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ABSTRACT

The major objective of most employers is to obtain optimum result possible from
employees. The employees aspire to obtain maximum level of compensation from their
labour input. Any exercise of performance evaluation may therefore be an assessment
of the level of effectiveness of compensation. This paper attempts to analyse the impact
of compensation on performance of the employees. Survey research method was used
in the conduct of the study. The researchers used questionnaires as the instrument of
data collection. The data collected were analysed using descriptive method and simple
percentage. The hypothesis proffered was tested with the use of chi-square. The study
revealed that there a positive relationship between compensation and employees
performance. That is, if employees were adequately compensated, they will perform
better than those that were poorly compensated.
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INTRODUCTION

One of the important and complex issues on human resource management is compensation (Berstein, 1997
and Crystal, 1995). Compensation is a vital and complex part of the employer—employee relationship (Fama
and Jensen, 1983). Research on compensation has gone on for more than 70 years and has accumulated
toward a total of more than 300 studies (Gomez-Mejia and Wiseman, 1997). However, researchers using
different data sets, measurement of variables, statistical techniques have often found weak or even
statistically relationships between compensation and performance (Kerr and Bettis, 1987: Jensen and
Murphy, 1990). In addition, almost all empirical studies on compensation conducted in the past have utilized
United States data and/or have focused on United States contexts (Barkema and Gomez-Mejia, 1998). This
work fills research gaps created by previous studies by looking at impact of compensation on employees
performance in a developing economy such as Nigeria by using a general system mobile (GSM)
communication provider as a case study.

- STATEMENT OF THE PROBLEM

Compensation is the centerpiece and the manifestation of an exchange relationship between the two key
players--the employees and the employers —in an industrial set up. However, it is pertinent to know that
employees usually perform at varying degrees that that are on the same job and in the same organization
.This variance in employees performance was attributed to many factors of which monetary values is an
important one. This is where compensation comes to play. The management of compensation is today more
complex that it had hitherto been during the past four decades or so (Banjoko, 2006) The reason for this is
that in the last two decades, many unanticipated changes in socio-cultural, political-legal, technological and
economic environments have surfaced in recent time. This has necessitated the need for the contents of any
compensation packaged as this has impact on employees’ performance.

JUSTIFICATION FOR THE STUDY

A review of academic literature on the subject of compensation and performance reveals that there is a
dearth of literature on it in the third world countries including Nigeria. This is even more glaring in the GSM
communication companies that started their operations during the era of the present administration in
Nigeria. Thus, it is hoped that this study will fill the existing ps in developed countries of the world such
as Nigeria .It will also provide a fresh dimension for understanding the relationship between compensation
and employees performance. Studying compensation and performance is especially important because of
their link to employees’ subsequent behaviors such as absenteeism, turnover and assumption of
responsibility. Equally noteworthy is fact that the study will be of immense benefit to practicing mangers in
maintaining good employer-employee relationship.
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RESEARCH HYPOTHESIS

In this study, the researchers proffered only one hypothesis which was tested using the chi-square.

The decision made was based on the premise that if the calculated value of chi-square is greater than the
tabulated value of chi-square the null hypothesis will be rejected and the alternative hypothesis is therefore
accepted.

Hg =There is no significant relationship between compensation and performance.

Hy= There is a significant relationship between compensation and performance.

_Table 6: Observed and Expected Responses at 0.05 Level of Significance

Variables Observed(O) | Expected (E) | O-E (O-E)2 (O-ER2
Strongly 6 18 -12 144 8.0
Agree

Agree 51 18 33 1089 60.5
Undecided 15 18 -3 9 0.5
Disagree 12 18 -6 36 2.0
Strongly 6 18 -12 144 8.0
Disagree

Total 90 90

Source: Field Survey, 2006

The degree of freedom for the contingency table above is (r-1) (c-1) = (5-1) (2-1) =4.

From the above computations, the calculated chi-square value is 79.00 while the tabulated chi-square value
is 9.49. Since the calculated chi-square is greater than the statistical value of chi-square, it falls in the
rejection region. Thus, we reject the null hypothesis and infer that there is a significant relationship between
compensation and performance.

SUMMARY

This study tries to examine the impact of compensation on employees’. A review of previous studies on the
impact of compensation on employees’ performance was carried out and we saw mixture of opinions.

It was discovered that compensation has significant impact on employees’ performance. This was deduced
from the analysis of data collected for this study.

This finding confirms the results of other researchers like Peach and Wren (1992), LeBlanc (1994), and

Lawler (2000). -

CONCLUSION AND RECOMMENDATION

The focus of this research work has been on the appraisal of the impact of compensation on employee’s
performance; this study reveals that compensation is a vital tool in influencing employee’s work behaviour.
That compensation affects employee’s performance. It inspires, encourages and motivates workers to
perform their best in achieving organizatiopal goals and objectives. Good compensation package helps in
attracting and retaining qualified employees which in turn increases the organization’s efficiency and
effectiveness.

Financial incentives are very important in the lives of employees and as such should be made available to
them to aid in the attainment of individual and organizational goals.
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