
Identifying and Resolving 
Internal Compensation Inequities 

within a Position

from PayScale, Inc.



Identifying and Resolving Internal Compensation Inequities within a Position

With the recent passing of the Lilly Ledbetter Fair Pay Act and the greater availability of market-
rate salary data online, it is essential to establish pay equity within your organization. Employees 
have more capacity than ever to discover pay inequity and greater opportunity to take legal 
action to correct it.

That said, eliminating all pay inequities between employees in the same position should not be 
your goal. Pay inequities can be appropriate and your goal should not be for every employee in 
the same position to be paid the exact same amount. Rather, the goal is to understand why each 
employee receives the pay they do and whether or not that compensation decision supports what 
your organization wants to achieve. 

Reasons Why Salary Rates Can Vary

Between employees in the same position, there can be many justifiable reasons for pay 
differences. Each employee offers a unique combination of personality, leadership style and 
abilities, some of which are going to be more valuable to your organization than others.

Possible Causes of Pay Differences

Unique talents or skills. An employee could be bilingual, have knowledge of a specialized 
area within their field, or be proficient in certain software applications.
Education. This distinguishing factor can include graduate level coursework, vocational 
training or other advanced knowledge.
Certifications. Certifications that relate both directly or indirectly to the job position can be a 
huge asset to the company.
Longevity. An employee who sticks around for many years knows the company’s culture, 
values, goals and people well. Their wisdom is worth something when compared with its lack 
in a newer employee.
Performance. An employee whose work style suits your organization’s goals – whether this 
person is very enthusiastic, works well alone or lead teams effectively - may deserve higher 
compensation that reflects the quality of their output, particularly if you’re trying to create a 
pay-for-performance culture that rewards good performance with more money

Remember, the goal is not to create complete conformity in pay across a position. It is to make 
sure that where pay inequities exist they are intentional and they support the objectives of the 
organization.

How to Discover and Analyze Salary Range Outliers

Finding pay inequities requires the following: information about market rates for your various job 
positions, salary ranges based up on those market rates and compa ratios for employees within 
their established, market-based salary range. A compa ratio compares an employee’s salary to 
their salary range. This process of establishing salary ranges for your positions is covered in detail 
in PayScale’s whitepaper, “How to Determine Salary Ranges for Your Job Positions.”
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Once you’ve calculated the compa ratio for each employee you can start your equity analysis. Your 
first step is to identify outliers. Outlier’s salaries’ sit either above the top of their salary range or 
below the minimum. And, keeping employees at these inflated or suppressed levels could be risky 
for your organization for a number of reasons.

Considerations for Employees Below the Minimum

Retention. Whether or not they know they are being paid below the minimum of their salary 
range, these employees are more likely to leave the organization for higher paid positions 
elsewhere.
Charges of discrimination. Employees who discover that they are paid less than their 
counterparts in the same job position may claim that they are being discriminated against 
based upon their age, gender, ethnicity or some other protected status. There are many laws 
that will support them taking legal action against your organization so bringing their pay above 
their salary range minimum is very important.
Wrong job position. An employee’s low pay could indicate that they have not been identified 
in the right job position. Maybe, according to their job responsibilities and knowledge, skills 
and abilities (KSAs), their current salary is truly what they are worth. If that is your conclusion, 
you need to adjust their job classification accordingly and document the reasons for this 
change. 

Considerations for Employees Above the Maximum

Overspending. Generally, you do not want to have people outside the top of their salary range 
because the range represents what the organization is willing to pay for that job. Anything 
above that rate needs to have an understood and documented reason.
High performer. It’s possible that this individual creates so much profit and success within 
the organization that their higher pay is justifiable. This could be the developer of your most 
successful products or the face of the organization.
Longevity. Sometimes, after a number of years at the organization and a series of cost-of-
living and merit raises, an employee’s pay can rise out of their salary range. This may or may 
not be a situation you want to address.
Change in responsibilities. An employee can be demoted into a position with a lower salary 
range but maintain their previous salary so they’re now above the range for their new position.  

When analyzing compa ratios, the key is to understand why people are over or under their salary 
range and then decide what you’re going to do about it.

For people below the minimum who deserve a raise, giving them one is an obvious next step. 
The trickier challenge is dealing with employees who are considered to be overpaid. One way of 
handling this situation is creating a red circle policy which freezes people at their current pay until 
the market catches up with them. Or, you can enact a partial red circle policy and only eliminate 
merit increases but maintain standard cost-of-living adjustments for that employee.

There are many ways that you can manage outliers’ salary issues but, most importantly, make sure 
you are acting for legitimate business reasons.
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How to Analyze Internal Pay Equity in a Pay-for-Performance Culture

Once you have gotten a handle on what’s going on with your outliers and made any corrections 
or recommendations about organization-wide policies, the next step is to take a look at 
everyone’s placement within their pay range from the perspective of performance. Most 
companies know its smart to adopt a pay-for-performance culture, but actually establishing one 
requires regular analysis of your pay practices. 

It’s helpful to have a tool that allows you to see your employees compa ratios easily. 
Figure 1 (seen below) shows an example of a graph of compa ratios.

You would expect that someone who is a low performer would have a lower compa ratio in 
comparison with someone who is a high performer. This is the time to make sure that there is 
alignment between performance and compa ratio. And, when there is not, be sure you have 
documented reasons for that inconsistency. Every one of these steps will help to reinforce 
whether you really have created a pay-for-performance culture or not. 

The risk is that your organization says it adopts a pay-for-performance philosophy but your 
practices don’t support that claim. If this is the case, it’s going to be hard to motivate your 
employees effectively. This analysis helps you ensure that pay-for-performance is actually in 
place. 

The image above is an example of PayScale’s product Insight performing a calculation of compa ratios for employees within the same organization. Insight is a 

compensation tool that allows you to proactively and systematically manage compensation in your company or organization.

Figure 1

The image above is an example of PayScale’s product Insight performing a calculation of compa ratios for employees within the same job position as a way to 

check for discriminatory pay practices. Insight is a compensation tool that allows you to proactively and systematically manage compensation in your company 

or organization.

Figure 2
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How to Find and Eliminate Discriminatory Pay Practices

Most organizations don’t purposefully create policies that are discriminatory. Usually, 
inadvertently, there has been an adverse impact on a certain protected group that was not 
intentional. These unplanned, negative situations can be troublesome because, although there 
was no intent to discriminate, the law does not require intent when it comes to discriminatory pay 
practices.  

Therefore, one thing that will be very important in your analysis of where people fall within their 
salary range is to notice where pay correlates with age, gender, race or any other protected 
categories. Don’t be surprised if you discover evidence of possible discrimination. It can happen 
easily and without effort from anyone in the organization. But, once it’s occurring, it needs to be 

corrected immediately.   

Policy Changes Based Upon Your Internal Pay Analysis

Once you have collected and analyzed the level of pay equity within your organization, you may 
now want to make some recommendations or decisions about your overall compensation strategy. 
Changes could include creating a policy of red circling employees, what to do with the employees 
that fall below the minimum of their salary range and some sort of implementation plan for 
getting people who are properly categorized up to the minimum of their pay range. It could be 
that your organization needs to refine or adopt a policy of paying for performance because, if the 
data indicates that you’re not rewarding excellent performance, you may need to restructure your 
performance management system or contracts to reflect that. 

The Importance of Regular Updates

After your first pay equity analysis is complete, put a time on your calendar to perform another 
review in the near future. An annual process would be ideal to ensure that you are keeping in tune 
with the market and are aware of any potential issues in your organization.

As a part of this regular process, pay ranges need to be updated to market levels and pay inequity 
managed. The advantage of doing an analysis frequently is that you can identify risks early and 
to deal with them effectively, rather than getting bogged down in legal battles or losing top 
performing, underpaid employees. 

It’s helpful to choose a tool that allows you to collect and compare salary data easily, year-over-
year. This will save you time and money, as well as improve the accuracy of your results.



Address Pay Inequity In Your Organization 
While Saving Time and Money in 2009

Eliminate compensation guesswork.
Stop overpaying employees.
Reduce the risk of losing your top performers.  

To cut HR costs and save significant time and money in 2009, you must have accurate compensation data that reflects 
real-time market rates and truly matches your organization and your employees.

PayScale administers the largest, ongoing online salary survey in the world. PayScale’s unique search technology enables you 
to instantly find salary data that matches your company and your positions. With access to 5 million current pay records, it 
has never been easier to find accurate information to help you reduce HR costs. 
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Sample Report Excerpts

See how instant access to this data can help address pay inequities 
plus save your company time and money this year. 

Request a FREE Sample Compensation Report 
by calling 1-888-699-0702 or emailing sales@payscale.com today.

Detailed Market Data Report (Employee)
PayScale Job Title: Software Engineer / Developer / Programmer
Seattle, Washington, United States

Cash Compensation, Salaried

Salary by Product Activity


