- .

tem . . . 7§g§a now on, 5%&5@@;66& and pay increases
wiitl be a sign of jobs well done."
AN
lritie v, Publll\Law 95-454, October 13, 1978, 92 Stat: 117§;
now codified at 5 U.S.C. §°5401-5405 (1982) . 7
_ - : p)
® ,
1
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’Additﬁonally, the first Director of the Office of Personnel Man-
agement (OPM) 1nd1cated that the performance appraisal’ process
would be . . .

-

- J

. . . to the ‘direct benefit of the vast majority of -
Federal workers who do their jobs well and want. to be
judged on the basis of thelr performance. The’in~

creased emphasis on meanlngful appraisals-will impose .

additional responsibilities on managers,rput it will

.also prov1de them with a moge effectlve and equ1table
means of. managing their employees." * 4

He further remarked that “"unless the Civil Service Reforim Act
improves governmental performance, it will not have succeeded."

BASED ON PERFORMANCE RATINGS ' . .

< payout cycles. As’ would be tKe case wlth any new system, prob‘
lenis have occiurred which miust bé resolved for the system to -
achieve its intended goals.i Compensatlon experts have stated
that it may take from 5 to 10 years for such a system to operate
as intended. ve :

Q\ . : -
e

Under the merit pay system, pay IncreaseS\for superVIsors

and management officials in grades .13 through\égtare based on

performance. Merit pay employees are placed i Aogganlzatlonal

groups (merlt pay pools) whose composition is ermlned by

They are guaranteed at least half of the annual salary adjust?
ment and compete agalnst each other for. addltlonal meYit pay

increases which are based on ‘the degree %o which the employees

or exceeded performance standards _established at the begin-

nlng of the appraisal perlod. These fhcreases are pald out of a

;received had they rema1ned under the General Schedule. Accord-

ing to OPM,faboutilOBWQQQ employees were covered by theﬂmerlt
pay system In ;nscalyearl982.(kbout 80 000 GS-13's through .

GS-15's Were n t deSIgnated as ,managers or supervxsors ).

-\



positiog 3 7ould Be covered under mer1t pay. and evaluatlng the

cost andseffectiveness of the merit pay system and cash award
program. In October 1983, OPM.proposed regulatlons which would

alter the scope of- the merit pay systems and, which 1t stated,

‘would address some of Our recommendations contained in chapters

"2, 3, and 4. However, on December 31, 1983, the regulations

were. determined to be null and void by thé U.S. District Court,
and OPM_was enjoined from d1rectly or 1nd1rectly implementing

’ themu . 3 .

OBJECTIVES; SCOPE; AND METHODOLOGY . SRS

/

-l

Our, objectlves for thls rev1ew were to determlne how three
large federal agencies 1mplemented merit “pay systems and made
their pay increases for fiscal years 1981 and 1982 and how their

systems have operated since thens We also wanted to (1) observe

how the agericies evaluated merit pay 1mp1ementatlon, (2) deter-

mine how merit pay was percelved and’ ac’epted by empioyeﬁs and

managers, and (3) identify areas requiring attention. With the

concurrence of the requesting Subcommittee; we decided that _a

2-year study; with data collected after the October 1981 and

October l§82 merit pay cyclés, would meet these objectlves and

We selected the Departments of Agrlculture, HUB,-and Navy,

because they employ large numbers of merIt pay employees, repre-

sent both mllltary and civitian agencies; and have different.

types of merit pay systems. Agriculture had about_ 9,600 merit
pay employees in 1981 and 1982, HUD had about 2,200, and Navy
had about 16;100." Combined; these Departments employed about -~
28,000 employees under merit pay systems=--25 percent of all fed-
eral merit pay employees.

To flnd out how merit ‘pay was 1mplemented, we interviewed -°

and reviewed performance appraisal

merlt pay pool officials

merit pay pools in all three Departmentsvwere scattered across

the country, it was not feasible to interview a statistically

valid random sample of pool officials that would be projectable
to each Department. Therefore we judgmentally selected merit

pay pools from each Department. To get some indication of how °

and pay- stat1st1cs og/pools in each of the Departments. Because.f

the systems were progreksing, we reviewed essentially the saiie
pools and interviewed the same pool off1c1als when poss1ble dur-
ing both years. More details on the number of pools reviewed,
the number of pools in each agency, and the number of e ployees

included in the pools we ,reviewed are 1ncluded in appen ix V.

I

2Pool managers or their representatives.

(.
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‘@:N We also rev1ewed a randomly chosen sample of performance

ratlngs from these pools and analyzed them to determine whether

198t and 1982 performance ratdegs of 475 employees (a total of .

950 ratings); which included er 12,000 separat& performance

staﬁdards, and ‘evaluated the quality of\the standards.. To do

they complled with requ1rements of the €SRA: We analyzed the \

measures of qualitys quantlty, or t1me11ness.' Sample slzes for
this analysis were sufficiently large So that we are 95-percernt
'+ . confident that the reported results are within 5 percentage.

points of what would have been found if we had reviewed all the

; ratings in these pools. A detalled dlscuss1onrof the methodol—

. ogy followed in analyzgng the performance ratings s included in

appendlx Vi. ' _For both years; we also analyzed summary statls~’

tics on ratlngs and pay increases from the pools reviewed as
7we11 ‘as overatll statlstlcs provided by the’agenc1es

} F1nally, we. adm1n1stered a questlonnalre to mer1t pay efi-
&3 ployees in the three agericies to determine their attitudes and

opinions on varioug aspects of merit' pay over the 2 years. At

tie time ‘of our flrst survey, HUD and Agrlcuiture were deyelop-‘

)- ing questlonnalres of their own and agreed to attach ouar ques-

tionnaire to the1rs.‘ These were maited to all HUD angs

Agrlcultqre merIt pay employees and were returned by 62 pércent-

in HUD and. 60 percent in Agriculture.

-

Slnce the Navy had not developed a quéstlonnalre at the time

.random sample of 624 NaVy merit pay employees and had a response
.rate of 94 pércent. We also received 97 unisolicited - ompleted
questionnaires from Navy mer1t pay employees not in our sample .

who wished to contribute their opindions to our study These ¥

responses were not 1ncluded in any'of the statisti presented

in this report: Final sample sizes for the first survey in the

Departments were iarge enough that we are .95-percent confident

that f1nd1ngs are w1th1n 4 ~percentage p01nts or less of_ what

-
N

ments had been sampled.

For the second year;,we used the same guestions, but added

; other ‘guestions based ofir the results of the first Year. This

. facilitated a comparlson of flrst— and second-year attltudes and
opiniorns. . . ; . S

7Slnce none of the three Departments was uslng a questlon—

naire to .evaluate tmployee attitudes about the second year of

‘merit pay‘ in January 1983 we" ‘sent questlonnalres to a random

« sample in each Department.- We sent 580 questlonnalres to Navy

a ~ .

o~
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gy

'
.




. -~
== '

merit pay employees, 643 to HUD employees, and 586 to Angcul—

tur'e employees. Response”rates were 90, 90, and 89 percent in

- the three Departmentsk,respectlvely Sample sizes were large
enough so that we areﬁgs percent confldent that flndlngs are

) We alsqa
performers—-those employees in our surveys in 1982 who were
rated 1n ‘the top performance category by thélr agency. The -

purposé was to find out how the attitudes of those who had

received the best ratIngs and largest merit increases differed

from the:rest of our sample populatxon.

,“
——————————

only to those examlned.' However, because Agrlculture, HUD and
the Navy experlenced 51m11ar merit pay problems in both years
and. employ about 25 _percent of all federal merlt pay employees,

tlons to OPM.;or improving the«merlt,pay system.

5 ST

. We conducted the review at the three Departments' headquar-
ters in Washlngton, D.C.; _.and at merlt pay pools from each De-

partment in the Boston 'and San Franci%¢o areas. Audit work
began: in December 1981 and ended in March 1983. The review was
carriéd out accordlng to generally accepted government aﬁdltlng
standards.

é
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,ferent superV1so
"three agencies

AFFECT MERIT PAY

H . o e 7,,' . o
. _The CSRA requires age9c1es to establish merit pay systems
which shall usa,performance appralsals as the basis for deter-

mining merit pay adgustments*" However ,. several factors inde-

pendent of per formance affected the .Size of merlt pay increases

at 'Agricuiture, HUD, and Navy: These included the accuracy. andtfl

con51stency of the performance standards ahd ratings; the dis-

tribution of rat1ngs in the pool; the formulas the Departments
used to distribute ‘merit pay; and the variable annual satary ad-

justment, up .to half of which can be used as merit pay. Some of
theSe factors, 3uch as the amount of money available for merit

pay 1ncreases, annot be controlled by the agencies. oOther fac-
tors, such as the merit pay formulas,fcan be controlled by agen-

cies. While these factors which cause’ ‘differences in merit. pay

are not prohxbxted by law and may never be completely e11m1—

Lo Tl T T T

STANDARDS AND‘RATINGS MAY BE INCONCLUSIVE

mea5ure performance and can have an 1mpact on the employee s .

merit pay increases. BAccording to- one recognized performance

appraisal expert;

5.f1 . the problem of variation in the - standards of

I
Recogn121ngiﬁ7at standards and appralsals prepared by dif: |
s may not be consistent, some ‘

viewed employee standards and appralsals beforer

they were fxnalfy approved* Despite the reviews for consistency.

that may have taken place in these and other pools, between 37.

and 52 percent of_the respondents in both years in each agency - §
belLeved their 1981 and 1982 ratings did not accurately reflect

their performance. In addltlon, over 40 .percent of the mer1t ﬁ{

how raters judge performance was a great or very great problem |

in their pool Employee comments regarding inconsistent ratings!

incituded: : f

IThe Human Side of Enterprise, Douglas McGregor, 1960, p. 82. |

. v d
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~-%1 do_know from

"I do know f om others and from my own performance rating
that a great variation in ratings occurs. -The system has ' ..
to be standardized to be fair." '

::t§?§bébi? the €f§§§ésf difficulty, and the source of the .
most skepticism & the improbability of the various Frs
supervisorg rating on an equitable basis . ¢ i " PN

——"rh# different departments in ouf unit rate by subjective
standards. erv «

~ others are very liberal:" .

Some départments are very conservative and.
.~ Some merit pay wfficials and employees believed that per-
formance in their job could not—-be accurately measured through

standards. One employee said, "It is difficult, if not impossi-

ble, to rate scientists fairly across different disciplines:"

Another said, "ASs a technical man doing highly varied work; my
productiv S t and
concise def\nition." Still another saidj "When brain power is
.used to do rfesearch and answer policy ‘issues, performance ele-
‘.. ments are diffficult to develop @nd evaluate."” Most pool offi-
- ‘cials said fhere were no standard measures that would allow th
to accurat 1o ' - /

ty and quantity of work are not. subject to easy and

y-assess emplgyees' productivity. .

-

DISTRIBUTION OF RATINGS INFLUENCES MERIT PAY

The distribution of ratings within a merit pay pool is cru-

cial‘in determining the merit pay increase each employee re-

_ceives. As a result, employees in pools with very different
"“ratings distributions can receive significantly different merit
pay increases even if they received a comparable rating. OPM's

proposed 1983 regulations would have reduced to some extent the
impact of the rating distribution by allowing agencies to adjust

" the methods they use to determine funds available to the pool to

Aﬁpéhdiiés ViT ané@ VIII show the agencywide distribution of

ratings and the -average merit pay increases by grade level ‘and

&

-“"rating at the three agencies:

In each Department, the distribution of ratings in pools
varied widely in both years:. For example; in some pools, over

90 percent of the ratings were in the top two levels (for in-
stance, outstanding and highly satisfactory), compared to less
than 20 percent in other pools. When many people within the

pool are highly rated; top performers receive less money than if
most of the pool members were rated at a_lower level, such as.
fully satisfactory.  This is true even in a controlled situation

in which®pools are identical in makeup and have an equal amount
of funds available for merit pay. Examples of differences in.

pay for comparable ratings -in different-pools at the three

- : } ' - B 7
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Departments are shown below: In all cases, 1982 merit pay

increases were much larger than in 1981. This was because merit
- pay funds in 1982 included half of the comparability adjustment
plus 1.6 percent of salarigs for within—grade pay increases.

Because of a GAO decision, éﬁﬁ had reduced the within-grade

payouts. (For each year, two separate pools are shown. Thus,

pool 1 in 1981 is not the sameé as pool 1 in 1982:)

Effect of Rat ingﬁBistribution on

1981
Pool 1 Pool 2
- Merit - Merit
Ratings _increase Ratings increase
Performance ~in foric@:147s . in for GM-14's
category? category ' in category category in category
(percent) ~ (percent)
4.5 to 5.0 53 $383 "7 $658
‘4.0 to 4.4 43 342 12 598
3.5 to 3.9 2 315 37 541
3.0 to_3.4 2 134 43 464
Below 3.0 0 - 0 -
: . .__1982 %
Pool 1 - = Pool 2
4:5 to 5:0 30 . $1,;955 5 $2,364
4.0 to 4.4 - 45 . 1,754 49 1,894
3.5 to 3.9 : 22 1,638 . 32 . 1,446
3.0 to_3.4 3 1,266 14 : 578
Below 3.0 0 - 0 - ) -

3
aAgriculture uses adjective descriptions for each performance

level, with each adjective corresponding to a number, as fol-

lows: 5:0, Outstanding; 4 0, Exceeds Acceptable; 3:0;,; Accept-

able- 2.0, Mxnimaiiy Acc tabie; and below 2:0;. Unacceptable.

erage of the rating score assigned ‘to each performance element.

brn pool 2, in 1981, more. money was available per person for

merit pay because of higher grades and salaries of the 9001

members, a factor which also affected the difference in final

merit pay increases: N

B-203022,; September 8, 1981.
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o o Table\z i
Effect of _Rating Dlstributlon on ;
Average Mérit Increases in Four HUD Pools -

1981 o e
) Pool 1 "~ Pool 2
, S Merit Merit
o Ratings increase Ratings increase
Per formance in for GM-14's in for GM-14's
category ~ category in category category in category-
@@pétbéhti  {percent) '
outstanding i 0 S§ - 11 $ 956
Highly satis- B . X
factory - . 23 1,797 74 477
Fully satis- - ‘ ;
factory?@ - . 68 . - i3 =
Marginal/un- | I _
satisfactory 5 T = 0 -
Presumptlve - )
Fully satis- NG '
factoryP 3 = - 72 -
_ 1982 L
Pool 1 Pool 2
Outstanding 18 $3,034 1 $4,252
Highly satis- o e S
factory 53 1,913 ‘ ! 44 2;561
Fally satis- | R -
factory 20 823 ‘ 47 1,103
Marginal/tn= ) " )
satisfactory 0 - 1. -
Presumptlve : . )
fully satis- B o o o
factory 8 489 5 884

aHUD aia not award merit pay increases to Fully- Sattsfaetory em—

ployees in 1981,

bA rat1ng of Presumptlve Fully Satlsfactory 1s glven when the em—
‘ployee is not under standards approved by the pool manager long
enough to be given a rating based on his/her actual performance.

{8



) Effect Of ibutior
Average Merit Increases in Four Navy Pools
o 1981

—  Pool 1 4. " Pool 2_

v ' - Merit : Merit

S Ratings _increase Ratings  increase _
Performance in . for GM-14's in_ for GM-14's

category category in category category in category

(percent) " (percent)

Level 1: A

Substantially
exceeded all o :
objectives 40 5838

Iy @
23
—h |
-
Wi
|
-

qal

Level 2: '

Substantially , ‘
above target--. i
most signifi- . . ' o5
cant objectives: 25 419 41 687

cant objectives 18 140 . 45 229

Level 5:

On target--some . B
objectives B 0 C - 0. -
Level 6: ' _ _
Below target--one_. —— >
_or more critical B o
-elements . 0 - ' 0 -

arn 1981, Navy did not award merit pay to Level 4 performers.

—h |
(=]
s

=



1982

PoolY 1 . pobdl 2
Merit N . = _Merit
" Ratings _increase. Ratings  increase.
Performance in . for GM-14's ~in - for GM-14's
Cétégéfi . category. . in category <category 1in category

B ' (percent) (percent).
TIdyel 1o
Substantially_
exceeded ail - :
objectives 36 $2;129 1§§“ ’ $2,759

Level 2:.
Substantially

above target--

most signifi- - o R
cant objectives 55 ' 1,725 25 2,236

Level 3: . -
Above target-- o

most signifi-

cant objectives 9 1;313 45 1,702

Level 4: :

On target--altl , _ .
significant , ;”_ l N - . I
bbjéétiVéé 0 » - ' 20 1,312

Level 5:
objectives 0 - 0 -

Level 6:
Below target—-one ,
or more critical } B

elements 0 - 0 : -

As shown in the tables, 51gn1f1cantly dlfferent merit pay. in-

creases were glven to equally graded and rated employees who

: happened t8 be in different pools. For example, in 1982 at HUD,

an outstanding GM-14 employee in Pool 2 received over $1,200

more than a counterpart in Pool 1. At HUD in 1981, a Highly

Satlsfactory GM-14 in Pool 1 received almost twice as large an

increase as an Outstanding employee in Pool 2.

11 o o SR
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RATING OUOTAS WERE USED e . S
IN SOME INSTANCES . ' i ' f

N o .
- qﬁp@ regulations prohibit ¥1ng rating dxstrxbutions to
s

fit otas. The effect of thi as stated in a 1979 OPM .

~pamphiet,;

5.

“To attow artificial and arbitrary nonrperformance
factors to drive the merit pay increase would . . . do
irreparable harm to the Merit Pay System."

S-S S CoN L ;’H**5§* Cer s T - -
Agency documients and discussionhs with po®l officials and employ-
ees lead us to believe that some merit pay reviewing officials

forced dlstrlbutlons of ratings to meet ratlng quotas by lower-

ing ratlngs prepared by immediate superv1sors. In one instangea.

at HUD, a division director issued a memo statxng, in part,
that: ' :

"For [the office],; the distribution is éibéétéé to be
_roughly: 10-15% Outstanding; 25-30% Highly seplsfac-

tory; 40-60% Fully SatiS£aéthy, and 5-10% Unsatisfac-
tory : : : : No individual lelslon is expected to
deviate more than two or three’ percentage p01nts from ~

these ‘ranges."—. o

-~

After this memo had been wrltten, the HUD A551s;ant Secretary

responsible for therdlv151on wrote his executive assistant; "I

want s to aim for no more than -10%. [to be rated] outstanding.

. " Actual final ratings in the division were 13 percent

Outstandlng, 39 percent Highly Satlsfactory,.42 percent Fully

Satisfactory, and 5 percent Marginally Satisfactory. _The ASsSis-
tant Secretary; in a separate memo; later requ1red a Deputy

Assistant Secretary to downgrade some ratlngs from Highly Satls—
factory to Fully. Satisfactory,;, in order to ", . J%gestore a
pzoper balance with the general jpattern in [the office]." HUD
officials told us. that this may have been a; legltlmate attempt

by management to ensure con81stency of ratxngs.

r

.

Other examples of alleged forced dxstrxbutxon of ratlngs

1ncluded the following:

ratings:

--A memo to the staff of .an Agriculture regional official
, stated that they should

v

3vYour Merlegpaygsystem ' OPM; November 1979, p. 26. . .




" s carefully _ review performance ratlngs in

’ﬂgyour ay: pool and. perhapsﬁggipack to your pay
pool superv1sors iﬁ[the average for the pool

£311s odtside the range”3:7 ~_4.1 and!the A
standar@wdeviation is not at least 0.30." S

‘--Another ﬁUD:mémo stated that ,any manager who anticipates

a»dlstrlbution devlatxng widely from it [an attached djis-

tribution] can expect,to beiasked to réconsxder ‘the dis- .-
;tr1but10n.-.‘ : . W v

'——In an Kgrlculture memo, 5 rétinq"offiéiaiﬁcomplﬁinéﬁrthat

Tl Lt s verﬁ obv1ous hat the. changes s &

[your offlce made to ratingds f~subm1tted on- my

subordlnates] were strictly based onh_ the ' num-

bers game' ~and not on performance.. My apprais-

als [of them] were right .and fully 3ustified
base§ on [their] actual perfbrmance. .

4 o

in addition’- 30, 59,‘and 43. percent of Agriculture,‘HUD,

and Navy: respondents, respectlvely, thought that management used

quotas to .develop ratings- in their pool in 1982.. Between 11 _and

27 _percent of the merit pay employees in the three Departments o

believed that changes to ratings made by higher level offic1als'

was a great or very great problem. 7Narrat1ve responsesffgom
merit pay employees concerning alleged forced. d1stribut10n of

ratings follow: ; o .

--"There was def1n1te1y a quota' system in my organlza—

tion. My supervisor told me oitright that he could give

one fully and one highly sat1sfactory~rating. : T
, ’ U
¢+ Z="I think our managers felt pressured to follow a. Normal B
D1str;but10n curve to come up with ratings. _This is badi‘f

for an organization that has hxghly motlvated people.

--"This year Merit Pay has created a moral[e] problem.‘

some of my assoc1ates had their ratlngs changed because
of a_ quota system." - g

—-"In an effort to be equltable the Agengyiactxvely pushed

— all ratings down, which ser—ously dlmxnished some employ-"
; ces' self esteem.” ] o ] ‘..w . .

: ‘--"Most employees. perce1ve?that quotasr are. establlshegfge—”.
spite the restrictions ¢n . . pre- e'tabl1shed or! forced
distribution of levels

RS, S -
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- Quota systems were used in both years: -Such a system._
definitely affects motivation. _I was more or less told
my performance had been outstanding but due to 'other
considerations' I would have to be rated highly — .
satisfactory."” | &

Respondents who believed management used a quota system in

developlng ratings generally had negative feellngs toward the _

merit pay system. For example, when empioyees who believed rat-- 7 :

ing dlStrlbUthnS in their pool were forced in 'y982 were com-

pared to those who did not believe dlstrlbutlons were forced,

v

~ -—-fewer believed that Eﬁélm”rit pa&/performanée appraus 1

system was fair; .
Yy m ] , . " o NG
o o o o o S v = _ B _ T gl
-—fewer believed that the standards were set and ratiﬁgs
and payouts made without favoritism; _
; ——more believed that communication with their supervisors
- : : had gotten worse; and. :

1982 than in fiscai year 1981.‘

When a case of pQ551ble forced dlstrlbutlon 1s brought to'
. .its attention, OPM refers the case to the agency 1nvolved -and

asks the agency to 1nvestlgate and report back. . o

COMPOSLIIQEWQE,THE MERIT -PAY
POOL INFLUENGES—BM D

7g§e composition of a ‘merit pay pool--the number of employ-
ees and their grades and location .in the salary range--also af-
fects individual merit pay. This is because the composition of

-~ the pool- affects how much money is available to make up. the fund
‘as_ Well as ‘how much of it each person w111 rece1ve. Becguse the

e

vary despite a similar ratiﬁg.,ﬁQE;, has not prescribed how the i_‘

membership of merit pay pools sho be determined.
{ N
Extremes in pool size can '

accentuateulmpactgoﬁe - ' S _

ors onApaz

pool members. The President, who hae the authgrity? to exclude

ences (in rating; grade, or pos1t1on in the salary range)famong

agencies from the merit pay system, recogn1zed the probiems with

aihis author1ty is contained in the pr6v1sxons of 5 U.S.C.

g S SH01(bY(2) (A - -
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- small pools when he excluded several sma11 agencIes in 1981 and .
1982: He noted that ‘ o :

", i ; with very "small groups, another._ 1nd1v1dual s
7 ‘ performance has nearly as much impact on ocne's in-=

crease_as his or her own, and merit pay cannot be coni'
fidently édministéréd

Recognlzlng the effect of small pools on pay,fmanagers may
be temgted to give all pool members the same rat1ng. For’

example, at Agriculture, about 47 percent of all pools (166 of

351 pools) contained 10 or fewer peopie. In 24 percent (40) of

the small pools; all members fell 1nto the sameyratlng category.
. In large pools (those conta1n1ng several superv1sors and
the1r staffs), ratings and, therefore, pay may not be consis- .-

“tent. Th1s 1s because ‘some - superv1sors may rate harder than

coworkers in the same poql whose raters are more strict.. One
employée commented that: . ) .

\\\ visors ratxng hxgh creates ‘an unfair dlstrlbutlon.

values,,hlgher than me and did not produce half of ' .
what .1 did." ' :

The grades and salarles Qf—I ] e
influence the_ amounts of merit pay e

:’_‘

sa1ary range affects the amount of money 1ncluded in;. and 1nflu—
‘ences thé individual merit pay-increases made from, the merit

pay pool fund. OPM's merit pay formula requ1res that different .
amounts be included in the pool fund for GM-13's, -1§fs;7and

=15's at d1fferent positions in the salary- range.: - Therefore; — ——

the total fund can vary dependlng on the number and- combmatton
of grades and salaries in the pooi.

the dIfference'In compiéxlty, 1mportance, and d1ff1culty of work
"at ‘the GM-13; -14; and =15 levels. This factor results in
: award1ng the highest percentage of money from the fund to
GM-15's and ‘the _lowest to GM=13's in proportion to the amount

N

Desptte th1s grade adJustment factor, managers at Agrxcul-

tureL 'HUD, and Navy gave GM-15's higher ratings than the GM-13"' s

" and GM-14's in 1981 and 1982: '(See app. VII.) Thus; GM-15's

vl
-

15 ' -
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received higﬁér incteases than GM-15's Competing primarily with
other GM=15's, Dissatisfaction with this practice'is expressed
in the following comments:

: ?~§ --"Supervigor believes GM-15's deserve higher performance =
[ratings] than 14's and 14's higher than 13's. The 13's
are supporting the merit pay system for the 14's and

' 15's. B separate pool should be ma#e for each grad? -
/

level;" ‘ i

--"Béiﬁé a GS-13;, and in a pay pool for GS 15's; -14's,
unfavorable p051t10n!, The bonuses and,b1gher ratings
that go to GS5-15's and 14's realistically mean less $ .
available for the GS-13'sv T think each grade should
stand on its-own (!!) with its qQwn pay pool!"

GM 14's and 15's and superv1sors."

—-"The hlgher your grade, the higher your MPS [merit pay

system] ratxng u

"\ﬂx -—"Superv;sors 1n my dlv151on héye been glven dlspropor-

INCLUDING EMPLOY WITH DIFFERENT

"RESPONSIBILITIES THEASAMEfkggLﬁrwh

When headquarters and field or, noncareer (Schedule € )5 ‘and

career employees are inciuded in the same pool; employees may’

feel they are competing in an unfair environment and that their;

merit pay increases may not reflect their performance _As one
pool o§f1c1al said; "this 1is [like] comparing apples and oranges
and plums." ' -

Includlng employees from dlfferent reglons, or from re-
_gion/field and headquarters, .in _the .same pool may cayse prob-

lems. - One st:udy6 showed that field employees wetre concerned

.

5Upon specifxc aathorlgatxon by OPM or under the terms of an

aéfeement with OPM, adencies may.make appointments to posi-

other key app01nted officials. §6§it16h§ fiiiéa Uhéér thié .
authority are excepted “from the competitive service and consti-
tute Schedule C. °

6Effectiveness of it-Pay-Pool j ; James Perry, Jone.

Pearce, and Carla Hanzlik; Review of Public Personnel Adminis-
tration, Vol. 2, No. 3., Summer 1982. - : '
16 -
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aboiit being compared with employees in'states of different

sizes. A pool manager in Agriculture felt Shagiién,h§§,gg9§i
o

conditions in different states varied, making comparisons”of
performance for the same job difficult. 1In addition; he. had re-

gional/field employees who were: competing, with headquarters
employees. : “

~ In HUD and Navy,; a headquarters merit pay employee was more
-l1ikely to receive-the -highest rating than an employeé in the =~
region/fietd. Employees in Navy and HUD headquarters ' pools had
about twice the percentage of Level 1 and Outstanding ratings as
regional/field employees_ for both years. Comparable data was

not available for Agriculture. The following table shows the

[ 4]

. difference in ratings in HUD and Navy headquarters and regional/
field pools. - _
I Table 4 ; e ]
Comparison of Headquarters and Régibhél]biéld Ratings '
' ~~ HUD Performance Ratings® B

& o _ : el
LT Highly. .. _Fully = Marginal/ ,
‘butstanding satisfactory satisfactory _unsat. == *
“T?ﬁT“‘Tﬁﬁ% 1981 .1982 - -~ 1981 1982 1981 1982

department 12 9 50 42 . 31 41 2 3
Navy Performance ‘Ratingsa

Level + - Level 2 _Level 3 Level 4 ILevel 5#6
7987 1983 1981 1982 1981 1982 .1981 1982 1981 1982

Headquar- o T S ) o ~ .
‘ters - 10 16 = 30 34 35 32 16 10 2 1

‘Region/ Doe L . L
field - ; a3 40 17 11 1 1

(§,]
O
N
~
-
w
o

\

ment .. 7 12 28 33 4 3% 17 10 1 1
arhis table does not inciude presumptive Fully Satisfactory =
. ratings.. : ‘ : ‘

3
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The foilowxng empioyee comments indicate their concern over

thisr;ssue. 'i . \
-—"My pool consists of a reglonal office and 4 field of-
fices. Field office people are consistently rated lower
than reglonal people who take the bulk of the merit pay
pool., : : '

—-"The system is su Ject to the subjectlve bhlms of Re-
gional Admlnist tors. In our case, he\expected the f1eld‘
offices to. take a hard line on ratings . . . . I¥ “happen

“to know he did not take a hard line on hls own Regional

Including noncareer (Schedule C) and career employees in
the same _merit pay pool also caused concern at-HUD in 1982.
(Navy officials said fihey do not have any Schedule C employees
under _merit pay; and Africulture_ has separate pools for Schedile
C employees.) The following table summarizes the variance in
rating distributions between headquarters Schedule C appointees

and career employees at HUD.

= Iabie_s
Comparxson 6f~HUD Headqgarters Ratings for
Schedule C and Career Merit Pay Emploxﬂes

- T ) nghly , . Fully Marginal/
Outstanding satlsfactory satisfactory unsat.
------------------ (percent )————rF-————-—rcee————e
SCbQQUlQ,C, - g - .
employeesa 55 32 ; 13 -
Career - ,
employeesb ;14 IR '47 , 37 -2

A

wh1ch tﬁe employee was in- the pool long enough to be rated on
bis or her performance) This was the total number of perform-
ance based ratings -for Schedule C employees in HUD.

ters'bhat were based on the employee s performance; 7
/

In. 1982, the averagge mer i€ pay increase for a Schedule C o
employee in headquarters was $2;314. The average merit pay = /-

1ncrease for. all BUD headquarters career employees was $1,793.



 In One HUD office, all 11 Schedule C merit pay employees who

received performance-based appraisals in 1982 were rated as Out-

standing: They received merit pay increases averaging $2,859.
Merit ‘pay increases,for that office's career employees averaged -
$1;983. " o : . .
HUD.employees objected to the policy of placing Schedule C
employees in the same pool with caseer civil servants; as shown
by .their comments. - . ,
{ --"The system is rife with 'subjectivity and inherently

flawed: in placing Schedule C staff in the same pool with

career staff : . i

 ——"There should be a separate Merit Pay Pool for Schedule C
" employees--they should not be in the—same pool as career
employees." ~ : )

——"The senior officials will find ways to reward Schedule C
types." |

--"Another major defect [of merit pay] is the inclusion of
Schedule € merit pay personnel in the pool with career
personnel. The Schedule C's were generally handrpicked
by the raters or reviewers, thereby making them part of
the 'new team' or 'us' vs. 'them' career types. I would
like to know what the average rating and merit pay
amounts were . . . to Schedule C's for ;‘Y 1982."

“-*The system seems to have been politicized, with top
pblitical,agpqigpgegfggggging the ratings of careér people

in order to’reward themfe16éé and their appointed
subordinates:” S~
.~ OPM does not currently have a policy requiring.separate
pools for Schedule ¢ appointees who are under merit pay, but

encourages agencies to have separate pools. _ L

e
:

AGENCY FORMULAS CAUSE"BIFFERENCES -~ - = . |

IN MERIT PAY INCREASES AMONG AGENCIES

f; ' As provided for in the CSRA, OPM allows the agencies great
flexibility in designing their merit pay plans and the formulas

‘for computing merit pay increases. Formulas can include vari-

ables. such as the performance salary ceiling, maximum annual

merit pay increase; and acceleration factot which can be used at
the discretion of the agency. In addition, different values can
be used for the points or percerntages assigned to performance

levels, and the number of performance levels can vary. Due to
the many formula variations possible for determining increases,

merit pay can be very different for a similar rating.

19 _ f
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grade according to th

" salary:; and Agriculture, to the adjustment plus 9 percent of

"ity. OPM encourages- this practice, believing that equally i

[

PerformanCe salary celllngs; B - C
vary an increases - ’ S

ry{ ceilings limit the salary within each -
.evel of performance. For instance, in -

Performance sal

HUD, an employee rated

the, equivalent of step

he, of the General Schedule for the grade -
until earning a Highily Satlsfactory or Outstanding rating.i An

employee already at ‘the equivalent of step 8 who receives a.

Fully Satisfactory rating would receive only the autOmatxc por-

tion of comparability and no merit pay. . Agrlculture and Navy-do
not incorporate performance salary celllngs into thelr merit. payil

formulas. & . P 1

OPM mer1t pay s1mulat10ns show that formulas uslng the per-
formance galary ceiling generally reward highly rated employees

with a higher percentage of merit pay than do other formulas.

emplogeeswéld receive more thah thexr counterparts in NavY»and
Agriculture. Q . .

' The 1982 pay increases (see app- VIII) show that top-rated HUD

Maximum annual increases vary

Although OPM does not restrict the size of merit pay in-
Creases, some agencies do. Navy limits merit increases to no
more than the annual salary adjustment plus one-third of the ..
salary range; HUD, to the adjustment plus 15 perceftit of basgeé

base salary.: . ,

Acceleration factor rewards e;ployees
lower in the salary range

_ Accordlng,to OPMfrsomé agency formulas use an acceleration|
factor to-award larger merit increases to employees lower in thg
salary raﬁgé;, This alldws them to catch up with equally rated |
employees Who, 'because of the1r longevity, are higherfln Ehg,”f

'range. The intent is to reward performance rather than longev7

L

graaéa employees getting the same rating should, over time,
recexve the same base salary . Agrlculture s formula 1ncorpor-

'r
e

people, who- are also near the top of the salary range, rece1v1ng
smaller mer1t»payvfncreases than employees_lower in the range.

-

-
/
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K2 :
‘The different formulas assign points to different ratIng

'categorles. The poxnts are muitIpixed by doillars available per

point to determine individual merit pay increases. (See app. IX

for a description of how individual merit pay increases are cal-
culated.) Points ass1gned to Fating categories in the three De=

partments reviewed are sﬁbwn below. )
4 -

) Table 6
NV A - points A551gned to Performance,
Levels at Three Agenc1es
. HUD - L
, Rating } 1982
Outstanding _ ¥ 3.0
Highly satisfactory ' 2.0
~ Fully satisfactory 1:0
Marginally satisfactory - ©, -0
,Unsatxsfactory 0
_ ] = Navy
{gji# 1992
- Levé} 1 hxéﬁésE) 2.1
Level 2 1.7
Level 3 1.3
Level 24 - 1.0
- Level 5 : 0
Level 6 (lowest) 0
o . Agriculture

Ratin ' . 1982
5.0 (outstanding) : X 3.0
4.5 . 2.5
4.0 2.0
3.5 ' S 1.5
3.0 {Fully Acceptable) 1.0
‘Less thah 3 0 0

'As the table shows, in 1982, an Outstandlng Navy employee (Level

1) received 2: 1 times more points than a Level 4 employee of
equal grade. On the other hand; in 1982; an Outstanding (5.0)
Agriculture employee rec¢eived 3 times more than a Fully Accept-
able (3.0) employee of equal grade and salary. In all instan--
ces, the dollar value of a point is the same w1th1n a pool, but
would be different between pools,unless the pool makeup and

rating distribution are identical.

21



The p01nts prescrlbed by the merit pay formula reflect man=

agement s dec1s1ons about the degree to which different levets

of performance should be rewarded. Thus, Agrlculture ralsed its
-point value in 1982 for outstandlng performance to prov1de a
greater distinction in pay between Sat1sfactory and Outstanding:
employees. Navy lowered its point value in 1982 to prov1de

greater merit pay increases to more employees.

Number of rating categories
~receiving merit pay varies

Agency formulas spec1fy how many ratlng categorles are eli-
glble for merit pay. For example, Navy had six categories in
1981 and 1982 and awarded merit pay to the three highest cate-

gories in 1981 but to the top four in 1982. 1In 1981 and 1982,

HUD had five categorxes but 1ncreased the number of categorIes
rece1v1ng merit pay from two to three in 1982. &Agriculture in

both years had five .categories _and awarded merit pay to employ-
ees rated Fully Satisfactory (3.0) or better. (See app. VIII.)

When more employees in more ratlng categorles are ellglble
to receive mer1t pay from a fixed fund, less moriey is avallable;
to each prov1d1ng other factors are equal. As a result, at
Agriculture in 198l, average merit pay increases were much
smaller than at HUD and Navy which awarded merit pay only to

those rated higher than Fully Satlsfactory. Thus, because

agency merlt pay formulas award 1ncreases to employees 1n d1f—

Sat1sfactory in one agency mlght receive mer1t pay: wh;le,Fully
Satisfactory performers in another agency . mlght not. Again, the
agency mer1t pay formula, and not the employee s performance,

CONCLUSIONS ° S . o L

pay pool compos1tlon, can be reduced by OPM and,the,agenc1es.
The distribution of ratings in the pool is_another factor that
affects the size of merit pay increases. OPM gives each agency
great flexibility in setting up its merit pay system, including

factors that influernice pay. Because of employee concerns over
the equity of merlt _pay, OPM and the agencies should strlve to

reduceithe effect of these nonperformance factors on pay: These

added significance since the advent of mer1t pay; because_ merit
pay adjustments are now based on the performance appra1sal."

22
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GAGJS reV1ew found that these factors have 1nfluenced the 51ze

of merit pay increases more than is  necessary.

OPM can hefp accomplish this by reempha51z1ng the need for

Schedule C and career employees to be placed in separate pools

and by enforcing OPM regulatlons whlch prohibit the forced dis-

tribution of ratings. The agencieg can also help reduce the

effect of nonperfOrmance factors on pay by considering such

factors as pool size and employee grade and responsibilities in

establishing their merit pay pools. These efforts are needed to
-~ help boost.employeé acceptanceé of . the merit pay system.

RECOHMENDATIONS TO

THE DIRECEOngng

n [ -

plait L= =

pool comp051tlon and agency formulas on merit pay increases and

develOp criteria that will minimize their possible adverse ef-

fects. Wefgurther recommend that; to the ‘éxtent that it is

legally permissible; the Director shoUld. ’ o . .

——ReemphaS1ze the need for agercies to establlsh separate

merit pay pools for its career and noncareer (Schednle c)

employees, so that Schedule Cc employees do not receive

larger merit 1ncreases at the expense of career
employees. P4

--Enforce the- regulatlons which proh1b1t forced distribu-
tion of ratings:

AGENCY COMMENTS (’7 L '
i . -“ !

In comment1ng ‘on the report,,opﬁ'stated that it was aware

' of pool conposition problems *and that their October 25y 1983,

proposed regulations would author1ze agenc1es to take. pool com-

position factors into consideration in disbursing merit pay

funds. OPM stated it has always recommended to_agencies that

career and noncareer employees not be included in the same merit _

pay pools. OPM noted that in seme cases, such as when the
agency has _only one or two noncareer employees, 1t is not appro—

priate to do so. OPM stated -that the October regulatlons would

re1nforce the proh1b1t1on agalnst forced rat1ngs dlstrlbutlons

is accompl1shed ]

In its only comment on the draft of this tépbtt,,ﬁgribui:

' ture stated that the charts in append1x Viii, although techni-

cally corregt, create a false impression that unfair benefits

are accruing to employees at higher grades. Agrlculture noted

that because higher graded individuals have h1gher base sala-

ries; they. contr1bute more money to the merit pay pool and thus
23
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recelve larger 1ncreases.- They also p01nt out that _an essen-—

tially flat distribution,curve would result if the increases

shown in appendix VIII were converted into percentages of

saiary. The charts-in appendlx VIII show the actual average in-

creases received in the three agencies in 1981 and 1982 and were « '

intended to show the reader the magnitude of the incre ges re-

ceived under merit pay. The charts were not intended’

that hlgher graded employees: unfalrly received mor

graded eiiployees. However, the report does show (

that in all three agencies, higher graded merit pay

con51stently received better performance ratings than lower

graded employees. This was a source of dissatisfaction to merit

pay employees because it did 1ead to larger merit increases for

higher graded employees.

HUD and DOD agreed with the findings, conclusions; and rec-
ommendations in this chapter. i -

v
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CHAPTER 3

PERFORMANCE STANDARDS BETTER, -

BUT STILL NEED IMprvéMéN&

After 2 years,,the duallty of performance standards im-
proved sllqhtly, but Agriculture; HUD, and Navy managers were
still having problems establishing standards which were measur-
able or that distinguished between performance Tevels.

hel}egeqithelristanQards were fair,; tailored to their job; and
consistent w1th organlzatlonal goals in both 1981 and 1982.

sors considered their views when sett1ng standards. Many em-
ployeesL however, were not sat1sf1ed w1th the amount of 1nput

L T T2 T Y L T L T L et

praisal period began:

WHAT ARE PERFORMANCE STANDARDS?

pPerformance standards prov1de the cr1ter1a for how well an

employee must perform specific tasks. These standards enable

supervisors and employees to determine how weil employees are

doing their work by comparing their actual performance to estab-
lished criteria. °

7 Although performance appraisal is an 1nherently Subjectlve
process,; the CSRAZ requires agencies to establish performance

standards which; to the extent feasible, use objéective criteria

to accurately evaluate performance. To ach1eve th1s,,chapter

realistic, reasonable, and clearly stated in wr1t1ng Each

standard should be defined so thatiboth the supervisor and the
. employee Kknow what is expected and
" met.

promulgated by OPM,,says that each &tandard should be objective,

whether the standard has been

1 5 U.s.C. § 4302(b)(2).
2 5 U.S.C. § 4302(b)(1):
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EMPLOYEES GENERALLY SATISFIED
WITH PERFORMANCE STANDARDS

Overall surveyed employees seemed satisfied w1th several

1mpcrtant aspects of their performance standards. As indicated

by the following chart, most employees in both years in all

three Departments felt their standards were fair, tailored to

"their job, and cons1stent with organxzatIOnal goals.

- ' Table 1
‘ Agricultire ___HUD ___ _ Navy_
1981 1982 17981 1982 ° 1981 1982
. mmm———m {percent)-—-—————=——=-—
Standards were fair 69 75 65 63 70 73 -
Standards were tailored o o - : N
to job “"36 78, 687 60 78 80
Standardélygreiécﬁsistént .
3 g}thicrgan;zatxonai goals Cos __ __ . .
and mission 78 84 77 73 79 . 85

1n all three agenc1es 1n the f1rst year. However,fat HUD there

with these aspects of standards in the second year.

PERFORMANCE STANDARDS »
HAVE IMPROVED SLIGHTLY -

According to a handbook3 published by OPM's Interagency .
Advxsory Group . (1AG),4 estab11sh1ng guality performance stand—

ards is essential to a siccessful performance appraisal: system.

Also under the merit pay program,fthewamogntiof an employee's

merit pay 1ncréase is dependent in large part upon his or her
per formance rating.

3bia§ﬁ6st1c.c jde for Improving the Quality of Performance Ele-
ments and Standards, 1AG.

4The IAG. Commlttee on Performance Appraisal is an OPM- sponsored

group comprised .of agencies' personnel directors; their repre-

sentatpPves, and llne managers to provide a forum for - sharing

information about 'performance appraisal systems and technlques.
26
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we rev1ewed 12,216 performance standards from a total of

950 pernformance appraxsais at the Bepartments of Agrlculture,

HUD,; -and Navy for fxscai years 1981 and 1982 &s..shown below:

B

B

- ;.-.‘}' - . ; éblé é H :\/
w EEEN - - ~.\A‘Q ) ,
S performance - T
} ) appraisals Performance standards anaiyzed
Agencz\ ‘reviewed 79871 1982 — Total ..
Agriculture 326 . 2;299 3,035 —~ 5,334
HUD 326 1,099 2,382 3,481 °
Navy _ 298 1,714 1,687 3,408
Total ~eso 5,112 7,104 iz, 216"
=Tl =N =

[

The qualrty measures in the performance standards improved -

in. all three Departments in fiscal year*1982 However,‘we Stlll

‘~-were notimeaSurable in terms of qual:;?% quantlty, and

txmelrness and
--did not distinguish between performanceglevels. R

Quailty, quantlty, and timeliness o ' R L

criteria can improve measurability . _

of standards ; o

Chapter 430, subchapter 2-3(b) of the FPM. states that when

it is fea51bleifper§9rmance standards should 1nclude,,among
other 'thifgs, measures of quality, quantity, and t ] épess.

ey should‘indicate how well the work has to be d
much work is to be done (quantlty),,and -how soon t

to be done (t1me11ness) According to the IAG handbook; if

quallty),

‘ performance standards do not contain these measureS, a super-

visor can expect difficulties in making accurate and objectlve
appralsals.- o '

ot

Although we recognxze that it may not be fea51b1e for all

standards to contain- these measures,; many. performance standards

at Agriculture, HUD, ‘and Navy did not contain quality, quantity,

was a Statlstl—

caily 51gn1f1cant 1mprovement in qualxty criteria of standards
""" ’ .

ever, .as shown below, in fiscal year 1982 ther

or timeliness measures in_either fiscal year 1%81 or 1982. How-

N
~
“ b |
~J|
-
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Table 3 B

-

) ,Stanaérae héving measures of:
0 _Ouality ~Quantity - Timeliness
Agency Lo o 1981 1982 1981 1982 1981 1982
. RO ‘
~ L e (percent)——--;44;:::
N L
Agriculture 23 32 56 52 42 37
HUD - ) 36 66 28 38 24 32
Navy | 17 20 42 44 39,» 33

‘make 1t d1ff1cult for supervisors to objectlvely evaluate an em-
ployee' s‘performance. For example, one performance standgard for
an Agriculture civil engineer was to: "Réspond to requests~and
provide assistance to Director of Engineering to help maintain
the . . . safety program."” This standard does not congain any

measures of qualxt%i quantity, or t1mel;ness. , s

fAdllowing for a Navy ARerospace Engineer: ; —

RSP

" Another example of a vague .and immeasurable standard is tﬁe
o

Develop plans for advanced a1rcraft development pro-
grams (fixed w1ng’and/or he11copters) Prepare pro-
posals, br1ef1ngs, techrnical rationale. doguments,
‘etc., in support of advanced a1rcraft‘§evelopment-f

* programs*“

plans, prbposais, etc., mast be, how many there should be; or
when they are due: Had the standard noted that the plans had "to
meet the supervisor's expectation for them, in our methodology,,
the quality measure would have been sat1sf1ed .

Employees,surveyed who were concerned wlth the?&bjéctivi€gd’

and/or measurability of their performance standards commented
follows: ‘ .;F
--"Most performance standards are too vague and leave too

much to opinibn."

--"As long as standards are vague [and] 1mmeasurable, man-—

agement can rig ratings any way they want. :

-”"[Performance standards] are  so broad and vague as to
allow total subjectlvity on.part of supervisor.”

vl

--"Quality of performance standards rfmaxns the biggest ob-‘

stacie to a mer?t pay system . . ‘ R

N
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on the other hand; another employeg commented that estapllshlng

qua11ty performance standards "dodés help to 1mprove each

supérvisor's skills in evaluatlng a subordinate's performance in

a consistent measurable manner."” The following two standards

1nc1ude measures of qualxty, quantxty, and t1me11ness whxch pro-
g the

job. The first exampie is a standard defining _the "on target”

level of performance forS" Navy Supervisory Budget Analyﬁg

"Submlt requlred Just1f1catlon Back—up Book data . .
no later than 3 weeks after final dollar and, manpower
.controls aré received. Special budget. exh1b1t re-
‘quiremep . be submitted NLT [not later than] 1 week
~after submiss¥gn of above. Maximum of three ‘mafjor
technical ‘errorsg vised by failure to follow instruc-
tlons or mathemat al calculatlons*"

" The second exampie .is a standard def1n1ng the fully sat1s—

factory level of performance for an Agrlculture Superv1sory Man-

agement ANalyst: .. -

"Complete 608%. of the serv1ce-w1de pollcy for9e1ec—

“tronic mail; 15% of the policy for word processing;

" and develop the bas1s for the e1ectron1c filing

pollcy. Provide analysis and review of office infor-

- mation systems,770% of the studies agreed upon for

completion are accepted by the Staff Director._ Pro-

y;deigssistance”aﬁd/or 1eadersh1p for_ ma;or office

1 d provement - _
I‘Ve S nee 1m > % .

L& . P >,

According ‘to the IAG handbook, a clear, édhélsé differenti-

sor's and employee's ab111ty to accurately assess performance.

if distinctions do not exist, supervisors will have difficulty

determining the employee's level of performance and justifying
the rating glven. : v

below shows, in flscal year 1982, both agencies 1mproved in de=

veloping standards that distinguish between the five per formance

leveis used to rate employees.,,.,
- N

- 7 . o
.o : /K .
: : O
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. Table 4

Standards which make performance distinctions from:

I : Highly ~Fully - Marginally
Outstanding satisfactory satisfactory:@ satisfactory
to highly to fully to marginally to unsatis-

sat;sﬁactory\satisﬁactotg satisfactory - factory

 Agency 1981 1932, 1934, 1982 1981 1982 1981 1982

(6, S 2 Y
OV &

Agriculture 26 - 47 42 55 3
HUD 4 25 3 9 17 3 ‘

) HUD requ1res standards for outstand1ng, fuiiy satisfactbiy;
and unsatlsfactory performance to be defined. _However, the

followlng set of standards for a HUD Branch Chfif are an_example

of standards that do not clearly d1st1ngu1sh between fully sat-

isfactory; and outstanding performance: .

Fﬁiiyisatisfaétéfy level of performance

"Determines effectiveness of policies; procedures and

methods of operation,of field office. Participates:in
field reviews of field office operations or the .reso-

lution of specific problems in a field office.”

tions. Partiéipatés and/or poordlnates field reviews
and promptly resolves any problems or deficiencies
noted. :

>
¢

Conversely, ‘the following standards for a HUD Area Aud;ti

Superv1sorrdo 1dent1fy wBat performance is necessary to attain a
given ra 1ng.

&
,,,,,,,,,,,,,

standards are completed w1th1n negot1ated t1meframes.

Qutstand1qg level oﬁgperﬁormance

|
*95 perceht Lf ass19ned sﬁEGé?s ‘and pilot audxts wtth

standards are eompleted within negot1a ed timeframes."
; ;/ . ’

-
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Most of Navy s standardsvwere d1st1ngu1shable. The Navy s

system consists of three levels for each element . (above, . ‘below,; :

and on target), two of which are deflned (above and on target);

In flscal years 1981 and 19824 74 and 72 percent, respectively,

of the performance elements in the Navy appraisals reviewed had

standards that dxstxnguxshed between above target and on tar-
'get .

AGENCIES NEED“TO IMPRQVE _
STANDARD -SETTING PROCEDURES

e

patlon dur1ng the” standard setklng process and to communicate

‘per formance standards to employees at the beginning of each ap-

praisal period. At the three agencies reviewed, however; these

procedures were ‘not always followed:

[N

_Employees should participate

more in sSetting standards

-

Ag;ardxng to a study conducted for OPM,6 performance

. standards developed jointly by supervisors and employees_ tend to
a’result ‘in greater employee acceptance of the standards- more

standards., In addltlon, those employees GAO Surveyed who were

satlsfled to a great or very great extent with the input ‘they

had in sett1ng standards were more positive about the fairness

of the merit pay/performance appraisal process in fiscal year_

1982 However, many employees from Agriculture;:Navy, and HUD

were not satisfied with the amount of involvement they had in
establrshxng their standards. *

whlle most employees 1n 1982 at Agrlculture and Navy (70

cons1dered thelr views when settxng standards, only 46 percent -

of HUD employees believed this to be the case. We also asked to

what extent respondents were. satxsfxed with the amount of input

"they had into setting their standards. Fifty-one percent of the

respondents in Agrlculture, 52 percent in Navy, and 29 percent ..

in HUD answered that they were satisfied to a gredt or very -
great extent. Comments from employeés concerned over their tack

" of participation in standard setting included:

.
*

——

55 y.s.c. § 4302(a)(2)

[

6 Ordanlzationailﬁssqssments of the Effects of_ C1V1l service
Reform, Case Western Reserve University; Fall 1982.

oA
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. "Ind1v1dual members were not allowed to set 1nd1v1dual
objectives with supervisors." .

--"Standards were set by [the] agency with no 1nput from ;;:

e

v meg"

——"performance standards [were] not -established or agreed
'to by supervisor and employee." -

-=". . . standards are -imposed by headqugkters; no -
supervisor/employee modifications are aYlowed."

On the other hand, one employee who was greatly satisfied

with his input in_ sett1ng his standards noted ‘"I like the proce-

dure of setting pup the performance standards and the spec1f1c1ty

of defining the work." -
Untimely communléaiioﬁlof _ ‘ _ ) 3
standards. remains a Problem : B

pu

P

ments and performance standards. at the beginning of each ap-.
praisal period. According to Chapter 430 of the FPM,_ effectlve
two way commun1catlon about a job beforeothe appra1sal perlod'

. i

m1sunderstand1ngs. ks

Many employees in the merit pay pools we rev;ewed did not

[ 4 _ = XL === _ =7 _TI°=_ITxZ sty .

receive their set of standards until 6 months or more had

elapsed in the appraxsal‘perxod’ In some cases, we could not

determine when the employees recexyed'tnexr standards because

- they had not signed and/or dated them. . i

g . .
i

b 2N

7 5 U.S.C. § 4302(b)(2).



Table 5

seéts of Months after period began . that
o standards = - _ _standards were received?® =
ency Dated Undated Less than L 1=3 3-6 6-9 9-12

\‘:\ . . ' . "‘ﬁér—’éht):::::::;;__i_._

. hh 1 ) .

Agriculture - B
1981 - 135 28
1982 129, . 34~

~
—
O
N O

jegi . s6 107 - 32 . . 9 16 11
1982 - 54 . 109 19 11 28. 22

[ SR[VS HEN
Ne NSy

— S o - ,
1981 . - 108 - 41 ‘61 18- 18 . 2
1982 . 123 26 - 64 24 10 0

o

aThese percentages are based on those sets of standards for
which we could determine when employees received them.

As the table shows, standards were not always promptly

5 ‘communicated at both Agriculture and 'HUD, where 14 percent and

2%+ 32 percent of the employees, respectively, received their

*" ‘standards more than 6 manths after the fiscal year 1982
appraisal period began. ‘Receiving standards late in the

appraisal period was also-mentioned as a problem by employees
who commented that: L _ ' e
L L R L S A
) ——vper formance standards [are] given every year at least
6-8 months .into the [appraisal) period.” L
--“"When I asked my supervisor abodt the 1982 standards
early in the 1982 fiscal year, . . . (he said] he
. couldn't discuss my standards until management had

" given him his own standards: I received my 1982,

e -

¢ standards 6 months into the fiscal year." i

—="In many cases, 655éé£i9é$,hé@éfhdt.bee“ set until well
—_ - % .. _ _ "

into the fiscal year [then] backdated. . . -

ﬁas'standéiagééEEfﬁgfiﬁptdvéé,édmmunicatiéh
between supervisors and subordinates?

. One of our 1982 survey quegtions asked if communicatiof
between respondents and supervisgfts has become better, worse, Or
remained about the same since mek#t pay stdrtedy Ten percent

" from Agriculture, 9 percent from HUD, and 17 petcent from:Navy

33
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- believed communication had improved: On the other hand, 11 per=

cent from Agriculture, 17y percent from HYD, and 13 percent from
Navy believed communication had’ become worse, while" 79, 73, and

70 percent, respectively, said there had been ne,change:

At the request of Navy officials, we also asked Navy re-

spondents who supervised merit pay employees to _what extent -
work-related communication between them and their employees had
improved. sSeyen percent said that communication improved to a
jreat or very great extent; while 63 percent said thére was
little or'no improvement . .

...  About 75 percentfSf the pool-officials inferviewed after
the 1982 cycle stated that the performance.appraisal process;had -
increased communication between .supervisor and subordinate .

within the pool.: In fact, eight offitials cited improved
communications within the pool as the primary benefit of the
merit pay system: L 2

" Upper 1level review can

vt
"R s
. v

_ According to the IAG handbook, for employees to consider a
performance appraisal system fair, performance standards must be
.consistent for all employees in the pool- .Positions with com=
parable duties and responsibilities should have ®standards of .

comparable difficulty. <Chapter 430, subchapter 2-3(c), of the

FPM provides that agencies should use the same standards for all
employees who have "identical” jobs in the same grade, series,
and organization. ~A review of performance standards at the
beginning of the appraisal period by pool managers (or their
designees) can help éﬁéﬁre that standards for similar positionk
are consistent. o '

- Some reviewing officials for the merit pay pools we visited

did review some or all standards of pool members at. the begin-
ning of the appraisal period even though not required by depart-
mental merit pay plans to do so. Specifically, in 1982 Y
reviewing officials at 18 of 22“Agricultire pools, 6 of 11 HUD
pools; and 16 of 24 Navy pools said they reviewed standards at .
the beginning of the appraisal periocd. ' :

‘ However, many employees believed that inconsistent diffi-

" ‘culty of elements and standards for the same or similar jobs was
a problem. Of thdééféutVéYéqujé percent: from Agriculture, 30

percent from HUD, and 46. percent from Navy believed this to be a
moderate to a very gréat’ problem. For example; two employees'

A}

comments were:
.. -, ;\, R P ,. ,L,,,,,,,,,i,,,,,,,
--"Standards and patings .are inconsistent among Supervisors
and even for a given supervisor for, similar jobs." .
¢
34
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<="My problem with merit pay here is that different

M >_&=¥=4 T

objectives are established for similar positions and
" the degree of difficulty to"obtain goals*varies

within the same unit:"

Some employees also commented on-the problem of having the

same étahqatds for different jobs. For example, they noted: -

~="§e have identical elements ‘and standards for somewhat

different jobs."” .

::"étindards ‘are subjective and the same for Léii persons at

v the same grade regardless of job."

——"Regardless of the position, the job elements and per-

formance standards axe the same."

.~ Although the guality of pérformance standards improved in

- 1982, less than half the standards o ,

—=contained objective measures 6Eigaality; guantity, and
timeliness, and

=-many did not distinguish between performance’ levels.

performance standards which contain these features can help
supervisors make more accurate and objective appraisals and can

enhance management's use of appraisals when makjng personnel
,,,,, . ckng p ,

decisions. , -
1% . . 3 B

Efployees need to know what is expected of them and what

their overall final rating will be based on. This communication
of standards ‘early in the appraisal period can also reduce  the
likelihood of disagreement when the rating is completed at the
end of the appraisal period. Requiring greater employee parti-

cipation in setting standards should help tailor them to the
duties of each job. : =

it is important that agencies reemphasize the need for

éﬁbéféiSbts,éha,subbraina;egfggﬁjpint1§AééEéﬁiish performance
standards that (1) include measures of quantity, gquality, and
timeliness to the maximum extent feasible; (2) are consistent in
difficulty; (3) accurately reflect. employee duties; and (4) dis-
tinguish between performance levels.: Without this emphasis,
standards may not be falr and accurate criteria by which to

judge performance.

Requiring a review of performance standards at the begin-

ning of each appraisal period by pool managers or their

b .35 ‘ SN
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delegates may improve the consistency and quality 6f standards
and may also ensure that employees receive them.at the beginning
of ‘each appraiéal‘péridd%

RECOMMENDATIONS T0
THE DIRECTOR, OPM

__ We recommend €hat the Director, OPM, improve performance
standards and the standard-setting proc¢ess, to the extent that
it is legally permissibie; by requiring poocl managers or their ‘.

‘delegates to review standards at the beginning of each appraisal

period. This review should ensure thatf, to the maximum extent
feasible, standards contain the desired characteristics of
objectivity and measurability and that they are of comparable

difficulty for similar jobs.
Py

The Director, OPM, should also require that; to the extent

that it is legally permissibie,

——employees be given the opportunity to consult with their
supervisors in setting their performance standards and

--performance étéhdar§§ be communicated to the employee
within a specified ¥ime after the beginning of the ap-
praisal period. ; ;

_—

AGENCY COMMENTS
— , _ {
T+ - e "';ﬁ"*"i:%'g%g* - - - - - - oo = o o
In its C5Mm¢n§§;0n our:; draft, ‘OPM suggésted that as

‘written; the proposed recommendation requiring employee partici-
pation in standard setting could be interpreted as infringing_

upon management's right to assign work: Therefore, we revise&#

the recommendation to ensure that it not be misinterpreted.:

”””,7b§@ﬂs§§§e§ that its 6Ctdbér,é5i 1983;'propo;e@ﬁgéggiatighs1
would require geview and approval of standards, elements; and

ratings by a supervisor -or manager at a higher level than the
appraising official. OPM noted that employee participation in

setting éiaﬁaéfagwigmfﬁﬁééﬁggta};;d”tbe,§UCCé§§,df,thé perform-
ance appraisal system and that its October regiilations stated

that the agencies "shall encourage" this participation. OPM -
also said that these regulations would require that performance—

plans be provided to employees at the beginning of each ap-
praisal period. OPM expects that igs oversight activities will
ensure that this requirement is met. .

HUD and DOD agreed with the findings, concliusions, and. rec—
ommendations in this chapter: Agriculture had no comments on
this chapter. . . , ,



CHAPTER 4

MORE ‘EVALUATION AND GUIDANCE

NEEDED FOR.MERIT PAY SYSTEMS

'OPM is responsible for establishing; evaluating; and

monitoring merit pay systems governmentwide. CSRA requires OPM
to analyze the cost and effectiveness of the merit pay system

and cash awards program and to annually publish the results.
OPM's past efforts to evaluate various agency merit pay. systems
were limited in scopeé &dnd have not met the CSRA requirement. =
OPM now plans more emphasis on. meérit pay evaluation. OPM has

not ensiured that all agencies emphasize and use the cash award
program_as an integral part of merit pay as intended by the

CSRA. Agernicies we reviewed have evaluated and made changes to
their merit pay systems. ,

gince merit pay was first ifplemented in October 1980,

OPM's reviews and evaluations have focused on statistical anaily-
ses of ratings. and pay increases and on reviews of agencies’

compliance with regulations. It ¥3s not succeeded in,measuring
whether the merit pay system is acdomplighingithe goals of the
CSH®, nor has it determined thé cost to implement or operate
merit pay "governmentwide. .

' .. K& September 1981 OPM report; Merit Pay: First Year Exper-
siences in Eight Federal Agencies,; described merit pay formulas
of different agencies and statistically analyzed ratings and
pay. & May 1982 OPM pamphlet, Merit Pay in :

Learned; summarized data from nine other studies:® Both

Studies were based on the experiences of the eight agencies that
implemented merit pay in 1980 and that employéd about 2;200

merit pay employegsgrabout 2 percent of the current merit pay
populdtion. S T -
& January 1983 OPM report, Merit Pay, Figcal Year 1982 Pro-
gram Report, statistically analyzed rating and pay data from the

October 1981 pay cycle. 1Its findings were based on appraisal

data from 19,000 merit pay employees--16 percent of the merit
- pay population. According to OPM, because the data were limited
-and _varied fyom agency to agency, "it is not possible to make

- valid generalizations to the Federal work force as a whole%”
- —_— . . :

{ v '

1Thi§§§$tﬁaié§ were conducted by OPM; btﬁéf”gbVéthﬁéﬁt,éggggies}
iversities; and the National Academy of Public Administra-

tion: - . o - L (
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ih meet1ng 1ts goals, nor does it analyze the cost and effec—
tiveness of the merit pay system and the cdsh award program.

In August 1983, OPM published a pamphlet entitled Signif-
icant Progress in Pay for Performance: 1980-1982. This pamphlet
concluded that.

;- ‘
"the Federal government S new performance appralsal ¥

system is functioning very weill less than two years

after its establishment. And,; pay-for-perfogmance
: has been effective in providing greater rewards
Cu for\above average performers; while achieving. a high
degree of acceptance among employees.

involving elght ‘agencies employlng a total of 2 200 mer1t pay -
f%mployees- (2) data gathered by the Federal Fmployee Attitude
Survey in early 1980, about 7 months before ‘merit pay was fully
implemented; (3) OPM's own experience with merit pay; (4)Win- o

formal employee and agency comments; and (5) 1ncdmp1ete submis-
sions of rating and payout data from aill the agencies operat1ng
merit pay systems. At the request of S nator Bingaman; we eval-

uated and reported on this OPM study d generally d1sagreed
. with OPM's conclusions.

OPM also funded un1vers1ty research studies of merit: " pay.

One paper analyzed mer1t pay .in five agencies3 and concluded
that

"as perceived by affected employeesj- the new performance

appraisal system does not effectively measure performance’

'i program to; 1ink pay to performance."

Following the first merit pay cycle, Case Western Reserve
Un1vers1ty publlshed a study4 for _OPHM, wh1ch assessed the

) 1nstallat10ns in two agencles.i The study commented on the . need N

for fairness in determlnlng raises and bonuses and the impor- -

tance! of fairness in influencing acceptance of merit pay as a

2Analysis of OPM's Report on Pay for Performance in_the Federal
Government 1980-1982, GAO/GGD-84-22, October 21, 1983.

3pederal Merlt Pay: An Appraisal, James Perry and Jone Pearce, .
1982. _

4organ;zatlonalgﬁsséssﬁéﬁtéfo _the Effects of Civil Service Re-

form, Case Western Resé&rve Unlversity, Fall 1982.
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system; It also noted that poorer employee attitudes® toward

merit pay result when pool managers change ratings.

concluded that

", ¢ : merit pay is not workihg in our two agencies or

“ in most of the otheri agencies in which evaluat1ons are
J taking place. By not working we mean that it is not

w1dely accepted, it is not seen as an 1mprovement, it

is not rewarding deserv1ng people fairly with signifi-

cant raises, and it is not contributing to agency
effectiveness."

The paper also noted that e

W, . . performance standards and performgfce appraisal
may be working to improve the way. in.which employees
are abie to plan and accompllsh their work goals, . s

This is_._. . an encouraging accompllshment for the

CSRA and for the prospects for work effectlveness 1m— -
-n

prov1ng in tge federal government. » . -

OPM HAS NOT CONDUCTED OR PUBLISHED = -

REQUIRED ANALYSES OF MERIT PAY

SYSTEM AND7CASH4AWARDgERﬁGRAM

77777 The CSRA”requxreé OPM _to. analyzalthé cost and effectiveness

annually publish the results.® Although OPM has stated that

this reporting requ1rement was eliminated by the Congresstonai

Reports Elimination Act of 1980,7 the statute requ1r1ng it

('remalns in:full -force and effect. Whlle OPM has not anaiyzed

and reported on'the cost and effectlveness of these systems; it

did attempt to detaermine implementation costs from October 1978

to October 1981. However, its estimate of implementation cost

wad not based on accurate submission of data from all the,

-~

agencles operatlng merit pay systems.
L]

the deveiopment, tra1n1ng, and

Sperformance Appralsal. TheFeL
Gaertner and Gregory H. Gaertner\ Case Western Reserve ‘Univer-

sity, January 1983:

6 5 UiSiC: § 5404(1)%
7public Law 96-470; October 19,1980, 94 Stat: 2241:

39 :

-




}ts January 1983
A OPM estimated the cost governmentw1de for
raining, and 1mp1ement1ng merit pay and performance

developlng,f‘ ) 7
appralsal systems' from Gctober 1978 to October 1981 to be $43.6

miliion. .
, . 9

»

"a separate merit pay plan {gubmitted cost data. For agercies. not
submlitting data, OPM ' estimated their costs using flgun s pro--
‘vided by agenties of comparable size. Second, the’ agernicies re-
ceived the IAG request in August 1981 long after they had begun
dés1gn1ng and 1mplement1ng their Systems. ThlS requlred them to

mate% FirSt, as’ opM note%§)53 of 89 agencies or_ components with

reconstruct and gstimate costs incurred since 1978. Thxrd,

agencies were aswed ot to include either the tlme empioyees and-

supervisors spent setting standards and preparing ratings or the
saiarxei of éméioyee% in merit pay training. Finally; OPM esti-
mated Navy's contgactor costs to develop the performance ,

appraisal and merit pay systems at $6.6 mllllon, understatlng

Q

EMELOYEE CQSTS TO CARRY OUT L

PERFORMANCE APPRAISAL FUNCTIONS
'MAY HAVE DECREASED IN THE. SECQND4¥EAR

standards; preparlng ratings;_ and counsellng staff in flscal -
'years 1980, 1981, and 1982. Using their responses and the aver- ¢7
agé salaries of merit _pay employees in each agency, we éstimated
employee costs tp perform these functlons, as shown below.

| Table 1 A .

Fiscal year .19802 $ 6
Fiscal year 1981 11
Fi:scal year 1982 9

aEmployees estlmated tlme spent on performance appraisals i&

19807 the year before merit pay was implemented, about 15

months after the end of the fiscal year: They made estimates
for 1981 and 1982 about 3 months after the end of each of these

years. (See app. X for details on these estimates.) -

~

a0 S %




~ The chart shows that estimated- employee s.
percent in Navy and more than 50 percent in Adriculture the

osts’ increased 92

first year of merit pay (1981). In HUD and-Agriculture,; these

costs decreased to at or below fiscal year 1980 levels (when the
comparability increaSes are factored out): A possible reason

for the reduced costs. from 1981 to 1982 is that, -in 1981, the

process of standard-s®tting was new, while, in the seconq year,

émplgyeegTwegemmorewébﬁféfﬁéblé with the systeém and, thus, re-
quired less time: OAnly in the Navy do fiscal year 1982 cost es-

timates greatly exceed the pre-merit pay level-('1980). & Navy
personnel official suggested that these costs did not decrease
to pre-merit pAy levels because, in the Navy, the éEa" L:’:,,A*

setting procefs has been made an integral part of  the' §

Navy planning process -g§nd requires a great deal of ;time
NEW OPM_EVALUATION STRATEGY. L

EMPHASIZES MERIT PAY EVALUATION | 7 L

" To help carry out its responsifflities for evaluating the
merit:;pay system and the cash award program, OPM has established
an Office of Performance Management, which will, among. other .

things, evaluate performance management in federal agencies~ .
The evaluations and special studies of the merit pay system will

be performed by the Analysis and Evaluation Division of OPM.

, one responsibility of the division is "evaluating the im-"
plementation an%yadminigggggignfqﬁﬁperféfmahéé managefment’ pro—_
grams in Federal departments and agencies for effeckjiveness_and
compliance." The Evaluation Branch of the division

has been re-

duced to six employees, who will receive Somegsupport from OPM's

ws. OPM offi-
#*6n staff would
1ations. Theq}

regio]l offices to carry out their planmeg reyie
cials said that any further decrease in evaluaty
greatly impair its ability to complete its eva’
branch initiated two major studies in 1983.  The

branct ‘first examified
the effect of various factors--such as pay pool size,; composl-
tion, and management; location of pool members; .and the guality

6f,pétfdrméhcevstandgrq§7éﬁa,éiéﬁéhtsiidhLﬁérit pay system oper-

ations. Other topics.the study was to addre'ss were
L T - - L E
--the extent gnd impact of rating changes during higher

level reviews; .

fra 1ink : PN |
--the link between performance appraisal .and organizational

effectiveness; - : o S .
——the effect of merit pay on ihdividual motivation and per-

formance; _ - : .
——employee and mangger perceptions and, acceptance of merit

pay; and R ' :

L\
/
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—-the,ac;gal:@ist;nctlon7Ln,mer1t_pay amounts, cash awards;

M)

and total pay rates and theik irplation to ratdngs.

. This study, to be completed by February 1984, is a. pationwide

project involving 35 installations at 18 agendies. - In the sec-

ond planned study, agency performance appraisal and incentive
awards programs will be reviewed for compliance with the law and
regulations and for quality and effectiveness. This study is to
involve on-site agency evaluatigns of at least 34 installa=

tions. However, OPM must also analyze'the cost associated_ with

the merit pay system and the cdsh award program an# publish the
: téSults'annually'as~reqpiréd-b§ ététutga; AR N '
| T S P

QPE,NE?B?L?GNE”M”””

- INTEGRAL .PART OF MERIT PAY . . . ~..°
SYSTEM .. - . .+« . .- s N
p S . R ' r A

o S e [ ) S
under the CSRA;.cash awards, are supposed to be an integrat

‘part of the merit pay _system. 'They can be.used to reward
employees for outstandihg .performance and to reward those whose

top performance is not reflected in{ their merit pay because they

-were at the top of the salary range or were newly promoted and

not under merit pay long enough to be appraised. Cash awards ~
require little additional paperwork since they ard supposed to
be based on performance, and performance is documented by the
employee's annual appraisal. However, OPM has not ensured that

all agencies are using their cash award programs as ahriﬁﬁégrai
-part of merit pgay. ° 'I;‘ ' Co f’ ot

___As a result, the three Departments established cash awards
programs and supported them with varying degrees of emphasis.

 Navy emphasized itd cash awards program in both years; Agricul-
ture and HUD did not. Therefore, Navy granted’ larger cash =
awards toigflggggtr'ercentagéfdffité,métit.pay employees in both

years. According to personnel officials, one reason for the
variance among the Departments was budget restrictions in

Agriculture and in HUD. The differences in_the dollar amount
and percentage of awards'made in the three Departments in 1981

and 1982 are shown on the foilowing page.

_,.

5 U.S.C."§ 5404(1).

4 ] o o S %'.,.- o
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SUMMARY OF CASH AWARDS: : R
, PERCENT OF MERIT PAYEMPLOYEES GETTING EASH AWARDS AND
- o AVERAGE AWARD AMOUNT h o
o X X i ]
- ; , Percenit of Merit Pay Employees . :
peg‘f;“‘ ., Getting Cash Awards L I
\ ' ) 8 ?‘
2 o 3
LS ‘; ;‘,;,-’--25,1‘ '
' R
S 20

] . ‘Aéfriéijli.itéq e Navy (note a)-~
. . __ . Average Amount of Cash Awards  _ - v
o 7 X 1
= : ‘ N o PR
2500 f— _ 1981
i
2,000 fe= _ 1982
1500 | &
1,000 f— g $1.000
1,000
500 |
, HUD Agricuitore Navy (note b)
- ’-f. - ': } . :
T 'a"/,N 7.policy on’ cash _awards changed f’r'o'i‘ri 1 81 1o 1982 Iri 1981; the number of awards at. each activity was
“~.._.~Timited to 15 percent of its merit payem| syees. |n 1982, the percertage was not limited, bat the dollgr
amount was restricted to 1 percent Gf‘ﬁﬁe §a|ar|es of merit pay employees in the unit. : R

—-A‘;The average_award amount for thé -entire merit pay_ p(ipyflﬁaggpﬁgva,s, not avallable for 1981 The amount

shown for 1981 is the average for the Units visited in the Washmgton D C. area.
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AGENCIES HAVE IDENTIFIED AND E o
CORRECTED—SOME'FIRET:YEAR PROBLEMS. !

L s _ - - X ””77 o 7,*_ '
All three, Departments have Z;;lu&ted their meritjoay sys- ..
tA

about merit pay. Each Departmen

made changes to its system

- based on thege;evaluations. A 5

The HUD evaluation identified several areas needing ifm-_

provement, including more.consistent standards, better justifi-

cation of ratings, and rules for assigning overall ratings. To
remedy these problggéi RUD ' : .
I ~ ,:; — - o 777777777”;;7 o oo
--recommended an upper-level review of standards at the be-
ginning of the appraisal period;

--developed "model managerial elsfénts and standayds” and a

. ( f°"performance appraisal package" containing examples of
\ Well-documented ratings; d ’

- Fully Satisfactory; and

--implemented "decision rules" to use i deterﬁg%iﬁé an

- .overall rating when individual elements .receive a differ-
3 ent rating score. . . 1.

.

Jttention. First, it noted that qual-

merit pay issues needing €
itXwand_consiftency of standards within its organizational units

 Agriculture's evaiHE;ion task force identified several

needed to beYyimproved -and recommended that Agriculture establish
a library of/performance standards and act as a center of e€xper=

tisé to assist thesSe units. Second, it noted problems with doc- .

umenting employee job accomplishments and reaffirmed that they
must be documented. Third, it concluded that the formula used
in ‘1981 did not adegquately reward above average performers. -
Therefore; it recommended’ changing its merit pay formulz to in-
‘crease the difference in, pay between different performanS— -
levels. The revised formula adopted by Agriculture made a_ 5.0 -

» . .im ‘the—salary range.

- (Outstanding) rating worth three times more than a 3.0 (Fully

Succgssful) rating for employees in the same grade and position

. Agriculture also sur¢eyed its merit pay employees in 1981

on their attitudes toward merit' pay and_concluded that a great

benefit-of the new performance appraisal system was the in-

creased communication between supervisors and employees: It

also noted severdl causes for employee negativism toward merit

pay; including

44

ftﬁﬁ'éﬁéiéyées or “supervisors.

--required written justification for all ratings other than

;



: . ' N ¥
t‘r' ' < n

ences in: rat1ngs-

.

o ——the time and effort requ1red to 1mplement and administer
" the new system- and :

-

--the fact that many Fully Satisfactory employees received

- mStand employee concerns. Foiiowxng the 1981 pay cycle, Navy

i,evaluatxons found that

-—pooi managers be11eved the fierit pay system was too
time-consuming, with excessive paperwork, and prov1ded

d1sapp01nt1ng pay; . e

L --the most 51gnif1cant problems pool managers cited were.

\pingful and measurable objectxves and the t1me

fbﬁadm'nljt'm the sistem- . f’
.—‘7 | ’ 7777‘77 7 - N
--standa ds were;: in some cas

,,s,i

‘ - ‘7 ” o _ > B *p‘_.t, -
\ -~rat§ngs were changed during_ the review prccess with no
justification prov1ded- - '

o --rat1ngs ‘were h1gh for hlgher graded empioyee’ and

. P L ) -
--strong points of the system, aaéafaiﬁg to(pool managef//

were pay for. performance, increased interaction between

supervisor and subordxnanG comparison of command {orga-
i

; nigzation) ‘goals to indiv al goals, and d1fferentiation‘
~ 0f"§ood per forpers from bad. - -

The Navy changed its system for the appra1sa1 perlod start-

ihg July 1982 because of the problems d1scovered. Among,these

chanéés, the Navy . /x/
v --requ1red that changesftqiratlngg be jUStIerd ‘on the rat- -
4 ing' form and commun;gatedfto"the employee w1th1n 90 days

: of the end of the appraisal per:tod*;&'i j

—-requ1red fewér per formance reviews durlng the year;

--s1mp11f1ed #ts appraisal forms ;

- —-made second&level superv1sory reﬁlews of standards op-

tional but Epcouraged an up-front review of them by re-

view boards’ app01nted by the pool manager to ensure . ////




equity among pool members standards and the timely
establlshment of standards; R \ B

--informed raters that hlgher level mer1t pay em Ployees
already are compensated for“their broader author1ty and
respdnsibility by a grade adjustment factor and, there-

fore; do not, 6 need their ratings raised for this reason;

and 4 Z

--made it acceptabie to use more snplect;ve approaches to

,measur1ng performance, thereby reducing the emphasis on
quantlty as a measure of performance.

oo - ei:o.

- FolloW1ng the |982 pay _ cycle, Navy sent: a questlonnalr
pool managers and members of boards des1gnated to review stand-

ards .and ratings’ for the pools. _Some resulks were favorable
toward performance appraisals. For instame€, these pool mana-"

gers believed

- - a
7 "t?Q”bYStgm,bglggg fgcusfmanagers' and supervisors' atten-
ca T tion on organxzatlonal goals (83 percent), ) s
- --they were able to adequateiy reward the1r hxgh performers
» with pay increases and -gash awards %54 percent), ’

, —srommunlcatlon within their mer1t pay dnit 1ncneased (55
» : percent), and, .

t s

--the 1982 performance edaluatlons accurately reflected the

o= - =N

worth. of employee contrlbutlons to their organlzat1on

(66 perceng) ' e

A

CONCLUSIONS

-

OPM efforts to eval ate mer1t pay have been 11m1ted.L It
glned the cost of implementing and oper-

atiné merit pay systems. It also has not ang;zfed the cost and

effectiveness of the merit pay system and ca award program and

published the resulEgras requ1red by law.

ance Management) whx will evaluate merxt pay in the future,
ineluding its effectivVeness and impact on:emplayee motivation

and performance. Its new emphasis on evaluation appears promis-=
ing. However, the: number of staff assigned to carry out the
strétégy is limited and méy éipémiénéé difﬁicUlty in ébhauctihg

|

uy
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. The three pepartments reviewed have evaluated their merit_
pay systems and made changes based on their evaluations. These

actions were steps in the right direction.

RECOMMENDATIONS. TO

THE DIRECTOR, OPM

In order to improve the evaluation and administration of tfe

‘merit pay system and the cash award program; we ‘recommend that

the Director, OPM, to the extent that it is legally . permissible,

—-provide adequate resources to maintain planned merit pay -
evaluation efforts; o0 T ' .

--publish annual reports which analyze the cost.and effec-

tiverness of the merit pay system and the cash award
- program; and :
" —=clarify the intended role of the cash award program for

merit pay employees and provide guidance and oversight.
that will ensure that it is .used as an’integral part of
merit pay. : Co o

- el .

'pay. system ‘bacause’

.. same. as_theywoubd:
“ever,; the law Feq
tiveness be publish

“

AGENCY COMMENTS ‘ Iy

OPM concurred that it should provide adequate resources to

maintain their’ evaluation efforts and pointed out the establish-
ment of the Office of Performance Management and its plans for
future evaluation. OPM believes that it is responding ko our
"ecost and effectiveness” recommendation:. OPM stated that/ it is
currently performing studies which will address how effectively
the merit pay program is achieving CSRA objectives.  OPM does _

not believe it dis necessSary .to report on the costs of the merit
e total payouts under merit -pay are thes
~have been under. the General Schedule. How-

O

fres- that -an annual report on cost and effec-
QBM. has -not- kept tTack of the costs

ed. “QBM, has not-Kkept tFa
Eéiﬁiféaftb_implﬁméﬁt'crjégéréte;tﬁese;progréﬁé and the time

2 = LT — -

spent for'performance appraisal functions--the administrative
costs of actpally makingq the payouts could be substaﬁﬁiél;

regiire that performance awards become- a mandatory part of merit

OPM - stated that its October 1983 proposed regulations would

pay and that agencies submit to OPM for approval aplgg_Speci-

fying how t53§e awards are to be distributed and the apount to

be- funded by the agency for such purposes. ; A S
bOD and HUD agreed with- the findings, conclusions, and réc-

. ommendations jin this chapter. Agriculture had no comment on

e ' a7 '



l -~ CHAPTER 5

EMPLOYEES RETAIN NEGATIVE

PERCEPTIONS OF MERIT PAY SYSTEM

Employees' perceptions of their merit pay systems will play .

a large role in determining whether merit pay succeeds. While
in the second year employees believed there were some.improved
aspects of merit pay, such as the system taking less time to
operate, in the three Departments we reviewed, employees' over-

all perceptions about merit pay remained negative. i

""""" ]

Most employees, including top performers! who received th&"

largest merit pay increases, believed the system had- rot been"
successful. We did find slight improvements.in: 'Navy respon-
dents' perceptions after the 1982 merit pay cycle. However,
most respondents in all three agencies at the end of both years

believed that the system had not increased (1) motivation or (2
performance/productivity.. Merit pay pool officials: also held

the same negative attitudes expressed by surveyed employees.
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system in their Department. Many believed the current system

had not been administered fairly and that performance ratings - .

under merit pay were more subjective than before.

EMPLOYEES SKEPTICAL ABOUT THE " .
MERIT PAY SYSTEM'S INTENDED BENEFITS

___ After the 1981.dnd 1982 pay cycles, many respondents did not
believe that the objectives. of merit pay were being met. - Re-

spondents felt that motivation, productivity, and performance

_ had not increased under merit pay. In addition, in both 1981
£ and 1982, about 80 percent of each Department's' surveyed employ=-
-*" ees_did not believe the benefits of the merit pay system justi=_

fied the additional time reduired to operate i;iffgfgeg;tb971982 f5

‘cycle, however, respondents who believed -the benefits of merit

" pay justified the effort it required increased from 7 percent to
11 percent in Navy, from 11 percent to 13 percent in HUD; and ;

) from 8 percent to 9 percefit in Agriculture, Only the ingrease
in Navy, however, was statistically significant. ‘

1S

4
d SRS :
1"Top performers" are defined in this report as those who in_.

Agrjculture; were rated at 4.5 or higher (out of 5.0); in HUD, .

- . were rated. Outstanding or; in Navy; were rated Level 1
(highest rating). - oo : _
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“dents who supigwlsed mer1t pay empIOyees, approxlmately 75 per-

‘productive as

Respondents believed that product1v1ty did not increase
under merit pay. About 80 percent of the respondents in both
years reported that they were no more productive under merit
pay. Further, after the 1982,pay cycle, 1ess than a guarter of

under merit pay. Over the 1981 and 1982 pexlod, of the respon-

cent belleved

centage of supervisors who believed this remained fairly con-

stant* in both years at Navy and HUD, the percentage increased

¢1n Agrlculture from 62 to 84 percent from 1981 to 1982.

surveyed employees were more satisfied’With the amgunt of
their merit 1ncreases after the 1982 pay cycle. Aftér thé 1982
1ncreased~w1th1n grade contributions mentloned earlier (see pp:
7 -and 8), more respondents in each Department felt the amount of

_merit increase they had received accurately reflected their per-

formance.. The percentage of employees who believed this in-

creased from -15 percent to 27 percent in Navy, from 10 percent

to 26 percent.in HUD, and from 8 percent»to 25 percent'.in Agri-

culture. - Among -the top 1982 performers in each Department )
about 50 percent felt their merit pay accurately reflected the1r

?;performance, 40 percent said it did not and 10 percent were not

sure. o
LN o

Over the 2 year perlod about 80 percent of Navy,uHUD, and

'respons1b111t1es.. This' percentage remaIned ertuaily unchanged

L

for both years: -

,EMPEGYEES EXPRESS SUPPORT FOR MERIT PAY

_;EGNCEPT " BUT WANT CURRENT APPLICATION OF"
‘s*STEM REVISED OR DROPPED

_ Accordlng to a recently publlshed OPM survey,? almost half
of allnsenlor level, superv1sors believed that, in pr1nc1ple,

éﬁﬁ? wds a_good.idga, . Many ‘employees we surveyed also sup-
Pl Sbomeon e

mer ik pay. wdg a good.idga, .’ Many ‘employees we eye

ﬁgpay (see question 10, app. III).

JES 10 percent of the reSpondents
#EWT to retain the merit pay sy em as cur-
pid. even among the top performers’ who re- .
-;gpercent ‘favored rétaining the .system "as
' 89 percent of both years' respondents in

OPM; 1983.

- 49 - '

I 4 { ,(7
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result,of the merit pay system. ‘While the per- .



each Department favored reta1n1ng merit pay but wanted the sys-

tem revised:. Almost half the top performers in’ HUD and Navy and

about a thIrd at Agrlcuiture shared th1s OpInIOh. ﬁpproxxmately

Schedule for pay increases: The percentage of employees who
wantéd to return to the_old system decreased from_49 to 44

- percent 1n Navy, from 55 to 50 percent in HUD; and from 56 to 53
percent in ‘Agriciulture, after the 1982 pay cycle. The decrease

in Navy was statistically significant, Te decreases in HUD and
Agriculture were not. .

Employee fee11ngs about the performance appra;sal system

were more positive than toward the merit pay system: For both

years; the- percentage of surveyed employees who wanted to. keep's

their agency s appra1sa1 system ranged from 27 percent in Nayy

to 43 percent in HUD.  Further,; between. 34 and‘49 percent of

" ..each Department's_ top performers favorea‘retainlng their per-

formance appra1sa1 system even 1f it were not linked to merit
pay . . '

ResPondent comments showlﬁ% the1r concern for the way the
mer1t pay system was 1mp1emented included:

"The concept of mer1t pay was good in its initial . . .

stages. However it has been 1nequ1ta51y admxntstered and

to accrue from its

—"The 1ntentlons of mer1t _pay are good éguitabié‘impié:
mentation is 1mposs1b1e. . :

EMPLOYEES QUESTION FAIRNESS ' f - +

OF MERIT PAY SYSTEM

..‘5,

the system s general effectiveneSS. Although the CSRA calls for
objective performance ratings toL;he maximum extent feasible,
after two appraisal and merit pay cycles, 340 percent or more of

olr siurvey respondents in each Department be11eved that the
appraisal process was 1nfluenced by favoritism.

After the 1982 pay increases, between 28 and 48 percent of

'each Department s surveyed employees reported that ratrngs had ;

— n 2 -~

L Emy e S e : _ C

3pedergl Nerit Pay: A Longitudinal Analysis, Jone Pearce and

,Jémes;Perry, Graduate School of  Managément, University of
‘mla,;Irvlne, 1983, -

R
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3ect1ve criteria to the extent feasible. The percentage of top

performers who shared this 49¥ew ranged from 22 percent in Navy

"to 36 percent in Agriculture; BetweenW§8 percent and 74 percent*

of all respondents reported that subjective rattngs were at
least somewhat of a problem in their pool.

L

. _The follow1ng comments reflect. employee concern about sub=
]ect1v1ty and favor1t1sm in -the rat1ngs-?

!"The Mer1t Pay System .« o s fosters favor1t1sm.‘ People

f;x - puts get extremely var1ed ratlngs < . e s The system is
' 'not handled ob]ectlvely as intended. - e

pay pools. e IR ;
. ﬁ—-”The system reqques too much sub]ect1v1ty on the part of
L ‘reviewers, ané: tenas:to foster unfa1r preferential S
N - " ;-‘, & ) .

@ treatment N ) ;
. o . )

‘- "I am concerned o@er favorxtxsm, bias; and. cronyxsm in-

ratIngs;?

| After completing two appraisal and pay cycles, employees.
»  doubted the system's overall fairness. sixty;three percent of
HUD respondents, 44 percent in _Navy, and 43 percent in Agricul-

unfair in fiscal year 1982. Between 27 and 43 pércént of those

employees. who said they ‘earned more merit pay than they ‘would

= have under the old system characterized the oyerall system as

unfa1r. on the other hand, among Agrxculture, 'HUD,; and Navy;

top performers, 47; 54,_and 61. percent; respect1vely, belleved

the merit pay system was fair.

MOTIVATING IMPACT OF THF"

MERIT PAY SYSTEM IS QUESTIONED

A bas1c assumptlon of the mer1t pay system is that the pos-

sibility of increased pay motivates employees to.improve their
performance. Respondent comments; discussions %ﬂ th merit pay-
pool officials; and an independent study of mer1t pay 1nd1cate
that the .amount of merit increages shas not’ motivated merit pay
employees. i

@

* & v
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An OPM- funded UnaVers1ty of California study4 based on the

f1rst—yé r merit pay <ycle concluded that

o

" a dlverse sample of Feder;h managers do not

B : appear to be more highly m°t1V3tQQ,QngfngE%E,Pay .75
' than under the previous ®ime-in-grade compensation .-
policies. . . . These managers”report that effort is

less llkely to lead"to a good performance rating; [and

that] mer1t pay does not encourage them to do their
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perform bette Ambng the top performers in each Bepartment, in

1981 between ) and ‘79 percent ‘thought tat merit pay had not

”'tlvated them to better . performanCe. ln 1982; between 61 and

75 percent. of the top performers shared this view. On}y in Navy

was there a stat1st1cally %7gn1f1cant increase in the percentage
of 1982 respondents._ who believe that merit pay motivated
rcent. in 1982., Further,iln all

them--9 percent in 1981 to 13 p
three Departments, less than: percent of the regpondents: in -

1982 said they were motivated to a great or very great extent by

the merit increases awarded to top performers in thelr pay pool:.

L

N

Employee and pool off1c1al responses ralsed questions_on .
the degree to which money 1s @a motivator for merit pay employ-

ses. When asked _to what extent money helped motivate them to
inmproved jOb performance, ap®ut '20.percent in each Department

responded_that it helped ‘to & great or very great extent, -

another 60 percent said money motivated them to some extent or a
little, and about 20 percent said money did not motivate them at

r

all. 1In another survey question, we asked employees what per-

¥

centage increase to their salary would have motivated them to

better performance, and about 45 Percent in each Department

answered that money did not motivate them to bettey perform-
ance®t Even among the top performers responding tojthis ques-
tIOﬂ, between 35 peroent and 45 percent in each Deg tment gave
the same response. °. L ;

Tl

‘Some of the narrative comments submitted by'respondents “In a

the Departments Iollow1ngsthe 1982 pay cycte 1nclude th&

following: ) L 7 .
| . !/ [ .

vy

&

4fpederal Merit Pay: A Longltudlnal Knalysls,,JoneWEearce and
Jamesg Perry;,Graduate School of Management, University of
California, Irvine, 1983. _ 7 R
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- "The pr1mary mot1vat1on on my part was the fee,1ng of N
LA S, \
-

ormance of
al job
performance

«f
--"Money does not really motivate me in the per

my job . . . . However, in terms of my per s«

satisfaction, I would like to believe that m

is being fairly rewarded : : : "
--"While money is not a motivator to_seffe, perceived un-
fairness in the°d1str1but1on ofaérit pay definitely is a .
de—mot1vator. '

"Profe551onal personnel don'’ t need merit pay to “ ; e

motivate."”

Three pool ‘officials cited factors other than money as: mot1va—

tors, 1nc1ud1ng respons1b111ty, status, and recognItlon, as prI—»
mary motivators: : o ' , ~

——"Mer1t Pay can motIvate people, 1n theory, But only at

- eas1er. ' . SN . -

. R ¢
< . a

-—“Mer1t Pay has not mot1vated people to better perform-

ance. At GM level, people are motivated to do well on

4

- "Mot1vat1on,*espec1a11y in retation to higher graded em-

ployees, is. more a function of status ang recognition ¥y ¥

s

than money." o . Lo

MOST MERIT PAY POOL OFFICIALS

HAVE NEGATIVE PERCEPTIONS OF MERIT PAY o

Comments received from pool off1c1als durlng both surveys~r

generally echoed the perceptIons of merit pay employees about’

the effects of the mer1t pay system. Some off1c1als, however,lAi.ﬁ;

\5;, Slxty four percent of the 141 pool off1c1als 1nterv1ewed 1n

:t1V1ty. Seventeen pool off1c1als in 1981 and 13 in 1982 thought

' some’ of their employees were more product1ve, while 6 in 1981

and 5 in 1982 felt the system was counterproductive because of

the time re§u1red to operate the system which ieft less time for

employees to perform their normal dpties.

————————————————

1nd1cated that merit pay had no effect on employee mot at;on,
Forty four ‘percent, however, said that merit pay has the& poten-
tial--if adm1n1stered properly——to motivate employees to

oy .

. 53+ v ‘ﬁ;4/
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improved performance and product1v1ty. Most said, however, that?V

under current funding levels; there is 1nsuff1c1ent money in the,
system to motivate employees. 3 ;

L Slxty—three percent of ‘the pool off1c1als 1nterv1ewed 1n
1981 ‘and ;73 percent in 1982 said that one effect of merit pay

-was 3 decrease in employee morale. Reasons cited included (1&

subjeqtive apgraisals which resulted in unfair distributions -of

pay and (2) small pay differentials which did not recognlze or i

properly reward vaazlng levels of performance.r

CHANGES TG MERIT PAY

" HAVE BEEN PROPOSED o - 2 S S o L
The negative employee reactlég’i:1scussed above and many of

the merit pay problems discussed in_chapters 2,,3,7and 4 have

been recognized by employee unlons;Fprivate researchers, members

of the Congress, and other . government agencies. As-'a resuit,

many espouse basic. changes to the_merit pay system: For exam-

* ple; OPM has proposed requiatronsS and . bills have been proposed

that would, in g;?ferent ways; alter: -the éngerf the merit pay

November 25, 1983, would have, among other th1ngs,

<

& ——guaranteed the annual comparablllty adjustment and an-

—~ o~ <
. . . s

‘ance awards; ) .
- . &‘ T . - .

--guaranteed a’ minimum differential in, total petformance 1
-pay of those rated Outstandlng over those rated Fully

Successful

A

. :
——requlred agencies to have five summary rattng levels;

——proh1b1ted forced dtstrlbutlon offratlngs- and

- \; /
‘ ‘ ——requxred agencies to provide higher .1evel managemeg? re-

.view of the performance appralsal prqocess in the injterest
of employee equity and in order to refléct organiz tional

performance. : : y
. ‘ i

s A g i d iﬁ' . _ }#'

- R

<.

'

..;"”f;” . : , I
Srederal’ Regxsser, %1 48, No. 207, October 25, 1983, pp.

24- ~_f . o
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i The regulatlons also covered other non-merit pay subjects
such as reductions= 1n—f9rce and performance. appralsals.w On_
November 12, 1983, the Congress enaCted leglslatlon to block

regulatlons themselves on December 30, 1983 the U S. D1str1ct
Court declared null and v01d and en301ned OPM‘from d1rectly or

Indlrectly taklng any actlon on the regulatlons. ThQs court

decision was rendered’ in response to~a suit brought agaInst OPM

by the National Treasury Employees Wnion; which soughg to have

the regulatlons set aside and declared null and void.

;he proposed legislation; the Merlt Pay Reform Act of .
1983 would prohibit OPM and aSEnc1es from forcing the distri-
bBution of ratings; guarantee the annual comparablllty adjustment
and within-grade increases to merit pay employees .rated Fully

Successful or above, require five rating levels, and establjsh a

—————

_performance award (bonus) program for merit pay employees.

v
ACONCLU§IDNS X ~ -
Ty

A key factor 1n the eve%tﬁal success of the merit pay

‘system is how it is accepted and judged by those emploxees par-

ticipating in it. After completing two appraisal and pay

cycles, employee acceptance ShOWS sllght 1mprovementJ howeVér,

success. The improvements in att1tudes——should they cont1nue——
may 1nd1cate a greater employee .willingness-to accept the system
if they perceive it as accurately and objectively linking rat-'
ings and pay -to:pérformance. However, we agree with OPM and
congress1onal leaders that some changes are needed -in ;the cur-
rent merit pay system to ensure that -nonperformance fatiéfs do
not adversely affect merit pay 1ﬁéféé§é§. - \\g:

eqnxt in ratings and pay; merit pay is more llkely to gain Rif}
. wider employee support and acceptance. -‘This, in turn, will en-
ﬁ-hancé its chances of success.

Tt

If OPM and the Depéﬁ%ments take steps to ‘ensure- greater

™

A, B \1
i,6Natlonal Treasury . meloyees Unlon v. Don2ld J. Devine, Civil
'Actlon No. 83-3322.

\

/Eerate Bill' S. 958, 98th Congress, First Session, March 24,

ﬁ3;‘,nnd,ﬂouse Rlll It:R: 1841, 98th Longress, Flrst Session;

arch 2; 1983, ) . ‘55 | '.; 5

~J
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COMMITTEE ON POST OFFICE AND ClVlL SERVICE

SUBCOMMITTEE ON COMPENSATION AND EMPLOYEE BENEFITS
608 HOUSE OFFICE BUILDING ANNEX 1

& ITs

ashington; B.E. 20515 :

: . TELEPHONE (znz) 2288831

i Decemboer 9, 1981

Thé Honorablé Charles A. Bowsher
Comptroller General

,General Accounting Office. - . : ' .

‘Washington,; D. C..30548 ;
Dear Mr. gpowsher, . _ i A : -

As requircd by the Civil Service Reform Act of 1078,

most Federal agencies implemented their pcriqgmangordppxaxxdl
and merit pay system-for the first time” in October 1981s  These
120500 and 150,000 GS-15 through

ohstems, which.-cover betwecen
i\-ls employees, are designcd to link pay.W1th performance.
ln 11uhr of problems with merit pav, system_ amplementation
alroady,rand yeccause of our continued interest im ‘the succcéss
_the mer1 ay progrdm’:we would llke the Gonérnl Accounting

’ 0ff1go to rov1ow rhc status of merit pav 1mpicmontat10n in cer-

taim agencies, a _report af agency activity, We
wonld tike thc report to include case’ studies of the merit pay
program at two or. three major Federal dgong1ox which 1mplomcnrcd
their, systems }n Oatoho' IUBI

We appreciate rﬁé work your effice hd\ done’
issue in the past and hQIICVC there; is & Moo to_ continually
monitor ngnc) efforts to cuccessfully 1mpl fient this program.
Your assistance will be gro!bLﬁ appro’lltol'hi <. ‘
= | : - \

| SR
on- thigx

stance

n)\

M -

():lk:lr‘
'nquuo dn
‘np 1 nw-('; B ne'f L s

(ONPCH\lYlonr

.
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.z We surveyed Agrxculture, HUD; and Navy merit pay é@@;éyééé

to assess their attitudes toward the system and theIr'experI—-

ences with merit pay.' We sent a questionnaire to employees in

7 Eehruary*1982 abo t the f1scq; year 1981 implementation of merit
- pay. - In“January N83, we sent another questlonnalre asking
about merit pay in\\ts se'cond year.

e

INITIAL SURVEY PROCEDURE (FISCAL YEAR 19813

The questlonnalre used in the first mall survey assessed
employee att1tudes, experlences, and beliefs related to the fol-

\; . .
'—-T1me doKOted to performance- appralsal dutxes and

e

functi

low1ng aspects of meéft payz:

< functlons.

——Extent to wh1ch performance standards were linked to em~
ployees"aobs and to organ1zat1onal goals. e -

~—Whether performance appralsal was implemented accordlng

to mandafed procedures. ' -
;-Fairnesg of sta%dards and the merit pay system.

7,-—Degree to whrig?ratlngs and mer1t ‘pay increases reflected
performance.

-“'—~P¢rce1ved beneflts of mer1t pay, 1nclud1ng general organ-

izagional, Beriefits and effect an emp10yees' motivation,
‘1product1vity, earnings, etc. -

o "—fpesﬂfe to retain merit pay and the performancs-ap- s '355?4

. 'praitsal system; - . *jL B o
{ » - v R ‘ - ; .

2 Mail survey procedures and sample aéslghs var1ed for each(

‘naire. was attached to agency; questlonnalres on merit: ‘pPays Thé
questlonnalres were sent to all merit pay employees in tHe two
,agenc1es. HUD and Agrlculture dld'ﬁ?t use followup questlon—
na1res or contacts. :

//‘

3

The 1n1t1al survey of Navy merltr y'éaﬁﬁayéég was ﬁﬁaé by -

777777777777 was. Fnt to.a;:iﬂgﬁm
: // ! - .

; B . . . .
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.. sample of merit-pay emplayees. -The initial sample size and _the

vwh1ch explained .the purposevand uSe of,our questlonnalre ang

;'_’ c
‘that had .been mentloned in written comments in the first-year

method used to draw the sample were both designed to allow for a
high level of prec1s1on andiconfidence in proaectlng the f1nd-
1ngs to. the un1verse, A seeond mallout _was used in the Navy

procedures for answerirg, were 1ncluded in aia ﬁhrpe ‘syrvey

0

tﬁ%ﬁhlng.‘ In add1t10n, the questlonnalre was expanded to in~ .
1&je items on problems w1th merit pay and performance appraisal

surVey
{

all three agencies essentlally repllcated those used in the ini-

tial Naly survey. In each 'agency, the questxonnaxre was sent by

‘us to a random saﬁple of employees and one followup ma111ng,was

used. The samples were drawn according to the same method as

the Inxtlai Navy survey and; thus; were designed to be of suffl-

D

" cient 51ze to project W1th _high confldence to the pOpulatlonsu
r

Although the samples in the secoqd year survey werg: ngt ‘de-

" signed - toflnclude the same people as the initial survey, some

-and* 58 perceidt; reSpectlvely) reported ha hg part1c1pated
the. 1n1t1al survey. . ~ o = 3

overlap between respondents in the two surveys occurred.: In

said that they ‘had also partic1pated in the initial’ survey: .

‘Navy, about 18 percent of the second—year suryey respondents

Overlap in the Navy samples occurred "as a function of the same

people being drawn at random in the 2 years:. Because our ini-.

‘tial guestxonnaIre was sent-to all merit pay employees in HUD
and Agrxculzi;e, it is_not SUrpr1s1ng that over one-half o

of. our
followup survey respondent’s in those two ggencies (52 perd=R§

_ L

P S AN
".“RESPONSE RATES; OR. BOTH oUEsmquNALREs K

‘\.

1
L4t i stics related to response rates are pre-
e bel w. As the table indicates,. relatlvely

,,Questlonna’r
ﬁted sin the ta

*freSpoaseirates were obtained in the first-year HUD and o

uf/%Agflculture surveys. The-possible effect of nonresponse bias,

“i

wh1ch ~would exxst 1f nonrespondents 1n the two agencxes d1ffered

-

/&;’}5
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.determine whether HUD and Agr1culture respondents differed from

employees in the two agenc1es. Stat1st1Cal tests<were made to

all merit pay employees in the two agenc1es on grade level; age;-

and most recent performance rat1ng—-three variables poss1bly re-.

lated to attiitudes toward and experiences with mer1t pay. -

Basic Questionpaire Statistics

> T , Undelxver- L T
L Size of _ Number able ques- . Number _ Responsé
Agency univeérsed sampled tionnaires responding® rate€

First-year survey . g T f »  (percent)
— = L EET
HUD 2,198 S 1,364 62.1"
Agricu 9,667+ - é@ 5,541 59.7 . -
Na%y‘ ,624 ¥<§49 : ‘_94 2 2 ,
Secend-year survey ) ﬁ 'R ) 7 B
L : o o i ‘:_"’, ) o
HUD 2,174 643 18 3564 90.2
Agriculture 9, 536{\"g 586 : 35« & 491 . v 89.1 -
Navy 15 963 . 580i a 26 fa' . 499 . _ 90.4

2 g . : /-\4___

dyniverse and sample sizes refer to merit pay employees only. _

bFor HUD and Agriculture, number respondlng equals number of -

1sable responses. That is," number giving at least one answer
' {5 “the GAO sections of the survey. . ~ : .

CResponse rate equals numberﬁrespondlng d1ylg;d by number

sampled less number of undel1verable quesf@onna1res.
x

dS1nce questxonna1res wereod1str1buted by local personne}~

offxcers according to up-to ~-date records,; we assuimed that

all guestionnaires were delxverable (i.e., all employees could,*

be 16cated). Qu-ﬂ» ! NN
: S r

. epto,rata estimatéﬁpased upoh 450 undel1Vérab1es im-a togai
« mailout of 10,746 (including ‘9,667 merit _pay. emplopée and’
1,079 General Schedule employees grades 13 througnr ,

; - o
B 7 ] ' k\

Ne1ther HUD nor Agriculture respondents d1ffered by | st

tistically significant mtrg1n from all merit pay’emplgyees on
Nt

grade level. Significa differences; however,; were found on
i ' s X
v : v ; . B =

v | 59 bt , ) .

..)' '..

e



. y
- ?? 7
: APPENDIX f%u
‘-» ‘él ‘ . f L.
~ i ‘,; . ‘ R ');J

respondents in both agencies reported highar .performance ratlngs
than would have ‘been expected baked on the Watings of ‘all merit

pay employees. ‘The Agrlculture sampie also. tended to be pounger

than the unxvérse of Agrxcuiture merxt pay empioyees.  HUD re-

,,,,,,,

age. Further analyses revealed,nhowever, that these dlfferences
would not b1as our’ findings or bias them by only about 1 to 3

: pay. Thus, wh11e the p0551b1e effect of non}esponse b1as re-
guires-caution_in _projecting our 1n1t1al findings to the popula—
tion, espec1ally 1n,HUD, the comparablllty between respondents
and the universe found in most of our tests and the sizable num-

3" ber of rec pondents in. the initial surveys gives us confldenqe in

maklng inferences and concluslons, based on ourwdata, ‘about the.

f1rst year of merlt pay. w_ ¥ SE, et

- - : . B

¢

to. the second yéar of merit pay. qrbrder to m1n1mlze the pos—
sible effects of nonresponse bias in' HUD and Agrlculture, only
the second-year data from reSpondents who . reported participating

1n the‘f1rst survey ®ere used to andlyze differences between our
and subseque » findings. ’ . o . S

o . ‘;

s some sampling error because on a portion of the universe has

been selected for analysis. The sampling error consists of two
parts: confidence level and confldence interval ‘or sampllng er-
ror. The confidence level indicates the degree of coﬁfldence

" that can -Be placed in estimates derived from the- sample’s . The

'sampllng error or conf1dence 1nterval is the range in which the

;actual universe results are. located with a certatq_probablllty.

t . The: sampitng errors presented-below show the. confidence in-
tervals at the 95-percent confldence level for both surveys in
the three Departments. 1

-
S

60

The results from a stat*xs%cﬁ sample are always ‘subjeot to’
1

RN
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Sdmgllgg Errorsfat 95 Percent Confldence Leve'1~«-b

I

/ }-1; 3 -, ... ".6
1Agriculture N P +1.0
Navy ot T #3.T +3.8 =
Y | sec ond-year survey t ( .. Y
SR HQ LT .t? ] P A 4-5’8 \N R Tg'fs o
Agriculture ¢ "ig;ﬁ,ffl R B I F4N
Navy n %206 .t 1 %3.4 . ;/ Fau3\
[ER S . ‘ -j—-{ -— g ;i";, . —_ !

3 . 7 . .
e, -

Conﬁxdence xntervais for other reported percentages can be in-

N T ©

ay . : .o .
oo P _Y L~ . - Q, @ W A
=7 * 7777777777 .‘t§ a*

The confldenée 1ntervals,reported abbve,are for flndlngs N

regardlqg all merit pay empigﬁees n each Bé%artment. Findings

concerning subgroups of mer1 . pay employees may be associated ,
. with different levels ofvpreC1s1on and® possibly . wider confidence
*s . Tntervals than those. for all’ merit pay/employees depending on -
the size of th subgroup universe -and theiiumber of respondents

inthe subgroup.
. ) i}
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B ) . o -
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. B . 3 ENPIDYPF RESPONSFS TO GRo OUFsmIONNAIRFq
¥ ' |

IN 1981 AND 198?

 Relow.are questions taken from our second-year (1082) questlonnan:e, and e

nses to both the first—and second-year duestionnaires. . When these )

éstions refer to a period of time, such as fiscal year 1982, you may assume that

tions 2 and 5 were answered only by those who scipervxsed merit pay emplovees, the

others were Supposed to be answered by all respondents: Ouestions 1; 2; and 3 re-
ferred to the mdst recentlv completed fiscal vear; while questions 4; 5; and 6 re—
ferred to one vear earlier. For example, those emplovees responding to questions

. 4, 5, and 6 1n 19 31 _were reFerrmq to fiscal _year 1980, @oiﬁe dﬁéstidhs were asked

~the 1981 guestionnaire referred to a comparable period; hut a year earlier, Oues-

sible for evaiuatma federal programs. -At. the request of a ccnaresslonal qubcom— )

mittee; we are currently examining the merit pay svstem in its second year and

would like you to respond to the followina auestlons. This survey is a followup
to the study we conducted last year of ‘vour agéncy's merit pav system. _Your

- - answers ate v1tallv,,;., portant, as we wil¥ use them and last year's. flnqus to, in-
« form the Conaress absut employee opinions on merit pay 1leementat.1.§5H in the First
. "2 years. Please give your frank and honest opinions. Also, please be sure to

answer all of the auestions. The auestionnaire should reduite no more than :20

minutes of Vbur time: -

piease check the box which best answers each cxuestxon. Gpace has been pro—

questlon For making narrative comhents on any merit pay sub—

ees. quperv1sorv functlons Under m’e’rit‘ pay involve settInq perFormanc'e starig-

ards for the subordinates you dlrectw supervise, rating them, and counselina .

them. How many merit pay employees (WM-13's, -14" S, m—ﬁ's),qf any, did i

you supervise.in FY 1982, the second year of merit pay? Please count every GM

employee directly supervised ‘in F'Y 1982 (iies; October 1, 1981 to September _

30, 1982). K

Agriculture ____AD___ _ Navy_
1981 1982 19871 1982~ 1981 1982
o o : - : iperCéth-~-“ff--_-;

Nonie (Go to queStion 3) ; 66 70 R4 67 69  6R
S o R S s
1-3 emplovees -~ : : _ 18 15 19 18 - 21 19
] ' : ' v ‘ . . T .
4-6 emplovees 9. -9, 9 1 (3 10
79 employees ’ . 3 2 3 3 2 2
10 or more emplavees . T 3 3 412
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; 32, 1In FY 1§éi approxunately how many hours, if any, did you spend performlng ]
© supervisory functions related to standard setting, performance appraisal, and
" counseling on the average per merit pay employee you directly supervised?
i,”"- - ']"fl S I_]I]-E I’i’ P R
- 1981 1982 7981 1982 1981 1982
(percent)-—————
; None ’ 23 0 5 4 1M
-8 ho“urs, or 1 day or less per I e - - .
employee R 18 .29 20- 31 9 15
9-16 hours, or ‘1 to 2 days per ' B B N
employee _ 19 47 21,40 .. 28 37
. - " :é‘.;; .
17-24 hours, or 2 to 3 days per N " .
employee 13 18 14 18 g .29 - 24
25 hours or more, or more than . o L .
3 days per employee z - 27 7 - 4 11 34 14
3. In FY 1982, about how many hours, 1f any, did ‘?you spend developmg performance
standards for your position and be1ng counseled by your supervisor concernmg
your performance? _
i T . %81 19
- o ‘ e (perce.nt)ii.i:::,
None. : 6 5 16 16 2 2
1 to 8 hours .. a5 59 58 &7 22 38
‘ 9 to 16 hours - - ; ‘ 25 22 16 1 29 30
" 7 17 to 24 hours Y11 5 5 2 19 15
25 hours or more ) : 14 6 ; 5 3 28 15
/
-4" -
’ i
~/":‘_:) < ;;-‘r‘w-ﬂ _
o : .
63 : :
. - -

L R A
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4. Now; &lfEnk about,your supervisory responsibilities in FY 1981, the first yeat
of merit pay (i.e.; October 1, 1980, to September 30, 1981). jjgw many merit
©pay’ employees, 1f any, did you dn‘ectly supervise in fiscal year 1981‘? g
‘ T Agzlculture HUD ~ Navy .
. S 1981 1982 ° 1981 1982 1981 1982
‘ — (permnt) :::T:.—_.
" None{Go to question 6) no 727 §668 70 70
1-3 éihbiéyéés P 16\\ 15 24. 18 21 18,
‘ Py : ‘
4- empioyees o i -, 8 9 12 10 .6 19
-l M . A5 e
. . ) ) . B B ;“.7\ [N N
7-9 employees . & ! : 3 2 4 3 u({:ﬁ” A
+ & 10 or jore employees = . 2 2 4 2 2 2

5. In E‘Y 1981, about how rnany hours, if any, d1d you spend performmg superv1sory
functlons related to standard setting, performance appralsal, and counselmg

A on, the average per merit pay employee?

g

3
|

- . 3, v

None B >
. <?‘-K' ’
..1-8 hours, or 1.day or less
per. employee ) ,

9-16 .__fiou‘r's’;ﬁ offforg 1.
Eo 2: days pex employee
9 ; 17-24 kpurs, or about V,t'o'
e -~ 3 days per employee
é-@- 25 _,hours or morei or\(n’o"réf than
' 3 days pet?mploy% T

'y

{
| ‘7
3\
.

0‘ ) ’ ) L‘ 7. Q "7 p
. \ "7- v \'/‘)‘j
. - ‘ > - -
"' 4

. .
N e
- . (\"’

ey .ﬁ.o <ot
5 ;i . [ 7 . '7 .
F e s
- -
f' - - ; N
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I;x;“E'Y 1981, How much tune

. perfomrance?

if any, 'did 3
ance standards and being/counseled by your supervisor concermng ygu;_g

é"‘ '

RPPE‘.’NDIX i’ni .

-:fﬁs ‘ ‘ : :K‘ i;' N

gpend i developmg you perform— ol
p . w

E" P

ot - Agriculture - HUD _ ,,;Na}g,,, P
% 1981 1982 1981 1982 1981 .1982 %"
; B > (percent)r.i »
o o o Do ,
None : 16" 5. ;22 164 20 7
s - . 5 e -
-to 8 hours < 69 50 62 e
’ s = ’ R
9 to 16 hours "= : 9 25 9
17 to 24-hours™ " 3 11 3 4 5 17 e
. ’ ..?,.1¥:. 1* i . . . ‘ ) : 7 . , u
25 hours or more: » 3 9 4 2 - 1 23
'3 Whgt was your most re jpﬁerformance ratlng (t:hat ls, the one upon Wh’:.ch ; -
your October 1982 merit.y determmatlon was based)? , - ST
o R kgrxcuiture\, R S
1981 T 1982\ - -
‘ v i)"i r ° ‘ ' '
e (pe ceqti 2
26-50 % : 11 % 4.5 -,‘5;0..__-‘;
: - “’ ,,: o L aa,
4.0 - 4.5 39 4.0 - 4.4
[} - -
s L N oo e
. 3.6 - 4.0 31 3.5 = 39
I T S
»3.0,.—‘-‘}{9; e A9 3.0 -3M4. °
S i L a « . -
o W than 300 oo Below 3:0 °

' Marg mai

Unsatisfactory

" Gubstanding * |

- .1,4‘ |
Highly %tiéféctdt‘? T‘--

E‘ully satlsfact&y

art

(percent)

h\f‘

T
Level 3
;I..evel 4 _
Léii'él EE 'oj'r 6;

N

Level 7

Eevel 5’
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~~ 8. The following questions ask W opinion ‘concerning various aspects of the
, . merit pay system and your expeitences with -the system. For each ques{uonr -
. plehse indicate your opiftion by checkify the one box, either "Defihitely yes;”
. * "Probably yes!ff"gppfg}ggow/bbt sure, " "Prdbably not " "Défmlteiy not," which »
v best answers the questIon. _— (8 - AN 2
e id you spend too much time settxng standards, preparmg ratmgs, and': o
e counselmg merlgt pay enployees&‘ SRR

Lt

- -- - ‘Jf . o ~ y A e
R f - o - ® A Jriculture ¢ _HUD: ,,‘%Na' f

=~ (pér'&anr:)' —— ff””f B
S ' T

© .7 befinitely\y
',;" Probably yes
, % *  Don't know/Not sure
"Probably not .
—

Definitely yes

_ Probably yes -

( Definitely not
‘ ‘-,:, »

L

LNt
. & ' i

" Co. .
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c. Have you bécome more productive a,s a result of merit f)é\i" . v A
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f Did_ the amount of merxt:,pay you earned for\y%é; per formance in fiscal year

1982 accurately reflect they,quq;ht‘ of your EfBEféﬁEé_? )
; . ST 'I* . : . ' o o
: L 7991 1982« 7981 1982 TS
L (rcent) ' \
w SN - i B ‘,, B
) DeXinitely yes , 3 5 3% 5 .
. ; . S - Y i
Probably yes ¥ 21 12 22 -
o« b . ) L
?ont:k ’—/’ix:'aéétifé,' , 13 .6 9 1 7
* -Probably not : : ’%K 17+ 20
" L, e S
\f“'/ ”&flmtely not 58 gsy 4 47 59 43
g Dxd your most recent per#mance - ratlng (1.\e-'~ ‘the one uponﬁyl;ughfyour .
© ‘October :1982 merit pay det Gination was Baded). gccuﬂate}y reflect the ,
' £ sAurir e rati riod?» ;. = :
r
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| D’efmltely
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N Were your
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oAy

SR
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Probably, yes o
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nce standards and e’lements cons:.si:ent with the goals

, d/or missiort’&f your org&nzatmn? ;e
\ ' Adriculture . __ HUD___  __ Navy
. 1981 1982 1981. ,1982 1981 1982 . o !
o c, ! (percent) '
Defmitely yes] S 32 37 . 29 43 .
Probably yes . ;" 46 47 - 48 14/ 42
" Don't know/Not sure 1Mo 8 7 ’ 9 "6 -
Probably not. . 7 s -ﬁ g 11 7 & :
. Iﬁ - B B .7 B i ) _7. . V . ﬁa
7 Defm1tely not o 5 3 ' 7 ' 8 5 5
- . «‘3 %re your (F¥ 1982) I rfoz;nance standarcjsfchangegfagger your supervis had Jq
o - prepared the rating th was lmsed on those st:arrdards? o ‘ 3~ :
- ‘ ;‘ ’ \ \ . g i
7 @ : . ;’ ‘ S
Pl 7 .‘
. Definitely yes Lo
3 S T ] '."

s, L

: - Probably yésj o4 3 e 29,5 3
, < Dom t (;mwyNo sure 7 - 2
o Prolzabiy POt 15" 13&%

i L Defmriiely not e 6? G;Zi e

*%é\v@re i"i/our per formance staﬂd
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too eé:y" ’
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handes. in yaur fati;gg, docimented or explained to you? ' (If there
€ to the ratmg your superv1sor gave you, please chegk Don't

K‘griculture ___HID  * Navy -
1981 1982 : 1981 1982 r1,981i;1,9g

X (percent)-
6 & 77 -am1 10
4 2 37 2 53
779 78 73 72 & %S
‘ sl 2 28 1 T s
Definitely it ’ § 12 -5 - 18 13 12
p. Should the perf6iTréﬁce§prétsa1 system. mstJ.;t:uted undér mer1t pay be
retained; even if it is not tied to merit a2, , -
. o _Iggmcultgre- nw;iUB N«‘;’y*
) ’ 1981 1982 1981 1982 1981 1982 '
e '(p*ercehi:) : e
Definitely yes 11 13 13 8 . 7 .. 8. " it
Bhobably yes 26 29 gl “ 0 24
 porj't kndl/Not sure 5 9" TR S
| geobabiymot .. 1_6‘ 8 g9 16
‘Definitely not . Y 3 'ii 20 34 43 43 SN

- d. Under ment pay, do you feel more: ssure to fuifIH the duties and

respon51b111t1es of ’ycur job than y u d:;d; prxor to merxt pay?

,7 . “\ B ) 3 ' o
é o ) ! , {gt,x@ture _i __-HUD___ ,,jNanr)
7 - , 7981 1982 . 1981 .1982 . 1984, 4982
o : : N : PR AR
s 7 ' . ceag
% - IR . ,(percent) ”,/7
' - p#¥initely yes 5 4 - 6
7 .
L o B
__ probably’yes S g M 10-
W Don't kriow/Not - sure - 6 3 5
| Probably mot = & 29 29 27
R Def1n1teiy not- . 46 52 -+ 53
v ,\- ; . . v ‘ \:‘ —
A 7 - i :
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r. 'T‘hihklnq abbut your earnings last year tn\*‘&F'Y 1982 (6ctober 1, 1981, to
September 30, 1982), did vou earn less undér merit pay.than you would have
under the old GS schedu.le, includina Env within-grade 1n&eases you were

‘ scheduletf td receive under the old Wstem” rooe = .
: - Agriculture WD \Navy : .
‘ : 19831 1982 ;1081 198?‘ 1981 198%
(bercent) } > 5, B A
befinitely ves, 30 41 395 ; o8 .\"3*1'5 e v
. \ A .- - -
- - = N . . tv— .
Probably ves 12 19 13 49 _\10 S
¢ : __ L __ AR . oo
) Don t know/?iot sure : 19 17 Y6 < 13 S} 217, v 14 -
: ~ >3 s
Pr'obab]v not w22 12 15 17 L.L
> . : )j :
bEﬁ'fﬁiEéi&i.héE 13 18 12 7 15 *
. S. Adaih, thinkina. dbout your total earnlnc:s 1a<;t Vear (i.eq; ;;

19R2), @did vouybarn more. than you wouid ve under the old GS schedulm.'

] < A - ?
< i L -

LA A Aarlcnltgre ) N&w
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% b Have vour merlt pay sulordi ,tes become npre productlve as a result of -
merit pav? V(Onlv answé!j”t;msr cmethons\;ﬁ YOu. 'supervised merit pay
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o Pz%bab}v not 38 4? - 41 36 |-~ 34 A
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13. Was vour FY 1982 salary at the top of vour arade level's pay scale? ':,;. ’
‘ . o . Adriculture - D ‘Navy
B T — (percent)—
\fés' 7  11 ‘ 117, ,7 -
Mo ) ~ 96 86 - AR ‘ “ r
~ ot sire - ;. a3

14, Tnc]uqu the 2-percent federal _pav_c comparablht—v 1ncreaSe and anv mertt pav X

qa]arv has vour pav 1ncreased for FY 1983‘? e . .
AticilEare, ©  HD Navy
K - £ :
: o -
g . . ) ————————percent) —_— : s
'y ggkcent to 4'percent ' - 20 . N 22, o
e \7“ - S~ R S ER , 7 ‘
; A¥Ppercent to. 6 percent : : .42 /- 27 a4 _ ’ o
e , ‘ . / L LW
ﬁﬁpercent to 8 Dercent o 23~ 17 22 C Ca
—f'.):' \)"' i o @ ’ . ;‘;v:.. >‘:f. .
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_on' t k,nowmot sure S, . 12 v :

15, 'T‘ﬁmkma %out the cumulative effect(n,f ygur pay 1n“creaseq in _
Q, vears of ment\p\av, will vou earn more, less, or about the. same in FY 1983 asie &
' 50 would have” under the old GS schedule, includind any w;j;blg—qgaidgimcreases ;5
*you_were scheduled to réceive in-th 2 years? (If you are a cappeds’ .
emplovee, please oonsuier vour earnings on paper. ) . '

¥ o 7 : O T : Aqrtcuiture HUD j Navy: @ > *
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16 Ihcludmgﬁcgnparablhty and mer1t pay, what wah - minimal pay rnc'réase over
. ~your FY 1982 salary, if any, tHét would have mot ated you to better .
perfoEn:ence this year? ) , T
4 percent or less | 2
u - aa percent: to 6' percent . 3 4 2 )
& 6.1 percent to 8 percent o 9 10 8\7
S ' o . P o
NPl *1 percent to 10 percent B 15° NI 11_1_7_'*4,; 15
i N ‘ . o ‘ . __
\"‘More than 10 percent - 7 14 IR 17
‘. N - .;";. o N ) 7: , ;
* pon' t know/Not sure ' oL 12 5 114 N
; aMoney does not mot1vate me to ., - RN C T
R : better performance C @ - . 46"'- i o 44 R T N

e
‘* 17, The follqwmg are’ @osslble character1st1dz '3 the« perfozmance appralsalfmerﬁ:
‘ - pay systems as, thexg_operated in your pay«;zZI and. agency. .Please.indicate to
wha' ., each occurred. by chec ng‘i"'& a very, great extent," %To a

great extent," " 'scxﬁé—extent " "o a little extent, " "Not at all, " or "Don't g

know/Not sure: ¥ . . o SR

what extent, 1f .a
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b. Wlthin your pay pool, to what,extent, if
. any, wer& standards set and ratings and
payouts made without favoritism?

c. To what extent, if

Agriculture

v HUD

formance stardards reasonable and -

*  capable of being exceeded by outstanding

any, were your per-

ggriculturé

HUD

- Navy

d. In your offlce/divmibn, to what

if any, were merit pay empicryees

extent,
treated

~equitably relative to nonmerit pay

enployees?

m‘i'cﬁlt'u”ré

HUD
Ravy

77
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& i
o I~
-@ @
+ - @
N ¢ L
[-]] <+ 7] o J
T o e
L f? £ o BT = I
¢ & o & &
o o & 0 - X
. Py X o~ )
A w ¢ @ 9~ 0O
X @ — ~ L g
QO Y @ ~J _ -~
> o & - ) -
_ _ Fe) ) y v
kg kg 1] ~ _. ~
. . N - bt £
€ e &8 28
— percent————————
1018 17 14 9 33
4 13 16 18 14 34
11 22 16 15 11 26
4 19 37 18 11 10
3 17 29 21 21 8
6 32 35 14 7 4
8 2 14 -9 10 33
5 18 18 14 18 26
1227 12 7 10 32
4
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.18. Below are some
Systems in your

; ot been a prob

of other merit i

proﬂem, n oy

additionail a

merit pay Bmployees: Ch
problem," »x moderate prdbiemj? ﬁSdméQhatrgfwa ptﬁblém;f "Li
Did not happen to me," Don

/

pay pool: Please

3 indicate the
lem for you either as a

as a merit

or "Don't know/Not sure

describes your experience. ; S

a. Pay pool managers

spects of the performance yaPpraisal/me
degree t6 which ea
' as 3 bay employee or as a
Check "A very great probiem;" "A great

s

APPENDIX IIT

rit

pay

ch has or has
supervisor

being in the same pools

they administer or supervisors bej

the same pay

first leve

Differences in the dj
and standards for the \same or

- Lack of written
pérformance rati

Ratings changes by reviewers.
1 manager, . -

ng in
-«

;kgﬁfés Subordiﬁét?Sa
Agriculture
HUD
Navy
the diffficulty of elements
ame or similar jobs.
Agriculture
HUL .
Navy
justi‘fiééé’ibﬁs for your
ng.

-~ “Agridulture

Navy . =«

higher than
Agricuiture o
HUD -

~ oW

Al

98

X ovn

(< RN OIE, ¥

24
31
21

38
39

17

13
18

12
12
10

22
20
19

49
35
36
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. Subjectivity in ratings.

Inconsistencies in how raters within the

same pool judge performance.

Agriculture
HUD

,

Agriculture
HUD
Navy

Lack of a decision rule or guidelines for

combining ratings on separate elements

into one overall rating. R
. Agriculture

HUD

Navy

¥

. Amount of ioney avarlable for merit pay

increases. A
. 7 Agriculture
v ¢ HUD
Navy

v
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27

21

- 29

23

- .
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19
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16
18
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’

19. For_each of the t“of.lowmg questlons, please indicate the extent of your
feelings by checking "To a very great extent," "To a great extent, " "To some
extent," "To a little extent," "Not at all," or "Dbn t krrow/Not sure."

o -
g sl
@ ("7}
<) <
X E
v W o
. & U K]
v W Y g
L7 b3 o~ o<
L o0 N
S o (¥ S
- AN o Yo 9 o~
& @ - ~ L]
g L oo o
5 o £ v oW
. o 0~ ®
v v @ ~
T £ & & & =
' / a. To what extent, i any; were you '
PR -satisfied with the amount of input you +
” © 7 had in setting your FY 1982 performance - ———————percent-—-——
. - -, standards? e R
< : 5 : Agriculture 14 37 .24 11 12 1
v, - ’ . HD S .7 22 27 14 28 3
. < © Navy 16 .36 26 8 13 1
b Re(ahzlng that you may be motivated by a
. humber of factors, such as type of work; )
- persorjg; ggg;s, etc; to what extent; if .
any, does money help to motxvate your ,
job performance? o 1 L . )
Agriculture ° 6 =37 24 17, 1 _
’ HUD 914*3820, 18 .1
Navy 8 15 37 22 16 1
P
T c. To what extent, if any, did the amount
: of merit pay given this year to your pay
pool's top performers help to motivate .
~you to outstanding performance? : ] _ - __ -
Agrlculture 0 3 9 12.65 8
P 4 HUD 1.2 9 .16 68 4
Navy : 1t 3 10 -17 65 3

/i

80
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7

-

20; Since the merit pay/perfomrance appraxsal systems were 1nst1tuted have

performance ratings become more subjective; less subjectxve, or remained at
the same level of subjecttvﬁty as before"

Aciricult}re HUD  Navy

KYreat deal more subjective 9 - ~ 22
Somewhat more subjective . . 19 ' 26 21
. Remained at the same level of subjectivity ) 37 46
Somewhat less gﬁbjéétiV? ' 16 10 16
A great deal less subjective - ) 6 a4 a4
21. Has communication BéEWééh you and your supervisor gotten better, worse, or
remained about the same since the performance appraisal/merit pay systems were
instituted? : A ‘
N ,
: - Agriculture  HUD Navy

4 : . [
e ————————(percent}—-—~—-

- A lot bettér , - 2 1 4
. Somewhat better S o8 8 13

« Remained the same : 79 .73 70
séﬁéﬁﬁé&%féé ' ' 6 n 8

A lot worse o 5 "6 5

<

»
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éé These next questlons asR ezgout some addltlonal aspects of the performance
appraisal/merit pay syste Please check the one ‘box wh1ch best answers each

question.

# |
; o
&
ki
“ & &
> & & e
< 5 E D
Say L0 - Q
Lo F L X s
) 557 S & & &
' QR Q9 Q
a. As yod understand the definition of management
official and supervxsor, do you betieve ygou @ -
shouid ‘be under the merxt pay system? ‘ -— percent-————-—
Agriculture 35 28 7 15 16
HUD 45 25 5 12 13
Navy 38 25 5 13 20

b. In general, can the:productivity of jobs
like yours be accurately measured?

Agriculture 11 30 7 40 12
HUD 12 36 7 33 ;12
Navy . 6 25 8 40 21
Cc. Did management employ a forced distribution

or dguota system in developing the ratings .

for your pool in FY 19822 . . S ot
Agriculture 14 16 48 8 13
HUD 36 23 31 7 4
Navy 24 19 40 6 1N

d. Was the immediate superv:;sor who . gave you -
your recommended performance rating .in the A

same merit pay pool as you?

Agriculture 43 8 9 4 -36
HUD 56 13 13 2 16
Navy 63 6 6 1 24
e: Was merit pay fairer in FY 1982 than in
FY 19817 B
Agriculture 5 15, 38 22 19
HUD 4 17 26 24 30
Navy 7 15 36 23 18
LY I
82 ,

bl
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23, pid you fill out a GAD guestionnaire on the merit pay system last yéar° (It
may have'been part of a survey conducted by your agency.)
S S

Ag;iculture,‘ HUD. gggz

————{(percent j~—-——

>

........

Yes 58 52 18
No : , 24 28 65
Not sure _ - 19 19 17

24 Please make any narratxve comments you wxsh to concerning the performance

appraisal/merit pay systems in your agency. Your comments are anonymous .

Agriculture HUD  Navy

No_comments . 29 36 28
Comments 71 64 72

_ The following questions were aé;bd in 1981 only:

ﬁid you get enough traiﬁiﬁ§ in each of the following areas to allow you to
accurately and fairly perform the function? -

, ' ~ , @
N * o
75? i? <§J 75? 7&9
P T N~
o & & & o
% ST A
~ & U F N
L N o M .0 %
g L& E L s
~ ————(percent ) ———
) a.fset perfcrmance standards? - 7 N o
= Navy 24 47 7 1 12
’ Agriculture 23 48 8. 14 8 N
HUD © 15 43 8 18 17
b. prepare performance rat1ngs? , o ,, . - _
Navy ~ 23 45 11 11 10
Agriculture * 22 48 9 13 8 -
8 17 15

HUD . 16 45

83

103. o
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-

Q13
Q14

Q=15

c: counsel subordinates? S —————percent——

Navy. 19 39 16
Etidﬂtut‘é y 18 43 15 .
HUD ! 15 43 9

Navy = Agricultureé HUD
X .

{percent )-————
_ s8 .. s8 43
- 29 . 29 31
!3 » _.;?’13 26

3

104

o
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; 4 | R ﬁ
TOP PERFORMERS' RESPO ISES

TO 1982 QUESTIONNAIRE

~ - The foiloWIng shows how top-rated performers in each Depart-

'ment answered selected questions from the 1982 GAO guestion- ,

naire. T0p-rated performers are those 1n our resﬁondept group

Did ‘the amount of merit pay Agriculture

- you earned for your per- - HUD
formance in 1982 accurately Navy
reflect' the qualxty of your

Wil N
SWY ooy
—
oY
—
[\
(%)
o

HUD, or 4.5 or better in Agriculture for’ ftscal year 1982. @
; - &
, _ ~ 5
~s é . &7 7 /
¢ o £ v
A A o & 3
‘ O A
A .
U ,éésﬁf
s é ,g’ v R
hd » 7.,; .o 7’ 'Q /L‘y
& O 4? )
; ‘ tgl zi,k Q _ <
QUESTION ; : ; X R
; —=-----percént--—----
- . - - B o R
Has mer1t pay motivated you Agriculture 3 20 .2 33 41
to better performance? HUD 6 21 -9 32 29
f ) Navy - 8 27 3 20 32
Have you become more pro-  Agriculture 5 10 36 42
ductive as a result of merit HUD 5 7. 1 42 35
pay? " Navy P 5 1 12 21 44
7
3
8

., =N

37

‘ ﬁérgprmaﬁce7 ¥
Should the per formance Agriculture ‘14, 35 11 16 25
appralsal system. 1nst1tuted. HUD? - ?‘ 42 14 . 17 23
under merit pay be retained Navy 8 26 14 15
even if it is not tied to -
- merit pay? - e b
‘e ; , . _ v
Under’ mer}tﬁpay, do you fegi“ Agrieulture 0 14 7 25 54
more pressure to fulfill the HUD - 5 24 6 18 47
dutxes and responsibilities Navy 9 18 9 18 45

of your job than you did
prlor to merit pay? -

4
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. Agriculture HUD - Navy
Y - percent—-—-=-=-=
L]
Which of the folloq;gg would
you most,prefer? (check one)
Retain merIt-pay System as it is B §,, 13 j3
Retain pay based on merit but revise N R B
z system from what® it LS now . _ © 36 47 . 42
Return-to the old GS system to . I
determine pay ' ' 42 28 34
other ' . 13 1 11
. In general, how fair was the performance i
apprdisal/merit pay system last year? _ -~ ' k
(FY 1982) = O
Very fair N . ‘8. 13 24
Fair . , 39+ 41 37
' Neither fair nor unfair - 19 14 18
unfair i ' - 2 22 © 15
Very unfair ~ . 10 .. 10 6
Including comparability apgfmgg}t/ggg, . : 1
what was the minimal pay Increase over ' ~
your FY 1982 salary, if any, that would
«  have motivated you to better
performance this year?
)4 percent or less | 0 0 0
4.1 to 6 percent o 3 5 3
6.1 to 8 percent 5 8 11
‘ 8.1 to 10 percent 14 9 10
' More than 10 percent 19 19 29
pon't knoﬁ/not sure’ | ‘ 15 ' Jja 11
Money,doesfgggwmgggyaté me to o e I
better performance - . " 44 45 35
¢ . 7 . ' L J“- A :

o : | .
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APPENDIX IV

A

‘Agriculture HUD ' Navy

- N o . - e percent--—~——~-—--
‘Since. the merit pay/performance
apprhisal Systems were instituted,
have performance ratifgs become )
; more subjective, less subjective, - .
.or remained at the same level of : :
. subject1v1ty as before? 7 . ,
A 'great deal more subjecEiGé; B 10 13 . 11
. Somewhat more subjective . . 26 22 11
. Remalned at the same leved of ' ’ o
s . subjectivity ’ - 45 .41 . 46
Somewhat less subjective . 10 19 19
oo o ' _ _ T
A great deal less subjective 'f g - 6 13 ¢
_\:‘, . N ) &
K fror
4
; . )
e
~
R - '
i i
5
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' POOLS AND RATINGS REVIEWED °

 The following table shows the number of pools we reviewed.in
1981 and 1982, thé number of pools and merit pay employees in the

three Departments, and the niumber of employees included in the
pools we reviewed. o
. summary of Merit Pay. Pools

P [ S :
and Ratings Reviewed for Both Reviews }

 Navy . HUD_ __ Agriculture _ Total

1981 1982 1981 1982 1981 1982 1981 1982
Total merit pay e ‘L. .
pools in 500 20 333 351 854 936,
Departments ; ‘ . | : -

NI
—h |

poots: in 500 565

Hotal poals | 28 24 19 11 37 22 g4. . 57
reviewed. o B B . . _ .
ﬁééaqpértérs 12 13 4 9. 9 30 15 51 3% '

Field - 16 11 10 27 .71 " .33 20
1 . < . - .',‘

&

mate number ‘ *

o of' employees o . - . . T
'§ ; under merit T o : -

B pay 16,100 16,000 2,200 2,200 9,600 9,500 27,900 27,700

. i & .

Total number -
.of employees .=

covered, in -
pools reviewed 2

T

3i9 2,085 1,973 888 1,360 848 5,552, 3,821

-

total number of e
ratings e S S
reviewed 149 149 163 163 163 163 475 . 475

For the second=year review our Boston Regional Office Staff

' reviewed Six pools not studied the first year: Also, to expedite

our work, in the second year we deleted several pools in each Der.
partiient that we reviewed the first year: The result was that, of
the 57 pools reviewed in the second year, 50 (88 percent) were also

reviewed- in the first year.







CONTENT ANALVSIS OF PERFORMANCE .

— > N

. APPRAISALS AND STANDARDS

ing information in a standaralzed format wh1ch allows analysts to
make inferences about the characteristics -and meaning of written
material. The objectlve aof our content analysis was to assess
the quallty of performance standards during fiscal years 1981 and
1982 in the pools we examined at the Departments of Agrlculture,
HUD, and Navy. )

In assessing the quallty of performance standards; we used

OPM's characteristics of good performance standards. For eac

‘'standard; we determined whether it

accurate performance must be;

--conta1ned quantlty measures——stated how much work or how
many items are regquired;

-—conta1ned timeliness measures——lndlcated how soon or when

tasks should be completed;

outstanding and Highly Sat1sfactory {or next lowest
level); Satisfactory from Marginally Satisfactory (or next

lowest level), etc.;

 ——contained measures below the highest level that could be
exceeded--had measures below Outstanding that could be
surpassed rather than being set at the -level of perfec-
tion4 and

clearly and realistically described unacceptable

: performance.

—

We 11m1ted our analys1s to standards from employees in pay

podls reviewed in each agency in our second-year evaluatlon.

(See app. V.) Within each pool, we randomly selected a sample of

.employees who were in the pool in both fiscal years 1981 an

1982, and we analyzed their performance standards from both

years. The selection pr0cedure and sample sizes were designed to

allow for a high level of precision and _confidence in projecting
our findings to all performance standards in the pools we exam-
ined and in comparing results from the.2 fiscal years. The num-
ber and size of the pools from which our samples were ‘selected

and sample sizes are- presented in the table below. -

Q
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Universe and Sample Sizes B ] .

- ; _uUniverse. ] B ~ Sample '
Number of Employ- Stand-  Employ-  Standards

pools?@ ‘eesat ards€S __eesd

»

Agency
HUD N . ' S

FY 81 11 795 5,000 . 161 © 1,079
FY 8% A ‘ 12,000 155 2,387
Agriculture . o o
FY 81 18 T 7000 163 2,286
FY 82 ‘ 12,000 162 3,039

~

o
—
o]
O
~

o
o
o

. FY 81 19 1,377 .= 16,000 137 17576
Fy 82 16,000 138 1,662

o , , e

aNnumber of pools is the same for fiscal years 1981 and 1982

buniverse size is the total number of employees in the

pools we examined: who were in the same pool in fiscal years
1981 and 1982. " In most cases; size was estimated from

total pool size in the 2 fiscal years.

Cyniverse of standards is an estimate of total number of

standards in the pools examined. It egquals (the number
of standards in the sample divided by number of employees

in the sample) multiplied by total number of employees who
were in the pools in both fiscal years (i.e.; universe
size). o : _ S
dsample sizes vary between years because of incomplete -data

on some- employees

,,,,,,,, .. i - o W S i — - ——
Content ;analyses require that one person initially analyze

the standards and that a second person repeat the analysis;inde-

pendent from the first person, on at least a subset of stand-

ards. This will determine the reliability of the initial
analysis. Reliability can be expressed as the agreement between

the two independent analysts on at least 80 percent.or more of
the standards. oOn a 10-percent random sample of all standards
analyzed; the two raters agreed on from 83 percent to 90 percent

of their judgments on each of 'the six dimensions outlined above.

The 95-percent confidence level for fiscal years:1981 and

1982 performance. standards in the pools examined in-each of the

three Departments was t5 percentage points at most.

90
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\

., - _

Assuming our safple of employees represents their fellow mj;it

pay pool members,. the confidence intervals indicated the preci-
sion with which our findings reflect what would have been ob-
tained had we analyzed ali performance standards in the pools
examined. For example, if 50 pexcent of the Agriculture 1981
performance standards analyzed contained quality measures, then
we can say that we are 95-percent sure that between 45 percent
and 55 percent Sf.all 1981.standards in the Agriculture pools ;

sampled contain a quality measure.

g
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APPENDIX VII

APPENDIX

PERCENTAGE DISTRIBUTION OF RATINGS BY GRADE

NAVY'

' LEGEND:
. 1981 )
1982 1 |
LEVEL 2 LEVEL 3 i

- Parcent of
ratings in

sach 1-category

i

-
Q!
1|

LEVEL 1 R . =
4 o -
_ LEVEL 4
13 14 15 13 14 15 13 14 - iB i3 a8 is
1981 5 8 18 25 33 35
1982 35 i3 23 31 38 38 13 8 5
. N HUD
. o LEGEND:
. J"JgH,L,v,,,, ,,,fy%Lv, 1981 Q
SATISFACTORY - SATISFACTORY
P 1982 (1
OUTSTANDING .

14 15

13 14 15

E;rconi Oi
ratingsin

each category

O

ERIC

Aruitoxt provided by Eic:

1981 8 - 9 24
1982 5 8 19

48 54 46
41 a2 42

VII
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. < o
Percent -
N LEGEND:
j— ] FIN——N
. o | 1982 —— |
| ‘ a0 | 7
5 | ) -
20 as30 ©
10 J ‘ % :;
6 h -
; Grada 13 a4 15
Percent of 17 12" 7

ratings in
each category
e

ERIC

Aruitoxt provided by Eic:

-
W

»

1.7 8

vl

™~

TEaen ks



APPENDIX VIII ;
i . .

/r‘\‘

' APPENDIX VIIT

r AVERAGE MERIT PAY INCREASE. BY PERFORMANCE LEVEL AND GRADE

$3500 el -
LEVEL1

1]
-
4]
[=]
(=]
Ll
’

i 1] _

$4000 __ » .

LEVEL 2

LEGEND.
: 1981 T3 T
* o882 [T

/

~
LEVEL3? |

B

Ll

LEVEL 4

L1l

Grade i3 4 i

- 13 14 18 13 14 15

. ”

43 14 15 .

Amounts
Rounded 1gg1
T 1982

< $1600 $1900 $2200

$800 $900 $1100
$1800 $2200 $2600

Il
=4
o

$300 $300 $400
%1400 $1700 $2000

+ $1100 $1300 $1500

\d

3!

___HIGHLY
SATISFACTORY

 LEGEND: 7
wer O3 7
SUPRT N —

FULLY
SATISFACTORY - -

Grade i3 14 15

o ig oo

i3 1@ 1s

i3 ia _ 1§

Amounts
Rounded 1981 51200 $130051500
$3100 $3400 $4000

.

ERIC

Aruitoxt provided by Eic:

$600 $700 $900

94

T

$1000$1000 $1300

A
-

4

114 °
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, | LEGEND:
$3500 . - o - 4

- : ST ——
,,,,, . v . - , 1982 [ ] ]

L ]
[
&
i
W
(]
|
W
;)
N
1

 Grade 13 14 15 13 14 15 13 14 15 13 14 15 .

Amounts = . : <
) 4 A
-1881  $400 $500 $600 $400 $400 $500 $300 $400 $500 $300 $300 $400
i’ 1982 $1700$2000$2400  $1600 $1900 $2200 $1400 $1600$1300  $1000$1100 $1500

- . z

iz

O

ERIC

Aruitoxt provided by Eic:

! |
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AN EXAMPLE OF'MERIT PAY CALCULATIONS

FOR MERIT INCREASES

| The follow1ng step—by step ample of how merit pay 'is de-

tefmined is based on the Navy's pFo¥eedures: Calculating merit

pa in another agency wit a d1fferent .formula. could be very

different from the examplefhere, discussed in chapter 2.
cheyer, this example does show two, teps required in any calcu-
lation: determining the money available to make merit 1ncreases

and the individual merit lncrease

. Agency OfflClalS allocate 7unds to the poglﬁs mer1t pay -
fund using figures and procedures prov1ded by OPM. §£gg;iiﬁfThe

percentage of all pool members' salaries available for distribu-

‘tlon as mer1t pay 1ncreases is calculated. Th1s _percentage 1s

tbe year E%E§ the percentage of saiaries normally available for

- and guality step increases for the year.

(For this example,’the compara5111ty Iincrease 1s 4.8 percent.

Half of th1s is 2.4 percent. We are also us1ng a w1th1n grade

location in the salary range. 'y The resultant sum is: 024 +777
.012 = .036%. Step 2: For each grade, the salary of each posi-

tion in the grade is multiplied by the percentage found in

step 1. These figures are then multlplied by the number of pool

members in each position in the grade. (For this example; an

average salary has’ been used for each grade.) Finally,; the

totals far eachygrade are added together: Thxs number is the

pool's merit pay fund.

The merit pay fund for a hypothetical employee, Jane Doe,
was determined using the following data. The pool has the fol-
lowing dgrade di§tributidh. { -

Grade jﬂ‘ Number
GM-13 S 16
GM-14 » 11
"GM-15 . ; 3

-

L4l

»
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5 ' ‘Grade Average salary
. - ] o : ;'
; GM-13 1$32;312
GM-14 38,184 C
GM-15 44,915

The merit

pay~fund for Jane's pool is calculated to be $38,584,
using the '

table shown below.

sum’of ccmparabiiity'

‘X Number

Average X

Grade salégg, step and QSI in.grade = Total
13 éjé,éié -036 16 $18,612
14 ' 38,184 -036 1 15,121
15 44,915 .036 3 4,851 -

. Total merit pay fund $38,584

DETERMINING INDIVIDUAL
MERIT INCREASES

Using the allocated funds, a 1

individual merit pay according to
w\

--Assign merit pay points for individual perfcrmance.

the following procedures.

——pPetermine total grade—adjusted merit pay points.
. __petermine dollar value of each merit pay point:
——Calculate individual salary increases:
AsSsigning merit pay points
for.fndigiﬂuallpe;formance ]

Merrt pay p01nts are a551gned to each pool membegfaccordlng
to his or her rating. AsSSufiing that this 30-member pool has a
normal distribution of ratings, the people in each performance
category; and the points assigned to their ratings would be as
follows: s

97
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- E T Number in’  Point
. Performance category - } category value

Level 1: Substantially exceeded all

objectives 2 2.1

Level 2: Substantially above target--
~ most significant objectives * 3 1:7

Level 3: Above target--most s1gn1f1- ' L .

cant objectives : f 6 ' 1:3
Level 4: On target--all significant o o

objectives 17 1.0
Level 5: . On target--some objectives N 0.7
Level 6: éiéﬁ target--one or more

critical elements 7 1 0
_ Jane Doe, whose performance catégory is Level 2, receives
1.7 points. , ';gﬂﬂ -

Determlnlng g;ade adjusxed

\
Next, the pooi's total merit pay p01nts are calculated. At

this point; the 1level of job respon81br11ty reflected in the em-,

pioyee s grade level enters the merit pay calculation. 1Individ-'"

ual merit pay points are now adjusted by a saiary ‘differential.:

The following salary differentials are used in this example: .
Grade Salary d1fferéhtial .
GM-13 x ’ .08 )
GM-14 1.18
‘GM-15 | 1.39

E) :
‘For each grade; ;ﬁe Eotal merit pay points are multiplied

by a salary differential:. These totais are added to calculate

multiplying the number of GM-13's in each performance category
by the associated merit pay points, the total points earned by

performance categories, as SEPwn on the follow1ng chart. By

98
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- .Q )

GM-13's igftﬁéﬂ§§§iréié'éaléuiétéé. '{Jane's performance cate-
gory is asterisked:) C ) '

 Number Point GM-13

_ pPerformance category of GM-13's value points’

Substantially exceeded T o
all objectives ' X x 2.1

in
N
-

Substahtially above target-- DN i

most significant objectives** 1 X

o~ |
v
~d|
B [
—
L
~J

Above target--most significant . S )
.objectives = 3 X 1.3 ‘9
o o -

it |
w- .
[ ]
O

oOn target--gll significant . FE
objectives . , 9 x 1.0 & 9.0

On target-—-some objectives 1 X

[ ]
~ .
LK

Below target--one or more , ] .
critical elements 1 X 0

[[]
J~ (=N
'E
o

Total GM-13 points = 1

+6 Find the GM=13 grade—adjusted points, the total GM-13 points

(17.4) are multiplied by the salary differential (%1.0).

The total grade-adjusted 8M=14 and GM=15 points: are calcu-

lated in the same manner. By adding the three grade-adjusted
totals, the total grade-adjusted points.earned by.the members of

the pool is as follows: -

crade-adjusted .GM=13 points = 17.4

I
—
ov
L
w.
>

Grade—adjusted GM~14 points

[}
o
.
Py
N

Grade-adjusted GM-15 points

Total grade-adjusted points = 38.86 .

R
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Determlnlng dollar value of
each merlt Qay4p01nt

-

[

_Jane. Doe's pool earned 38.86 points. ?ﬁé’amount of ﬁ&ié?

1n the pool's mer1t pay_fund, $38,584; is divided by 38 86 to.

point in Jane s pool is $993.7 5u

':j’ ] *"]' ”l . s '3" S -3 i él; . 7 .
saiargllncrease ) = v _ : S

— “

~

Knowrng the doliar valug of a poxnt,'aé well as the. number

member,, the individual salary in-

creases of each fember in the pool are calculated This is done
using the following formulas- ) . CE
| L - i

=<For 'GM=13:  Points earned x 1.0 (salary dlfferentlal{ X
dollar vaer of a point = mer1 pay increase. - .

—-Gﬂéjé‘ Po1nts earnmed x 1.18 (salary differential) x

ollar value of a 901nt *'merlt pay increase.

—-For GM-15' Poxnts earned x 1 39 (salarg dlfferentlal) x

Points earned...,.......;ﬁ;;.;;;;;;.;;;;;;....;..... 1.7

‘X Sé}éfy differential.:.v.iisesssisss ;. x 1.0

(4 S _ . -
x Dollar value of poxntfa;k;;;;;;;;;;;;;;;;;;r;;;;;;;; x_993

Merlt pay lncr éééo‘-';-oLi-o-o.-o---oev-;-oooqoooo--onslr §7878

e ———

- ‘ 5
To calculate Jane's total salary increase, one must ‘add th

other hailf SF comparab111ty, 2.4 percent of salary in this exam-éfﬂn

ple, to her merit pay increase. Thus, Jane's total salary in-

_ : 'o
- e . R

100
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Jane's currént"saiéfy;;;;;;;;;;;;:;:;;;;;;;;5;; ; $33;2§1
x Percentage comparability increase: :idicececsces x .024
Caﬁﬁé;ésiiiéy iﬁéfééééiio..ooov‘oooo.oooooooo.'oo. $ 799
Comparability INCreaS€....ceoeceeaciossesbosans s 799
‘¥ Merit pay iNCreas€....c..ceiescccissssscssnnancs +1,688
Jane's total salary increase...:iicissssssssces s 2;487
=7 397
o .
: _
f {
//\ . '
§
: {
3
101
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- . .

1983141981, AND 1982 ]

~

Estimates of flscal years 1980~82 costs for performance ap-
pra1sal functions in HUD; Agrlculture, and the Navy were based on

questlonnalre responses cohncerning time spent - .on supervision and .

on:-developing performance standards. In our f1rst~year question-
naire, superv1sory employees 1nd1cated the '‘average number of
hours spent 1n sett1ng subord1nates performance standards com-

" direct)d supery;sedfin ‘fiscal year 198?--the first year of mérit

pay. f Respondents who supergxsed GM-13, GM- 14, ‘or 6M-15 employees

in fidscal year 1980 also Indxcated the average hours spent on
performing the same supervxsory functions in fiscal year 1980--

the year before metit pay began. . The questionnaire also_ asked
all employees to estimate the number of hours spent developing
their own performance standards and- being counseled about their
performance in fiscal years 1980 and 1981. '

o

o In the second~year quest1onnaire, merlt PaY,employeeS indi-

cated average hours spent on: superv1sory functions, setting their

own standards, and bexng counselled in fiscal years 1981 and

=2 pihulongi o L - -o T - ¢

1982. For all questions of time, respondents indicated their

answers by checking one of the following response .categories:

none; 1 to 8 hours- 9 to 16 hours- 17 to 24 hours; or 25 hours or

more.

_  To. est1mate costs, 1t was neceSsary to assign numer1cal
values to respondents" -answers ‘Which (1) would approximate the
number of hotrs 1nd1cated by the1r answers and (2) could be sub-

jected meanlngfuliy to arlthmetlc operat1ons. The responses were

assigned the midpoint of- th§ category in which they fell,; as

follows: , .
N . - . . y

category Assigned value
None = 0 hours
1 to 8 hours = 4.§-hours
9 to 16 hours = 12.5 hours
17 to 24 hours' = 20:5 hours
35 or more hours =~ 28.5 hours

o
102
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This conversion of data assumes that, in each category, the *

actual number of hours respondents spent are evenly distributed

so that their average is the category's midpoint.
 * The following basic formula was used to calculate the costs_
of performance appraisal functions in each agency for each fiscal
year: IR : , ' ‘

Costs = ((X super + X own) x  wage) N

where.

?dsupéf = the average number. of hours spent on supervisory
functions per merit pay employee as indigated by
the supervisors sampled '

, X own = the average number of hours per employee spent on
’ developing own standards and being counseled by
supervisors = )
wage = in each agency; the average hourly salary of GS-13
through 6S-15 employees in fiscal year 1980

N = population size {i.e., total merit pay employees
for fiscal .years 1981 and 1982; for fiscal year
1980, the number of GS-13's through GS-15's con-
verted to merit pay in fiscal year 1981 which is
equal to the number of merit pay employees: in fis-
cal year 1981) : - :

_ Fiscal year 1980 and 1981 costs were estimated based on data
.from our first questionnaire, and costs in fiscal year 1982 were
calculated using data from our second questionnaire. 'pData from
both questionnaires was available for use in estimating fiscal
year 1981 costs: .Data obtained_ in the first year’ was collected
closer in time to fiscal year 1981 than in the second year (i.e.;
3 months after the close of the fiscal year :as opposed to 1 year.
and 3 months). Findings from our first questionnaire were
thought to be more valid measures of time spent in fiscal year

1981 and, therefore, were used to estimate fiscal year 1981
costs. c ) : ‘

Because of the timing of our questionnaires and our decision

to base fiscal year 1981 estimates on first-year data, fiscal
year 1981 and 1982 cost estimates are based on data collected _
only 3 months after the end of the respective fiscal years while

_fiscal year 1980 estimates are based on data collected about |

year and 3 months after the fiscal year's close; This Yatter

estimate, therefore, may be more prone to the types ?fAtECEII
{,i

103 .
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errors that occur with the passage of time than the fiscal year

1981 and 1982 estimates: Also; since errors of om1551on and

1

To eliminate thé possible éffécté 6f tﬁé extended réCéll

'perlod on our fiscal year 1980 estimates and on comparisons

between years, findings from both years on time spent in fiscal

year 1981 were used to estimate the jncrease in recall errors oc-

curring with the addltloq_of a year to the recall period. Our

estimate of time spent in fiscal year 1980 was then adjusted by

this estimated increase in recall error: As expected, fiscal

year 1981 time esttmates from the second year S questionnaire

.ments. In. tbe followup quest;onnalre, employees' reports of time

spent _on performance appraisal functions in fiscal year 1981 were
16, 33, and 22 percent below the time estimates 1 year earlier in
Navy, HUD, and Agriculture, respectively. Fiscal year 1980 time
estimates were adjusted upwards by the respect1ve percentage in

“each agency to compensate for the estimated increase in recall

error. The formula used to estimate fiscal year 1980 costs,\
therefore; was as follows:

Costs (FY 1980) = [(X super * X own) + E (X super + X own) X
: wage] N

where, o , , -

E = the average fiscal yearﬁjgglft}mefrepgrted in the ini-

. tial survey minus the average fiscal year 1981 time re-

ported in the second questionnaire as a percentage of
'the initial survey"s average

average time

1Adjusting our estimates bYLthe,toggl percentage assumes that .
differences between the initial afd followup findings for fis-—

cal year 1981 occurred solely as a_ function of recdll error as

opposed to recall error 'in comb1nat10n with other factors, such
as random sample. varlatlon or differences between the two.

, -
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DEPARTMENT OF AGRICULTURE
GFFiCE GF ASSISTANT SECRETARY FOR ADMINISTRATION |

WASHINGTON DC 20250

i

SUBJECT: GAO Draft Report Entitled "A 2-Year Appraisal.of Merit Pay
" in Three Agericies" t
T0: J. Dexter, Peach, Director _ )
Resources; Cammnity, and Ecoriamic
Development Division, GAO

The following camment is provided on the subject report. The cha
atiich appear in Appendix VIII (pages 94 and 95) depict average merit pay
increases by performance level and grade. Average merit increases are

shown in dollar amounts.

W While these charts are technically correct, they create the false impression
¥hat unfair ;benefits are accruing to those at the higher grades. In fact, _
‘because higher graded individuals have higher base salaries, they contribute
proportionately more to the pay pool and receive greater increases. To,
present an unbiased view of merit increases. across grade levels, the '

percentage of i:néié% over base salary must be used: An esSentially level
distribution is achifved when the Agriculture charton page 95 is converted
to percentage increages. = — :

[ 4 “

e

GAO note: Page references have been changed to-correspond with
- pagination in the final report. o ;
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ASSISTANT SECRETARY OF DEFENSE

* : WASHINGTON D C 201301 . -

MANPOWER

RESERVE AFFAIRS
AND COGISTICS ’ ‘

Mr Frank C Conahan

Intergovernmentai Affairs Division
uU. S,,General,Accountlng Office
Washington, D.C. . 20548

Dear Mr. Conahan:

—

This is the Department of Defense response to your Draft Report;

"A_2-year Appraisail of Merit Pay in Three Agencies," dated October 6,
1983 (GAO-Case NG.. 9661303 osn Case No. “637L ). ‘ .

.

The Department considers .the draft to be an excellent report. The

.recommendations proposed are ones with which this Department concurs.

The specific findings and recommendations contained in the draft report
are addressed in the attachment. '

The opportunlty to review and comment on the draft report is-

apprec1ated.
Sincerely,i )
- Jerry L Ca'chn -
v Principzl Daputy Assictont & v~ -
= N : N ) Manpos ) RC.:LA 2 . -:-- - “'ll“
- Attachment : (Manpower, Ve -

GAO note: Page references ‘have. been changed to ‘correspond with

P
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DoD Response on GAO Draft Report, "A 2-year Appraisal of Merit .-~

 pay In Three Agencies;" dated October 6, 1983, GAO Case No.
966130; OSD Case No. 6374 ' :

FINDINGS ‘

FINDING &: Several Factors Other Than Performance Have

P

Affected Merit Pay. GAO found that several other factors,
independent of performance,

have affected the size of merit pay
increases at Agriculture, HUD and Navy. These inckuded (1) the
accuracy of the per formance standards and-ratings, (2) .
distribution of ratings within a merit pay pool; (3) composition
of a merit ‘pay pool, and (4) agency formulas for computing merit
pay increases. GAO further found. that when headguarters and
field or noncareer and career employees are included in the same

pool, employees may feel they are gompeting in an unfair

environment and that their merit pay. increases may not reflect
performance. For example, in HUD and Navy, a headquarters merit

pay employee was more likely to receive the highest rating than_

an employee in the region/field. GAO conciuded that; because of
employee concerns over the equity of merit pay, Office of '
Personnel Management (OPM) and:the agencies should strive to

reduce the effect of nonperformance factors on-pay in order to

boost employee acceptance of the merit pay system. GAO flrther
concluded that OPM’can help accomplish increased acceptance

. by reemphasizirng the need_ for. Schedule C_and career employees to

be placed in separate pools and by enforcing OPM regulations
which prohibit thé forced distribution of ratings. Gao finally
concluded that the agencies can help reduce the effect of
nonper formance factor¥ by congidering such. factors as pool size

and employee grade and responsibilities in establishing merit pay
pools. (pp. 6724, GAD Report) . sz S
The Department of Defense concurs with this finding.

FINDING B: féiféiﬁahéé,Stéhéérésgk;égéettéf; But They Still Need
Improving. GAO found that, although the guality of performance

Standards had improved stightly; Agriculture, HUD and Navy
managers were still having _problems establighing standards which
were measurable in terms of quality, quantity and timeliness and
that distinguished between performance levels. GAO noted that _
most of Navy's standards were distinguishable. GAO further found
that employees that it surveyed were generally satisfied with
several aspects of their performance standards; i.e.; they-
generally felt their standards were fair, tailored to their job,
and consistent with organizational goals.. qéofggqqiuded that the

Director, OPM, should direct agencies to take appropriate wgtion
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~that will result in performance’standards that contain quality,.

-'judge performance. (pp. 25; 26; 30; 35; GAO Report)

[ .
i . . = et

quantity and timeliness measures 4nd,distinguish between =~ = = -
performance levels. GAO further concluded that it is important - =
that agencies reemphasize the need for supervisors and : ) ‘}F—\'

contain (1) measures of quantity, quality, and timeliness, t2)
are consistent in difficulty, (3) accurateiy refiect employge, ‘
duties and (4) distinguish between performance levels. ' GAgFy ;

£l be

,,/:? s -

generally concluded that wikhout such emphasis, .standards-;

Yess likely to be fair and accurate criteria by which to .

FINDING C: Agencies Neex we Standard-Setting Procedures.
GAO_found that; although CSRA requires agencies to éncourage

employee participation during the standard-setting process, to

communicate performance standards to employees at the beginning

Jtreated fairly when standards for employees with similar jobs are

_pf each appraisal period, to take care to assure employees are

established and to have standards that reflect individual job
requirements, at the three agencies reviewed, these procedures

were not ailways followed. GAO further found that many employees

from Navy and HUD were not satisfied with the amount of
involvement they had in establishing their standards, although

.most employees at Navy (7S percent) Lelieved their supervisors

cofisidered their views when setting standards. ' GAU concluded
that the Director; OPM should direct agencies to take appropriate
action that will result in requiring, rather than encouraging,
employees to participate in the development of performance
standards; and to receive them to the extent .practicable at the
beginning of. the appraisal period. GAO further concluded that
communication of standards early ln the appraisal period can

reduce the likelihood of disagreement and requiring a review of
performance standards at the beginning of each appraisal period

by pool managers or their delegates can improve the consistency
and quality of standads. (pp: 31, 35, GAO Report)

FINDING Di,;ﬁéﬁé.EvaiﬁéEiBH And Guidance Is Neede X
System.. GAO found that OPM's efforts fo evaluate various agency
merit pay systems were limited and spgradic. GAO also found OPM

had not analyzed the cost and effectiveness of the merit

pay system and cash awdrd program nor published the results as
required by law. GAO further found that OPM guidance has not-.
ensured that all agencies~are using the cash award. program as an

integral part of merit pay. GAO con&luded that . OPM efforts to
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the law. GAO-further concluded that the new organlzatlon s o
(Office of Performance Managément) evaluation strategy is . !

99&prom1s1ng,fhowe@er, because the staff assigned to carry out the

Strategy is limited; it may exper1ence difficulty in conducting

\ ﬁthe planned rev1ews. (pp. 37, 39, 40, 41 46, GAD Report)

,47 e ' o
FINDING E: Agencies flave Identified and eorrected Some First
Yeat Frobiems. - 680 found that all three departments it reviewed
had evaluted the1r merit pay systems, gathered attitudinal data

;- from employees ‘or supervisors about merit pay, and made changes

.to their, systéms based on these evaluations. .. GAOQ further found

that Navy changed its system for the appralsal period starting
July 1982, because of problems it discovered--i.e., simplified

its appraisal forms and requ1red fewer performance reviews during

.the _year. GRO conciuded that the three departments have made

: these actions were steps in the rlght d1rectlon.v“' S '
(pp: 44, 47; GAO Répbrt) o

The Department of Defense cohncurs w1th th1s f1nd1n , but

recommends that an addltlonal change made by the Department of._

the Navy be included in pa _of the report.. This additional:
“change _should be_ added to th \11st of Navy's changes and should -
*~ be worded as follows- : . )

- ‘~.

"—-Encouraged an up-front review of standards by Performance

-Review Boar to ensure equity among merit pay members''
standards arnd{that the establxshment of standards be

timely;" T S . -

-

FINDING—E Employees Retaxn NegatIve Perceptxons of Merit Pay
~ System. . GAO found that in the three departments reviewed,
employees overall perceptlons about merit.pay remained

negative--with most __employees, 1nclud1ng top performers;_ .

believing the: system had not been; .succéssful; although. sllght

~ improvements- in Navy respondents': perceptlons were noted after
the 1982 merit pay cycle. GAO further found thatigeneraiiy : /
»employees were skeptical agout the merit pay system's Lntended

benefits and believed that performance/pro&ﬁct1v1ty and =

' motivation .had not increased under merit _pay, nor did .the

benefits justlfy the additional time to operate it.; Further that

while about one-th1rd of the empioyees supported the concept of
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merit pay,; less than 10 ﬁercent of the respondents in each

Department wanted to retaln the merit pay system as
currently 1mp1emented. GAO concluded that ‘after 1mp1ement1ng two

. appraisal and pay cycles, eMployee acceptance has shown silight
1mprovement and that such 1mprovements 1n attltude (should they

' the system if they perceive it as accurately and ob3ect1ve1y

irnkxng ratIngs ana pay to performance (pp\ 48-52 and 55, GAD Report)
: -

The Department of Defense concurs with thls flndxng.

V_A - N

Rgcggﬁgﬁggmlgnel. GAO recommended that the D1recto§;:9?@z assess

indreases’ _and develop criteria- that will m1n1mlze their poss1b1e
adverse effect. (p-. 23 GAG Report)

The Department of Defense concurs with this recommendatron.

) . . ~
7 3 ) ks

kséoﬁﬁi‘ﬁoﬁioﬁ 2. GAO recommended that the Director; OPM —

reemphasize the need for  agencies to establish separate mer it pay
pools for its career and noncareer (Schedule C) employees, so
‘that Schedule C _employees do not réceive larger merit increases

at the expense of career emloyees: (p. 23, GAO Report)
The Department of Defense concurs with this recoi;gméhdation.

RECOMMENDATION 34 GAO recommended that the Director; OPM _enforce

(p.—23; GAO Report)

' ) >
The Department of'Defense dohcurs with this recommendation.

. '”” o o ;o e ) , o
REGOHMENDAQIQNel. GAO'recommehdea that the Director,. OPM take
action to improve performance standards and the standard- setting

process by requiring pool managers or their _delegates to . review
standards at the beginningof each appraisal period. This review
should assure that, to_the maximim. extent feasible, standards

contain the desired characterlstlcs of objectrvxty and

measurability; and that they are of comparable: dlfflculty for
' similar jobs. (p 36 GAQ Report) ;

«
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RECOMMENDATION 5. GAO recommended that the Director, OPM; should
require that performance elements and standards be jointly =
established by supervisors and subordinates and be communicated
to the employees within a specified time from the beginning of

the appraisal period: (p. 36, GAO Report) .

. The Department of Défense concurs with this recommendation.
RECOMMENDATION 6. GAO recommended that the Director OPM, in

order to improve the evaluation of the merit pay system and

the administration of the cash award program; should (1) provide

adequate resources to maintain planned merit pay evalmpation
efforts, (2) publish annual reports which analyze the co$t and
effectiveness of the merit pay system anda cash award program; and
(3»*clarify the intended role of the cash award program for merit
pay empioyees and provide guidance and oversight that will ensure
that it is used as an integral part of merit pay..

(p: 47; GAD Report) : . —

The Departijnt of Defense conciurs with this recommendation. .
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7 0 : United States ;

Office of S

- S skt i ~
g‘ Personnel Management  wisshington, D.C. 20415
<
{ ’ / : in Raghy Refee To Your Reterence
(/.
Honorable Charles W. Bowsher *
Comptrolier Géneral of the United States )
United States General Accounting Office ‘
washington; D: €. 20548 S :
Dear Mr. Bowsher: ) .
. 4 N .
This 1S in response to your October draft report to the Subcommittee on
Compensation and Employee Benefits; House Committee on Post Office and.
e Civil Service, entitled "A 2-Year Appraisal of Merit. Pay in Three
Agencies." We have reviewed the report and would like to take this - -
opportunity to-commend GAO on the thorough and comprehensive manner in /

Y

which the review was. _conducted. o ) . .

The report recognizes that deveioping and Implementing an eFFective

merit pay system cannot be done in a few years. Further, the’ report

notes that compensation experts have stated that it may take 5 to 10

yedrs for a merit pay system to operate as intended. OPM agrees with.

the report's findings that there are.a number of broblems within the

existing Federal merit pay sSystem. OPM is aware of these problema and

has initiated actions to correct them.

First, OPM has established a new Office of Performance. Managément yhich .o
‘brings together urnder one director the previously ;eparate programs of-

performance appraisal, merit payjand. performance awards; including an

analysis and evaYuation responsibility. THe ifiprovement of performance

standards _and the more;g££ective use of performance-based incentive

systems in agencies is the major work of the Office of Performance

Management. The Office is -responsible for errseeing the operation of

per formance appraisai and merit pay and awards programs in agencies, for

developing policies to improve performancg;appraisal and. merit pay in -

the Federal Government;, and for directing agenicies to make changes . in

4 their systetis to. bring,them -into.compliance with OPM policies.; The .

Office provides assistance to agencies in developing and operating. their
systems, reviews and approves performance _appraisal and merit _pay plans,

and conducts reviews of agency systems; In addition, the Office

develops formal poligy (pegulations and FPM material) and advisory or

guidance documents such as model standards.

On_October 25, 1983, OPM published in_ the Federal Register a
comprehensive set of regulations dealing with performance appraisal,

merit pay, awards,'and a Performance Based Incentive System {PBISY: . .

Those regulations cIartfz_and provide greater precision to,policies

regarding critical elements,; -performance standards; summary ratings, and

’

the use of appraisal results in setting pay.and rewarding employeés.

~-The reviSions in the merit pay regulations enhance compatibiiity between

ERIC

Aruitoxt provided by Eic:
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" The new merit paﬁgrsgulations provide "parity" for merit pay .- - - fﬁ

employees. '"Parity"™ means that all merit’ pay employees rated fully
Successful  or better will receive the equivaient of the General Schedule

. within-grade increase as well as the fyll general (comparability)
‘} increase. In addition, the regulationa make performance awards a

’ mandatory part of the merit pay concept. With “parity“ being granted to
all merit pay employees; there will be only a relatively small amount ;.
left in the Merit Pay Fund for distribution based on better than fully

successful performance. In order to maintain a meaningful pay -for-
.performance system; p qrformance awards’ must be used on a regular basis
to supplement increases to basé pay as a reward for a high“level of

performance. These changes should reduce substantially the perceived

i inequities now associated with the Megit-Pay System.. -
( 20ur comments on specific coﬁcluSioﬁs and récommeﬁdﬂi'
are set forth below. P ‘

ong of the report

The report concludes that OPM should "assess the impact of pool
composition and agency formulas on;merit pay increases and develop

criteria that will M¢nlmize Eheir gdverse effects. Since the
implementation of-the Merit Pay System‘in the Federpl Government in

1980, OPM has continually reviewed and analyzed agency merit payout .

results. He are also aware of the concerns expressed by some employees S

that the agency has determined is appropriate for its pay-for .
performance philosophy. Although the statutory requirement for separate

agency merit pay funds prevents the complete elimination of variability
in merit increases among agencies, OPM has already taken several steps
to address this probled within an agency. In April of 1982, .we issued ‘a ~

memorandum through the Interagency Advisory Group (IAG). suggesting that
agencies transfer funds from one merit pay unit to another to correct

inequities in merit pay pools.that are ot warranted by performance.. As
.a follow-on to the IAG memorandum, this concept is further developed in
our recently igsued regulations on Performance Management. In

accordance with theSe regulations, agencies would be -authorized to make
adjustments in the method used to determine the funds available to each
___pool within the agency in order to (1) recognize organizational-. e .

accomplishment (2) adapt for unusual . “disfributions of performanoe
ratings; or (3) accommodate asterisked rate requirements. This change
will endble agencies to grant more uniform and appropriately sized, merit

pay Increases than at present. We intend to continue to evaluate &he

- S

impact which pool bomposition and agency formulas have on merit pay .

increéases and to develop whatever additional guldance is necessary to
assist agencies in improving their merit pay systems.

The report recommends GPM "reemphasize the need for agencies to
establish separate merit pay pools for -their career and norn-careerg .

o .

(Schedule C) merit pay employees, so. that Schedule € empioyees do Wot

_  receive larger merit increases." OPM-policy authorizes agencies to -
RN define the employée ‘composition -of their merit pay pools. We recognize - -

the problem agencies can experience in the distributioh of . their merit ]
pay funds when they have a number of non-career (§chedule C) 'employees R
in" a merit pay pool with career persornnel. Inrproviding conisultation to :

L]
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agencies on this matter OPM has recommended and will continue to

recommend that; _whenever feasible; career and non-career employees not
be included in the same.merit payppcois. However, there are

there is only one or tWo ron-gareer merit pay.. empioyees in the agency.

Therefore, we wili continue to emphasize in our technical assistance to
Ly agencies that they carefully consider the employee compositidn of their -

4 merit pay pccl particularly as it relates to inclusion of career and
non-career employees in the same merit pay pool. :

The report also. recommends that OPM ishould "enforce the regulation which
prohibits Torced distribution of rak OPM recognizes the.

importance of thiS&ruie and believes the prohibition of preestablished

rating distributions helps to ensure that employees are accurately

" appraised against the standards for their positions. Our regulations
reinforce ‘the prohibition of preestablished performance distributions
but would ‘re fduire that agencies provide for higher level management of
the perform¥ce appraisal process_in the interest of employee equity and
in order to reflect organizational-performance. Through that process, .

managers would be able to change inaccurate appraisals; but would not be

permitted to require a specific distribution that was established in
advance. Additionaiiy; through its agency assistance, evalgation, and
monitoring activities, OPM will wortk diligently to see that .this

I -

requirement is accompIished.

‘The! report concludes that the Director of OPM "require that merit pay
ﬁool managers review perfonmance standards at the beginning of the

contain the desired characteristics,of objectivity and measurability and
that they are of comparable difficulty for similar Jjobs."™ Our new

reg 1ations require that critical elements; non-critical:elements; and
performance standards shall be .in writing and shall be reviewed and

) approved by a_supervisor or manager at a higher level than the _
' appraising official. This requiremenit will provide for a ‘stronger role

for higher level managers_and supervisors_{including merit pay pool _
managers) in the appraisal process, specifically including the review of

performance. standards at the beginning of the period; not _only for the.
redsons stated but to ensiure also that they dccurately reflect the godls

L

and-missions—of-the—organization ~—Our Tregulations wiltl aisoc require -

that a supervisor or manager at a higher level than the appraising

official review and approve ratings before they are made final and
communicated tc:emplcyees; We agree that the importance of the '

performance appraisal process demands an active: role for all levels of
management .

With respect to the recommendation that OPM shou1d "require that

e '} -’ performance standards be_jointly established by supervisors and
b t subordinates," we strongly believe that employee involvement is

» Loy X gl N

fundamental to the success of the performance appraisal system. ﬁaking
it a regquirement that there be dirgect supervisor-employee communication

during the standards-setting process is an excellent idea: Our new
regulations state, "an agency shdll encourage employee participation in

establishing perfbrmance standards." (emphasis added) However we are

Yl
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gean that agencies would be required to Jointly negotiate standards with ;

employees and that management and employees must reach agreement on

their content. . It is our position that establishing performance o

" standards is an integral part of management’s right to assign work. We

suggest,; therefore; that this recommendation be changed to read,
"require that agencies encourage “employee participation in estabiishing

'performance standards:" -

N

With respect to the recommendation that OPM shouid "require that

standards be communicated to employees within a reasonable and specified
time from the beginning of the appraisal period", such a requirement

already exists in nearly all agency plans and. implementing procedures,
and our newly published regulatioms also require that agencies provide
written Performance Plans to employees at_the beginning of each.

appraisal period. We fully expect that OPM's oversight and

activities will help to ensure that this requirement is

The report recommends that OPM "prqyigefadequate7resour6es7t maintain
its planned merit pay evaluation efforts."” We concur;with/this . o
recommendation and also with GAO's comments on_the necessjty of Having a

' comprenensiv§aevaluation program. AS stated eariier, thef Office of

ERIC

Aruitoxt provided by Eic:

Perfeortiance nagement was. -established to improve upon pgrformance o
standards and to promote effective utilizZation of perfor'ance:based o
incentive philosophiés in the agencies. In’ ‘accomplishin

this mission; -
this office relies heavily upon_an analysis and éva1uat1 bn_function to.

areas of the performance award and merit pay programs. This functional
responsibilfty rests with the Analysis anid Evaluation Division of the
Office of Performance Management Ty o .

QgriEvaluation efforts were initiated dnring fiscal. year 1983 and have
been in place_for less than twelve months. Studies accomplished by the
Analysis and Evaluation pivision during the past year, while

comprehensive, were Iimited to a small start up.effort and a small
number of_ agencies. We concur with GAQ's recommeridations that

additiondl efforts mist be expanded toward the analysis and evaluation

of performance management programs if future improvements in these L
programs are to be expected. To that end we intend to significantly

increase our program evaluation efforts in the review of Government-wide

-performance-management - program~epe#ation—and—eﬁtectiveness.»<uith the - . o

help and cooperation of OPM's Agency Compliance and Evaluation Group,
(ACE) our analytical and evaluative efforts planned for FY-1984 will

focus-on: (1) a systematic review for effectiveness of performance. ™~~~

management programs being implemented and administered iA the_ agencies .
via specific agency on- site as well as Government -wide reviews. Some of o

this effort will be_handled by the nationwide network of ACE in concert
with the Office of Performance Management; (2) using available

information sources inciading this year's program results; identifying

areas where- Govérnment-wide improvements of Performance Management
Systems are needed and initiating special program studies. Some of

these studies will be narrow. in;scope .and address specific problems in &,
selected agencies. Others will be more comprehensive, Government-wide,

and focus on problems that may have policy impact; and (3) intensifying

our efforts to improve the accuracy and timeliness of existing data
bases such as the Merit Pay Management Information System to provide an
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/agency headquarters as well as regional instaliations.

agency development of self assessment procedures for performance

»management programs while stressing the relationship of performance R

management - programs to the total personnel manageient process<. While

tHe penforuﬁnce eppraiaal aystem is the basis upon which merit pay

'decisions are made, agencies are also requited to utilize the results of

the pérformance appraisal system in the other areas of the personnel

:-manag ment process;. The methods by which the performance appraisal
, results can’ "béi Iinked to the training, promoting, rewarding, =

reassigning, reducing-in-grade,vretaining and removing of employees have

not/been emphasized in the past by OPM and almost totally left to the
discretion of the individual agencies. The Analysis and Evaluation

Division of the Office of Performance Management will accompiish an in-
depth Government-wide study to determine to what extent the integration
of performance management and personnel management programs has ocourred

dnd assess the overall thoroughness and effectiveness of existing

Clinkages. This effort will involve a sampling of agencies and cover the

Y

, The report recommends that OPM "clarify the intended role or the cash

award program for merit pay employees and provide guidance to ensure

 «that. it is used as: an_integral part of merit pay."” In developing_ our
_ révised regulations, OPM determined that performance awards should - -

¥ become a ma a/gn& part of the Merit Pay System. The regulations

provide that age icies must inclide in their Performapce Management Elah,

for approvaI by pPM the Hay in which performance award funds will be
distributed_and the amount to be funded by the agency for such

purposes. OPM will specify the minimum funding level for merit pay

performance awards.

In response to the recommendation in the report that OPM "publish annual

reports whioh analyze the oost and. effectiveness or -the Merit Pay System

is spent in; the Merit Pay Program for GM. employees'than would
have Been spent under the General Schedule.i Wé have pay data

_resident in our Merit Pay Managgment Information System (MPMIS)
'to track this. AlsoL since the amount that would have been paid

increases, and the non-automatic portions of comparability
increases are put into a-pool fior distribution the total amOunt
distributed is the same as it would have been under a GS system,
although the speciric amounts paid to each employee vary by

per formance rating. ‘Our “Merit Pay Statistical Report shows low

agencies actuaiiy do their payouts. and also contaipns selected
data on how the Merit Pay Program is ‘working, but there is no
need to address total cost of- the payouts since it ‘is keyed to
the total. costs that would have occurred under the General ‘
Schedule. o :
o ) L e
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el L - . ) R e ,

b) Both OPM Central and Regional-offices are currently involved in

performing the following Studies to determine how effect:vely the

Merit Pay Program is achieving the objectives of the Civil
Service Reform Act - -

tionship of pay and perrormgnoe awards to performance

ratings; it dlso serves Jointly as a reporting mechanism to

central management agencies. and also a3 a source of feedback
for operating agencies. i.. :

There are three’ other studies being performed by our Program o
Evaluation Branch, which includé surveys and document

searches performed nationwide by OPM Central and Regional
office personnel and are due to produce results by the end,

of the calerdar year.

) 1_recommendation., We have plans for several other more directed studies
’ to determine how well Merit Pay and Performance Appraisal programs have

been working Since the passage of the Civii Service Reform Act.

Thank- you _ for this opportunity to respond to and comment on the proposed

report. We believe that our new regulatory initiatives relative to

per formance management will result in better management of the Federal
Government's work force.

. Sincerely<¥ours,

C_

&;‘1——4\‘\&\
Donaid J: Devine —
Director .
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