President Petersen last summer chose to reward previous faculty performance by dividing – asking the legislature for “flexibility” -- the 3% raise pool. Presumably this division will remain in place as an incentive for future merit level performance at UT institutions. No one should question the wisdom of rewarding the best among us. Academics are a competitive, individualistic bunch: we did not get our degrees, initial employment, promotion, and tenure through group effort. But there are negative consequences for rewarding merit from a common pool, not just for “average” but hardworking faculty, but for the health and integrity of the university as well.

The UT plan is a merit pay plan in its most destructive form, set up as a competition, where the point is to best one’s colleagues. Alfie Kohn, in Education Week (September 17, 2003), cites a similar plan for teachers in Norristown, Pa., that was unanimously opposed by teachers and ultimately abandoned: “Even those teachers likely to receive a bonus realized that everyone loses—especially the students—when educators are set against one another in a race for artificially scarce rewards.” A 3% increase this year was not much, given inflation running at about 4%, but dividing for merit made it even less (1.5%) for many faculty who earned “meets expectations for rank.”
Kohn also mentions a Northeastern college where intrinsic motivation (remember, we don’t do it for the money) declined as a direct result of merit pay for some of the school’s “most valued employees—those who were highly motivated intrinsically before the program was implemented.” The more the plan raised faculty extrinsic motivation by getting them to see how their performance would affect their salaries, the less pleasure they came to take in their work. 
Faculty become resentful and demoralized when they don’t get the bonus they expect. We might see a lot more contention between faculty and heads that will have to be resolved at the Dean’s level or higher now that real money is involved. Granted, this year it did not amount to much, but added to base over the years even a modest reward will be compounded. Therefore it becomes important for faculty to argue for merit even if the current year reward is modest. Kohn concludes that the best formula for compensation is this: pay people well (most UT campuses are at 92% of peers determined by THEC), pay them fairly, and then do everything possible to help them forget about money. 

Our first priority as an institution should be to ensure UT faculty are paid well, treated with respect, provided with the resources needed to help students learn, and given adequate funding for the research that will increasingly be the measure of performance. As Denise Tanguay argues (“Inefficient Efficiency: A Critique of Merit Pay,” in Steal This University, 2003) “effective merit pay works only when there are fair base salaries in place.” After looking at merit administration problems at the California State University System, Fairfield University, and Rutgers, Tanguay concludes, “…there is very little evidence that the system can be implemented within most colleges or universities with fairness and positive outcomes for the institution.”
It has been said that merit pay systems are common in the “real” world of business, but despite their popularity, they can be dysfunctional. Professor of Organizational Behavior at the Stanford Graduate School of Business, Jeffrey Pfeffer, points this out in an article, in the Harvard Business Review (May-June 1998, pp. 109-120) about “myths” about merit pay, using real world examples.

A common theory, apparently supported by President Petersen, is that if pay is not contingent on performance, faculty will not devote full effort to their multifaceted job (teaching, research, service). Pfeffer writes:

“If we believe people will work hard only if specifically rewarded for doing so, we will provide contingent rewards and thereby condition people to work only when they are rewarded. If we expect people to be untrustworthy, we will closely monitor and control them and by doing so will signal that they can’t be trusted—an expectation that they will most likely confirm for us.
In the real world, apparently teamwork counts; maybe that that is why we have academic departments and colleges with collective missions and goals instead of autonomous individuals each competing for attention and compensation. 
Pfeffer gives examples from business that might have scary implications for us:
Sears was forced to eliminate a commission system at its automobile repair stores in California when officials found widespread evidence of consumer fraud. Employees, anxious to meet quotas and earn commissions on repair sales, were selling unneeded services to unsuspecting customers. Similarly, in 1992, the Wall Street Journal reported that Highland Superstores, an electronics and appliance retailer, eliminated commissions because they had encouraged such aggressive behavior on the part of salespeople that customers were alienated.
 Could our reward system be as dysfunctional in regards to students? In that it is easier to have objective “metrics” for research, I can envision teaching students given less attention by the university.
For example, competing from a fixed pool discourages faculty from sharing best practices and mentoring each other: the worse my competitors (formerly colleagues) do, the better I look. Heads and Deans will spend much more time on conflict resolution. Zero sum pay plans set off internal competition that makes learning from others, team work, and cross-functional cooperation (service) more difficult.
Merit pay encourages short-term performance over perhaps more meaningful long-term research. It also might lead some to believe that pay is not based on performance, but on the ability to have an ingratiating personality and the “right” relationship with the boss.

While I support President Petersen’s goal of keeping our best faculty from moving to other universities, I think without adequate across the board compensation we will continue to lose our most promising young and even mid-career faculty. Merit pay will not ensure attracting and retaining good faculty: if they came for the money, they will leave for the money. Although not a faculty member, we saw this revolving door at UTC with a former highly compensated basketball coach, Lexans not withstanding.
Face it, even academics are capitalists at heart, or at least we are when we try to pay our graduate school bills, mortgages, tuition for our own kids, or save for a decent retirement. Pay signals who and what is valued in an organization and determines its culture. Talk about the value of faculty and teaching our students, accompanied by allocating resources to areas other than academic instruction, is easily seen as institutional hypocrisy and breeds cynicism and distrust.

Herbert Simon, a Nobel-prize-winning economist, has noted that people in organizations are interdependent, and therefore organizational results are the consequence of collective behavior and performance. If you could reliably and easily measure and reward individual contributions, you probably would not need an organization at all as everyone would enter markets solely as individuals. Medieval universities were structured along these lines.

Today, however, the culture of a shared common fate is important if a university wants to create a sense of teamwork, and create a workplace with good morale, or as Pfeffer says, an enjoyable work environment. He mentions AES, the Men’s Wearhouse, SAS, and Southwest as companies where one of the core values at each company is fun and work is not a four letter word.

Talking about teamwork and cooperation and then dividing the pool to reward on an individual basis signals what the organization believes is actually important—individual behavior and performance. Talking about the importance of all people in the organization and then paying some more at the expense of the rest (it is a zero sum game) sends a false  message. But if it has to be done, then it must be clear from the start what the rules of the game are and what the rewards will be if it is a true incentive program and not a way to cut costs.
Larry Beers, in a recent report on incentive pay trends published in Association Management (September 2003, p. 20) notes that “nonprofit organizations have begun shifting to more formalized incentive plans, incorporating measures of specific performance targets to be achieved by staff at all levels. These targets are being established before, or near, the beginning of the fiscal year and potential payout levels are being tied to specific results.” He offers some guidelines to determine if this is appropriate, and these are questions that the university, at all levels of administration, should consider carefully before we proceed further:  

1. Can we define behaviors that will demonstrably advance our academic mission? 

2. How easily can those behaviors be measured? What pre-determined criteria will be used and will they  be consistent? 

3. Do incentives conflict with the stated mission? 

4. Can we articulate a rationale and steady funding for incentive pay that everyone will support? 

5. Are resources available and in  place to support an incentive plan? 

At least one thing is clear: UT does not currently have the resources to bring faculty up to peer or CUPA average salaries; it does not make sense to reward our best, deserving as they are, until we attain average levels of pay and COLA goals. 

