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Previous research indicates that skill-based pay systems can fail if procedural justice is low. The current
study demonstrates that increased desire to leave can also occur. Using confirmatory factor analysis,
perceptions of the motivating effect of SBP and ratings of fairness were found to be related to intent to

leave.

Recent research in the area of compensation
has emphasized the growing popularity of
skill-based pay (SBP) systems. In SBP
systems, employees are paid a bonus as a
reward for acquiring skills useful to the
organization (Ledford, 1995). Despite the
fact that this type of compensation is being
used more frequently in organizations,
research related to this topic in the field of
industrial/organizational psychology is
lacking.

Literature regarding SBP systems
has consistently emphasized the positive
outcomes that follow its implementation. In
a recent paper Lee, Law, & Bobko (1999)
indicated that implementation of SBP
systems is associated with increased
organizational flexibility, employee
productivity, and employee satisfaction in
addition to decreased absenteeism and
turnover. However, as Lee et al. (1999)

point out, there has been little exploration of
the conditions that are associated with the
occurrence of these outcomes.

One condition proposed by Lee et al.
(1999) is the perception of procedural justice
relating to the SBP plan. The procedural
justice literature suggests that if the
procedures relating to a system are
perceived as unfair, the system will fail to
work. Levanthal's (1976) first three rules of
procedural justice state that (1) decisions
must be based on accurate information, (2)
allocation procedures should be consistent
over time and across people, and (3) all
decisions must be correctable. These
conditions clearly relate to SBP. Lee et al.
(1999) found that when procedural justice
attributions were low, the system failed to
achieve the outcomes of increased
satisfaction or flexibility. The current study
attempts to expand upon this finding by
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exploring the relationship between
procedural justice attributions and intent to
leave the organization. Another goal of this
study is to determine if such attributions are
separate from evaluations of the motivating
effect of the plan.
The following research questions were
examined:
Research Question 1: Are attitudes
toward SBP unified, or split into
several distinct factors?
Research Question 2: What is the
relationship between attitudes toward
SBP and intentions to leave?

Method
Participants

The participants in this study were
899 members of a large military
organization. All members of this
organization were invited to participate.

Procedure

Web-based surveys were
administered during July and August of
2004. Participants were sent email
notification and instructed to visit a link on a
centralized website.

In addition to demographic questions
and several sections regarding their training,
participants were asked about their attitudes
toward SBP. Items relating to motivation
and fairness were included, as well as items
addressing the respondent’s intent to leave
the military. These attitude items were the
basis of the analysis.

Results
A three-factor structure was tested using

confirmatory factor analysis. Although the
chi-square goodness of fit test was

significant [X?(24, N = 331) = 95.3, p < .01],
the fit of the model was adequate. The fit
indices met the requirements specified by
Hatcher (1996) (NFI = .954, CFI = .965,
RFI =.914, and RMSEA = .058). Table 1
contains the standardized factor loadings for
each variable in the model. Factor
correlations show a strong negative
relationship between procedural justice
attributions and intent to leave (r =-.39, p <
.01). However, the relationship between
motivation and intent to leave was not in the
expected direction (r = .16, p < .01).

Discussion

This study demonstrates that
implementing a SBP system should not be
seen as a simple solution for organizations
seeking to improve flexibility and decrease
turnover. Lee et al. (1999) previously
demonstrated that unfair compensation
systems do not achieve the desired outcomes
of flexibility and increased skills. This study
demonstrates that low procedural justice
attributions may not only result in the
inability to achieve desired outcomes, but
also be related to increased turnover as
organizational members become frustrated
at the perceived unfairness of the system.
Additionally, it was shown that focusing on
improving the reward features of the system
may not be sufficient. Employees may agree
that the system is motivating, but still
believe that it is unfair.

The current study is limited in that it
measured only the respondent’s intention to
leave, rather than actual turnover rates.
Additionally, the nature of the survey leaves
the results susceptible to common method
bias. This study is an initial step in
developing an understanding of the
relationship between skill-based pay
procedures and organizational outcomes.
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Table 1. Standardized Factor Loadings

Factors
Items (summarized) Procedural
Motivation Justice Intent to Leave

SBP motivates me to acquire skills. .93
SBP motivates me to maintain skills. 91
I am motivated to succeed because of

62
SBP.
SBP procedures are fair. .82
SBP procedures are straightforward. .70
The amount of my SBP reflects my

.60

effort.

| will leave the organization if | cannot

. .96
get training | need.

I have considered leaving the 57
organization. '

| intend to leave if requirements are 41

increased.
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