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New salaried employees frequently
receive the following instruction:

Discussion of salaries is grounds for
dismissal. While such an extreme
warning may be the exception, a policy
of keeping pay secret is not. A survey
by the Bureau of National Affairs
revealed that a majority of construc-
tion firms had secret pay policies and

indicated that 60 percent of the mana-
gers surveyed prefer secret pay plans
or at least some degree of secrecy con-
cerning compensation practices.

The controversy about secret versus
open compensation systems has led to
a dilemma for many of today’s busi-
ness owners. The topic of pay secrecy
generates considerable discussion when
managers are confronted with the
issue. Typically the issue is viewed
from an either-or-standpoint, often
reflecting the manager’s value system.

Readers are not expected to be con-
vinced that secret pay practices are
appropriate or inappropriate; that
decision properly rests with the in-
dividual manager or managers of a
firm. Rather, the intent is to focus on
the major factors underlying the issue
of pay secrecy, which may affect the
success of compensation systems in
organizations.

The use of wages as a motivating
incentive is not a modem innovation.
The first known utilization of wage
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“Pay secrecy increases the tendency for employees to perceive the
compensation system as unfair whether it is or not. A potential impact
of perceived unfairness is that an employee performing at a high level

may reduce his performance to that of lower performers who he
believes to be receiving the same pay.”

incentives can be found in the textile
mills of Babylonia under King Ne-
buchadnezzar over 2500 years ago. In
Babylonia, wages were paid in the
form of food, the amount based upon
individual output in spinning and
weaving operations. More recently,
wage incentives became quite common
by the beginning of the 20th Century
after early management pioneers such
as Henry Towne, Frederick Halsey,
and Frederick Taylor prepared such
plans in hopes of increasing worker
productivity and efficiency.

Since that time the role of money as
a motivator has become a major ques-
tion in the minds of managers and
behavioral scientists alike. The issue is
an important one since pay is the most
common extrinsic reward offered by
organizations. In recent years,
management scholars have made
significant progress in answering the
question, “Is money a motivator?”

There is considerable evidence that
before money, or any other reward,
can serve as a motivator a number of
conditions must be met:

1. For a reward to serve as a moti-
vator, it must first be valued by the
employee. This system recognizes that
people do vary in terms of what re-
wards they prefer. For example, some
individuals want more time off, more
fringe benefits, a more interesting job,
or more money.

2. The individual must be reason-
ably certain about what performance
is required to obtain the reward. In
many situations, it is not clear what
behavior leads to what rewards. The
employee cannot be automatically ex-
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pected to increase his performance
when it is not clear to him what
behavior is required. A high degree of
ambiguity about what is required on
the job can also lead to emotional
stress and job dissatisfaction.

3. Assuming that the employee
knows what is expected of him, he still
must believe that the desired perform-
ance will actually lead to the reward.
A typical example is the remark, “Yes,
I can work harder and better but why
bother since there is nothing in it for
me.” In short, the reward must be tied
to performance, preferably on an in-
dividual basis, and not some arbitrary
or subjective measure.

4. Not only should the employee
feel that the amount of effort be com-
mensurate with the reward, but he
must also perceive the reward to be fair
in relationship to the effort and
rewards of other employees. The ques-
tion of equity will be discussed in more
depth in the next section.

Despite the existence of simplistic
approaches, motivation in work orga-
nizations is complex. There are poten-
tially many interacting factors which
influence the quality and quantity of
job performance. Although the discus-
sion above is not an exhaustive treat-
ment of motivation in organizations,
the four conditions are important to
understanding the implications of
secret pay policies.

Perceived Unfairness . . .

Man is a social animal, typically
making comparisons between himself
and others, especially in a work en-
vironment. He asks himself, “How
does my pay and performance com-

pare with others?” The comparison
process reflects man’s basic desire to
know where he stands in relationship
to others in his organization. It must
be emphasized that the comparison
process is based on relative-rather
than absolute-monetary values.

Pay secrecy is much more likely to
cause employees to rely on rumors and
inaccurate information. Studies have
shown that managers employed by
firms with secret pay plans display
some interesting tendencies. When
asked to estimate the pay of other
managers in their organization, they

Thus secret pay policies had the
opposite effect of that intended by
management. Pay secrecy increases the
tendency for employees to perceive the
system as unfair whether it is or not.
Lawler states that those managers who
did not accurately perceive the pay of
others were more dissatisfied with their
own pay. On the other hand, those
with more accurate perceptions of the
pay of others were more satisfied with
their own pay.

tended to overestimate the pay of peer
managers and of those managers one
level below them and underestimate
the pay of managers one level above
them.

A potential impact of perceived un-
fairness is that an employee perform-
ing at a high level may reduce his per-
formance to that of lower performers
who he believes to be receiving the
same pay. This is the employee’s way
of eliminating his anxiety about such
an “unfair” pay system. Recall that it
is his perception of reality that affects
his behavior. This is true whether the
perceptions are accurate or not.

Another potential situation is the
employee who underestimates the pay
of his supervisors. In this situation the
employee may feel, “Why should Z
work hard for a promotion when it
pays little more than I am now get-
ting?” Of course he may not want the
promotion for other reasons but he
may not be motivated to work harder
because he believes the pay is not com-
mensurate with the increased duties
and responsibilities. But, in fact, his
boss is generally making considerably
more than he thinks. The potential ef-
fect on employee motivation in these
two cases is obvious.
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“Evaluating performance is always difficult and never perfectly accurate. If
differences in employee performance and salary cannot be supported, then

moving to an open pay policy will in effect be opening the proverbial
Pandora’s Box.”

A third potential implication of pay
secrecy is that it may create con-
siderable uncertainty and possible
mistrust that higher performance will
lead to a pay increase or some other
reward. The employee may feel, “Why
should I bang my head against the wall
all year, it never leads to anything
around here!” This situation reflects
the importance of tying pay to per-
formance in motivating employees.
Unfortunately, in too many organiza-
tions, pay is in fact not tied to
performance.

Finally, pay secrecy can create a
breeding ground of uncertainty in
terms of what specific performance is
required to obtain a reward or even
what rewards are available. Many

firms do not communicate this infor-
mation to employees. Interestingly, the
managers of these firms may com-
plain: “I don’t have any motivated
employees!” The organization may
have desirable rewards, but the
motivational force is greatly reduced if
employees do not know about their ex-
istence and what level of performance
is necessary to obtain them.

Pitfalls Exist . . .

There are many potential pitfalls
with pay secrecy which can reduce the
motivational force of money and other
rewards. However, merely adopting an
open pay policy will not by itself
eliminate these potential pitfalls.

As Professor Lawler admits, there
can be difficulties in implementing
open pay systems. First, under open-
ness, those identified at the low end of
each salary or merit level, may feel
threatened since they may view them-
selves as the least valued employee.
Another potential result of openness is
some managers would then feel under-
paid when before, under secrecy, they
were satisfied with their pay. In both
of these cases, it is very important that
feedback be given to the employee on
the reasons for his pay level. This
relates directly to the point which was
made earlier. The employee should
know what performance was required
to obtain a given amount of pay.
Merely making salary information
public does not automatically tie pay
to performance!

A final consideration is that eval-
uating performance is always difficult
and never perfectly accurate. If dif-
ferences in employee performance and
salary cannot be supported, then mov-
ing to an open pay policy will in effect
be opening the proverbial “Pandora’s
Box.”

The real issue is whether or not the
compensation system is well managed,
equitable, and consistent. When it is
not, then monetary incentives will lose
much of their motivational power
under either a secret or open pay
policy. In practice, however, some
degree of openness is necessary in
order to convince the employee that
the organization does in fact provide
monetary rewards tied to specific per-
formance levels on equitable basis.

An important consideration for any
manager, even though it is easy for
many to avoid, is how the employees
feel about the compensation and in-
centive systems. It is management’s
responsibility to review the pay systems
periodically. Quite possibly it may be
in the best interest of both the
employees and the organization to in-
crease the employees knowledge of the
organization’s compensation policies
and practices.
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