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Talking About Compensation: Easier Said than Done

Every year, companies spend millions of
dollars and thousands of hours optimizing
employee compensation levels to increase
workforce performance. These efforts
assume that employees will perform better
if they believe they are being fairly and
appropriately compensated. This
assumption is reasonable, but it is true
only if employees understand how
compensation decisions are made. This
includes knowing who is responsible for
making compensation decisions,
understanding how these people make
these decisions, and believing they can
influence these decisions in the future.
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Having Good Conversations About
Compensation
Yet a recent study conducted by Baylor University in
collaboration with the Human Capital Management
(HCM) research team for SAP® SuccessFactors®
solutions suggests that many employees do not
understand how their company makes compensation decisions that directly impact their lives.
If employees do not understand how compensation is allocated, they are more likely to question
and challenge the fairness of their pay. As one
employee interviewed in the study described, “I
only have a soft understanding of it [the compensation decision processes]. If I’m being undervalued, I’d want to know. I look for information
elsewhere—mostly Glassdoor and similar sites.”
It can be unsettling for organizations to introduce more open communication around a topic
that has historically and often intentionally been
kept private. In fact, “Transparency around compensation processes” was rated as the third-most
relevant challenge for organizations in a survey
of more than 50 SAP SuccessFactors customers. But companies must deal with the reality of

an increasingly transparent and interconnected
world. As one manager said, “We [organizations]
don’t want to let employees see behind the curtain. But employees can now find salary information anywhere. If they aren’t getting the information from their employer, what does that do to
trust?” Open conversations around pay can help
companies ensure that the right messages are
communicated to employees. This can mitigate
potential issues related to reacting to employees’
perceived injustices after the fact.
Having good conversations about compensation
is easier said than done. Many managers and
employees we spoke with perceived talking
about compensation to be “off-limits,” even in organizations that claimed to be increasing transparency. Companies need to think critically
about whether their culture supports or discourages employees and managers from talking
about pay and redesign compensation training
to ensure these potentially difficult but necessary conversations between employees and
managers are successful.

Open conversations around pay can help
companies ensure that the right messages
are communicated to employees.
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Five Best Practices Supported by Research
on How to do This
1. IDENTIFY GAPS IN YOUR CURRENT
COMPENSATION TRAINING.
Fifty frontline employees were interviewed as
part of a broader research study on compensation. Our results suggest that many employees
do not even know which compensation methods
were used in their organization – for example,
whether their company used merit increases,
base-pay adjustments, or spot awards. They also
do not know who in their organization was responsible for determining and distributing compensation or what criteria was used to guide
compensation decisions. Employees described
an overall lack of transparency when it came to
communication about compensation in their organization, noting that managers often failed to
explain pay decisions to them in a timely manner, if at all. As one employee stated, “There’s no
transparency at all. A lot of people don’t really
know what is happening. I just know more because I know management people and ask them.”

Yet many organizations believe their compensation training is working and that managers and
employees are having productive conversations
about pay. A recent survey found that the majority of companies (51% and 57%, respectively)
believed the training they provided to employees
and managers on compensation was effective.
Compensation professionals also clearly believed managers in their organization were taking the time explain pay decisions to employees
and, as one company put it, “not just leaving it
on their desk and walking away.”
There also appears to be confusion about who is
expected to initiate conversations about pay,
what is appropriate for employees to ask, and

what information managers are permitted to
share. As one employee said, “They’re [managers are] not very clear if you go to them. Little information is offered or open for discussion.” On
the other hand, managers may feel that because
the conversation did not result in outright problems, employees must be satisfied with the information they were provided. As one compensation professional stated, “We’ll continue to
increase transparency and communication, but
concerns from employees at this point are relatively minor.” However, is this because employees are satisfied or because employees do not
feel comfortable expressing their concerns
around such a sensitive topic?
There is clearly a disconnect between what employees want to know about compensation and
the information that is shared with them, but
this disconnect can be difficult for companies to
identify and resolve. This is especially true if they
do not have insight into how well employees understand compensation methods or whether
managers do not feel they can communicate
how compensation decisions are made. Asking
employees and managers about what they do
and do not understand can be a useful way to
gain this insight. As one customer described,
“We provide training directly to managers related to compensation, FAQs, etc. But we did focus
group interviews this year and the reality is that
neither employees nor managers understand
the compensation program. They don’t understand how decisions are made. It’s not resonating. It’s just too overwhelming alongside all of
the other information managers and employees
have to regularly take in. This is something we
have to address moving forward.”
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2. MAKE COMPENSATION TRAINING ONGOING.
One problem with many companies’ compensation training is that it occurs only once. As one
employee described, “I was provided onboarding
information related to compensation, but it’s
been so long now that I can’t remember most of
it. I didn’t get re-onboarded after promotions.”
When training is provided to employees only
during onboarding, information can quickly become out of date or forgotten entirely. Understanding compensation, particularly aspects related to justifying why some people are paid
more than others, can quickly become complex.
Simple, one-time training programs are unlikely
to be effective for such a sensitive topic. Breaking compensation training down into more digestible pieces and providing updated information related to organization changes or industry
best practices on a regular basis can help ensure
better understanding among employees and
managers alike.

3. DELIVER COMPENSATION TRAINING IN AN
ENGAGING, INTERACTIVE WAY.
Only 42% of surveyed organizations reported
providing compensation training to managers
through live Webinars or learning courses. Most
compensation training was done through e-mail
or newsletters (76%), information posted on a
corporate intranet or portal (56%), and materials provided to managers in a “toolkit”-type resource (54%). These static, one-way training
methods provide no forum for people to ask
questions and ensure their understanding. This
is particularly problematic when it comes to
teaching managers how to have potentially difficult conversations with employees about pay.
We know that talking about pay with employees
can be uncomfortable for managers. At best,
managers will avoid having these conversations
if they are not trained on how to do so effectively
and appropriately. At worst, managers will try to
have these conversations and create more harm
than good! The few companies that did in-person, live training with a role-play component
stressed its value.

How organizations provide training on how to make and communicate compensation decisions:

76% 56% 54% 42%
Email or newsletters

Resources posted on
company intranet or
portal

Manager toolkit

Live hosted webinars
or courses
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4. ENSURE PAY PHILOSOPHIES ARE ALIGNED
WITH INFORMATION PROVIDED IN TRAINING TO
EMPLOYEES.
Some employees were completely unaware of
whether certain compensation methods were
used in their organizations. For example, one
employee said, “I might be more motivated if we
had explicit performance bonuses. Maybe we do.
But I wouldn’t know about them unless someone
told me.” Even when employees were aware of a
pay-for-performance or bonus process, they often reported having little idea of what they needed to do to receive that promotion or pay raise.
As one employee said, “There was some compensation training provided. But it’s frustrating.
I wish there were more clarity about how performance ties to pay and what I could do to get a
raise or bonus. It feels like no matter what I do
I’ll get the same level.” Another stated, “I wish I
had more information to provide a marker of
where I am and where I could be, and how I could
get a better raise or other perks.” When asked
what they would change if anything about their
company’s compensation process, another employee responded, “I’d change how our bonuses
work. Publish the criteria. Let the people know
what they’re working for. I think the response
would be positive. Everyone wants to know how
to get it, but we don’t know how to get there.”

The intention behind pay for performance, spot
awards, and other bonus programs is to increase
workforce motivation and productivity. But this
will not work effectively if employees do not understand what behaviors and accomplishments
are deemed worthy of awards by the organization or their managers. Compensation training
should inform employees of the existence of pay
for performance or bonus programs, and provide the criteria and guidelines used by decisionmakers to make award decisions. This is not only
for employees’ benefit. It also helps ensure that
managers make justifiable and equitable award
decisions.

“I wish I had more information to provide a
marker of where I am and where I could be, and
how I could get a better raise or other perks.”
Anonymous Employee
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5. EMPHASIZE THE IMPACT COMMUNICATION
HAS ON EMPLOYEES’ REACTIONS AND RECEPTIVITY TO PAY DECISIONS.
The effectiveness of compensation decisions will
depend in large part on the communication of
those decisions to employees. As one manager
described, “Many employees still don’t see the
linkage between performance and pay, despite
our having a strong pay-for-performance culture.
I do think this is in part the manager’s ability or
inability to deliver that message. So much of it is
about perception; an employee could be getting
really great pay, but if they don’t believe that, it
doesn’t really work.” Another customer stated,
“At the end of the day, communicating the compensation decision is extremely important.
There are vendors and tools to help with the decision, but it really gets down to the manager
communication. Managers get a lot of information from comp [the compensation team] and
HR, but not all managers grasp the importance
of the communication piece. Moving forward, we
want to reinforce this message to managers.”

Research on organizational justice suggests that
employees are much more willing to accept decisions when they understand how those decisions were made and believe the decisions were
appropriately and sensitively communicated to
them. As one interviewed employee said, “I understand a number of factors are going to go

into determining compensation. I know I won’t
be paid the same as everyone else, but it’s important to me that the same process in arriving
at that number is applied to everyone.” Managers should be reminded of the importance of
communication, and that failing to communicate
compensation decisions and the process used
to arrive at those decisions can generate negative attitudes, suspicion, and frustration in employees. Managers should be trained on how to
communicate pay decisions and then be held
accountable to ensure they are communicating
decisions about compensation in a timely and
effective manner.
CONCLUSION
To drive workforce performance, pay decisions
must be perceived as being fair and appropriate
by employees. This requires that decisions be
transparently and effectively communicated to
employees. This may be easier said than done,
but it still needs to be done if companies want to
maximize the return on investment associated
with the large sums of money spent on compensation. By focusing on the importance of good
communication and redesigning compensation
training to be more ongoing and engaging, companies can begin closing the gap between business performance, manager behaviors, and employee outcomes.
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