
10/17/24

1

M E R I T - B A S E D  
C O M P E N S A T I O N

N F D A  E X E C U T I V E  S U M M I T
O C T O B E R  1 8 ,  2 0 2 4

1

W H Y  A R E  W E  H E R E ?
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O B J E C T I V E S  O F  T H I S  P R E S E N T A T I O N

• Pay and motivation.  Are they linked?
• Merit-based pay practices
• The role and value of transparency
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W H A T  I S  M Y  S A L A R Y ?
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H O W  M U C H  A M  I  P A I D ?
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H O W  M U C H  A M  I  P A I D ?
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P A Y  A N D  M O T I V A T I O N
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P A Y  A N D  M O T I V A T I O N
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T H E  C A N D L E  P R O B L E M
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P A Y  A N D  M O T I V A T I O N
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P A Y  A N D  M O T I V A T I O N

“Our business operating systems are 
built entirely on extrinsic motivators- 
carrots and sticks.  That works for 20th 
century businesses- mechanistic and 
refined.

For 21st century business, this approach 
will not work.  In the 21st century, 
creativity and ideation are needed to 
exceed”. 
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G L U C K S B E R G -  R E V I S E D  C A N D L E  A N D  T H U M B T A C K S  P R O B L E M

CANDLE PROBLEM FOR 
DUMMIES
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I N T R I N S I C  V S .  E X T R I N S I C  M O T I V A T O R S

Extrinsic motivators- 
• Piece work
• Sales incentives for dollars sold, 

margin….. 
• Stock options for stock performance
• Sanctions for poor performance

Intrinsic motivators- 
• Autonomy
• Mastery
• Purpose
• Curiosity
• Enjoyment and pleasure

We live in a “Knowledge Economy”.  Focusing on intrinsic motivators and culture will 
yield greater success in talent management than will a focus on pay practices. 
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T H E  N E W  O P E R A T I N G  S Y S T E M

• Autonomy: the urge to direct our own lives.

• Mastery: the desire to get better and better at 
something that matters.

• Purpose: the yearning to do what we do in the service 
of something larger than ourselves. 

For Knowledge-Work, carrots and sticks 
do not work.  There must be a new 
operating system.
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T H E  B O T T O M  L I N E

Pay is not a motivator.

It is the price for labor.
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M E R I T - B A S E D  C O M P E N S A T I O N

1.Set prices for labor.

2.How to apply labor pricing to a merit-based compensation 
system.
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S E T T I N G  P R I C E S  F O R  
L A B O R
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S E T T I N G  P R I C E S  F O R  L A B O R

1. Write Job Descriptions

2. Assess compensable factors

3. Grade the jobs

4. Reconcile peer job descriptions based on compensable factors

5. Acquire salary data

6. Set pay rates for the grades
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W R I T E  J O B  D E S C R I P T I O N S
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C O M P E N S A B L E  F A C T O R S

• Education – the education level needed to perform the duties and fulfill the responsibilities of the job

• Experience – the amount of experience required to attain acceptable proficiency and skill in the job

• Managerial responsibility – the elements of management must be carried out in coordinating activities 
or functions

• Interpersonal skills – direct contact skills needed to work effectively with people inside and outside the 
organization

 

“Compensable Factors”- Attributes of a job that determine the job’s impact to the organization. 
• Focus is on job position, not the person in the job.

20



10/17/24

11

C O M P E N S A B L E  F A C T O R S

• Independent judgment – the latitude permitted for independent judgment in solving 
problems

 
• Mental process – the extent, complexity, and nature of the problems to be solved
 
• Organizational impact – the impact this job can have on the financial picture, key objectives 

and/or overall mission

• Organizational restraint – the extent or restraint (supervision) under which the job must 
operate

• Physical environment – the physical working conditions under which the job must operate

• Working conditions – the risk and discomfort or the nature of the work assigned, and safety 
regulations required
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Compensable Factor
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G R A D E  T H E  J O B S

Compensable factors are tabulated and jobs are graded.  Ideally, the jobs are graded to a cross-
section of jobs outside the company and outside the industry.   

• “Regional Sales Manager” in one firm equals a “Business Development Manager” in another
• “Warehouse Technician” versus “Order Picker”
• “Machine Operator” versus “Machine Technician”
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G R A D E  T H E  J O B S
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P R I C E  T H E  G R A D E S

General Industry Sources Specific Industry Sources
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C O M P E A S E
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P R I C E  T H E  G R A D E S

Grade prices will vary regionally 
based on local labor markets…..

• Grade 13 Midpoint
• Nebraska: $86,067
• Texas:  $97,065
• Florida:  $92,283
• Kansas:  $92,762
• Tennessee: $92,762
• Arizona:  $97,543
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A P P L Y I N G  P R I C E S  
M E R I T - B A S E D  S Y S T E M
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T Y P I C A L  C O M P E N S A T I O N  M A N A G E M E N T

• Pay is set in a closed-door setting or behind the 
scenes, typically driven by hiring managers with only 
cursory controls

• The lack of controls and an absence of a robust 
performance management system allows for bias, 
favoritism, and inconsistency

• Often, such systems can lead to pay inequity, 
especially with respect to gender, in that men are 
more aggressive about pay than women
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M E R I T - B A S E D  C O M P E N S A T I O N  M A N A G E M E N T

• Persons are paid based on merit, which is 
encompasses qualifications and performance.

• Performance attribute requires the organization 
to do performance evaluations

• Decisions are made using data
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O U R  P A Y  C H A N G E  E V E N T S

At Hire

At Promotion

At Review (typically annual)
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S E T T I N G  P A Y  A T  H I R E  A N D  A T  P R O M O T I O N

?

?

At hire and at promotions, the pay rate is set within the grade 
based on the employee’s qualifications and work history 

relative to other incumbents sitting in the same grade
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A N N U A L  M E R I T  I N C R E A S E S

Target Rate- the rate approved by management as an overall percentage 
budgetary increase

Performance- requires the completion of a quality performance evaluation
• Accurate performance rating based on facts and data
• Ratings are calibrated to peers and other persons bearing similar roles

Comparatio- the ratio of pay to the midpoint of grade

“Comparatio”- Current Pay/Mid-Point of Grade
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S E T T I N G  T H E  T A R G E T
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A P P L Y I N G  T H E  T A R G E T  O N  A  M E R I T  B A S I S

Simulated Target- 3% Overall Increase

• Through time, in theory, all employees in a grade will start to move toward the middle of 
their grades (Comparatio- 100%)

• New employees will not necessarily start at the bottom of their grade
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A P P L Y I N G  T H E  T A R G E T  O N  A  M E R I T  B A S I S
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O T H E R  B E S T - P R A C T I C E S
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T H E  V A L U E  O F  T R A N S P A R E N C Y
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V A L U E  O F  T R A N S P A R E N C Y

üImproves recruiting

üImproves pay equity

üInspires culture
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P A Y  T R A N S P A R E N C Y
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P A Y  T R A N S P A R E N C Y

6-8%

Approximately 35% of USA companiesApproximately 65% of USA companies
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P A Y  T R A N S P A R E N C Y  B E N E F I T S

• 70 percent of organizations that list pay ranges on their 
job postings say doing so has led to more applications

• 66 percent say the quality of their applicants has 
increased

üEliminates time investment in 
non-economic recruiting
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P A Y  T R A N S P A R E N C Y  B E N E F I T S

In a study published in 2022, researchers examined the effect of university pay 
transparency rules on 100,000 U.S. academics, and they found “evidence that pay 
transparency causes significant increases in both the equity and equality of pay.”

A 2019 study of the impact of public-sector salary disclosure laws on university 
faculty salaries in Canada found “robust evidence that the laws reduced the 
gender pay gap between men and women by approximately 20-40 percent.”
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T R A N S P A R E N C Y

“I am glad I know.  I can trust 
the process and trust the 
Company”.

“Now that I know, I do not 
like it.  This is not fair to me”.
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W R A P  U P  A N D  Q & A
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S U M M A R Y

• Pay is not a motivator.  It is the price for labor.

• To set prices for labor:
1. Write Job Descriptions
2. Assess compensable factors
3. Grade the jobs
4. Reconcile peer job descriptions based on compensable factors
5. Acquire salary data
6. Set pay rates for the grades

• To apply prices to a merit-based compensation system, recognize that there are three major pay events
• At hire and at promotion, set the rate based on the qualifications of the individual, reconciled to the tenure of other 

persons sitting in the same grade
• For annual merit increases, establish an overall target rate.  Apply the target rate to team member pay based on the team 

member’s performance rating and comparatio

• Pay transparency improves recruiting effectiveness and pay equity

46


