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GRAVITY PAYMENTS: MINIMUM WAGE IS A
HEAVY LOAD

Dan Price of Gravity Payments hit the headlines in Apnl 2015 when he announced that he was
introducing a minimum wage of USST0K for all staff. Seventy of the 120 employees at the
Seattle credit-card processing company got a raise. At the same time, he reduced his salary from
USSLIM to the same level, and mortgaged his house, putting the money into the company.

While the majority of those affected were presumably happy, and few people doubted that
Price’s motives were good, there were wider implications. More senior employees with salaries
alrcady above the minimum received no raise: how did they feel? Given that money paid as
salanies could go into other arcas of the company, what were the implications for the future as
the company tried to expand or raise funding? What were the effects, positive and negative, on
competitors and customers? What other ways could Price have considered to motivate and
improve the well-being of his employees, while enhancing the company’s future?

Praised by some and ridiculed by others, Price’s simple action raised complex questions about
wage inequality and the best way to hire. motivate and retain staff.

A Surprise Pay Raise

At a staff meeting in April 2015, Price made the kind of announcement that few employees
hear in their lifets “Effective & diately... we're gonna have a minimum USS70K pay
rate for everyone who works here.™ Price said of his decision, “To me, once you know the right
thing to do, and it’s the right thing for everybody involved and it’s going to be bencficial to
everyone, it becomes a moral imperative to actually do it.™ Price added: “It's a big struggle for
the middle class.... I think part of that is things arc getting more expensive and the wage growth
Jjust 1sn't keeping up.™ The figure of USS70K was derived from a 2010 study by Nobel Prize-
winning ec ist Danicl Kah which, setting out to answer whether money can bring
happiness, gave the figure as being the approximate level below which lack of money would
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cause “emotional pain.™ So, while the decision was at heart a moral one, it had a qualitative
basis.

There were other rational reasons for the raise. Price claimed that previous pay raises had
cmscd a surgc in profits, and also, more cynically, thought that the publicity would increase
nt was indeed covered ively by the New York Times and NBC

.

News.*

Coming from a conservative, religious background, Price was an ambitious entreprencur who
worked hard to build a successful and profitable business. He realized that the single most
important aspect he needed to get right was nurturing client relationships: “If we can improve
our quality, if we can improve how we serve our clients, that’s gonna show up in our financials
long term.™ He had no intention of turning his company into a charity for his employees, but
wanted to experiment with a radical payment structure to drive the company forward. Price
would probably not call himself a socialist. However. the concept had similaritics to state-
supported welfare, where the state ensures that citizens have food and housing at a basic level.
leaving additional needs up to the individual.

Seventy of the 120 employees got a raise; 30 employees doubled their salaries. (The minimum
rate for new employees was USSS0K, nsing to USS70K with service.) The majonity of these
were presumably happy. although a new administrative assistant at Gravity commented, “Am
1 doing my job well enough to deserve this? 1 didn’t cam it.™

Reducing Income Equality One Step at a Time

Leading up to his announcement, Price had serious misgivings. He would be taking a huge pay
cut himself and renting out his home, and told himself he’d be “better off if I don’t do this™ and
“to forget this horrible idea.” Several years of annual salary around USSIM had certainly helped
him lead a comfartable life. However, costing the idea with his financial manger convinced him
that n was possible, lhough it was clear that there would be no room for error and no

gency for xpected costs. In addition to Price’s sharply reducing his own salary, the
previous year's USS2.2M profit would be used to finance the new pay scale. He had drastically
decreased his short-term financial outcomes, although he said, “It helps that I'm 31 and don’t
have any kids. .. and no girlfriend.” so giving up a high salary was probably casier for him than
for someone with more commitments.* He had no mortgage payments cither: his house, which
cost USS900K in 2012, was bought with cash.

Price claimed he was surprised that the announcement got so much attention. However, the
action seemed to enforce a debate already underway about wage incquality, and tap into a
national Zeitgeist. The ratio of median to mean pay in the USA had been falling steadily since
at least 1989, as the huge salaries of the highest carners raised the mean but Ieft the majority
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unchanged * Coming on the back of the financial crisis in 2008, which saw rapid rises in
unemployment across regions and professions, and negative GDP growth in 2008 and 2009,
the pereeption was that middle-class working Americans were struggling to improve their living
conditions, while the very richest continsed to get richer. 1o

The debate was as strong in Seattle as anywhere. On May 1, 2004, Mayor Murray announced
that the city would introduce a sliding scale of mininwm wages, starting at US51 1 per hour on
April 1, 2015 and rising to USSL5 per hour on January 1, 2007." {US$135 per hour corresponds
to approximately USS31K annually.)

Despite Price’s claim that he was surprised at the reaction, one of his motivations was definitely
to make o statement to other companies. His announcement was professionally filmed and
discussed on the company’s blog, and widely shared with news outlets. He thought that, after
the announcement, the company would “just kinda move on. But [ was struck at the interest of
people outside, and how people thought this might be the start of a movement.” When asked
whether the pay raise would help pave the way for wider pay equality, Price answered, “1 hope
so. My goal when making this decision was for other business leaders to recognize you can pay
a living wage and not only survive, but thrive.™"*

The actions of a single small company will not change income inequality. However, the effect
is amplified if such actions influence a number of others. The impact on media was certainly
huge, with interviews in the national press, several business magazines and TV shows. In the
context of rising concern about increasing inequality, much of the coverage praised Price for
his actions. Left-wing comedian and activist Russell Brand and socially concerned website
Upworthy were impressed.

Effect on Employees

The publicity was cerainly good for customer leads. Gravity noted the number of new
customers mereased by T3% in the month followmg the announcement, although it was too
soon to tell how many would tum out to be long-tesm, profitable customers. Gravity hired a
dozen more employees to cope with the workload.” They received 4,500 résumés in the week
following the announcement, mostly for low er-level jobs, but also from a senior executive from
¥ahoo, Tammi Kroll, who joined the firm, reportedly for a pay cut of at least 30%.1%
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Ancedotally, some existing customers worried that a consequence of the pay raise would be
increased fees. Competitors fretted that they would face internal pressure to raise their own
salaries.

The publicity certainly raised Price’s profile. His picture adomed front pages, including the
NYSE magazine and Enfreprensur, which had previously named him “Entreprencur of 2014,
and he was featured in the online magazine fne., Fox TV and the New York Timees."” Reportedly,
he was offered a USSES00K advance to write a book. In fact, his external commitments are now
s0 time-consuming that he only comes into the office one day a week '™

The cffect on Gravity's employees was largely positive, as would be expected. One said,
“We've been happy to stay later and maybe work through lunches, things like that, and that’s
fine.™"® At lcast two made important life decisions, starting a family and spending money on
visiting far-away relatives 2 On the other hand, a web developer at Gravity decided to leave,
despite having his salary increased from USSIK to USSS0K, worried that he would get too
comfioriable with the extra money, distracting him from his longer-term carcer goals.®

However, there was one unpleasant external shock. Dan Price™s brother Lucas Price, co-founder
and 30% sharcholder in Gravity Payments, issued a lawsuit shonly after the announcement,
demanding that Dan buy out his shares and pay damages. Although details weren't revealed,
he apparently felt be had been mistreated as a minority sharcholder.

Effect on Customers and Peers

Although employees and employee advocates were largely positive about the new pay scales,
ather businesses were less so. In the wake of the announcement, Price received negative letters
from customers: “1 had three people who were clients of Gravity, who said, “Price, you just
made mry job harder.” To hear that from those three people was really tough ™ Customers were
predominantly small business owners who used Gravity to connect them to banks and large
credit-card companics. This is a competitive, low-margin industry where new, small entrants
constantly have to justify o customers why they should be loyal. Customers want a super-
reliable, low-cost, no-worry solution. If there is conccm that their processing company will
raise fees, or worse, shut down, that constituies a risk.

Competitors in the Scattle small-business community also felt the pressure. One local business
owner described a conversation with Price at a social event, where he accused Price of “trying
w bring in some political and aspirational beliefs into the compensation structure of the
workplace " Price responded by accusing him of treating workers unfairly =
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A Pause to Reflect

Towards the end of 2015, cight months afier the surprise announcement, Price found time to
reflect on what had gone well and what could have been improved in the change in policy. Both
his lifestyle and his company had changed: he was now spending the majority of his work week
at speaking engagemenis and interviews, and had delegated much of the day-to-day working of
the company to his senior management team. Yet, recently, they hadn’t scemed so motivaied,
and admittedly they were being asked to take on more responsibility without the pay raise that
lower-ranking employees had been given. One had recently told him that, as soon as he
mentioned that he worked at Gravity, be also had to explain that he had not had his pay doubled.
Price caught another employec looking at a competitor's job posting.

As for the lower-ranking employecs, they were still happy, enthusiastic and hard-working, and
Price always enjoyed hanging out with them. They never failed to tell him how they appreciated
his generosity and how it had changed their lives for the better. But Price wondered how he
could persuade the next generation of managers io step up and take on more responsibility. All
he could offer them for their extra time and cffort were peer respect and management expericnce,
rather than a significant wage raise. Also, he was concerned that some of the more recent hires
did not have the same level of commitment to the company, but were just looking to make a
quick buck. He remembered a friend describing how in Japan workers rarcly change employers,
but frequently stay with a single employer for their working lives, knowing that their
compensation will rise as their needs do.

Price wondered what other ways he could motivate his entire workforee, if he had another
opportunity: pessibly something that bound them to the long-term good of the company, rather
than the next paycheck. Mavbe more flexibility could reward the people who truly went the
exira mile to bring back uncerain customers, or fix a security bug that everyone clse had missed.
Onc possibility was to reward performance with cash or siock bonuses, but Price was concemned
that cmployees would leave right afier any such award, and also woeried when he would find
the time to do performance reviews.

The publicity had brought in many new customers. That at least was a definite positive, though
the revenues wouldn't flow through to the bottom line until initial sct-up costs had been paid
off. The office was getting crowded with new hires, however, and Gravity needed to cxpand.
Given that the company now had little spare cash, one option was to approach a veniure capital
firm o take an equity stake. Price was shocked, though, at how low they valued his company
compared to a year carlier.

Onc other option was o off-shore some operations to a cheaper location, perhaps Mexico or
the Philippines. Price knew of scveral local companics that had done just that and were
enthusiastic about the service they got at a fraction of the cost of employing locals.

Price also misses his old lifestyle.. It was exciting to have all the publicity at first, but it was
sad being less involved in day-to-day company issues, And despite the highly paid speaking
engagements and the book deal, they weren't as certain as the regular bumnper salary be used to
draw.

Was there another way he could compensate his workers in a way that was fair, but sall
rewarded the hardest working and meost talented, and encouraged them to see their long-term
futures at Gravity?




