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ABSTRACT

This paper’s main objective is to determine the impact of compensation on employee’s
performance in an organization. The research used secondary data for analyses and
conclusion. That is, the analytical methodology was descriptive and conceptual in nature.
Data was gathered from various sources such as journals, textbooks, periodicals,
dissertation, government report, e-books, internet, archival, etc. This study revealed that
compensation, such as wage and salary plays a vital role in enhancing and improving
employees performance and productivity in Bodmas business school. The research showed
that compensation is the main motivation factors in improving employees morale and
enhancing performance and productivity in an organisation. The paper finally concluded by
recommending to the appropriate authority to improve the living standard of employees, at
various level of organization which improve their performance and productivity. Equally, the
paper recommended that organization at various levels should pay adequate attention to
performance-based compensation packages because it represents an important aspect
necessitate for influencing optimum level employee’s performance and productivity. High
workforce team effort should be rewarded in preposition to the level of their performance.
This will ensure that employees are not only praised and applauded at the monthly
profitability review meeting (MRP), but their efforts should be translated in attractive
incentive with compensation, specifically salary and wage strictly tied to their performance
level.
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1.1 Introduction

The main objective of every organization is to improve performance and its capacity to
compare itself with rest of the world, but it can never happen without the proper efficient and
satisfiable emolument to their employee’s e.g (workforce), therefore Employees are a
valuable resource of any organization. Compensation as a human resource management
function that deals with every type of reward in exchange for performing organizational
tasks, with a desired of a good outcome of an employee who is attached to the work, which
leads to satisfied and motivated to do a good job for the employer. A double input-output
exchange between an employee and an employer. Compensation is a critical component of
organizational strategy, motivating employee effort by attracting and retaining high ability
employee and influencing firm performance. Compensation is the largest single cost for an
average organization (Gerhart, Rythme & Fulmer, 2009) with employee wages accounting
for 60-65 per cent of average company cost excluding a firm's physical cost of goods sold
(Bureau of Labour statistic, 2009).

Employee compensation is a product of many factors within an organization. It may or not
include work-related behaviour, especially employee performance (Gomez-Mejia Beronne &
Franco-Santos 2010; Corby & Lindop 2009:34 Zingheim & Schuster 2007). Observe
Compensation as the total remuneration, in cash or in-kind that accrues to employees in
return for their work during the accounting period, regardless of when they are paid. As such,
the NIPA treatment of compensation is consistent with the treatment recommended by the
system of National Accounts 2008 (SNA), in which compensation reflects total remuneration
and is measured on an accrual basis. Compensation consisted of the earnings of employees
but it does not include the earnings of the self-employed, which the NIPAS treat as
proprietors Income (and the SNA treat as mixed Incomes. Compensation is equal to the sum
of wages and salaries and of supplements to wages and salaries wages which generally
account for over 80 per cent of compensation, that Consist of cash remuneration of labour
(including sick of vacation pay, severance pay, commissions tips, and bonuses) and in-kind
remuneration of labour such as transit subsidies and meals. Supplements to wages and
salaries consist of employer payments that are made on behalf of employees but are not
included in the regular wages payment provided directly to employees specifically, employer
contributions for employee pension and Insurance Funds and employer contributions for
government social insurance. Because this payment is made for the benefit of employees and
because the value of the contribution its typically determined, in some fashion, by their
labour and they are treated as compensation.

According to the American Compensation Association (ACA) (1995), “compensation is the
cash and non-cash reward provided by an employer to an employee for services rendered’.
Therefore, the financial reward which refers to any monetary rewards that go above or
beyond basic pay. These rewards are separate and not added to basic salary e.g include
financial incentives, bonuses, and recognition. Compensation can be view as direct and
indirect compensation received by an employee in an organization that serves to achieve
employee satisfaction and retention as well as improve performance, contributing to
achieving the overall goals of the organization, compensation processes and implementation
as the benefit to individual or group of employees who make up the organization. For the
organization, good compensation and quality working environment lead to improve
organization profitability while cultivating a more positive attitude toward profit orientation.
A good re-numeration for the employees improve higher workforce and also help to improve
job performance with aim of achieving goals of the organization. Further, at large,
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improvement of the employees’ performance in an organization can be achieved through
proper negotiation of a good remuneration between the employee’s representative and
organizational management.

Bodmas business school was founded in 30-01-2000 and it’s among one of the business
school running it activities of training leadership in Kano state with its headquarters in Lagos.
The organization competes in one of the most competitive markets in Kano in term of
providing quality leadership training. It makes a commitment to deliver quality service and
value. The school provides high-quality service suitable for all entrepreneurs and
organizational leaders. The institute has performed well even in an intensively competitive
environment that has seen the emergence of many relevant institutes offering the same type
of services. A wider customer base is a vital component of organization profitability that
must be looked into if an organization is going to counter the ever-growing competition.

1.1.1 Problem statement.

There have been several contribution and argument on the role compensation play in
improving employees performance and productivity. This is because which compensation
considered appropriate for one organisation may not be appropriate for another organisation.
Some organisation in Nigeria are confronted with so many problems in ensuring effective and
efficient compensation packages which lead to effective employees performance and
productivity in such organisation. This is due to lack of proper job satisfaction, poor
employee motivation, the inability of the most organisation to ascertain and retain best brain
employees in an organisationthat leads the organisation into proper alignment of their
performance and productivity in achieving their goals effectively. Low living standard and
earning stability that could lead the organisation to perform below expectation.

The rate at which performance of the organization decline as a result of poor compensation in
Nigeria over the last decade cannot be over emphasised, and also the inability of trade union
and Nigeria labour union to negotiate good compensation of the employees is another source
of concerned. This posed the following questions, that whether efficient compensation can be
a driving factor for improving employees performance and productivity in an organization.
The study investigates this problem and came up with some policy recommendation.

1.1.2 Research objective
From various issues stated above, the following are the specific objective of the study.
1. To ensure employees job satisfaction in Bodmas business school Kano.
2. To attract and retain the best brains of employees in Bodmas business school Kano.
3. To motivate employees for higher performance in Bodmas business school Kano.
4. To ensure earning stability and living standard of the Bodmas business school employees.

1.1.3 Research Proposition

With the bearing from the aforementioned theoretical perspectives, we shall propose the
following:

1. That there is a relationship between efficient compensation with job satisfaction and
employee performance and productivity in Bodmas business school.
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2. That there is a relationship between employee attraction and retention with employee
performance and productivity in Bodmas business school.

3. That there is a relationship between employee motivation and employee performance and
productivity.

4. There is a relation between earning stability, the standard of living and employee
performance and productivity in Bodmas business school.

1.2 Literature review
1.2.1 Conceptual review

Compensation system is a critical part of any organization design, how well they fit the rest
of the system. Over the past decades, various new compensation system has become popular
in order to align compensation system with the important changes that are accruing in the
way organization are designed and manage ( Lawler, 1990 Schuster and Zingheim 1992). In
fact, compensation is one of the imperatives of human resource management as it can
improve employee performance at an individual level, collegial and organization level.
Compensation is a discretion concept and the determinants of compensation may not
necessarily be the same in all organizations. There are various factors that may contribute to
the discrepancy in determining employee compensation within an organization. Employees
experience and level of education are signals to organizations about employee’s knowledge
and skill levels, and thus the labour market rewards employees for acquiring more human
capital with access to better jobs, higher earnings and greater incentives to remain
(Ngui&fieldman, 2010).

Gomez-Mejia, Borrone and Franco-Santos (2010) stated that, is a situation where employees
in an organization exchange a set of input or contribution (e.g education, effort, and long-
term commitment) for a set of output (e.g. pay, promotion, prestige) in order to achieve a
higher employee performance in an organisation. These exchange processes take place not in
isolation but within a social setting. Thus employees are constantly comparing their input
relative to their outcomes vis-visa another employee (called referent others) inside and
outside the organization (Gomez-Mejia et al, 2010). The going rate in the labour market
becomes the key factors for ascertaining job value or worth and, hence external equity is
defined as the extent to which the firms pay rate for a given job matches the prevailing rate
for that job in the external market (Fitzpatrick & Memullen, 2008). The salary survey data, in
general, is used for each job within a given grade level and its used to price all jobs
previously classified into that grade. It is possible to use regression procedures to link market
data with job evaluation scores to determine employee’s compensation (Rosen, 2008).
However, it seems to be challenged in determining which labour market that can use most
appropriate for a compensation of pay rate between the private and the public organization.
Designing Compensation program is significant in personal management because of its direct
influence on employee’s satisfaction and performance in the company. Compensation,
incentive, remuneration impacts everyone in the organization to an extent and can prove to
have very valuable and powerful tools- either intentionally or unintentionally. This
compensation tools have the ability to achieved employee satisfaction and employee
retention, as it comprises of Financial and non-financial reward that attract, motivate and
satisfy valuable human capital, retaining effective performance as the compensation system
recognizes desired behaviour towards aiding competitive advantage of the organization.
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According to Jenkins Jr, Mitra, Nina and Jason (2019) mentioned some ways to drive
employees performance and motivation which comprise the following.

1. Salary is the fixed or guaranteed regular monthly or annual gross payment made to
employees: it varies between the hierarchy of job positions, employee to employees and
companies to companies.

2. Wages, on the other hand, is a regular usually weekly or daily payment made for work
or service usually to manual workers.
3. A person’s paycheck is a way to communicate the value and importance of teamwork.

The instrumentality theory explains that remuneration is a source of power and a means of
employees acquiring necessities and luxuries and ensures the employee's willingness and
commitment to excel on the job, thereby ensuring employees retention. It is important to note
that compensation is not all about money; it is a symbol of what an organization believes is
valuable.It also expresses the communicated way to which extent an organization values its
employees (workers).

4. Incentives are rewards gives for the accomplishment of the predetermined goals and
are directly related to performance and has a positive influence on the employee objectives
and organization success. Incentives are used to motivate employees towards greater
performance.

Compensation philosophy

According to Perkins and White (2011), employee compensation, remuneration or reward
may be defined as “all forms of financial returns and tangible services and benefits employee
receive (Milkovich and Newman, 2004:3). For the most people, the pay is a primary reason
for working. Indeed, competition is at the core of any employment exchange, and it serves as
a defining characteristic of any employment relationship (Glassman et al, 2010). pay as an
important work outcome for most employees, as employees often regard pay as an indicator
for their achievement and recognition (Goodman, 1974. Inshore et al, 2006).

Compensation systems do not exist in a vacuum. At a very basic level, an organizations
compensation system reflects a reasoned strategy on the part of organizational decision-
makers with regards to how vigorously an organization is going to compete within a
competitive deliberate decision by appointed or elected policy board, acting upon the
recommendations of professional administrative staff. Overtime, creative thinking by both
public and private sector managers has resulted in the development of theories of
compensation that support to increase employee motivation, job satisfaction and in turn
organization performance and productivity (Davis 2007).

There is a common approach that seems to establish a foundation for determining employee
compensation, namely compensation or remuneration philosophy. According to Weinberger
(2010), a compensation philosophy is an overarching statement for managing a company’s
compensation resources. It is a declaration of intent to align compensation with the mission,
goals and values of the company. Many companies have prepared a philosophy document as
a basis on which to articulate their pay policies and guiding principles for developing pay
programmes and plans. Henneman (2011) view the following in regards: A compensation
philosophy explains the values and objectives guiding compensation policies; which skills the
organization rewards; whether the company pays at the median of the market or above or
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below it, and which types of rewards are available for instance, the values guiding Hartford
financial services group Inc policies include aligning its workforce interest with its
shareholder interest and linking pay performance. Employees satisfaction with a company’s
practices depends in part validating the compensation philosophy (i.e “walk the talk™).

However, owing to limitations of situational awareness, it is not always apparent to
employees whether or not pay practice are consistent with stated principles within the
company setting, employees will process and evaluate ambiguous events (i.e “cues”) that are
seen as having pay implications. Consequently, employees are liable to draw mistaken
inferences of compensation philosophy violation from observing or reported pay cues that
arise inside or outside the company (Weinberger 2010:215). In concrete terms, the
compensation philosophy statement guides the deployment of pay across job and employees.
The view content provides the rationale for originating and perpetuating pay practice that will
enable the company to meet it business objectives (Weinberger 2010). The type of
compensation system or philosophy utilized by an organization plays an important role in
determining its overall level of efficiency and effectiveness (Davis 2007) Weinberger
(2010:215) Assert that an effective compensation philosophy presents a clear direction for
integrating pay programmes with the talent needs engendering by the company’s strategic
plan. The aim is to implement pay practices that will secure and reward high calibre
employees in these jobs that are most instrumental to attainment. However, challenges with
regard to compensation still appear to exist. For example, Gomez-Mejia et al (2010:17) posit
that many compensation textbooks, journal, authors and consultant realize that are the more
professional image of the field of compensation becomes a business discipline, rather than
personnel took kit. This calls for a broader perspective on analyzing internal and external
forces that impact the organization and the ability to devise pay systems to cope with them.

There seems to be an immediate solution to the problems surroundings employees
compensation. For examples, Gomez-Mejia findings are that, firstly, most organization have
considerable discretion in terms of pay allocation, basis for pay decision and administrative
procedures. Secondly, compensation problems and challenges in each firm are typically
unique and less structured then traditional models would lead one to believe (Gomez-Mejia et
al: 2010) Furthermore, a traditional compensation system based on job evaluation cannot be
easily adapted to volatile economic environments or rapid technological change. There is also
difficulty in defining the market in which an organization belong (Gomez-Mejia et al 2010).

Determination of compensation

Determinants of pay also depend on whether a company falls under the public or the private
sector (Corby 2009) as posited by Palmer. In Corby (2009:72), the private sector is much
more likely to use a combination of individual pay, broad bonds and job families than either
the voluntary or public sector. This is particularly the case with a larger organization. As a
result, private sector organizations have fewer grades by broad occupational classification
than the public sector, and market-rate is clearly the main determinants of pay rates, followed
by the ability to pay. According to Palmer, in terms of pay progression, given the weight that
the private sector gives to performance and the market, the main progression emphasis is on a
combination of performance, skills compensation and individual performance (Corby 2009).
The key factors that determine employee’s motivation are satisfaction, recognition,
appreciation, inspiration and compensation (Bowen, 2000). Organizations that recognize the
importance of motivating employees often implement strategies that consistently motivate
their employees to achieve organizational objectives. Such strategies for improving
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motivation include compensation, employees participation, feedback and work environment
which ensure that employee’s needs and requirement are meet (Bowen, 2000). Clegg and
Birch (2002) argue that the thought of incentives is in itself motivation. In fact, most
motivation comes from anticipation than the delivery of the incentives itself.

Compensation is one of the key drivers of motivation because human resources are naturally
inclined to perform better when they perceived that they will get sufficient payment or returns
from their effort. While people exert effort for different reasons, today’s competitive
economic environment coupled with the consumer’s society which has made compensation
arguably the most important motivational factors for employee’s performance and
productivity. Most people are motivated by money at least for their basic needs and want.
Compensation in any form is the most obvious extrinsic reward, it provides the carrot that
most people want (Armstrong, 2008). Denisi and Griffins ( 2008) defines compensation as
the set of rewards that organizations provide to individuals in return for their willingness to
perform various jobs and task within the organization.

Compensation package

Sarah, Fogleman and McCorkle (2009) opine compensation package as easy to think dollars
per hour when thinking about compensation. However, successful compensation package
goes a lot further and can be considered total rewards systems that contain the non-monetary,
direct and indirect element.

e Non-monetary compensation: this can be seen as any benefit an employee received from
employer or job that does not involve tangible value. This includes career and social
rewards such as job security, flexible hours, and opportunity for growth, praise and
recognition, task enjoyment and friendship.

e Direct compensation: this is an employees’ base wages which can be an annual salary or
hourly wage, plus any performance-based pay an employee receives, such as profit-
sharing business.

e Indirect compensation: this is far more varied; it includes everything from legally

required public protection programs such as social security to health insurance,
retirement programmes, paid leaves, child care or moving expenses.
All the above mention types of compensation are important. An Employer has a wide
variety of compensation element to choose from and more limited as much as their own
preconception about compensation packages as they are by budget restraints, by
combining many of these compensation alternatives, progressive managers can create
packages that are individual as the employees who receive them.

Direct compensation alternative

Base Pay: Cash wage paid to the employee because paying a wage is standard
practice, the competitive advantage can come only by paying a higher
amount.

Incentive: A bonus paid when specified performance objective is met. Incentives

may inspire employees to achieve a higher performance level and
motivate them to accomplish farm goals.
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Stock Option: A right to buy a piece of the business which may be given to an
employee to reward excellent services. An employee who owns a share
of the business is far more likely to go the extra mile for the farm.

Bonuses: A gift is given occasionally to reward exceptional performance or for
special occasions. Business can show that an employer appreciates his
or her employees, they ensure that good performance is rewarded.

Indirect compensation alternative

Flexible working schedules Elder care

Retirement programs Moving expenses

Insurance (health, dental, eye) Subsidized house

Paid leave (sick, holiday, personal days) Subsidized utilities

Tickets to events (ball, games, concert) Magazine subscription

Boots and clothing Laundry services

Wellness programs Use of farm trucks or machinery
Farm produce, food meals Cellular phones, pages

Child care Use of farm pasture and gardens

Human resource Management employee compensation guide; Sarah, L. Fogleman and Dean
Mc (2009)

The parks farm employers provide and give them a competitive edge over other employees.
Some kinds of indirect compensation are required by law, such as social security,
unemployment and disability payment. Other indirect elements are up the employer for
example, a working mother may take a lower-paying job with flexible hours so that she can
be at home when her children get home from school. A recent graduate may be looking for
stable work and also an affordable place to live. Both of these individuals have different need
and, therefore would appreciate different compensation element.

Determining the cash wage

If ask different people or employees what a fair wage is? Different controversial views will
be received while there is no big deal in explaining the concept or fast rules for determining
fair wages. The importance of the task is obvious. Research indicates that employees expect
wages to (a) Cover basic living expenses (b) Keep up with inflation (c) Provide some funds
for savings or recreation and (d) Increase over time negotiation wage expectation with
employee can help determine what your compensation package should look like: The first
thing employees should consider when developing compensation packages is fairness. It is
vital that business maintain internal and external equity. Internal equity refers to fairness
between employees in the same business, while external equity refers to wage fairness as
compared to other farms or business. No matter the compensation level if either internal or
external Equity is violated employees may become dissatisfied. This will become apparent
through decreased productivity, absenteeism,

or employees leaving the business. In this notion what constitutes a fair wage? The approach
to determining a fair wage is a market survey. This is a fast and easy way to establish
compensation guidelines for many businesses. Contact phone calls to other employers who
are in similar business can determine the “market” value for a specific job unfortunately; this
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method is not necessarily well suited for agricultural producers. A agricultural managers
make use of informal survey or other agricultural managers make use of informal survey or
other Agricultural producers to determine the going rate” for labour, modify existing studies
of non-agricultural business to compare employees by skills sets rather than job titles. E.g
operating a forklift in a factory and driving a tractor, trailers may require similar skills and
therefore they should be compensated in similarly.

Job evaluation; is another technique that can be used to establish equitable wage rate. The
method is a more systematic and rational approach to internal equity because it evaluates
workers according to factors such as education, skill, experience and responsibility.

Skill-based pay; is approaches that base the wage rate on the qualification of the individual
doing the job, rather than on the job itself. Employees with similar skills are grouped
together, regardless of the titles, to form skill clauses or grades. These clauses determine pay
level; the techniques can be applied to Agricultural enterprises rather than easily.

Pay structure

Opara (2002) Opine that in every typical graded pay structure, jobs will be allocated to job
grades according to their relative's sizes, which is a formal system will have been
determining, by some type of job evaluation. There will be a pay range for each grade which
defines the minimum and maximum rates of pay for all the jobs in the grade. The pay range
will take account of market rates for the jobs in the grade. The main purpose of a pay
structure is to provide a fair and consistent basis for motivating, compensating and rewarding
employees. the aim is to further the objective of the organization by having a logically
designed framework within which internally equitable and externally competitive
compensation policies can be implemented, although the difficulty of reconciling often
conflicting requirement for equity and competitiveness has to be recognized. The pay
structure should also help the organization to control the implementation of pay.

The basis of pay structure

Pay structure is base on the decision about internal relatives and external compensation but
they must also take account of pay progression policy.

i. Internal Relatives

Internal relativity decision is usually formed through a process of job evaluation. This
normally excludes pascal factors, and relative’s size of the job is measured on the
basis of what to be done to achieve a standard and acceptable level of job
performance. In an individual job range structure, this provides the reference point for
the rate within the range, which should be paid to a fully competent person. In a
conventional graded structure, the same assumption is made for all job grouped into
grade although in practice their relative size may differ.

ii. External Comparison
External comparisons are made through market survey and decision on external
relatives follow the organization policy on how it pay levels should relate to market

rates it market or pay stance.
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Market stance policy defends on the organization view as to whether it should be pay above
the market, mach the market or pay-less than the market. These will be influenced by such
factors as the level of people the organization wants to attract and retain, the degree to which
it is though that pay above is a major factor affecting attraction and retention rates and of
course what it can afford to pay. Some organizations are market-driven in the sense that they
pay a lot of attention to market rates when designing and maintain their pay structure. Other
take the view that they are not going to allow another company’s business and reward
strategies to drive their own structure, they pay people in accordance with their beliefs; on
what is worth to them they will not, because they cannot, ignore the market place and the
need to be competitive but they do not all own these needs to determine their thinking. It is
possible to design pay structure entirely on the basis of external relatives and allow these to
determine interval differentials, ignoring internal equity consideration but this extreme
approach is rare except in small or rapidly growing organization or with sectors such as some
parts of the finance sector where it is accepted as the norm. It is more usual to start by
assessing the relatives’ sizes of the job by job evaluation and item the relative size of the job
by job evaluation and then price those job by job evaluation and then price those job on the
basis of external comparison. This the reference point in a pay range may align at the average
market rate for jobs in grade or above or below that rate. This may result in tension between
the need for both internal equity and external competitiveness.

Job Satisfaction

Job satisfaction consists of general employee job satisfaction, as well as other job satisfaction
components (Voon & Ayob, 2011). As a matter of fact, the essence of basically working in
an organisation is for an individual to get maximum satisfaction from his or her job.
Employee job satisfaction is the feelings and inner satisfaction employees get from their
workplace (Tegia, Koustellos & Tsigilis, 2004). Badur (2002) contends that factors that are
related to job satisfaction are age, sex, educational level, workplace environment, location,
colleagues, income and timing of work. Others according to Khalid and Irshad (2011) are
work, pay promotion, salary and recognition. The work of Schenk (2001) revealed that
working hours and holiday impacted the job satisfaction of employees. The study of kinds,
Dochy, Michielsen and Moeyaert (2009) shows that employee learning impacts job
satisfaction. In other words, organisational learning could make an employee satisfied. A
study carried out by Clark (2001), Shieds and Ward (2001) showed that satisfied employees
tend to exhibit a positive attitude in an organization. The foregoing clearly shows that proper
compensation leads to job satisfaction and improve employees performance and productivity.

Personal job satisfaction

This is a fulfilling or optimistic expression consequential of the consideration of one’s
activity (Azash et al 2011). The organisation today have realized the importance of
motivation and satisfied employee as important contributors towards long term objectives, it
has made the organisation cater to the expectation and need of the employees and could
expect the similar response. Motivation also positively influences performance at individual
and group level ultimately affecting the organisational performance (Risambessy et al.,
2012). It has been long thought that learning new things and competency development
opportunities raise the morale and satisfaction of the employees, but it also realized that the
significant effect on the motivation and job satisfaction is created by goals achievement.

22



Research Journal of Management Practice | ISSN: 2782-7674
Vol. 2, Issue 9 (September, 2022) | www.ijaar.org/rjmp

Lather and Jain (2005) opine that managers and supervisors as supporters toward encouraging
employees participation, mutual commitment and understanding of the diversity issues play a
significant role in motivating and enabling performance (Snyder et al, 2004). The prerogative
lies with the organisation management, in order to extract performance the management
should create an alignment between the organisation and employee goal and objectives. It is
the organizational behaviour represented by the organisational senior management which
effects the level of motivational and satisfaction through it beliefs, principle and underlying
values which are closely followed by the organisation (Roose, Van Eeden, 2008). The
organisation's core potential lies in its motivated and satisfied employees who consistently
contribute towards organizational goals and objective.

Compensation and employee retention

Trevor (1997) has proved that the rise in pay has a negative impact on turnover. Davies,
Taylor, and survey (2001) view that compensation to top workers is given by every
organisation but very few organisation uses it strategically to improve morale, they said that
“Salary and benefits policies are not being used strategically, within the organisation to
improve morale, reduce turnover, and achieve targets within an establishment” Gardner et al.,
(2004) were of the view that pay is considered as a motivator as well as employee retention
technique. Milkovich and Newman (2004) have clearly stated that among all types of reward,
monetary pay is considered one of the most important and significant factors in employees
retention.

Higher company turnover rate can be reduced with a good employee compensation system.
Tangible and intangible forms of compensation/ rewards include cash bonuses or gifts, which
can be in the form of tickets to a show or sporting event and gift certificates. These forms of
reward/ compensation system help employees feel appreciated in the workplace. Employee
recognition has a greater influence on employee performance in an organization.

employee Motivation

Motivation refers to a basic psychological process (Tella, Ayeni & Popoola, 2007). It was a
factor that became a driving force on work activities. According to Luthans (1998),
motivation is the management process influencing the behavior of knowledge on what makes
people think. It contributes to the process of stimulating people to act and achieve specific
goals. As motivation concern, a reward system is an important tool for management use as
the channel of employees’ motivation. Currently, the reward programs are implementing
either in public or private sectors. It was clearly stated that employees’ effort is increased
when rewards are offered (Vroom, 1964). In the reward program, a large amount of money is
spent. The reason behind these, hopefully, it will increase employees’ motivation. As pointed
by Cameron and piece (2006), an effective reward system required (i) an experimental
attitude: (ii) continual fine- tuning off the system (iii) input from people within the system
and (iv) ongoing evaluation of the effectiveness of the system..Danish and Usman (2010)
suggested that effective reward system leads to (1) increase satisfaction for employees (2)
recognition of accomplishments;(3) desire to attain high standard (4) a means to educate
personal and social goal (5) high productivity (6) feeling of competence and freedom. The
motivation is a pillar in the organisation and further improvement of quality in an employees
performance and productivity.
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Every successful organisation is backed by a committed employee base, and commitment is
the outcome of motivation and job satisfaction. It is the energy that compels employees
towards the organisational objective. It is impossible for the organisation to generate
performance without motivation. In order to create a competitive advantage organisation need
to have competitive employee policies and practices.

Motivation is an important stimulation which directs human behaviour to feel comfortable in
a workplace, hence in midst of this diversity organisation are supposed to frame practices
which will be able to satisfy the group and not just an individual, the organisation should be
able to identify and evaluate internal motivation which an employee derives from job
satisfaction and further enhance it with external motivation as required for which organisation
could take note of motivation theories.

Employees standard of living and earning stability

Standard of living is the level of quality life people live in a particular organization or country
enjoying their living, which is not only affected by their level of income but the quality and
quantity of goods and services made available to them as part and parcel of that organization.
Small and medium scale businesses enterprises, whether in manufacturing industry or
services industry such as retailing, entertainment etc contribute a great deal to the uplift in the
standard of living of their employees for purpose of improving their performance in the
organization where they found self. Organization need to provide a proper livelihood to their
employees which is sustainable if it can cope with and recover from economic and social
shocks, maintain or enhance its portfolio of capabilities for the next generation while
contributing net benefit to other livelihoods at the local and global level. According to this
approach, a group of person or group of person’s well-being is determined by the extent of
their access (also called capital) that they need to ensure a sustainable livelihood. Their well-
being is also influenced by the risks management and vulnerability.

Employee performance

Kotler and Armstrong (2002) asserted that employee performance is measured in terms of
quality of output (goods and services) produce by the employee. Employee performance is
normally looked at in terms of outcomes. However, it can also be looked at in term of
behaviours (Armstrong, 2001), Wright and Geroy (2001) opine that employee performance is
a function of organisational performance. Therefore, in order for an organisation to achieve a
high-performance level, employee has to be motivated so as to spur their performance.
Kinicki and Kreitner (2007) asserted that employee performance is high in happy and
satisfied workers. Therefore, management should strive to ensure that they have a motivated
workforce in order to attain firm targets. Employee performance can also be seen as the job-
related activities of an employee and how well they are executed. Kinicki and Kreitner (2007)
opine that some employee key performance indicator are; Turnover rate, time required to
complete the task, product quality, return on training investment, revenue per employee, 360-
degree feedback score, employee core competency profile, employee engagement level,
organisational citizenship behaviour, human capital value-added, employee commitment,
employee turnover intention.
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How good employee compensation system promote employees performance and
productivity in an organization

Effective design and managed compensation system can drive an organizational change by
positively reinforcing desired behaviours. Recognition and reward are powerful workplace
motivational tools. Efficient employees compensation can be tangible or intangible and may
include financial bonuses, job recognition and increased participation in decision making role
or opportunity for professional development. Positive recognition in the organizational
workplace has many benefits, which includes employee retention, employee reward system,
encourage workers to become more motivated to achieve higher levels of performance and
productivity.

Compensation and Nigerian Regulation

In many parts of the world, once a bill is assented to and become a law, the effect seems and
sooner than later the implementation of such Act is felt by all concerned. But the case in
Nigeria seems to be somehow different, as when bills are passed into law, the effect is not
easily taking place unless such laws affect political class or rich in the society (Abolo, 2013).

Consequently, Nigeria workmen compensation Decree of the (1987) stated that all
organization and business firms should provide workers with compensation coverage for the
benefit of their employees who may be injured or incapacitated while on the job. Pension
reforms Act of 2003 stated that every employer are to maintain life, Insurance policy in
favour of his employee working under him for a minimum of 3 times the annual total
emolument or the pay of the employee (Aloysus, 2007). It was also traced in the same track
of wages reviews fought by workers in 1945 when employees staged the famous 45 day all
the national general strike due to a cost of living, Allowance (COIA) in 2007, Nigeria
workers demanded an increase of 25% in their general wage through the earnest Shonikan
wage consolidation committee and this was opportunity cut down to 15% by then present
Obasanjo lead administration in the year 2009. Nigeria workers have been battling and
struggle for several time in order to have wage improved and a national minimum wage
legislated upon. However, the struggle produced notable victories for workers / employees
and the Nigeria Labour Congress (NLC) with other Trade Union e.g NUT, NURT, e.t.c and it
was usually the case (wwww/nicng.org minimum% 20 wage pdf.

1.2.2 Theoretical review
Abraham Maslow (1943) motivation theory

The theories were introduced in the mid-1940s and until 1950s, it remained primarily in the
realm of clinical psychology where Maslow did most of his development work. However, as
more attention began to be focused on the role of motivation at work, Maslow’s need
matching theory emerged in the early 1960s as an appealing model of human behaviour in
organizations. And as a result of its popularization by Douglas McGregor (1960, 1967), the
model became widely discussed and used not only by organizational psychologists but also
by the manager. Maslow’s theory is the most known theory of motivation. There were five
levels of needs in Maslow’s theory. According to Maslow (1943), there are the needs of
human to be fulfilled and motivate them to perform in their work. Maslow stated that human
needs were determined by hierarchy ascending from the lowest to the highest. It consists of
(i) Physiological Needs, (ii) Safety Needs, (iii) Social Needs, (iv) Esteem Needs and (v) Self-
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actualization Needs. The basic needs of Maslow’s theory were physiological and safety
needs. For an example of the basic needs are food, water, warmth, rest, security and safety.
Esteem and social needs were categorized under psychological needs such as intimate
relationships with friends and family, prestige and feeling of accomplishment. Self-fulfilment
needs consist of self-actualization such as achieving one’s full potential, including creative
activities.

Frederick Winslow Taylor Theory of Motivation

Frederick Winslow Taylor (1856 — 1917) put forward the idea that workers are motivated
mainly by pay. His Theory of Scientific Management argued the following: Workers do not
naturally enjoy work and so need close supervision and control. Therefore, managers should
break down production into a series of small tasks. Workers should then be given appropriate
training and tools so they can work as efficiently as possible on one set task. Workers are
then paid according to the number of items they produce in a set period of time- piece-rate
pay. As result, workers are encouraged to work hard and maximise their productivity.
Taylor’s methods were widely adopted as businesses saw the benefits of increased
productivity levels and lower unit costs. The most notable advocate was Henry Ford who
used them to design the first-ever production line, making Ford cars. This was the start of the
era of mass production. Taylor’s approach has close links with the concept of an autocratic
management style (managers take all the decisions and simply give orders to those below
them) and Macgregor’s Theory X approach to workers (workers are viewed as lazy and wish
to avoid responsibility). However, workers soon came to dislike Taylor’s approach as they
were only given boring, repetitive tasks to carry out and were being treated little better than
human machines. Firms could also afford to lay off workers as productivity levels increased.
This led to an increase in strikes and other forms of industrial action by dissatisfied workers.

Frederick Herzberg Theory of Motivation

Frederick Herzberg (1923-) had close links with Maslow and believed in a two-factor theory
of motivation. He argued that there were certain factors that a business could introduce that
would directly motivate employees to work harder (Motivators). However, there were also
factors that would de-motivate an employee if not present but would not in themselves
actually motivate employees to work harder (Hygiene factors).

Motivators are more concerned with the actual job itself. For instance how interesting the
work is and how much opportunity it gives for extra responsibility, recognition and
promotion. Hygiene factors are factors which ‘surround the job’ rather than the job itself. For
example, a worker will only turn up to work if a business has provided a reasonable level of
pay and safe working conditions but these factors will not make him work harder at his job
once he is there. Importantly Herzberg viewed pay as a hygiene factor which is in direct
contrast to Taylor who viewed pay, and piece-rate in particular Herzberg believed that
businesses should motivate employees by adopting a democratic approach to management
and by improving the nature and content of the actual job through certain methods. Some of
the methods managers could use to achieve this are job enlargement, job enrichment and
empowerment.

Reinforcement and expectancy theories

According to Armstrong (2010), the reinforcement theory postulates that behaviour which
has a rewarding experience is likely to be repeated. The implication for re numeration is that
high employee performance followed by a monetary reward will make future employee
performance more likely. By the same token, a high performance not followed by a reward
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will make it recurrence unlikely in future. The theory emphasised the importance of a person
actually experiencing the reward. Like the reinforcement theory, Vroom’s expectancy theory
focuses on the link between rewards and behaviour. Motivation, according to the theory is the
product of valence, instrumentality and expectancy. Re-numeration system differs according
to their impact on these motivational components. Generally speaking, pay systems differ
most in their impact on instrumentality the perceived link between behaviour and pay. The
valence of pay outcomes remains the same under different payment systems. Expectancy
perceptions often have more to do with job design and training their pay systems.

1.2.3 Empirical Studies Review

Employees in any organization either public or private like to be appreciated and valued for
higher productivity. Richard Gbande (2016), on his research on the effect of reward system
on productivity in the local government system in Benue state, the study made the used of the
structural questionnaire as the major instrument for data collection, the descriptive statistic of
mean and standard deviation was used for answering the question. The study found out that
productivity in local government system depends on reward system given that the calculated
value of the chi-square (489.7) is greater than the critical value of the chi-square (16.92) at
5% level significant. The study concludes that rewarding employees is critical not only to
increase in the level of productivity but also leads to job satisfaction on the part of the
employees. It also leads to leadership and business success. The notion is that productivity
depends on the reward system, the more employees are motivated and stimulated, the higher
their morals to give in their best which consequently leads to higher productivity. This
finding conforms to the findings of Kibisu, Muturi and Elijah (2014), who found out that
reward system ( salary, house allowance and health benefit ) have a very strong influence on
employees performance, the implication of this findings is that productivity in the local
government system will be improved if the reward system is adequately and properly carried
out.

Muhammad (2014) examined the impact of compensation on employees performance of the
organization in Saudi Arabia. The study targeted 45 public institutions in the country with an
average of 265 employees. The study prepared the utilization of positive research design. The
data was collected by the use of formulation questionnaire which was constructed in relation
to the research objectives. The collected data was cleaned, coded and entered into software
known as SPSS. Using SPSS as a statistical tool for analysis. The study concluded that
compensation in the form of incentives specifically salaries will perform an important role to
enhance the motivation of employees in the public institutions in Saudi Arabia. In addition,
Ngui (2014) Study was based on the effect of human resource management strategies on the
performance of commercial banks in Kenya. The study used SPSS and Ms Excel to analyze
the data, the study found that reward and compensation have a major influence on the
function of banks in Kenya. The study concluded that the rewards and compensation system
have an important effect on the performance of banks employees in Kenya. Kimani, Ngui,
and Robert, A. (2017)Conducted a study on the effect of compensation strategies on
employee performance a case of Mombasa cement limited. The research utilizes three
objectives and also the research study use questionnaire as the primary research instrument
for the collection of data from the selected respondent. Quantitative data collected was
analyzed presented and interpreted using descriptive statistics. Statistical package for social
science (SPSS) version 20 was used to analyze Quantitative data in descriptive statistic such
as means, standard deviation, frequencies and percentages for advance analysis. The study
uses Pearson correlation method to evaluate the linear relationship between two variables in
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the study. The study found that reasonable salary, benefits in the form of bonuses and
allowances and recognition through certification on verbally promoted employee
performance. The study concluded that the basic pay provided by the company motivated
employees. The study also concluded that employment benefit such as allowance incentives
and bonuses have a positive effect on employee performance at MCL. The study finally
concluded that employee in the company consider recognition as a means of application and
believe that provision of certification awards generally motivate them to perform better.
Mayson and Barred (2006), in a study on the impact of reward on employee’s performance,
found that a firm’s ability to attract, motivate and retain employees by offering competitive
salaries and appropriate rewards is liked to firm performance and growth.

Ines and Pedro (2011) found that the compensation system used for the sales people has
significant effects on individual sales person performance and sales organization
effectiveness. Therefore, in an ever-competitive business environment, many companies
today are attempting to identify innovative compensation strategies that are directly linked to
proving organizational performance. Collins and Clark (2013), are of the view that
performance-based compensation has a positive effect on employee and organizational
performance. In a quantitative content analysis of the narrative description of 50 rapid-growth
firms and a compensation group of 50 slow-growth companies conducted by Barringer et-al.,
2005) revealed that employee incentives differentiate the rapid growth firm the slow growth
firm. The rapid growth-oriented firm provides its employees with financial incentives and
stock option as part of their compensation packages. In doing so, the firm managed to elicit a
higher level of performance from employee’s and provides employees with the feeling that
they have an ownership interest in the firms attract and retain higher quality employees, and
shift a portion of a firm’s business risk to the employees. Delery and Doty (1996) identify
performance-based compensation as the single strongest predictor of firm performance, both
performance-based compensation and merit-based promotion can be viewed as ingredients in
organizational incentives system that encourage individual performance and retention (Cho et
al., 2005). Collins and Clark (2003) studied 73 high technology firms and study revealed that
the relationship between human resource practices and the firm performance (sales growth
and stock growth) were mediated through their top managers, social networks, the research
suggested that incentive plans are effective in decreasing turnover rate.

Banker et al. (2001), conducted a longitudinal study of the effectiveness of incentives plans
in the hotel industry and found that incentive plans were related to higher revenues, increase
profits and decrease cost. In a related study, Paul and Anantharaman (2003) found that
compensation and incentives directly affect operational performance to be effective,
Compensation practices and policies must be aligned with organizational objectives while
performance-based- compensation can motivate employees, sometimes an employee’s
perceived. It is a management mechanism to control their behaviour. Hence the organization
must brace up to the challenges of poor compensation, reward, remuneration, and other
employees bonuses so as to improve employees performance and productivity. Therefore this
study focus on how efficient compensation will serve as a drive for enhancing employee
performance and productivity in an organisation.

1.2.4 Theoretical framework
There are several theories that support the compensation of employees in the workplace.

Therefore this study is anchored on reinforcement and expectancy theory propounded by B.F.
Skinner and Victor Vroom. Skinner holds that individuals can actively be motivated by their
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work environment when it is properly developed. Hence, rather than considering internal
factors such as attitudes, feelings, impressions and other cognitive behaviour. Employees
should keep on making positive changes in the external persons' actual experience of a
reward, and the implication of this for compensation management is that high employee
performance followed by a monetary reward will make future high performance more likely.

Another theory that is relevant to the study is expectancy theory propounded by Victor
Vroom, his focuses on the link between reward and behaviour to emphasize expectancy
reward rather than experience rewards. In the other hand, it is more likely concerned with the
effect of incentives. It stresses that behaviours (job performance) can be described as a
function of ability and motivation while motivation is a function of expectancy,
instrumentality, and valence perceptions, expectancy perceptions often have more to do with
job design and training then pay systems. Although this theory implies that linking an
increasing amount of rewards to performance will increase motivation and performance,
monetary rewards may increase intrinsic motivation, extrinsic motivation depends on reward-
such as pay and benefit which are controlled by an external source whereas intrinsic
motivation depends on a reward that follows naturally from work itself. this theory is relevant
to the study because the adoption of effective and efficient compensation by the management
of BODMAS business school will definitively lead their employees to focus on a high level
of employees performance and productivity.

1.3 Methodology

The research method adopted was investigative and conceptual in nature consequently; the
analytical methodology was both descriptive and Conceptual. Intensive library work was
carried out to explicate the theoretical issues. The study did not, however, necessitate the use
of any mathematical or statistical analysis. Hence the study relied heavily on secondary data
which drive from various source such as dissertation, books, journal publication, e-books,
internet, archival, data were retrieved through the world fact book, the World Bank Group;
CBN report, federal office of statistic (FOS), wages and salaries report, periodicals,
newspaper, seminar proceedings, a report from government agencies etc.

1.4 Discussion and result

The purpose of this study is to investigate the role of compensation in improving employee
performance and productivity; the relationship of compensation/rewards with employee
motivation and employee performance; and also employee jobs satisfaction, employee
retention and relationship with an employee earning stability and employee standard of
living. Nigeria is a country with the low motivation of employees. People working in any
organisation be it private or public affirmed that they were not motivated by the autonomy
and freedom, they were not given proper compensation based on their responsibility, they
were given peanut to perform higher tasks with a high treat by the management. According to
some of the previous research, the design of proper compensation could be feasible
motivational forces to improve employee performance and productivity, but some studies did
not clearly state these forces to have a direct impact on employees. Though a study generally
suggested the four constructs to have an impact on employees as they improve the physical
environment in which the employees work. The reason given was that if the physical
environment for working is improved, it enhances the well being, moods and encouragement
of employees which ultimately impacts his performance. Some of the studies did not affirm
to this statement as they were least interested in the physical environment and more
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concerned on welfare packages. The relevant variables to this study are compensation,
employee job satisfaction, employees motivation, employee retention, earning stability as an
independent variable while Employee performance and productivity as a dependent variable.
The findings of the results are discussed based on the information obtained from the previous
research.

1.5 Conclusion and recommendations

Compensation represents the most complex area facing today’s employees when it comes to
job performances. Although a lot of scholars globally opine that efficient compensation and
employee performance will help to counter the threat of low performance and productivity.
Many studies emphasize that high compensation resulting in the high productivity in an
organisation. The empirical literature has discussed the objective and way forward.

The importance of proper compensation, wage, and salaries within the organization cannot be
overemphasized: it is recognized fact that for meaningful sustainable development in every
organization, compensation has to be given a top priority for. The study showed that no
organization can success, growth and expand without adequate and effective compensation
system. It is the springboard of all organizational development, by Incorporating and
implementing fully compensation/wages/salaries agreement. The challenge that bedeviled the
employee / employer would be surmounted and this will give room for high productive and
efficient employee’s performance in an organization.

Recommendation:

The study has thoroughly reviewed and discussed the importance of theoretical and empirical
framework, it has given enough justification on the prior studies about the effect of
compensation on employee performance in an organization base on findings of this study the
following recommendation are here made;

1. It is recommended that the management of the organisation should give employee welfare
more priority since employee with high welfare packages will be more committed to the job
or duty assign to him.

2. It is also recommended that the management of the organisation should provide a good
working environment for its employees so as t encourage them to boost their morale.

3. The organization should improve the standard living of employees, workers at various
level of Organization to enable them to improve their performance and productivity.

4. High workforce team effort should be rewarded in proposition to the level of their
performance and effort used in the firm's production process. This will ensure that employees
are not only praised and applauded at the monthly profitability review meeting (MPR) but
rather their effort should be translated in attractive incentive compensation strictly tied to
their performance level.

5. There is also need for the organizational management to set up a review committee that

will from time to time make an assessment, taking into cognizance the rising cost of living,
state of the economy and industry’s profitability, in order to evaluate the chance of increment
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on the prevailing rate of incentives packages. This will ensure that to compensation package
reflect prevailing economic requirement.
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