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Abstract:

This study aimed to develop and validate a model of government employee compensation policies based on the principles and requirements
of good governance. This applied study employed an exploratory mixed-methods design. In the qualitative phase, the contents of 40 credible
articles and books on compensation, human resource management, and good governance were analyzed to identify and classify the
preliminary components of the model. In the quantitative phase, a researcher-developed questionnaire comprising 25 items across eight
dimensions was administered to 95 human resource managers and experts working in governmental organizations in Isfahan, Iran. Face and
content validity were assessed through expert evaluation, while composite reliability and convergent and discriminant validity were examined
to evaluate the measurement model. The data were analyzed using partial least squares structural equation modeling in SmartPLS. All
identified dimensions, including sustainable development, stability, transparency, justice, rule of law, employee participation, accountability,
and efficiency and effectiveness, had positive and statistically significant effects on the government employee compensation model.
Employee participation produced the strongest path coefficient (f = 0.91, t = 39.43), followed by sustainable development (f = 0.90, t =
39.21) and rule of law (B = 0.87, t = 27.59). The model’s overall goodness-of-fit index was 0.63, indicating an acceptable and strong fit for
the proposed structural model. The proposed model demonstrates that an effective government compensation system should extend beyond
financial efficiency and incorporate employee participation, sustainable development, rule of law, justice, transparency, accountability,
stability, and effectiveness. Institutionalizing these principles can strengthen employee trust and motivation, improve administrative
legitimacy, promote the equitable allocation of public resources, and enhance the quality and sustainability of public services.
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Extended Summary

Introduction

Compensation is one of the most consequential subsystems of human resource management because it determines how
organizations recognize employee contributions, allocate financial and nonfinancial rewards, differentiate among jobs, and
align workforce behavior with strategic objectives. A compensation system encompasses base salary, allowances, performance-
related payments, benefits, incentives, retirement provisions, and other employment-related rewards. Accordingly,
compensation should not be regarded merely as an administrative mechanism for calculating salaries; rather, it is a strategic
instrument that affects employee attraction, retention, motivation, organizational commitment, perceived fairness, and
individual and institutional performance. A well-designed compensation system establishes a defensible relationship among
job value, employee competencies, performance, organizational priorities, and available resources (Gerhart & Rynes, 2003;
Milkovich et al., 2013, 2023).

Compensation policymaking is particularly complex in governmental organizations. Public-sector employers must attract
and retain qualified personnel while simultaneously complying with legal requirements, budgetary constraints, public
accountability standards, and principles governing the allocation of public resources. Unlike private-sector organizations, which
may design reward systems primarily in response to market competition, profitability, and business strategy, governmental
organizations must also consider equality, transparency, legality, administrative legitimacy, and the public interest.
Compensation decisions in government are therefore subject to scrutiny by employees, supervisory institutions, policymakers,
and citizens. Unjustified pay disparities, opaque decision-making, inconsistent implementation of regulations, and discretionary
rewards may weaken employee trust and diminish the legitimacy of public institutions. Consequently, public-sector
compensation systems should integrate strategic reward management with the values of public service and responsible
governance (Armstrong & Brown, 2023; Perry & Hondeghem, 2008).

The structure and distribution of wages influence employee behavior, occupational choice, mobility, and perceptions of
organizational priorities. Differences in pay among jobs, professional groups, governmental agencies, and managerial levels
communicate the relative value assigned to different forms of work. When these differences are not justified by responsibility,
competency, effort, performance, or labor-market conditions, employees may perceive the system as inequitable. Such

perceptions can reduce motivation and organizational commitment and may encourage skilled employees to leave public
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employment. International comparisons of wage structures also indicate that compensation systems are shaped by the
interaction of labor markets, institutional arrangements, legal frameworks, employment relations, and public policies.
Therefore, compensation models cannot be transferred effectively across contexts without considering the institutional and
administrative characteristics of the setting in which they are implemented (Lazear & Shaw, 2007).

A major issue in compensation design concerns the relationship between pay and performance. Performance-related
compensation is based on the assumption that employees will exert greater effort when they perceive a clear connection between
their contributions and rewards. Nevertheless, its effectiveness depends on the validity of performance indicators, employees’
ability to influence measured outcomes, the credibility of evaluation procedures, and the perceived fairness of reward allocation.
In many governmental occupations, performance is multidimensional, collective, difficult to quantify, and influenced by factors
beyond an individual employee’s control. Excessive reliance on individual performance pay may therefore promote unhealthy
competition, manipulation of indicators, short-term behavior, and weakened cooperation. Evidence further suggests that
individual performance pay influences outcomes not only through motivation but also through sorting effects, because it attracts
some types of employees while encouraging others to leave (Gerhart & Fang, 2014).

Recent critiques of pay-for-performance arrangements similarly demonstrate that financial incentives do not automatically
produce desirable outcomes. When performance measures are incomplete, conflicting, or vulnerable to manipulation, incentive
systems may shift attention toward easily measured results while neglecting service quality, cooperation, professional ethics,
and long-term organizational capacity. Effective compensation policy must therefore combine individual, team, and
organizational criteria and should be integrated with a credible performance-management system that includes clear
expectations, valid indicators, continuous feedback, and opportunities for review (Aguinis, 2019; Chen et al., 2024).

Transparency is another central requirement of an effective compensation system. Employees need access to understandable
information about salary structures, job classifications, performance standards, eligibility for benefits, reward ranges, and the
procedures used to make payment decisions. Pay secrecy and ambiguity restrict employees’ ability to evaluate fairness, identify
unjustified disparities, and understand the relationship between work and reward. Transparency, however, should extend
beyond publishing compensation figures. It should also clarify the rationale, criteria, procedures, responsibilities, and appeal
mechanisms governing compensation decisions (Colella et al., 2007).

Transparency must be complemented by managerial accountability. In an accountable compensation system, decision-
makers are required to document, explain, and justify decisions concerning salaries, allowances, bonuses, and other rewards.
Employees must also have access to formal mechanisms for objection, review, and correction. Accountability limits arbitrary
decisions and misuse of authority while preserving the managerial discretion needed to respond to differences in performance
and responsibility. Strategic compensation consequently requires a balance between managerial flexibility and institutional
control (Bamberger & Belogolovsky, 2017).

Justice constitutes a further foundation of compensation governance. Distributive justice concerns the fairness of payment
outcomes, procedural justice concerns the fairness of decision-making processes, and interactional justice concerns respectful
treatment and adequate explanations. Employees may reject a payment decision even when its financial outcome appears
reasonable if the process is perceived as opaque, discriminatory, or exclusionary. Moreover, public-sector wage inequality may
have implications beyond employee attitudes. Large and unjustified disparities can weaken institutional trust and may create
conditions associated with corruption or opportunistic behavior. Thus, both wage adequacy and the distribution of wages should

be considered in public compensation policy (Demirguc-Kunt et al., 2023).
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Employee participation is also essential for improving compensation design and implementation. Participation does not
imply that employees independently determine their salaries; instead, it involves formal opportunities to express views, identify
problems, assess needs, evaluate performance criteria, provide feedback, and participate through representatives in policy
review. Employee voice can improve the quality of information available to decision-makers and increase acceptance of
compensation reforms. Participatory human resource management emphasizes two-way communication and recognizes
employees as stakeholders whose practical knowledge can improve organizational decisions (Marchington & Wilkinson, 2005).
The involvement of human resource professionals and employee representatives in compensation governance can also reduce
the influence of informal power, conflicts of interest, and short-term managerial preferences (Shortland & Perkins, 2025).

Good governance requires that compensation policies be transparent, accountable, participatory, lawful, equitable, effective,
stable, and responsive to stakeholder interests. Governance structures contribute to organizational performance by clarifying
authority, controlling risk, protecting stakeholder rights, and ensuring that decisions can be reviewed and justified (Khatib &
Nour, 2021). Accordingly, compensation should be understood as a component of human resource governance rather than
merely a financial or administrative procedure.

Sustainability has also become increasingly important in human resource management. Sustainable human resource
management emphasizes the long-term preservation of employee capabilities, health, well-being, employability, and
organizational knowledge rather than the short-term consumption of human resources (Ehnert, 2009). The respect, openness,
and continuity model similarly highlights respectful employment relationships, transparent communication, and the continuing
development of human capacity (De Prins, 2011). Integrating economic, social, and human considerations into reward policies
enables organizations to manage the tension between short-term financial pressures and long-term workforce sustainability
(Ehnert et al., 2016). Recent literature also links compensation with environmental, social, and governance objectives,
suggesting that reward criteria should incorporate long-term sustainability and public value rather than focus exclusively on
immediate financial outcomes (Veltri et al., 2025).

Despite the extensive literature on compensation, many studies have examined performance pay, wage structure, justice,
participation, or sustainability separately. Fewer studies have integrated these dimensions into a unified model tailored to the
legal, financial, institutional, and accountability requirements of governmental organizations. Therefore, the present study
aimed to develop and validate a model of government employee compensation policies aligned with the requirements of good
governance.

Materials and Methods

This applied study used an exploratory mixed-methods design consisting of qualitative and quantitative phases. In the
qualitative phase, qualitative document content analysis was used to identify the components of good governance relevant to
the design of government employee compensation policies. Sixty academic sources were initially reviewed, of which 40
relevant articles and books in the fields of compensation, human resource management, governance, organizational justice, and
sustainability were selected for detailed analysis. Meaning units were extracted, coded, compared, and grouped according to
conceptual similarity. This process initially generated 65 components, which were subsequently organized into 25 principal
themes and eight overarching dimensions.

The identified dimensions were transparency, managerial accountability, employee participation, rule of law, justice,

efficiency and effectiveness, system stability, and sustainable development. On the basis of the qualitative findings, a
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researcher-developed questionnaire containing 25 items across the eight dimensions was constructed using a five-point Likert
scale. Face and content validity were assessed through expert review. The quantitative population consisted of human resource
managers and specialists employed in governmental organizations in Isfahan, Iran. The finalized questionnaire was
administered to 95 participants.

The measurement and structural models were evaluated using partial least squares structural equation modeling in
SmartPLS. Internal consistency was examined using Cronbach’s alpha and composite reliability. Convergent validity was
assessed through average variance extracted, and discriminant validity was evaluated using the Fornell-Larcker criterion. The
structural model was assessed using path coefficients, t statistics, coefficients of determination, predictive relevance, and the
overall goodness-of-fit index.

Findings

The qualitative analysis identified eight main dimensions and 25 themes for a good-governance-based compensation policy
model. Transparency included compensation philosophy and policymaking, job and salary classification, and performance-
based reward evaluation. Accountability comprised documentation, managerial answerability, and governmental oversight.
Participation covered involvement in policy design, periodic review, evaluation of consequences, and formal communication
mechanisms. Rule of law included legal structures, regulatory compliance, equal implementation, and legal traceability. Justice
encompassed distributive, procedural, and interactional justice. Efficiency and effectiveness included strategic alignment,
optimal use of public financial resources, employee attraction and retention, implementation feasibility, and continuous
improvement. Stability consisted of predictability, evidence-based reform, and financial continuity. Sustainable development
comprised economic and organizational sustainability, social responsibility, employee well-being, equality, inclusion,
resilience, and alignment with public value.

The measurement-model results generally supported the reliability and validity of the constructs. Composite reliability
values ranged from 0.71 to 0.89. The highest composite reliability values were obtained for sustainable development and rule
of law, both at 0.89, followed by justice and participation at 0.87. The average variance extracted values were 0.72 for
sustainable development, 0.45 for stability, 0.63 for transparency, 0.68 for justice, 0.74 for rule of law, 0.62 for participation,
0.50 for accountability, and 0.57 for efficiency and effectiveness. The Fornell-Larcker matrix showed that the square root of
the average variance extracted for each construct was greater than its reported correlations with other constructs, supporting
discriminant validity.

The structural-model analysis showed positive and statistically significant relationships between the overall compensation
policy model and all eight dimensions. Employee participation had the largest path coefficient, with f = 0.91 and t = 39.43.
Sustainable development ranked second, with § = 0.90 and t = 39.21. Rule of law had a coefficient of B = 0.87 and t = 27.59,
followed by justice with B = 0.85 and t = 24.83. Transparency had a coefficient of f = 0.82 and t = 17.30, while accountability
had B = 0.80 and t = 19.28. Efficiency and effectiveness had a coefficient of B = 0.72 and a reported t value of 7.41. Stability
had the smallest but still significant coefficient, with f = 0.52 and t = 6.93.

The coefficients of determination were 0.82 for participation, 0.81 for sustainable development, 0.75 for rule of law, 0.72
for justice, 0.67 for transparency, 0.64 for accountability, 0.51 for efficiency and effectiveness, and 0.27 for stability. Predictive
relevance values were positive for all constructs and ranged from 0.10 for stability to 0.57 for sustainable development. The
overall goodness-of-fit index was 0.63, indicating a strong fit for the proposed model.

Discussion and Conclusion
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The findings demonstrate that government employee compensation should be conceptualized as a multidimensional
governance system rather than a narrowly defined payment mechanism. The strong overall fit of the model indicates that
compensation policy in governmental organizations can be meaningfully explained through the combined operation of
participation, sustainability, legality, justice, transparency, accountability, efficiency, effectiveness, and stability. These
dimensions are mutually reinforcing. Transparency makes payment criteria visible, accountability requires decision-makers to
justify their actions, participation enables affected employees to contribute relevant information, and rule of law establishes the
formal boundaries within which decisions are made.

Employee participation emerged as the strongest dimension. This result suggests that the legitimacy and effectiveness of
compensation policies depend heavily on whether employees have meaningful opportunities to express concerns, contribute to
needs assessment, comment on evaluation standards, and participate through formal representatives in policy review.
Participation can improve the informational quality of compensation decisions because employees possess direct knowledge
of job demands, implementation problems, and the practical consequences of existing payment arrangements. It can also reduce
resistance to reform by increasing employees’ sense of procedural ownership.

Sustainable development was the second strongest dimension, indicating that public compensation systems must be
financially viable while also protecting employee well-being, organizational knowledge, workforce continuity, and long-term
institutional capacity. A compensation policy that controls expenditure in the short term but produces burnout, dissatisfaction,
turnover, or loss of specialized personnel cannot be considered sustainable. Sustainable compensation therefore requires a
balance among fiscal constraints, employee welfare, equality, inclusion, resilience, and the long-term development of human
capital.

The strong effects of rule of law and justice show that employees evaluate compensation not only by the amount they receive
but also by the legality, consistency, and fairness of the process through which payments are determined. Governmental
organizations use public resources and are therefore expected to apply compensation regulations consistently and without
discrimination. Clear legal authority, standardized procedures, documented decisions, equal application of rules, and accessible
appeal mechanisms can reduce arbitrary treatment and strengthen trust in the payment system.

Transparency and accountability also had substantial effects. Employees need to understand the rationale for salary
differences, performance standards, benefit eligibility, and reward decisions. At the same time, managers must be able to
document and defend their decisions. Transparency without accountability may merely reveal inequalities, while accountability
without transparency limits employees’ ability to evaluate decisions. The two dimensions should therefore be developed jointly
through clear compensation policies, documented evaluation processes, formal review committees, and accessible grievance
procedures.

Efficiency and effectiveness were also significant. Public organizations must use limited financial resources responsibly,
but cost containment should not become the sole criterion of success. A low-cost compensation system that fails to attract
qualified personnel, retain specialists, motivate employees, or improve service quality is not effective. Compensation policy
should therefore be evaluated using a balanced set of financial, human resource, organizational, and service-related indicators.

Stability had the smallest coefficient, although its effect remained positive and significant. This finding implies that
predictability and continuity are necessary but cannot independently guarantee a sound compensation system. A stable system
may remain inequitable or ineffective if its underlying rules are poorly designed. Stability should therefore be understood as

predictable, evidence-based, and gradually implemented reform rather than resistance to change. Employees should receive
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timely information about proposed changes, and revisions should be grounded in systematic evaluation rather than short-term
managerial preferences.

Overall, the proposed model provides an integrated framework for reforming government employee compensation policies.
Its practical value lies in transforming broad principles of good governance into operational dimensions that can guide policy
design, implementation, evaluation, and revision. Governmental organizations should adopt formal compensation philosophies,
clarify payment criteria, involve employees and human resource professionals in policy review, strengthen documentation and
appeal mechanisms, monitor justice and sustainability, and evaluate both financial efficiency and human-resource outcomes.
Through these measures, compensation policy can contribute not only to employee motivation and retention but also to

administrative legitimacy, organizational trust, responsible use of public resources, and improved quality of public services.
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