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Abstract

Background and Objective :Traditional compensation systems in the public

sector face significant challenges regarding inefficiency and inequity. This
study aims to develop a comprehensive and contextualized conceptual
framework for implementing an Artificial Intelligence (Al)-based
compensation system within the Iranian public sector.

Methodology: The research employs a hybrid qualitative approach,

integrating two foundations: a systematic review of the global literature and a
Grounded Theory strategy. Field data were collected through 20 in-depth,
semi-structured interviews with academic experts and. senior managers at the
Ministry of Sport and Youth. Data were analyzed using a three-stage coding
process (open, axial, and selective) with MAXQDA software.

Findings: The data analysis led to the emergence of a conceptual framework

comprising eight macro-categories: 1)« Infrastructural and Technological
Prerequisites, 2) Components of an Intelligent Compensation System, 3)
Dimensions of Organizational Justice, Transparency, and Trust, 4)
Implementation Challenges and Barriers, 5) Legal, Regulatory, and Ethical
Considerations, 6) Requirements for Change Management and Culture-
Building, 7) Individual and Behavioral Outcomes for Employees, and 8)
Macro-Level Strategic Organizational Achievements.

Conclusion: The successful implementation of an intelligent compensation

system isw.a complex socio-technical phenomenon that, beyond its
technological aspects, requires simultaneous attention to bureaucratic realities,
legal constraints, and the management of human resistance. The proposed
framework can serve as an operational roadmap for policymakers on the path
toward-data-driven governance.
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Developing a Hybrid Conceptual Framework for an Al-Based
Compensation System: A Grounded Theory Study in Iran’s Public
Sector

Extended Abstract

Background and Objective: Traditional compensation systems in public sectors worldwide have

long been criticized for their rigidity, lack of transparency, and failure to establish distributive,
procedural, and interactional justice. These systems, often based on seniority and generic legal
coefficients, are ill-equipped to recognize individual performance, competencies and productivity.
In Iran, these challenges are exacerbated by deep-rooted bureaucratic complexities, fragmented
data infrastructures (referred to as "information silos™), stringent top-down regulations, and
chronic budgetary constraints. Consequently, employee motivation, organizational trust, and the
retention of talent have significantly declined. The emergence of Artificial Intelligence (Al) offers
transformative potential for redesigning compensation systems_ by. enabling data-driven
performance evaluation, real-time monitoring, personalized reward packages, and predictive
budget modeling. However, the successful deployment of Al=in this_sensitive domain faces
substantial barriers, including algorithmic bias, privacy concerns, legal incompatibilities, and
natural human resistance to change. The primary objective of ‘this study is to develop a
comprehensive, contextualized, and operational hybrid conceptual framework for establishing an
Al-based compensation system within Iran’s public sector. Unlike prior research that has either
focused narrowly on technical aspects or traditional non-Al ‘models, this study addresses the
critical gap between AI’s theoretical potential and the harsh socio-technical realities of Iranian
governmental organizations, specifically the Ministry of Sport and Youth. The central paradox this
research resolves is: how to design a framework that harnesses AI’s power for fairness and
efficiency while remaining compatible with existing bureaucratic, legal, and cultural constraints.
Methodology: This study adopts a qualitative, interpretivist-constructivist paradigm. A distinctive

hybrid qualitative approach was employed, combining a systematic literature review with a
Glaserian Grounded Theory strategy to allow a conceptual model to emerge organically from field
data. Theoretical sampling was used, beginning with purposive sampling. Data collection involved
20 in-depth, semi-structured interviews (45—70 minutes each) with academic experts and managers
from Iran’s Ministry of Sport and Youth, continuing until theoretical saturation was reached at
interview 18. All interviews were transcribed and analyzed using MAXQDA through three-stage
coding: open coding (192 initial codes), axial coding (24 subcategories), and selective coding (8
final macro-categories). To ensure rigor, Guba and Lincoln’s criteria were applied: credibility
(member checks), transferability (thick description), dependability (audit trail), and confirmability
(Cohen’s Kappa > 0.85).

Findings: The inductive analysis led to the emergence of a multi-layered hybrid conceptual

framework comprising eight macro-categories: Infrastructural and Technological Prerequisites:
This foundational layer includes three sub-components: a) development of robust hardware and
software infrastructure (secure servers, cloud computing), b) integration and cleansing of big HR
data (connecting disparate attendance, payroll, and performance databases into a centralized data
warehouse), and c¢) network security and data protection (encryption, multi-level access,
blockchain). Experts unanimously emphasized that without solving Iran’s "information silos," any
Al initiative is doomed. Components of an Intelligent Compensation System: This core layer
features data-driven, real-time performance assessment (using NLP and continuous monitoring),
personalization and flexibility of reward packages (employee-choice benefits), and predictive
algorithms for HR budgeting (scenario simulation and resource optimization). Dimensions of
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Justice, Transparency, and Trust: Critically linked to the above, this layer includes elimination of
human biases (promoting procedural justice), algorithmic transparency and traceability
(explainable Al that provides reasoned justifications for decisions), and building trust through
perceived distributive justice. Implementation Challenges and Barriers: Three major barriers
emerged: a) structural, bureaucratic, and human resistance (middle managers fearing loss of
power, technophobia among senior staff), b) budgetary constraints and scarcity of hybrid talent
(lack of professionals skilled in both public HR and data science), and c) technical challenges (data
quality, algorithmic bias risk, difficulty quantifying qualitative athletic roles). Legal, Regulatory,
and Ethical Considerations: A unique and critical finding for Iran’s context. This category includes
a) alignment with top-down laws (outputs of fair algorithms may contradict the rigid "Civil Service
Management Law" or audit court spending caps), b) privacy and data confidentiality (surveillance
concerns, informed consent), and c) algorithmic accountability and ethics (need for human review
boards, ethical charters). Change Management and Culture-Building Requirements: Strategies
include digital literacy training, psychological management of fears (pilot projectsy success
stories), and securing senior leadership commitment to form a strategic coalition. Individual and
Behavioral Outcomes for Employees: Positive outcomes include enhanced motivation, reduced
organizational political behaviors, improved retention of talent, and reinforcement of meritocracy.
Macro-Level Strategic Organizational Achievements: Organizational benefits comprise cost
optimization (reducing unnecessary over-payments, preventing corruption), increased agility and
efficiency, and the fundamental transition toward data-driven governance.

Conclusion: This research provides one of the first hybrid, grounded, and contextualized

conceptual frameworks for Al-based compensation in Iran’s complex public sector. The findings
demonstrate that the transition to intelligent compensation is not a linear technological upgrade
but a socio-technical transformation requiring simultaneous attention to algorithms, bureaucratic
structures, legal constraints, and human ‘dynamics. Theoretically, this study makes several
contributions. First, it extends the literature on AI-HRM by focusing on the underexplored domain
of compensation, particularly in a non-Western public sector context. Second, it refines
organizational justice theory for the digital age by demonstrating that procedural justice now
requires "algorithmic transparency" and "explainability," not just rule-based consistency. Third, it
introduces the novel concept of *legal-algorithmic incompatibility" as a major barrier, showing
that a perfectly fair algorithm may still violate rigid state regulations. Practically, the proposed
eight-dimensional framework serves as an operational roadmap for policymakers and managers at
the Ministry of Sport and Youth and other Iranian state organizations. It guides them to first invest
in data integration_and cleaning, then to pilot Al tools transparently, while simultaneously
managing human.resistance and negotiating legal flexibilities. The study recommends establishing
a "human review_ authority" for algorithm appeals, drafting an ethical Al charter, and forming a
strategic leadership coalition. Limitations include the single case study design, which limits
generalizability, and the lack of quantitative testing of the model. Future research should conduct
comparative studies across multiple ministries and convert this framework into quantifiable
instruments for large-scale validation. In conclusion, algorithms do not operate in a vacuum; their
success lies not in processing power but in their capacity for peaceful, productive coexistence with
human and bureaucratic realities.

Keywords: Compensation System, Artificial Intelligence, Public Sector, Grounded Theory, Hybrid
Conceptual Framework.
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