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Abstract

The main purpose of this study is the comprehensive review of the compensation system that

affects the employee’s job satisfaction and turnover intention. This study is mainly designed to

review previous studies of the impact of compensation system, and suggest meaningful

implications in relation to firm’s performance. It is clarified that compensation is positively

related to firm’'s performance, and the perceiv

ed equity mediates the relationship between

compensation and performance. It is suggested that an empirical research should be done based

on the formulated propositions of this research.
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|. Introduction

Human resources(HRs) is acknowledged as the
most precious asset for an organization so they
should be properly administered. HRs are the key

variables of the prosperity and success of any

organization[1]. Employees receive rewards from an
organization in return for their work performed. As a
form of motivation, compensation contributes to the
success of the organization. Compensation must be
in  acquisition,

recognized as a critical factor

utilization, and retention of HRs. In order to retain
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efficient and experienced workforce, compensation is
crucial in overall performance. Many studies have
looked further into the through

compensation for achieving an increased job

motivation

satisfaction, performance, and reduced turnover
intention[2][3].

The employee turnover rate 1S increasing
everywhere in the world, also in Korea. The average
total turmover rate reported in 2014 was 65
percent[4]. This problem cause researchers’ attention
of the thinking and research about the influencing
factors of job satisfaction and turnover. To keep in
view these problems, organizations are using different
compensation plan for motivating their employees.
The question is whether these compensations are the
main motivation factor for employees to feel satisfied.
Do they feel that they are fairly treated upon
receiving these rewards? Have they ever thought to
leave or retain to the company due to the rewards
offered? Answers to these questions are the key
sources for employers to maintain workplace in order
to achieve the highest results with satisfied
employees. Thus, compensation systems are
extremely important to employees. The compensation
received from work is a major reason for seeking
employment and motivation for most people.
Consequently, if an organization’s compensation
system is viewed as inadequate, job applicants may
reject that company’s employment offers, and current
employees may choose to leave the organization,
based on the fact that compensation keeps employees
motivated and dedicated to their work[2].

The main purpose of this study is the
comprehensive review of the compensation system
that affects the job satisfaction and turnover intention
of employees. This study explores knowledge about
the importance of compensations and the perceived

equity of rewards. In this study, the concept of equity

is taken as an important mediator, which will also
affect the job satisfaction level as well as turnover
intention. In this case, perception of equity plays an
important role in mediating the relationship between
rewards and performance. This study is designed to
review previous studies on the impact of the
compensation system on employeesjob attitudes,
suggest meaningful implications in relation to

compensation and firm's performance.

Il. Background

1. Compensation as a Motivating Factor

Compensation is the total of all rewards provided to
employees in return for their services. DeNisi and
Griffins (2008) defined compensation as the set of
rewards that organizations provide to employees in
exchange for their willingness to perform various
tasks and responsibility[5]. Compensation is an
integral part of the HR function, which is a vital
component of the organizational management. The
overall purposes of providing compensation are to
attract, retain, and motivate employees. It is important
not only in the acquisition of talent, but in the
utilization of these resources[6][7]. Employee
motivation through compensation can be in several
forms, including salary raises, performance bonuses,
commissions, profit sharing and other extra benefits
such as vacations, cars and other tangible items that
are used as rewards[8]. These compensation systems
can be categorized as direct financial payment and
indirect financial payments. According to DeNisi and
Griffins (2008), most people are motivated by money
at least for their basic needs and wants[5]. Rasheed
et al. (2010) stated that motivation of an employee is
highly increased by tangible and intangible rewards
given to them against their high performance[9]. In
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this regard, management always puts in concern for
developing and improving comprehensive compensation
plan for their employees. While organization press
hard so much effort in compensating their employees
and employees exert effort for different reasons,
today’s competitive economic environment has made
compensation arguably the most important motivation
factor.

An ideal compensation system motivates the
employees to work harder and put more effort in their
job. Compensation management is used to retain and
motivate employees, and eventually it aims at
improving the overall effectiveness of an organization.
According to Khan et al. (2011), compensation
management is advantageous to employers in the
sense that it lowers the absenteeism rate and helps to
motivate the employee to work harder due to the fact
that employees know that after achieving a certain
level of goals they would be rewarded or given an
increment, which make the employees feel satisfied
with their jobs[1].

Both the level of rewards and its fairness compared
with others' rewards are important. Brown (2001)
claimed that the compensation is eventually a way of
thinking that one can apply to any reward issue
arising in an organization, to see how he or she can
create value from it. Since compensation is an
important factor affecting how and why people choose
to work at one organization over others, compensation
system must be carefully managed and
communicated[10]. Ali and Ahmed (2009) supported
the idea that every employee serving in any
organization expects that their organization will
provide them with a fair wage to fulfill their needs
and will compensate them equally without any
biases[11].

2. Compensation and Perceived Equity

Equity theory is built on the concept that
individuals are motivated by fairness. If they identify
inequities in the input or output ratios of themselves
and their reference group, they will seek to alter their
input to reach their perceived equity[12-14]. Equity
theory demonstrates that employees are concerned
not only with the total compensation package they
get, but how this compares with what others who are
in a similar position receive. The way that people
measure this sense of fairness is at the heart of
equity theory. Adams (1965) asserted that the equity
theory defining and measuring the relational
satisfaction of employees. He suggested that
employees seek to maintain equity between the inputs
that they bring to a job and the outcomes that they
receive from it against the perceived inputs and
outcomes of others[12].

Redmond (2010) proposes that an employee's
motivation is based on what he or she values to be
fair when compared to others. If there is a perception
of unfairness, there is a great potential for disaffection
and disharmony as well as the impact upon
motivation can be significant[13]. Judgments about
what is fair and what is not fair are also found in
relation to the rewards experiences where employees
are doing the same or similar work. If differences in
pay or benefits exist, that cannot be justified by
differences in the value of jobs[13]. Paik et al. (2007)
examined the effects of perception of compensation
equity on job satisfaction and performance. They
found equity gaps and there was a significant
negative effect of perceived compensation gaps on job
satisfaction[15]. Choi and Chen (2007) argued that the
perception of rewards system fairness is related to
their perceptions of the fairness of specific allocation
events. The study described how perceptions of the
distributive justice of specific events affect employee

attitudes toward organizations[16]. It is found that
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fairness perceptions were important contribution

factors in  affecting positive  organizational
outcomes[17].

The consequence of an equitable compensation
system is that employees are more likely to be
attracted to and committed to the jobs in
organizations where employees do not voice
widespread concerns about equity. Equity is such an
important concern, thus organizations are responsible
for developing a sufficient compensation system, and
need to understand how perceptions of equity are

formed.

3. Compensation as a Predictor of

Performance

The aim of a compensation system is to attract,
motivate, and retain high—quality employees, as well
as to develop high levels of performance. The
existence of compensation creates a motivating
environment and lead to an increase in performance
and profitability to the organization. Compensation
system plays a vital role in determining the
significant performance in a job, and it is positively
associated with the process of motivation. Mphil et al.
(2014) found that compensation has a positive impact
on performance[18]. According to Tahir et al. (2011),
intrinsic compensation plans play the role of the
motivators for the employees and associates them
with their job and organization. The level of
motivation of employees increases when employees
get an unexpected increase in recognition, pay,
incentives, and rewards[3]. The highly motivated
employees serve as the competitive advantage for any
company because their performance leads an
organization to well accomplishment of its
objectives[19].

Deeprose (1994) stated that the motivation of
employees and their productivity can be enhanced

through providing them the effective recognition
which ultimately results in improved performance of
organizations[24]. Cameron and Pierce (1997) showed
that praising employees for their work leads to
greater job interest and performance and those
tangible rewards also enhance motivation when they
are offered to employees for completing the work or
for attaining or exceeding specified performance
standards. They also suggested that when rewards
are linked to specific standards of performance,
employees are more satisfied and productive[20]. Al
and Ahmed (2009) proposed that there is a
statistically significant relationship between reward
and recognition respectively, also motivation and
satisfaction. Rewards and recognition programs are
equally supportive in enhancing the morale of
employees and boosting the high performance among

the employees in the organization[11].

lil. Developing Propositions

Employee’s attitudes such as job satisfaction and
turnover intention are important for their behavior
components. Managers have to understand either
these rewards given to their employees will increase
job satisfaction and reduced the turnover intention on
their employees. Employees tend to be more satisfied
with their job when they have matches what they
want. They will be more committed and productive
during performing their job if they are satisfied.
Turnover is the process through which employee
leaves an organization and organization replaces
them. It is a measure of how many employees leave
an organization and are replaced each year. Turnover
intention is a sense to be as leaving the job or
department[21]. To reduce turnover, organizations

offer a wide assortment of compensation benefits so
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that they feel that the organization values its
employees'contribution. A high turnover rate can cost
an organization with a huge expense and lead to a
dissatisfied and unproductive workforce. High
turnover, therefore, naturally affects performance.

Proposition 1. Intrinsic and extrinsic compensation
is positively related to job satisfaction.
Proposition 2. Intrinsic and extrinsic compensation
is negatively related to turnover

mntention.

Employees may look at the same thing yet perceive
it differently. According to Adams (1963), perception
of equity is the extent to which an employee
perceives that he or she is treated fairly relative to
comparable others inside and outside the
organization[12]. When an employee perceives that he
or she is treated fairly, it is logical that he or she
consequently feels satisfied with the job. A number of
experts suggest that job satisfaction is the result of
a psychological comparison process. Fernandes and
Awamleh (2006) mentioned that one such factor is
perception of equity, which describes the individual's
perception of the fairness of treatment received from
an organization and their behavioral reactions to such
perceptions. Employees were more satisfied when
they felt they were compensated fairly in return of
their contributions to the organization[22]. Perceived
equity among employees could be raised by many
motivational factors. These motivational factors
influence the employee’s thoughts at very great
extent which make employees care about the
organization and it will affect the employee
loyalty
organization[25]. Thus, an employee’s belief in

satisfaction  level and towards the

regards to what is fair and what is not fair will affect

their motivation, attitudes, and behaviors toward the

organization.

Proposition 3: Perceived equity positively affects on
the relationship between compensation
and job satisfaction.

Proposition 4: Perceived equity negatively affects

between

on the relationship

compensation and turnover intention.

IV. Implications

The majority of the organizations expect their
employees to work with full commitment as well as
exert excellence performance that complies with full
through
Employees’ performance is a key ingredient of the

standards compensation  management.
mner strength of the organization. In terms of
research questions of this study, the research
theoretically explores the relationship between
compensation and employees’ performance. It is
proposed that the basic role of rewards and
recognition in any organization is to define the
compensation system to pay for the employees and to
connect that compensation system to the employees.
They can create a link between their rewards and
performance, which would enhance an employee’s job
satisfaction[23].

It is also proposed that an adequate compensation
system integrates and maintains the commitment
among employees that assures a high standard of
performance and workforce retention[26]). Organizational
rewards result motivated employee and foster
satisfied employees in the return for high performance
in an organization. As the employees engage in their
work intentionally for their own sake, then they will
feel intrinsic motivation in their behaviors as their

work will essentially be enjoyable and satisfactory.
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When effective rewards and recognition are
implemented within an organization, favorable
working environment is produced which motivates
employees to excel in their performance.

Based on the review of previous research, it is
identified that compensating the employee fairly
enhances the employee motivation and their
self-worth. When employees feel fairly compensated
by the organization compared to others, they are more
likely to be motivated, and when they feel unfairly
treated they are highly inclined to feelings of
demotivation. Perceived inequity or unfairness in any
category of compensation can result in low morale
and loss of organizational effectiveness. In any
position, employees want to feel that their
contributions and work performance are being fairly
compensated.

The comprehensive review of previous research on
compensation, perceived equity, and performance
clarified that compensation are positively related to
firm's performance, and the perceived equity affects
on the relationship between compensation and
performance. Since this research is performed only by
theoretical review of the related studies, however, it is
suggested that an empirical research should be done

based on the formulated propositions.
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