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THE 2027 GOMPENSATION BUDGET IS MATHEMATICALLY
FLAT, BUT PURCHASING POWER IS SHRINKING
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o |
THE MEDIAN PROJECTED U.S. SALARY
INCREASE BUDGET FOR 2027 (CONSISTENT

ACROSS THE CONFERENCE BOARD, MERCER,
WTW, AND WORLDATWORK).
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THE PORTION OF THAT BUDGET STRICTLY
EARMARKED FOR MERIT.
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=-0.4% ¢

PRIVATE-INDUSTRY REAL WAGES AND SALARIES
DROP (ADJUSTING FOR CONSUMER PRICES, BLS JUNE 2026).

3.5% NOMINAL RAISE

REAL PURCHASING POWER

EMPLOYEES ENTER THE 2027 CYCLE EXPERIENCING

A DECLINE IN PURCHASING POWER.

A 69% maijority of working Americans feel underpaid. In this

macroeconomic environment, the same nominal raise buys less margin than

it once did, forcing organizations to rethink how they divide the pot.
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UNIFORM DISTRIBUTION DILUTES
IMPACT AND SUBSIDIZES ATTRITION

THE DILUTION EFFECT

|

SCENARIO A:
BLUNT INSTRUMENT

Uniform allocation yields a -0.4%
real wage cut for top performers.

SCENARIO B:
PRECISION TOOL

Strategic sorting limits flight risk
of highly marketable talent.

THE ALLOCATION PARADIGM SHIFT MATRIX

APPROACH

DIMENSION ‘ PEANUT BUTTER | TARGETED PIVOT

Single Segregated pools
BUDGET undifferentiated (Merit, Market,
STRUCTURE 3.5% pot Retention)

HIGH-PERFORMER | Demotivating subsidy

Targeted retention

IMPACT for low performers and salary growth
TALENT Retains average Retains highly
STRATEGY workers marketable talent
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PRECISION REQUIRES SEPARATING DIFFERENTIATED
PAY INTO A 4-PILLAR ARCHITECTURE

PILLAR 1: MERIT
DIFFERENTIATION

Varies base increases
strictly by individual
performance ratings.

Focus:
Past contribution.

PILLAR 2: SKILLS
PREMIUMS

Targeted investments for
scarce or strategically valuable
capabilities (e.g., Al skills, cited
by 37.8% of organizations as

a base-pay driver).

Focus: ‘
Future capability. 4

3

PILLAR 3: MARKET
ADJUSTMENTS

Corrects pay for critical roles
where external market rates
have outpaced internal
structures (32% of companies
are raising starting ranges).

Focus:
External competitiveness.

4

PILLAR 4: RETENTION
ADJUSTMENTS

Highly targeted interventions
for high-flight-risk individuals
who are costly to lose.

Focus: l
Business continuity. >
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DIFFERENTIATION BALANGES ORGANIZATIONAL INGENTIVES
AGAINST THE SORTING EFFECTS OF TURNOVER

INCENTIVE EFFECTS SORTING EFFECTS
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Pay structures

Prospect of higher pay drives
fundamentally alter who

current employees to work harder.

4 ok
Backed by Garbers & Konradt (2014) | / \ joins, stays, or leaves.
proving positive effects for T % LEGITIMACY @ Backed by Trevor et al. (1997) showing
individual and team financial / OF INPUTS curvilinear turnover: salary growth reduces exits
incentives. ‘ T\ most aggressively among high performers.

The Fulcrum Point: Pay dispersion explained by legitimate, visible inputs improves performance.

Unexplained dispersion or perceived arbitrariness actively harms it (Bloom’s 1999 study of MLB
teams shows hierarchical, unexplained pay destroys team metrics).
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NEW REGULATORY REALITIES MAKE UNEXPLAINED

PAY DISPERSION LEGALLY PERILOUS

U.S. LEGISLATION:
CONNECTICUT'S OCTOBER
2026 MANDATE

Requires good-faith wage ranges
on both internal and external job
postings. Incumbents can instantly
compare their pay against new
hires, exposing pay

compression.

EUROPEAN UNION:
THE PAY TRANSPARENCY
DIRECTIVE (JUNE 2026)

Grants rights to information on
pay levels, pay progression

1 criteria, and enforces gender

pay gap reporting for large

~+ | employers.

Multinational organizations can no longer hide behind their least transparent market. When
current employees can see the range advertised for the job next door, a targeted increase that

leaves them low in the range invites immediate scrutiny.
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THE INTERSECTION OF PAY DIFFERENTIATION AND PROCEDURAL
TRANSPARENCY DICTATES ORGANIZATIONAL RISK

TARGET STAT;\I

HIGH MOTIVATION

Dispersion that tracks real contribution
in a way people can see produces
verified performance gains and

ideal sorting effects.

-

AHE DANGER ZONE:
BIAS & LAWSUITS -4

Reliance on manager discretion without visible
criteria breeds the paradox of meritocracy
(Castilla). Unexplained gaps for women and

\minorities become legally actionable.
///
{

» STAGNANT & SAFE

The old peanut butter model.
Low immediate legal risk, high
long-term talent drain.

PUBLIC SQUEEZE

~ Transparency narrows pay gaps but
encourages counterproductive peer
comparisons if pay is clustered tightly

with no performance reward.

A

DEGREE OF PAY DIFFERENTIATION (LOW to HIGH)

LEVEL OF PROCEDURAL TRANSPARENCY (LOW to HIGH)




Aha Moment

Differentiation combined with procedural
justice creates a distinct competitive advantage

r Z Z _ __/
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Targeted + Procedural | _ Trust &
Differentiation Justice | Retention

/.
_E 7 77 4
The Size of the Raise: Distributive Justice (Adams's equity theory). The Perception of the Process: Procedural Justice (Colquitt et al.).
People evaluate their pay by comparing outcomes to inputs. In Research confirms people can accept a smaller raise if they
aflat budget year, there will always be more people below the believe the process was sound, transparent, and fair. They

midpoint who notice than people above who feel rewarded. will reject a generous raise if the process feels rigged.




Deploy the Compensation Cycle Control Board
for immediate 2027 execution

Performance Execution

Switch 4: Audit pay
equity before and

Switch 1: Separate
the budget into

Switch 3: Make

purpose-built pools. gﬁ'f';?gtaigggn after the cycle.
N\ mathematicall N
Switch 2: Price skills credible. ety Switch 5: Explain the A

math and equip
managers to defend it.

and critical roles with
rigorous discipline.
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Isolate budget pools and price
specific skills with strict criteria

PANEL 1: SEPARATE THE BUDGET POOLS

-

J Stop blending merit, market, and
retention into one 3.5% pot.
Define explicit criteria for each

PANEL 2: PRICE SKILLS WITH DISCIPLINE

Base critical-role adjustments
on external rate data and time-
to-fill, not internal anecdote.

pool to avoid diluting the signal Tie premiums to demonstrated
of what the organization values. ' capabilities, not just job titles.
In Practice (Walmart & Costco) In Practice (Meritus Health)
Walmart concentrated 2025 base pay increases q Adopted a hybrid model—maintaining broad q
entirely on store and market managers. Costco utilized organizational raises while directing concentrated pay
tiered hourly increases, directing the largest raises dollars specifically to hard-to-fill roles (nursing,
($1/hr) to workers at the very top of the pay scale. pharmacy) driven purely by turnover and time-to-fill data.
y y
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The world’s largest tech firms rely on variable
pay for performance differentiation

Strategic Principle: The sharpest pay differences should sit in variable pay (bonuses/equity)

that must be re-earned, keeping permanent base-pay merit spreads moderate. ~

Matrix 2: The Big Tech Playbook

\ 1 / ‘\\
- i -
P S
Execution Details | (;
Boosted comp for top performers by slightly trimming |

Company Strategic Lever
Google Variable Multipliers bonus/equity multipliers for middle ratings (budget neutral). -0=3
e Meta The ‘Checkpoint’ Transparent multipliers: 200% for top 20%, 0% for bottom 3%. || ==0-
@ 7 Program Moves equity refreshers to twice a year. /A
[
I . : :
. Froze base salaries completely in 2023 for salaried workers to
. Microsoft Base Pay Freezes preserve performance-linked bonuses and stock pools. (
Raised maximum corporate base salary from $160k to $350k,
T Amazon Structural Ceilings changing what is possible for high-market-value employees
= without raising the floor for all.
! ~ s o §% ‘_J
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Auditing equity and publishing the math
protects the organization’s credibility

THE AUDIT PROTOCOL

Run a statistical pay gap Fund remediation from a Review outcomes by
analysis before the dedicated equity pool demographic group

cycle, not as a legal so corrections don't - e
afterthought. cannibalize merit. paeial GO

THE TRANSPARENCY STANDARD .

: = /‘7/ el =
/Sa|95f°fce (The Audit) 4/// Buffer & Purdue (The Explanation) | |~ 77

J— l Conducts regular equal pay assessments Buffer openly publishes its salary formula (market
integrated directly into annual comp planning, x cost-of-living x role x experience). Purdue 1
' E— | having spent over $12M cumulatively to publicly divides base increases into explicit
; |

buckets (2% recurring base + 0.5% non-recurring

exceptional recognition) to eliminate ambiguity. / /

| | close unexplained pay differences.
| /
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Every defensible pay decision rests on invisible
organizational infrastructure

THE MANAGER'S DECISION &
THE EMPLOYEE CONVERSATION.
(THIS IS ALL THE EMPLOYEE SEES).

LAYER 1 (GOVERNANCE):
SECOND-LEVEL OUTLIER REVIEWS &
CALIBRATED PERFORMANCE RATINGS.

LAYER 2 (MARKET DATA):
VALIDATED MARKET BENCHMARKS
REFRESHED ON A REGULAR CYCLE.

LAYER 3 (JOB ARCHITECTURE):
— FORMALIZED JOB LEVELING, FAMILIES,
AND PROGRESSION CRITERIA
(NOTE: 22% OF EMPLOYERS CURRENTLY
LACK JOB LEVELING ENTIRELY)

—— LAYER 4 (PAY RANGES):
MATH-BACKED RANGE WIDTHS
THAT ALLOW FOR MEANINGFUL
PROGRESSION WITHOUT
EXCESSIVE COMPRESSION.
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Managers are the human interface
of organizational justice

THE GOVERNANCE MANDATE

Differentiation asks managers to
make harder decisions and explain

o them in uncomfortable
o conversations. Without providing

explicit talking points, individual

52%

Only a fraction of

Only roughly half of organizations are range data, and practicing the
organizations provide any confident their managers script, managers will default to
formal training on conducting can properly explain :
\_ pay discussions (Salary.com). Al-related pay and work blaming the budget system—

changes (Korn Ferry). destroying the procedural justice
required to make targeted pay work.
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Sustainable pay differentiation relies on
continuous empirical measurement

: \ RETENTION EFFICACY:
Bl 1 Y | Are high-performers and those
/ with critical skills exhibiting
/ regretted turnover despite
targeted raises?
PERCEPTION GAP:
Measure the 31-point disparity < [ Sy STRUCTURAL HEALTH:
between HR.professiqnaI§ who g/ ::/" ‘\‘ [ n / % Are gxte_rnal hiring premiurps
believe pay is fair and \) ’ © & causing internal compression
employees who actually agree. / within job levels?

“The question is not whether to differentiate, but whether the organization has the structures,
processes, and capabilities to do so in a way employees can understand and accept.”

— Dr. Jonathan H. Westover
R uman Captel



