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W
ell, no one could say that it was dull, thought Dr. Jeff Foreman as he left the
dean’s June 10 meeting of the department chairs. Who could complain
when there is actually merit money for pay raises? But then there was the


question of how the raises would be allocated. The group had talked about handling
salary increases differently this year, giving fewer people more money rather than dis-
tributing pay increases to more faculty members as had been the case in recent years.
Most of the  department chairs had offered their opinions, at least preliminary ones,
about changing the system. But Foreman thought this was something that the chairs
needed to carefully consider because so many factors were involved. They didn’t have
much time because the dean wanted the chairs’ recommendations within the next 48
hours. 


BACKGROUND


Jeff Foreman was professor and chair of the Marketing Department at Carroll State
University, a large school in the Southeast. The Marketing Department was one of five
departments in the College of Business and consisted of thirteen faculty members who
taught courses in marketing, advertising, sales, and marketing research. The college
offered both undergraduate and graduate degree programs. 


Like many state universities in recent years, Carroll State had received only modest
funding increases from the state to support its academic programs. The state had been
addressing priorities other than higher education, such as K–12 education, health care
programs, expansion of the prison system, and highway construction. Enrollment at the
university level had been generally stable although the College of Business enrollment
had declined about ten percent in the last five years. The percentage of state funding for
the university budget had been declining in recent years, having dropped to about 33
percent of the budget from over 40 percent only five years ago. The options for offset-
ting the reduction in state funding were two: tuition increases for students, for which
there now was considerable resistance, and increased private contributions. At the uni-
versity level, a further challenge to the administration was the accumulated deferred
maintenance on buildings and facilities that now demanded attention. 


Although the budget picture was challenging, the university had provided small pay
raises nearly each year for faculty and staff. Some increases were “across the board”
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(ATB) while others were designated as “merit” increases. Foreman recalled the good old
days when the university provided substantial merit pay raises regularly. He remembered
several years when the merit pay pool was from six to nine percent, with a few faculty
members receiving percentage raises of 20 percent. But, he thought, that was then and
this is now. In the last three years, annual pay raises had been in the two to four percent
range, with about half applied ATB and half based on merit. Faculty salaries had not
kept pace with the cost of living during that period, a continuing source of dissatisfac-
tion among the faculty. Many complained that they were “behind the market” with
their salaries compressed (or even inverted) relative to new faculty members hired into
their departments. In response to the demands of the marketplace, Carroll State, like
many other schools, often paid higher salaries for new hires than experienced faculty
members were earning. 


Unlike faculties at some schools, professors at Carroll State were not represented by
a faculty union, thus no collective bargaining agreement governed faculty workloads,
compensation, and other terms and conditions of employment. When merit money was
available, there typically were sizable variations in the pay increases that faculty mem-
bers received, related to their individual performance evaluations.   


The compensation problem had become particularly acute as the university, and the
College of Business, had lost several productive faculty members who took positions at
other schools for significantly higher compensation. In a few cases, the university
responded to the competitive offers of other universities for its mobile professors and
successfully retained them by making extraordinary salary adjustments. Although this
was beneficial in maintaining services of certain faculty members, it exacted a cost in the
morale of others who felt their work was not properly valued and appreciated. Because
of the state’s “open records” law, employee salaries and pay raises could not be kept con-
fidential. And as open positions remained unfilled generating demands for higher teach-
ing loads for the remaining faculty, the dissatisfaction increased.  


FACULTY EVALUATION AND SALARY INCREASE PROGRAMS


Faculty members at Carroll State University were evaluated in the spring of each year by
their department chairs. Each faculty member submitted a portfolio that summarized
his/her efforts and accomplishments for the year (papers published, teaching innova-
tions, student ratings of instructor performance, course syllabi, grants received, docu-
mentation of program development and service activities, etc.), and the respective
department chair assessed the level of their contributions in each of these seven cate-
gories: 


1. Instruction
2. Dissertation/Thesis Committee Assignments
3. Advising
4. Research and Scholarly Activities
5. Academic Administration 
6. Public and Professional Service
7. University Service


The combination of assignments in each of the categories above was determined
early in the fall in a meeting of Professor Foreman with each faculty member in the
Marketing Department. The objective of this session was to reach a mutual agreement
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on the faculty member’s assigned responsibilities for the year and the expected out-
comes. Not all faculty members had assigned responsibilities in each of the above cate-
gories, and there were variations of duties within the Marketing Department.  


The negotiated load of one faculty member might involve teaching only two courses
per semester and spending much of his/her time conducting research with the objective
of publishing research results in scholarly journals, along with mentoring doctoral stu-
dents. Another faculty member’s load might involve teaching three courses per semes-
ter, advising MBA students, and sponsoring the student marketing club. And yet anoth-
er faculty member would be focused almost entirely on undergraduate teaching, with a
four course load per semester and several committee assignments within the depart-
ment. To the extent possible, Foreman attempted to work with the faculty members to
enable them to pursue their personal professional strengths and interests while at the
same time meeting his obligation to fulfill the teaching, research, and service responsi-
bilities of the department. 


For most professors, the major responsibilities were in the categories of instruction
and research and scholarly activities; thus these factors were heavily weighed and were-
highly influential in their annual performance evaluation ratings. These factors typical-
ly accounted for about 70 to 85 percent of one’s assigned responsibilities and therefore
had a corresponding impact on their evaluation. 


In each category, the chair assigned one of five ratings to the professor’s performance: 


• Excellent
• Very Good
• Good
• Improvement Needed
• Failure to Meet Responsibilities


The overall evaluation consisted of a weighted average of one’s performance in the seven
categories of activity totaling 100 percent. Thus, if one received 75 percent “Excellent”
ratings and 25 percent “Very Good,” the overall rating would fall into the “Excellent”
category. 


Since Carroll State had become a research-oriented university over the last twenty
years, with rare exception faculty members who were strong publishers received the top
ratings and thus, the top pay raises. From a faculty retention standpoint, this made sense
because professors with strong publication records were those likely to be sought by
other research universities which offered higher salaries. 


The evaluation of a faculty member’s performance is complex, multi-faceted, and
controversial. The system used in the College had been developed by a University-level
faculty committee and provided for use of multiple measures of performance in each of
the broad areas of teaching, research, and service. After the department chair had com-
pleted his/her evaluations of faculty performance, the chair met with the faculty mem-
ber to review and discuss the evaluation. Although not all faculty members liked the
evaluation system and each year there were several appeals of department chair evalua-
tions to the Dean, the performance appraisal system had gained general acceptance by
the faculty. 


Until four years ago, when the present merit pay system was introduced, the guide-
lines for merit pay programs at Carroll State varied significantly from year to year. In one
year, for example, the guidelines mandated that all faculty members who received a Very
Good or Excellent evaluation had to get a certain percentage increase, and everyone who
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got a Good had to receive some merit pay. In another year, the rules gave the department
chair and Dean wide latitude to use funds for salary compression (to provide increases
for those whose pay was sharply below others with the same academic rank). Still
another year, the guidelines emphasized rewarding faculty who were perceived to have
the greatest mobility and most likely to leave the university.  


However, following a study by the provost’s office of the use of merit pay, the provost
introduced the present performance-based system that he believed would promote the
university mission to rise in academic stature by seeking excellence in teaching, research,
and service. In particular, he wanted to provide greater financial incentives for those fac-
ulty members who worked to achieve excellence in their professional activities. The pro-
gram that emerged from this analysis had the following key elements:


1. Based on their performance ratings, the faculty would be divided into three groups,
the top third, a middle third, and a bottom third.


2. The salary increase pool would be divided into two parts, one with two-thirds of the
pool and the other with one-third of the pool.


3. Faculty members in the top third of the evaluations would receive two-thirds of the
salary increase pool.


4. Faculty members in the middle third of the evaluations would receive one-third of
the salary increase pool. 


5. Faculty members in the bottom third of the evaluations would receive no merit
funds. 


The transition to this program had generated much more faculty interest in the
accuracy of evaluations since they had a significant impact on one’s pay. Anyone in the
lower third of evaluations would receive no merit pay and would be dependent upon
across-the-board raises for any increase in salary. Prior to this, the tradition had been
that almost everyone got some merit pay that went into their base salary, albeit some-
times a small amount. 


THE NEW PROPOSAL


Early in the spring, Foreman had heard about the possibility of a new pay plan at a
meeting of the department chairs and deans with the provost. He recalled the provost’s
exhortation to the group that they really needed to look carefully at the merit pay pro-
gram and consider whether it was doing what we needed it to do. In his remarks, he
cited several points:


• University funding for salaries was always limited and was not likely to change.
• The university needed to retain its most productive and valuable faculty members.
• Stronger incentives should be provided for outstanding faculty members who con-


tribute the most to moving the university toward its goals.


Foreman was looking forward to the scheduled discussion on the issue at the June
10 chairs’ meeting with Dr. Fred Simon, dean of the College of Business. At the  meet-
ing, Dean Simon confirmed that there would be merit pay this year, in addition to the
two-percent ATB increase (effective July 1) that had been announced to the faculty in
April. The merit pay would be four percent, on average, and would become effective the
next January. Foreman and his colleagues were pleased to get this news officially, con-
firming the grapevine information that had been circulating. Simon reviewed the expe-
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rience of recent years with the merit pay plan based on the distribution of raise money
into the three categories of faculty performance ratings. He said that it helped to reward
the high producers, but that this approach might not “do enough” for them.   


The dean then made the suggestion that the ccollege follow through on the provost’s
request to become “more aggressive” in the use of merit pay, emphasizing the provost’s
point that the college needed to retain its high-performing faculty. He proposed to the
group a plan that the deans discussed at their last meeting with the provost. Rather than
provide merit-pay increases to two-thirds of the faculty based on their performance rat-
ings, this approach would use the merit pool to reward the top 20 to 25 percent of the
faculty who scored highest in each department, a major policy change for handling
salary increases in the college.  


The proposal provoked immediate and diverse reactions from the department
chairs, some of which were rather emotional: 


Nancy Alton, chair of the General Business Department, thought it was a terrible
idea: 


I think it would cause major morale problems if we just give the raise money to the top
20 percent. Why, in my department that would mean only three or four people would
get merit raises! I have faculty members who are good, productive contributors who
would be very upset with this arrangement, and I can’t say I would blame them.


Lawrence Dollinger, the Finance Department chair, took a different view: 


Look, we don’t get merit money every year, and we need to use it to the best  advantage
when we can. I have a few faculty members who consistently publish their research in
the top journals, and they are very mobile. Their services are in demand. I don’t think I
can keep them here unless I can give them significant increases. And, like the rest of you,
some of my high producers are making less than the more recent hires. Giving everybody
about the same pay raises won’t help us keep the strong contributors, especially the stars. 


The chair of the Management Department, Kevin Morgan, took more of a middle
ground:  


I think we might be better off staying with what we have. I see the need to incentivize
the faculty to produce, but this could have a huge impact on faculty morale. Think of it,
here is someone who is rated “very good,” but yet he doesn’t get a merit raise since he is
crowded out by the top few in the department. This is especially problematic since the
across the board raises have been less than the cost of living increases. It doesn’t seem fair
to do it this way.


In response to Morgan, Dollinger weighed in again:


Kevin, now look, a “fair” is where they judge cows, knitting, and homemade pickles.
We’ve got to live in the real world, and the top faculty members have to be rewarded to
keep them. And remember, when we have across the board raises, everybody gets them
regardless of their record of performance. So we’re a little bit socialist already! 


Randy Foster, chair of the Economics Department, thought the proposed plan did
have some safeguards in that the college used a three-year average of performance rat-
ings for merit increases:


Well, your top producers over a three-year period are the ones who ought to get rewarded.
Our system adjusts somewhat for the year-to-year variations in one’s ratings, say, if some-
one has a bad year or a “dry spell” and doesn’t get anything published. I think this idea
deserves a good look because it’s the high producers that will put us on the map.   
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And the discussion continued. Having heard from the other department chairs,
Dean Simon asked Professor Foreman what he thought. Foreman winced and a
moment later began to speak: 


Fred, I’m not sure how I feel about this. I really want to look at how this actually impacts
faculty salaries with real data and consider the implications. If we move to something like
this, what will be its effect over the years compared to the “system of thirds” that we’ve
been using? How much grief would we get from the faculty?     


Following more conversation, Simon concluded the discussion and told the chairs
that he wanted their recommendations—along with their justifications—by the day
after tomorrow. Then, after he had reviewed them, they would meet again and the col-
lege would either stay with what it has currently or implement the more aggressive merit
pay plan. The meeting adjourned.


DETERMINING THE BETTER PLAN


When Foreman got back to his office he pulled the faculty performance evaluations for
the last three years from the files as well as the current salary roster for his department
and began to study them. The department had a diverse group of faculty in different
specializations, including instructors who typically had master’s degrees and the assis-
tant, associate, and full professors who held doctoral degrees. He grimaced as he noted
the pay inconsistencies among faculty members in the department. These included cases
of pay compression, and even pay inversion, as some assistant professors had higher
salaries than faculty members with higher ranks (associates and full professors).2 But, he
thought, that is a problem for another day.  


In the next forty-eight hours, he needed to come up with a recommendation on the
two merit pay options and defend it. He began to put together a worksheet that com-
bined this data with the information from the faculty roster (see Exhibit 1). He entered
the salaries of his faculty, including the 2 percent ATB raise to be paid beginning in July.
He also entered the performance evaluation ratings for each faculty member for the pre-
vious two years (Eval #1 and Eval #2) and the current year (Eval #3), since the college
used the average rating of the last three years (or fewer for recently added faculty) as the
basis for awarding merit pay. The college committee which developed the system had rec-
ommended the three-year average as a way of moderating year-to-year swings in ratings.  


As he studied the data on the worksheet, he referred to the notes he had made from
the meeting. He knew this was going to be a challenge.  He was thinking about the phi-
losophy underlying this approach to compensation and the implications of rewarding
only the top performers; but he also wanted to look at the impact of the proposed
change to see how it would affect his department faculty. What would it mean motiva-
tionally and what would it do to salary differentials? What was the best way to connect
the merit pay philosophy and theory with the practical realities of this situation?   


NOTES


1. The proper names in the case have been disguised. This case study was prepared as
the basis for class discussion rather than to illustrate either an effective or ineffective
handling of an administrative situation. The author thanks the editor of the Case
Research Journal and three anonymous reviewers for their valuable comments and
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suggestions to improve the case. An earlier version of the case was presented at the
annual meeting of the Southeast Case Research Association (SECRA), February
2007, Myrtle Beach, SC. 


2. Academic rank is based on a faculty member’s academic credentials and professional
accomplishments. The faculty ranks in ascending order are: instructor, assistant pro-
fessor, associate professor, and professor. Faculty salaries that are inconsistent with
one’s rank within a department have become a common occurrence and can present
a significant human resource problem. The major factor causing pay compression is
that pay adjustments of existing faculty members have not kept pace with those of
newly hired faculty members. Over time, this leads to reduction, elimination, or
even inversion of pay differentials between experienced faculty members of higher
academic rank and newer faculty members who hold junior rank.  
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Exhibit 1 Professor Foreman’s Worksheet for 
Department of Marketing Faculty 


Name Rank Salary Eval #1 Eval #2 Eval #3 


Radhika Bose Assistant 104,496 Very good Excellent Excellent


Jack Carr Professor 132,665 Very good Very good Excellent


Monica Chu Associate 110,114 Very good Excellent Very good


Janice Deitz Instructor 48,825 Good Good Good


Brian Fisher Assistant 103,798 N/A Excellent Excellent


Carla Hertz Associate 82,744 Good Very good Good


Paul Jackson Associate 77,015 Very good Very good Very good


Fred Northern Associate 71,566 Very good Very good Very good


Alex Phillips Instructor 48,741 Very good Good Good


Joan Randall Professor 125,869 Very good Excellent Excellent


Ken Mehra Professor 97,110 Very good Excellent Very good


John Young Professor 102,034 Excellent Very good Excellent


Brent Warder Associate 89,975 Excellent Very good Good
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