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THE Guide 
 
How to Determine the Right Compensation? 
 

1) Review your salary scale (which is benchmarked to market). 
2) Use the below matrix to see how many characteristics a role and candidate has that 

align to the different market placement. 
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3) Compare the salary you get to, and see if you can justify this salary relative to 
others in the organization based on the below matrix.  

 
Ultimate test is whether you could explain why each person is paid a specific amount if 
everyone knew each other’s compensation. When making a compensation change, review 
entire portfolio compensations and see you have any difficulties explaining the new salary, or 
if it requires .  
 
What does “at market” mean?  
 
Educate! aims to compensate at market rate for its positions. Simply put, market is market 
pay rates for people doing similar work in similar industries in the same geography. More 
comprehensively, it is aggregate average compensation for a similar role with similar 
responsibilities at a similar annual budget and ethical organization in a similar location for 
a person with similar qualification, understanding there will never be a perfect comparison.  
 
The market value for somebody is the #1 driver of their compensation. However, other 
things may lead to minor adjustments up or down (with market pay taking priority) which 
include: 

- Internal equity – would paying market hurt internal equity? And should we also 
consider adjusting the existing employees involved if we deem their pay to be below 
market? 

- Higher paying but different previous role, or an above market payer – in both 
instances, the employee would need to accept either that 1) the current role pays 
differently at market, or 2) we are not an above market payer. However, we can take 
small, symbolic steps to meet the person where they are to the extent it does not 
damage internal equity.  

- Strong institutional knowledge – we can adjust upwards compensation of people who 
have strong institutional knowledge that we highly value, but that may not be 
valuable in the market, to recognize the internal value even though it may not be 
recognized on the market.  

 
How is the salary scale determined? 
 
Salary scale is directly informed by market surveys. As a rough approximation, the bottom 
of a scale will be at the 25% mark, middle will be the 50% mark, and the top will be in the 
75% mark.  This is also informed by the profile of the types of people we hire for a specific 
range, and their value in the market, as well as other factors.  
 
What does it mean to be an above-market payer? 
 
This would mean that your midline salaries (for people in the middle of salary scales) are at 
the high end of the market (e.g. 75%). So an average employee with average level of 
experience and qualifications would make at the 75% range, rather than the 50% range. 
This does NOT mean that we cannot pay an employee at the 75% range – just that this 
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would be an employee at the top end of the range.  
 
 
What drives salary levels and increases? 
 
Salary levels are set based on market (as defined above) when the first employee enters in a 
role (e.g. first PC in a country). Afterwards, this employees salary becomes the norm for 
others doing the same role. Please note the importance of designing your norms 
appropriately and for scale from the beginning. Over time, norms get formed for 
different roles and levels. When norms don’t exist, be conscious that you are setting the 
norms for different levels (e.g. third year PO) and please identify key norms in a section at 
the bottom of your salary scales.  
 
Employees can have their salaries increased for two reasons: 1) an increase due to a 
combination of time in role and performance, and 2) promotions. Promotions, which should 
be purely performance based, should be a bigger driver of increases (i.e. those amounts 
should be bigger). When determining promotions, please use the Educate! promotion 
checklist to ensure performance drives the decision. 
 
When making increases based on contract renegotiations and not promotions, Educate!’s 
approach has been: 

1) For Officer roles and below, and for Coordinator roles where there are multiple 
people in the same role: Levels are set and based on tenure/position. Performance 
increases are only achieved through promotions.  

2) Individual Coordinators and above: General levels are set (e.g. First year manager, 
third year manager) and additional variations may be added due to performance. 
Performance increase amount is based currently on norms (e.g. 200k for higher 
performance) rather than set formula. This may change in the future.  

 
When somebody comes to you saying they should make more money, what do you 
use to justify their compensation placement? 
 
- Salary survey and/or data from hiring processes 
- Salary range matrix characteristics 
- Internal equity considerations 
 
Additionally, prepare yourself for the conversation. Answering requires that the leader is in 
the right frame of mind. A few tips: 
-          Ask for more time if necessary. Focus on listening. Resist the urge to answer right 
away and maintain agreeable body expressions. Try not to overly validate or object to what 
the person is saying until you are ready to respond, otherwise your body language will send 
messages you may not intend to. Just listen objectively.  
-          Be curious, ask the employee to tell you more and take notes. 
-          It is common for employees to approach their managers for a pay raise. It is not an 
affront to you or E!, so watch emotional responses and clear your mind, so as to respond 
from a balanced, centered place. The employee has given you an opportunity to state why 
they are important and explain our compensation philosophy and why it’s fair. Another way 
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to frame it to your mind is that this individual is giving you a chance to retain him or her 
rather than sending out applications. This does not mean you are giving them more money 
but they are giving you a chance to explain their value and how it’s reflected in the 
compensation philosophy 
-          Read hints, some people may not be as bold to ask for a pay rise directly 
(https://hbr.org/2003/10/nice-girls-dont-ask: an interesting albeit dated study). 
- 
 
Research Summary 

• Pay is a crucial component of engagement because it’s not just a number; it’s an 
emotional measure reflecting how valued an employee feels by their 
employer. And it turns out, how people feel about their deal plays a huge role in 
how engaged they are in their work. 

o 25 percent of employees say fair compensation is the single most important 
thing they want from their organization.  

• If perception is reality, the challenge is to foster an environment in which 
employees perceive that they are paid fairly 

• Compensation programs anchored firmly to the external market are 
immediately credible from a fairness perspective 

• The association between salary and job satisfaction is very weak 
• People’s satisfaction with their salary is mostly independent of their actual 

salary. 
• How employees feel about compensation matters just as much as what 

they’re actually being paid 
• Other than its functional exchange value, pay is a psychological symbol, and 

the meaning of money is largely subjective.  
• If companies want to motivate their workforce, they need to understand what their 

employees really value — and the answer is bound to differ for each 
individual. Research shows that different values are differentially linked to 
engagement. 

• No one is ever happy with compensation, and compensation has never 
made anyone happy 

• Your goal should be to get compensation off the table so employees don’t think 
about it except maybe once a year or two. 

• People always find out what everyone else is making. Never build a 
compensation system that assumes people won’t know what their peers 
and teammates are making. They always find out. 

• You need to be able to explain (and defend) everything through a logical 
set of guidelines. 

• ''One of the worst things you can do with compensation is change your 
message." 

• One of the best things you can do with new hires is not negotiate. If you negotiate, 
you're primarily rewarding people who are good at negotiating. 

• Make salary and equity as formulaic as possible so it's easy to explain to 
folks you’re trying to hire 
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• Review compensation on a formal basis in a set time period (one year, two years, 
etc…) for the following reasons: 

o The moment you break this system - even if someone has a higher offer from 
another company-you undermine yourself and teach people that all they need 
to do to get more money or stock is to ask for it or get another offer. Don't do 
it." 

• Do performance evaluations separately Compensation should be linked to 
performance, but discuss the two topics separately. 

• Prepare for the conversation Rookie managers often make the mistake of 
walking into these conversations without a plan. 

• Communicate their value In most cases, this conversation is an opportunity to 
tell employees how important they are to the organization 

• Provide context When employees are disappointed by their raise or bonus, it’s 
often because they lack information 

• People are often wrong about how much they’re paid compared to the 
going market rate. Perceptions about pay don’t always reflect reality, even if 
employers are paying the same — or more — than similar companies. In fact, a 
whopping two-thirds of people who are being paid the market rate believe 
they’re actually underpaid, representing a huge discrepancy. 

• Perceptions about pay play a significant role in an employee’s desire to leave your 
company. 

• Transparent conversations about money can actually mitigate low pay. So, 
if an employer pays lower than the market average for a position, but 
communicates clearly about the reasons for the smaller paycheck, 82% of 
employees we surveyed still felt satisfied with their work. 

• Women are more likely to believe they are underpaid. Open communication around 
pay is hence even more crucial to ensure employee satisfaction for women that hold 
key positions in their workforce. 

• Employees who suddenly discover they are “underpaid” become more 
dissatisfied with their employer and more likely to depart.  

• When an employee asks for a raise 
o Do:  

§ Treat the person with respect throughout the process, even if you 
think a raise is undeserved  

§ Acknowledge the courage it took to make the request  
§ Press your manager or HR to grant an increase for someone you 

believe deserves it  
o Don’t:  

§ Say yes or no right away; instead, ask for more information  
§ Grant the request without making clear that it was earned and that 

you now have higher expectations for the person  
§ Try to blame your inability to grant the request on higher-ups: take 

responsibility even when you disagree with the decision  
• The authors’ research indicates that employees who believe they are fairly paid 

are more engaged, are less likely to quit, experience less stress at work, feel 
healthier physically and psychologically, and are more satisfied with their 
personal life.  
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Most People Have No Idea Whether They’re Paid Fairly 
The study results revealed that one of the top predictors of employee sentiment, 
including “satisfaction” and “intent to leave,” was a company’s ability to 
communicate clearly about compensation. In fact, open and honest discussion 
around pay was found to be more important than typical measures of employee 
engagement, such as career advancement opportunities, employer appreciation and 
future enthusiasm for the company. 
 
Pay is a crucial component of engagement because it’s not just a number; it’s an 
emotional measure reflecting how valued an employee feels by their employer. And 
it turns out, how people feel about their deal plays a huge role in how engaged they 
are in their work. 
 
First, people are often wrong about how much they’re paid compared to the going 
market rate. Perceptions about pay don’t always reflect reality, even if employers 
are paying the same — or more — than similar companies. In fact, a whopping two-
thirds of people who are being paid the market rate believe they’re actually 
underpaid, representing a huge discrepancy. 

 
 
 
This leads to our second finding: perceptions about pay play a significant role in an 
employee’s desire to leave your company. This may sound obvious, but our survey 
showed that “intent to leave” decreased in relation to how favorable an employee 
felt about their pay. For example, 60% of employees who perceived they were 
underpaid said they intended to leave, compared to only 39% of those who perceived 
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they were overpaid. The bottom line is this: if you don’t communicate to your 
employees that they are being paid fairly compared to their talent market, they may 
leave. 
 
But if you’re worried that discussing pay may reveal you pay less than a competing 
company, take heart with our third piece of data. We discovered that transparent 
conversations about money can actually mitigate low pay. So, if an employer pays 
lower than the market average for a position, but communicates clearly about the 
reasons for the smaller paycheck, 82% of employees we surveyed still felt satisfied 
with their work. Conversely, we found overpaying employees in an effort to retain 
them without having this larger conversation about pay doesn’t ensure they are 
more satisfied. Our study showed it is more effective for employers to compensate 
top talent at market value and discuss how pay was determined than to pay them 
more than market value and keep company compensation practices shrouded in 
secrecy. 
 
Even if you’re paying men and women the same amount at your company, women 
are more likely to believe they are underpaid. Open communication around pay is 
hence even more crucial to ensure employee satisfaction for women that hold key 
positions in their workforce. 
 
Clearly, having transparent and honest conversations with employees is a no-cost 
way to improve engagement. But for many businesses, it represents a challenge 
because it means adopting a whole new mindset around pay. Employers today 
should arm managers with accurate market data reflecting talent markets to base 
the conversation in fact. These discussions should not only show employees how 
their pay was determined, but also how pay relates to performance or responsibility, 
and what it takes for an employee to get to the next pay grade. Finally, they need 
to remember that how their employees feel about compensation matters 
just as much as what they’re actually being paid. When it comes to having 
a more engaged workforce, you can’t assume that an employee’s 
perception about pay matches reality. 
 
 
Does Money Really Affect Motivation? A Review of the 
Research 
Intuitively, one would think that higher pay should produce better results, but 
scientific evidence indicates that the link between compensation, motivation and 
performance is much more complex. In fact, research suggests that even if we let 
people decide how much they should earn, they would probably not enjoy their job 
more. 
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The results indicate that the association between salary and job 
satisfaction is very weak. The reported correlation (r = .14) indicates that there 
is less than 2% overlap between pay and job satisfaction levels. Furthermore, the 
correlation between pay and pay satisfaction was only marginally higher (r = .22 or 
4.8% overlap), indicating that people’s satisfaction with their salary is mostly 
independent of their actual salary. 
 
In addition, a cross-cultural comparison revealed that the relationship of 
pay with both job and pay satisfaction is pretty much the same 
everywhere (for example, there are no significant differences between the 
U.S., India, Australia, Britain, and Taiwan). 
 
In their words: “Employees earning salaries in the top half of our data range 
reported similar levels of job satisfaction to those employees earning salaries in the 
bottom-half of our data range” (p.162). This is consistent with Gallup’s engagement 
research, which reports no significant difference in employee engagement by pay 
level. Gallup’s findings are based on 1.4 million employees from 192 organizations 
across 49 industries and 34 nations. 
 
These results have important implications for management: if we want an engaged 
workforce, money is clearly not the answer. In fact, if we want employees to be 
happy with their pay, money is not the answer. In a nutshell: money does not buy 
engagement. 
 
Despite the overwhelming number of laboratory experiments carried out to evaluate 
this argument — known as the over justification effect — there is still no consensus 
about the degree to which higher pay may demotivate. However, two articles 
deserve particular consideration. 
 
Quite simply, you’re more likely to like your job if you focus on the work itself, and 
less likely to enjoy it if you’re focused on money. This finding was true even at low 
salary levels (remember, as per Gallup and Judge et al, there’s no correlation 
between engagement and salary levels).  
 
The more people focus on their salaries, the less they will focus on satisfying their 
intellectual curiosity, learning new skills, or having fun, and those are the very 
things that make people perform best. 
 
The fact that there is little evidence to show that money motivates us, and a great 
deal of evidence to suggest that it actually demotivates us, supports the idea that 
that there may be hidden costs associated with rewards.  
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Other than its functional exchange value, pay is a psychological symbol, 
and the meaning of money is largely subjective.  
 
If companies want to motivate their workforce, they need to understand 
what their employees really value — and the answer is bound differ for 
each individual. Research shows that different values are differentially 
linked to engagement. 
 
A Counterintuitive System for Startup Compensation (CORE) 
 
No one is ever happy with compensation, and compensation has never made anyone 
happy. "This is honestly the number one trap that people fall into with 
compensation," Graham says. "Compensation is never going to be the thing that 
makes people join or stay at a startup long-term (or any company), nor should it be. 
 
Your goal should be to get compensation off the table- make sure that they can live 
on their salary and have a fair slice of equity- so employees don’t think about it 
except maybe once a year. The best way to do that is to be fair and transparent." 
 
People always find out what everyone else is making. Never build a compensation 
system that assumes people won’t know what their peers and teammates are 
making. They always find out. 
 
You need to be able to explain (and defend) everything through a logical set of 
guidelines. 
 
It gets harder to be transparent as a company grows, so take advantage of the 
moment while you're small. 
 
Talking about compensation more than once a year is a waste of time for everybody 
when you're small," says Graham. "If you have a squeaky wheel on the team, you 
should have a frank, transparent conversation with them, and if they can't get on 
board, maybe they shouldn't be there. Build a system so you have a set time period 
to worry about this, 
 
''One of the worst things you can do with compensation is change your message." 
 
At Quip, every hiring manager sits down with their prospective candidates to 
explain how the company manages salary and equity. Everyone gets the same talk. 
"We tell them, 'Everything we do is formulaic,"' she says. "We explain how everyone 
in the company that has a certain amount of experience gets paid exactly the same, 
we explain that we don't negotiate and see how they react." 
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"Before you ever give anyone numbers, you need to have a conversation about how 
your company thinks about compensation - salary, equity and how they're 
managed," says Graham. "Don't jump to the numbers, first explain the framework. 
That will start things off on the right foot. 
 
One of the best things you can do with new hires is not negotiate. "Negotiation on 
salary and equity can reward the wrong kind of people and the wrong kind of 
behavior," says Graham. "If you negotiate, you're primarily rewarding people who 
are good at negotiating." This is probably not the skill set you're focusing on hiring 
at an early-stage startup, and talented engineers are often not the strongest 
negotiators. 
 
One of the simplest ways to find a fair base salary for someone is to create three 
different levels-that way you leave room for people to grow- and pay everyone at the 
same level the same amount. That makes leveling your people the only 
discretionary part of the system. 
 
Make salary and equity as formulaic as possible so it's easy to explain to folks you’re 
trying to hire. 
 
Graham suggests reviewing compensation on a formal basis once a year for the 
following reasons: 
 
Every new hire should be informed that compensation reviews only happen once a 
year. There should be no exceptions. "The moment you break this system - even if 
someone has a higher offer from another company-you undermine yourself and 
teach people that all they need to do to get more money or stock is to ask for it or get 
another offer. Don't do it." 
 
In addition to providing competitive salaries for the market, you should explain 
what that means to your employees. "What is market when it comes to 
compensation, and how is it defined? What does it actually mean?" Don't leave 
people wondering where you got your data set or how credible you're being on this 
issue. 
 
Feedback is only provided to employees around annual performance evaluations. 
"At startups it's particularly important to have a completely different framework for 
when you tell people how they're doing, tell them how to improve, and give them 
advice for managing their performance," says Graham. "Personally, I do weekly one-
on-ones with my team and quarterly dinners with each person. I use these meetings 
to manage performance on an ongoing basis. 
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You don't want people to confuse receiving feedback with how much they're going to 
get paid." When you don't commit to regular check-ins, it can take way too long to 
spot poor performance and fire the people you need to cut from the team. It can also 
prolong the time it takes to bring people into new roles if someone is stretched and 
close to burnout. "One of the biggest mistakes a founder can make is to link 
compensation and performance management. They should be treated and 
communicated separately at every opportunity." 
 
"Generally speaking, exceptions are a horrible idea because everyone wants to be 
the exception - and remember, people will find out," says Graham. "It reduces 
fairness and usually won't actually make the person who is the exception as happy 
as you want them to be." 
 
Keep adding more levels as you increase headcount and people climb the ladder of 
performance over years at your company. 
 
Add more rating categories so you can get more nuanced and precise about 
performance-based increases. 
 
Always adjust to the market periodically so that you know for sure that what you're 
offering is fair, and that your employees are set up for success in their lives outside 
the office. 
 
Don't make exceptions unless you absolutely have to. The more exceptions you 
make, the greater the disparity will get as time passes and the company grows. 
 
Adding more levels as you increase headcount and people climb the ladder of 
performance over years at your company. 
 
How to Discuss Pay with Employees 
Do performance evaluations separately Compensation should be linked to 
performance, but Low advises discussing the two topics separately. “If you talk 
about money in the shadow of performance, it will sound like white noise and your 
employees will just fixate on the compensation,” agrees Narayanan. Instead, deliver 
the formal evaluation first, focusing on personal growth and development. Then 
wait several weeks to deliver news about raises or bonuses. 
 
Prepare for the conversation Dillon says that rookie managers often make the 
mistake of walking into these conversations without a plan. Even if you’re a 
seasoned leader, it’s helpful to work out what you’re going to say ahead of time. 
Write down your main points and rehearse them. Think through how you’re going 
to represent the company while also being yourself. “You have to wear the corporate 
hat but you don’t have to act like a robot,” says Dillon. She suggests using empathy 
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to prepare. “Ask yourself: How is this person going to hear my message? It’s 
unlikely that you’ll be giving them a raise they’ll be absolutely joyous over. But 
what you say should persuade them that what you are giving them is fair,” she 
says. 
 
Communicate their value In most cases, this conversation is an opportunity to 
tell employees how important they are to the organization. “You’re in a partnership 
with your employee and you have to let them know that you deeply value their 
contributions,” says Dillon. Don’t just let the bonus or raise figure speak for itself. 
Make it clear that you appreciate their work. “You want to inspire them to continue 
to create value,” says Narayanan. 
 
Provide context When employees are disappointed by their raise or bonus, it’s 
often because they lack information. “They might be a cog in a wheel but they have 
to understand the wheel,” says Narayanan. Share the big picture with them: How 
the company is performing compared with competitors and the range of raises or 
bonuses the organization is offering this year. Low suggests: “Ground it in facts. 
Explain what people are getting for this job with this title in this market with these 
skills,” says Low. “It’s incumbent on you to understand what it means to be paid 
fairly.” You’ll also want to explain how the decision behind the numbers was made. 
This can be difficult if you weren’t the one making the call — but give as much 
information as you can. Don’t engage in conversation about other employees’ pay. If 
someone gripes that a colleague is making more, respond with something like, “I’m 
only willing to talk with you about your compensation and performance. It’s not fair 
to talk about others.” 
 
Principles to Remember:  
· Make clear how much you value the employee — don’t let the bonus or raise 
speak for itself  
· Explain how the decision was made so the employee understands you’re being fair  
· Rehearse what you’re going to say and how you’re going to respond to any 
complaints 
 
 
 
The Case Against Pay Transparency 
Broadcasting pay is as likely to demoralize as it is to motivate. While pay 
transparency may accelerate attention being paid to remedying pay discrimination, 
managers should consider moves toward transparency with their eyes wide open.  
 
In most work settings individual performance is not easily observed, in part because 
our performance is a joint product that reflects both our own effort and that of many 
others. 
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This inflated sense of self-worth makes the organization’s task of linking 
performance to pay tremendously difficult.  
 
Widely publicizing pay simply reminds the vast majority of employees, nearly all of 
whom possess exaggerated self-perceptions of their performance, that their current 
pay is well below where they think it should be. Transparency creates an expanded 
playground for our comparisons, potentially heightening our attention and 
obsession with it and elevating the negative emotions and behaviors that result.  
 
Employees who suddenly discover they are “underpaid” become more dissatisfied 
with their employer and more likely to depart.  
 
The result was that those who were invited to visit the website and discovered they 
were paid below the median were much less satisfied with their jobs and more likely 
to express an intent to depart than those who were paid below the median but 
didn’t receive the prompt to compare their pay. Transparency encouraged 
dissatisfaction and turnover.  
 
Employees reduce their productivity when consistently reminded of what they 
perceive as unfair rewards.  
 
The more “in your face” those receiving preferred rewards are, the greater the 
negative emotions that dampen productivity. It is hard to imagine a policy change 
that does more to place pay comparison in everyone’s face than pay transparency.  
 
Employees suddenly made aware of their peers’ high pay take up politicking for 
change.  
 
Of course, these responses to transparency — departures, boycotts (reduced effort), 
and active politicking — may be precisely what the advocates of transparency 
expect and want. The behaviors prompt change, including change that corrects 
gender-based inequities. However, pay transparency unveils more than real gender-
based inequities; it also fuels perceived inequities prompted by inflated self-
perceptions.  
 
They may instead reward something like seniority or position, as these are easily 
observed and verified. Pay transparency thrives in organizations that abandon pay 
for performance; it struggles in environments where rewards are linked to 
subjective metrics. Abandoning the link between pay and performance, though, has 
predictable outcomes: Motivation declines, and the best, brightest, and most capable 
depart for firms that reward performance and recognize ability.  
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Big Pharma quickly moved to a model of contracting out research to smaller firms, 
and then paying to license any discoveries. Of course, the story with Harvard and 
the management of its endowment echoes this same pattern. Pay transparency 
pushed Harvard to outsource.  
 
Unless performance is highly transparent, imposing transparency will elevate 
feelings of inequity that will inevitably push employees to depart, reduce effort, and 
lobby for change.  
 
Unless you have a clean, clear, and broadly accepted measure of individual 
performance, transparency will likely push you to flatten pay — linking rewards to 
factors you can precisely measure, such as seniority or hierarchical position. Of 
course, rewarding these factors will demotivate and drive away the talent you 
would like to keep.  
 
What do effective organizations do? They link individual performance to rewards 
but recognize that they must be vigilant in efforts both to measure performance and 
to convince employees that their necessarily imperfect measures are acceptably fair. 
The real problem with pay transparency is that it focuses individuals on comparing 
pay rather than on elevating performance.  
 
How to respond when an employee asks for a raise 
Don’t react right away If you’re like most people, your first instinct will be to say 
whether you think the employee merits a raise or not: “You totally deserve this!” or 
“Are you insane?” But bite your tongue. “There’s actually very little you can say in 
the moment,” Grote says. “There’s nothing to gain from saying no right away, and 
you can’t say yes without checking with your boss or HR first.” Resist the urge to 
say something like “It’s not up to me” or “I can’t decide that,” which undermines 
your authority. And watch your facial expressions and body language as well as 
your words. “Don’t look angry, resistant, or irritated, even if you feel that way,” 
adds Dillon.  
 
Tell me more. “It indicates you’re not dismissing the request, and it gives you more 
information about where the person is coming from,” he says. Take notes while the 
person tells you why she deserves the pay increase. “Nothing communicates ‘I’m 
taking you seriously’ more than writing things down.” Ask follow-up questions as 
necessary, he adds. “The objective is to get enough information that you can then 
explore whether it’s an appropriate request.” Remaining neutral, explain that you 
will look into the matter: “Thanks for bringing this to my attention. I want to give 
it careful consideration. I’ll get back to you within two weeks.”  
 



 

 15 

“Not everyone will come out and say they want a raise. They might drop hints about 
how hard they’ve been working or even mention that a head hunter called them,” 
warns Dillon. Take these indirect signals seriously.  
 
Grote says that an appropriate request is one where “the individual can 
demonstrate that her compensation and her value are not correlated, or, in simple 
terms, her pay is out of whack with what she deserves.” Think about both internal 
equity (Is the person paid fairly, compared with her peers?) and the open market 
(Does a person doing this job in another company get similar pay?). Gather as much 
information you can, such as salary data for your industry.  
 
Instead, explain that you shared the request with HR and management, that 
everyone carefully researched and discussed whether the raise was warranted, and 
that you collectively decided to raise their pay. “At the end of the entire process, you 
want the person to feel that they earned it by demonstrating their value, not 
begging for more money,  
 
If you’re not able to grant the raise, don’t mince words. Come right out and say it: “I 
have some bad news for you.” Grote suggests making clear what research you, HR, 
or your boss did, so that the person understands her request was taken seriously: 
“We looked at how your pay compares with people here in the company and in the 
outside market, and we found that your pay is appropriate.  
 
Try to demystify the process for them. “For most people, compensation is a black 
box,” Grote explains. 
 
Principles to Remember  
 
Do:  

• Treat the person with respect throughout the process, even if you think a 
raise is undeserved  

• Acknowledge the courage it took to make the request  
• Press your manager or HR to grant an increase for someone you believe 

deserves it  
Don’t:  

• Say yes or no right away; instead, ask for more information  
• Grant the request without making clear that it was earned and that you now 

have higher expectations for the person  
• Try to blame your inability to grant the request on higher-ups: take 

responsibility even when you disagree with the decision  
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Perception is Reality: The Importance of Pay Fairness to 
Employees and Organizations  
Employees need to feel the hard work they put into their job matches what they get 
back from it — and pay is an important component of this evaluation. It is known 
that pay is important to employees. Wiley (2011) reported 25 percent of employees 
say fair compensation is the single most important thing they want from their 
organization.  
 
The authors’ research indicates that employees who believe they are fairly paid are 
more engaged, are less likely to quit, experience less stress at work, feel healthier 
physically and psychologically, and are more satisfied with their personal life.  
 
Compensation programs anchored firmly to the external market are immediately 
credible from a fairness perspective, and organizational transparency can increase 
an employee’s faith in the fairness of all corporate programs, including 
compensation.  
 
Half of employees in the United States and 40 percent globally believe they are paid 
fairly. Seven out of 10 (70 percent) employees in the United States understand how 
their pay is determined; globally, three out of five employees understand how it is 
determined (61 percent). Fifty-seven percent of U.S. employees know how to 
maximize their compensation; globally, fewer than half of employees know what to 
do (48 percent).  
 
The bottom line is that many employees, and even many front-line and mid-level 
managers, do not understand how their pay is calculated or how to maximize it. 
Resolving this knowledge deficit and increasing employee belief in the fairness of 
pay represents a significant opportunity to increase engagement levels.  
 
If an employee has visibility into a compensation program and understands its 
general design and how it can be influenced, he/she will likely perceive that 
program to be more fair. For this reason, even organizations with less lucrative pay 
packages can still leverage compensation as a tool to drive retention and 
engagement.  
 
Recognize that an employee who has sought this data is making an effort to be a 
more informed participant in the employer- employee dialogue. That employee 
represents an opportunity to close the gap between the perception of pay fairness 
and the reality that there are many valid reasons why the organization’s 
compensation program does not match certain sources of external data.  
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Rather than taking a defensive position, try to understand the employee’s data, and 
help that worker understand how it compares to the data the organization uses in 
the context of setting pay.  
 
Pay for performance dictates that where an employee is paid in a salary range 
should coincide with performance over an extended period of time.  
 
If perception is reality, the challenge is to foster an environment in which 
employees perceive that they are paid fairly. Embracing pay transparency allows 
compensation practitioners to leverage the hard work done in developing 
competitive and equitable pay programs to garner good will and trust from 
managers and employees across the organization. Helping employees understand 
how their pay is determined, how they can maximize their pay and how their pay is 
tied to their performance are major steps forward, and can help practitioners and 
leaders fully use compensation as a driver of organizational success, not just a cost.  
 
Podcast: Compensation Isn’t About Paying the Most, It’s About 
Being Consistent! 
https://soundcloud.com/a16z/compensation-is-about-being-consistent 
 

• You don’t build a product w/o product roadmap. So if you want to build a 
company, you need a roadmap of how you’re going to attract and keep 
the best talent. 

o When you’re at high velocity hiring rate, this strategy becomes an 
afterthought as people solve for short term needs. 

• You need to think short term and long term 
• It’s not about being equal, it’s about being consistent. Knowing what 

type of people you are hiring, the criticality of the role, and varying 
your compensation based on how much value they are going to bring to your 
company. 

• You want to fundamentally put some quantitative data behind your 
strategy. 

• Show your employee base that you’ve been thoughtful about this, 
“We understand where we’re at right now, here’s where we’re going, these are 
companies that we want to be like and we’re going to take steps to get there." 

• It’s important that you can have a conversation - People want to know 
that if they join, and preform well, they’ll be rewarded. 

• Base your conversation on tangible data and take a stance on that 
platform, which continues to evolve. This also allows you to be 
transparent. 

• If you have a strategy and a belief, you can stand behind that when 
someone asks you a question. 
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• You don’t want people to feel that if they had negotiated better, they 
would have better compensation. 

• And during recruiting, you want to be able to tell people that if someone 
comes a long and they are an even better negotiator than you, they’ll 
still be paid in the same way because you are consistent. 

• People need to feel that they are paid fairly against the market, and 
against their peers. 

• Sure signs that you are lacking consistency: after that honeymoon phase of a 
year, if people feel that there are inconsistencies, then you get high turnover, 
and employee dissatisfaction. People will say this is because of compensation, 
but if you dig deeper there is a lack of communication about success, 
movement, etc. 

 
 
 
 
 
 
 
 
 


