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At GoodWell, all of our metrics and approaches are free for use by any organization — we consider 
them open source best practices. However, the one that receives the most inquiry and causes 
the most confusion is how to accurately measure pay gaps. Our methodology is fairly simple and 
accommodates for:

1. Equal pay for equal work, which requires organizations to be well organized in how they 
manage job titles and levels.

2. Tenure in role, which normalizes salaries to allow for cost of living and tenure adjustments.

3. Geographical differences that can cause large discrepancies due to cost of 
living adjustments.

Please note that GoodWell’s methodology helps organizations ensure equal pay for equal work and 
does not evaluate the macro conditions of pay within the organization.
     
The following guide is intended to walk you through the detailed process of evaluating 
compensation within your organization to determine if you have a pay gap issue across gender, 
race or age.
     
To begin, we have provided a simple sample data set to help make sense of the process.

Measuring for Pay Gaps:
An Open Source Approach
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Step 1: Gather Data

Role / Level: This will be used to determine which employees will be evaluated against one 
another. This should be as specific / granular as appropriate within the organization. For 
example, if you have software developers and have levels for that role in tier 1, 2, or 3, this field 
should include both the role and the level, i.e. software developer level 1.
     
Location: The location should to be the office the individual is located in. If the individual 
works as a remote employee you should capture their home county.

Date of Birth / Age: Age at the time of evaluation

Gender: Male, female, transgender

Race:

• American Indian or Alaska Native. A person having origins in any of the original peoples 
of North and South America (including Central America) who maintains tribal affiliation 
or community attachment.

• Asian. A person having origins in any of the original peoples of the Far East, Southeast 
Asia or the Indian subcontinent including Cambodia, China, India, Japan, Korea, 
Malaysia, Pakistan, the Philippines, Thailand and Vietnam.

• Black or African American. A person having origins in any of the black racial groups of 
Africa. Terms such as “Haitian” or “Negro” can be used in addition to “Black or African 
American.”

• Hispanic or Latinx. A person of Cuban, Mexican, Puerto Rican, Cuban, South or Central 
American, or other Spanish culture or origin, regardless of race. The term “Spanish 
origin” can be used in addition to “Hispanic or Latino.”

• Native Hawaiian or Other Pacific Islander. A person having origins in any of the original 
peoples of Hawaii, Guam, Samoa or other Pacific Islands.

• White. A person having origins in any of the original peoples of Europe, the Middle East 
or North Africa. 
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Date Hired in Role: Rather than the date hired, this field should capture when the individual 
was placed into the role.
     
Salary: The base annual salary — if the employee is hourly, please take the hourly rate and 
multiply by 2080.

Bonus: Any incremental payments made to this individual in the past 12 months (commissions 
are excluded from this evaluation). Total Compensation minus Salary plus Bonus.

Step 2: Determine Cohorts
Remember you only need to evaluate individuals who perform the same work. Group these 
individuals into cohorts for evaluation.
     
Start by grouping individuals in the same office (or county if there is no physical office), and then 
group all individuals who are in the same role and level. Each group of employees with these two 
data elements in common will be grouped in the same cohort and will be evaluated as such. If we 
look to our sample data, the following cohorts would be created: 

Step 3: Normalize Salaries
Now we have determined which employees should be getting paid equally for the same work, we 
can begin the process of normalizing their salaries.
     
The first step to normalizing salaries is to identify the Standard Bearer for tenure in role. The 
Standard Bearer is the longest tenured employee in that specific role. If we take a closer look at 
our data set and narrow in on the software developer role, we can see that the longest tenured 
employee in that role is from 1/19/2015. That individual is the Standard Bearer and all other salaries 
need to be adjusted to that level of tenure.



Measuring for Pay Gaps: An Open Source Approach  4

For this part of the process, we will determine the difference between Standard Bearers start date 
and that of the other employees in the same role. We will divide by 30 to normalize the data  
to months.

Once the difference in tenure is calculated, we can normalize the total compensation with the 
following calculation: Compensation*(1+.025)^((Difference in Tenure in Months)/12) 

Step 4: Average the Segments
For this step we need to consider the number of segments we have. In the case of our sample 
data we have:

Men

Women Caucasian

Asian

Hispanic / Latinx African / Black 20-30

30-40
     
For each segment we need to average the normalized salaries.

Step 5: Compare Segments
Segments are only compared to like segments based on 
gender, race and age. To compare the segment, identify the 
highest paid segment in the category. For example, in our 
sample data the highest paid gender segment is male.
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Now compare the other segments to the highest paid segment. In this case, compare male 
to female using the following formula (Highest Paid Segment Average - Comparison Segment 
Average) / Comparison Segment Average. This will give you the percentage difference between 
segments. For this example:
     

(119,650 - 109,331)/109,331 = 9.4%
This gives you the final segment comparison for a gender-
based pay gap.

     
Continue the comparisons for all segments and you will have 
a full gender, race and age based comparison.

For GoodWell certification we allow for up to a 10% pay gap. This gap provides for things like 
outstanding performance to be reflected in pay without causing failure of the metric. As the 
number of employees in any given segment grows, this gap should narrow. 

Step 5: Determine Overall Organization Pay Gap
Once all segments have been compared, you can now aggregate all the data to determine if you 
have a systemic problem. To do this, find the weighted average of all pay gaps identified in the 
segment analysis.  

Let’s continue with the example above. In our analysis we determined women are paid 9% less than 
men in the software developer role. To begin the process of creating a weighted average, we need 
to determine how many women are affected. If there were six female software developers, multiply 
six by 9% to come to a total of 54%. We call this number the Aggregate Impact. Do this for each 
segment in each role.  

In the end, you should have a spreadsheet that looks like this:
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Once all of the segments have been compared, simply add the Aggregate Impact of all segments 
and divide by the total number of individuals impacted across all roles to determine the weighted 
average of impact on all segments as shown below:

For example, if the sum of the Aggregate Impact on women was 80% as listed above and the total 
number of women impacted was 16, the weighted average of the pay gaps would be 5%.  

For GoodWell certification we allow for up to a 10% pay gap in any segment. We believe this is the 
bare minimum any organization should tolerate and allows for things like outstanding performance 
to be reflected in pay without causing a metric failure. However, we encourage organizations to 
strive for parity.  

When all the organization’s pay gaps are calculated on a weighted average basis, the overall 
resulting number should be below 2%. In some roles you will have women superstars, in others 
men. On average this should normalize. If it does not you likely have a systemic issue that needs to 
be corrected.
     
Please contact us if you would like assistance in calculating your pay gaps or if you would like to 
become certified as a GoodWell Company. 


