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Abstract

This paper aims to explore the past studies that investigate the connection concerning the
compensation strategy and performance of the employee in various countries. Specifically,
this study revolves around the Iraqi universities to obtain similar objective as the past studies.
This paper is based on secondary sources, which are accumulated from many types of
research in the USA, Canada, the UK, Indonesia, European, Nigerian, Japanese, China,
Pakistan, Saudi Arabia, and Jordan. The study uses information that had been accumulated
during the review of various literature to address the topic. Regression analysis documents
are significant evidence to support an affirmative connection between the compensation
strategy and the performance of the employee. The evidence revealed that compensation
strategy leads to the increment of employee’s performance in Iraqi universities. This outcome
indicated that there is a positive connection between the compensation strategy and the
performance of the employee. As this study intentionally focuses on the connection
concerning the compensation strategy and the performance of the employee in Iraqi
universities, therefore, the outcome of this study will significantly assist the universities to
enhance their ability to meet the challenges of the current and future competition. The study
will also provide several important insights to strengthen the understanding of compensation
strategy in developing economies and their impacts on the performance of the employee in
the setting of Iraqi universities.

Introduction

Compensation is a type of remuneration that can psychologically encourage the employee to
focus and perform better with their jobs. David (2002); Dremina et al., (2016) asserted that
the employee’s turnover occurs due to a lack of appropriate compensation. Stewart et al.
(2001) opined that compensation is referring to various types of rewards attained by the
employee for their outstanding progress of the task given. Compensation is immensely vital
for an organization. Failure to establish a promising compensation system can lead to
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negative impacts on the productivity, the employee’s job satisfaction level, and also the
overall reputation and performance of the firm (Negash et al., 2014). Therefore, the
employees’ performance can be enhanced by applying compensation strategies (McOliver,
2005). Nonetheless, organizations that fail to allow the employee to be involved in the process
of making a decision can hinder their performance. Additionally, an organization that fails to
implement and formulate rational decisions on the issues related to institutions hamper
employee performance (Han et al., 2010; Yamoah, 2013).

Compensation consists of two main components; financial compensation and non-
financial compensation. Financial compensation involves monetary incentives, which an
employee achieved due to his excellent performance at work. On the other hand, non-
financial compensations comprise of career development, job design, training and
participation, working environment, and recognition (Baeten, 2010; Spaans, 2010; Prasetya
& Kato, 2011). In the Iraqgi universities, several problems had been confronted by the
employees, which can also affect the overall performance of Iraqgi universities. Most of the
problems were related specifically to the matter of increment in pay. Most employees feel
the injustice in the pay system with the university's pay structure as the employees, who
belong to other universities, are earning bigger pay than them (Al-Ameryeen, 2015) and
eventually created dissatisfaction among the employees. Therefore, this research aims to
provide greater insights on how the employees in Iraqi universities will be motivated to
improve their performance as well as to enhance the level of performance in Iraqi universities.

According to Hameed and Waheed (2011), an employee is the most crucial element
of an organization as the success of it depends on the employees’ performance. To develop
the employee’s performance, the majority of the resources of an organization are used. The
performance is an idea depicting how a man can utilize his particular potential or genuine
information, skills, and capacities with a specific end goal to achieve the objectives or desires.

Literature Review

Compensation Strategy

According to Moghimi et al. (2017), compensation strategy should be able to ensure the
retention of the employee, employee’s satisfaction, the development as well as performance
the employee. General findings showed that it possesses positive notable connections among
incentive allowances, bonuses, fringe benefits, and salary. In brief, there is a co-bonding
between these variables, which undoubtedly consider performance as a connection among
the compensation benefit schemes, levels of employee contentment, and turnover rate. This
concluded that organizations with upgraded compensation system may have an impact on
their employees. This will psychologically encourage them to be in the organizations (Wucher
et al., 2017). Linking “compensation to performance” is one of the strategies being followed
all over the world in all sectors for talent management and employee retention. Generally, it
is called "Pay for Performance" or "Performance-based pay" to describe that compensation
depends on the performance of the employees and their contributions to attain the
organizational goals (Tima, 2011).

The vigorous relationship between the compensation elements schemes leads to a
strong assumption of employee retention (Adeoye & Fileds, 2014). Compensation strategy
needs to have upgrade frameworks that can motivate, retain, attract, and satisfy the
employees and thus leads to employee retention and satisfaction. According to George et al.
(2016), this motivates the best performers to be more enthusiastic and can also prepare them
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to be more competitive within the organization. Furthermore, Nchorbuno (2011) opined that
a pure integral section of HRM is the compensation that assists and inspires the employees
as well as to develop the organizational effectiveness to a certain extent. Thus, the connection
between compensation and work performance can be assured, as stated by Quartey and
Attiogbe (2013). The dealing of compensation should be implemented to every sort of
achievement the employees had received such as accomplishing organizational tasks with an
expected outcome of the individuals who are thoroughly interacted with the work, contented,
and inspired to perform a better performance for the employer (Premalatha 2013; George et
al., 2016).

Njoroge and Kwasira (2015) discovered a major association concerning the strategies
of the compensation and the performance of the employee. For example, MaysounBaqger
Mahdi (2015) elaborated that an organization can attract, motivate, and retain their
employees by offering competitive salaries and suitable rewards based on their performance
and development in the organization. Furthermore, Inés and Pedro (2015) further mentioned
that the compensation system is applied to bring out its significant effects on the employees’
performance. Today, many organizations around the world are trying to discover an
innovative compensation strategy that can enhance the performance of the employee
directly (Denis & Michel, 2011).

Employee Performance

Various explanations associated with the term ‘performance’ had been presented in past
studies. According to Hellriegel et al. (1999), performance is referred to as the level of an
individual’s achievement after pouring great effort along with the assistance of the
environmental variable. It is part of the HR practices to determine the employee’s progress in
the organization (Campbell, McCloy, Oppler & Sager, 1993). Based on the outcome of this
practice, it acts as the framework in determining the status of the educational organizations
and to measure its competitive advantage among other organizations. Thus, it is crucial to
measure the performance of the employees in every institution. Pradhan and Jena (2017)
highlighted that the main factors to measure the performance are by evaluating the
employee’s performance in completing the task, adaptive performance, and contextual
performance. These factors are believed to be the most influencing attributes to measure the
performance level.

Nevertheless, several organizations only focus on satisfying the customers and tend
to neglect the attention in satisfying their employees. In reality, customer’s satisfaction can
be attained if the employees are satisfied. According to Ahmad (2011), a satisfied employee
will always do more work and therefore, makes it easy to satisfy the customer. Besides,
motivation can also influence an employee’s performance. For instance, if employees are
motivated and satisfied with the compensation offered, they will perform with full
commitment and as a result, the performance level will significantly improve (Shahzadi et al.,
2014). Several components are vital as employee’s performance determines the success and
performance of the organization. By sharing and combining the endeavour of all the
employees, organizational performance can be measured. Anwar et al. (2011) asserted that
performance is the key factor in attaining the organizational goal due to the vital connection
with the intended purposes of the organization. To reach the organizational success mark and
purposes, the leaders and the employees of any level must contribute their energy through
their performance and build the utmost utilization of their abilities. Based on the performance
of the leaders and employees, the organizations will have several expectations. Therefore, in
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many circumstances, employees will try to accomplish these expectations. In some cases,
they tend to rely on their bosses or in their management. Therefore, the employees should
be compensated strategically by demonstrating committed performance to fulfil their tasks
and responsibilities artistically (Anitha, 2014).

However, employees believed that their performance is highly influenced based on
the nature of the work, compensation strategy, and also the promotion opportunities among
the organizations. Therefore, organizations should concentrate on their fair promotions and
compensations system as fair promotion and compensations can motivate the employees to
perform consistently. Boamah (2014) opined that work appraisal, salary, work environment,
and the relationship between the manager and employees tend to bring significant effects on
the performance of the employee.

Relationship between Compensation Strategy and Employee Performance

According to Tinaikar (2017), many past studies had revealed similar outcomes proving that
there is a strong connection between the compensation strategy and the performance and
retention of the employee. Ramanathan (2012) reported the existence of a positive
relationship concerning the compensation and how well the employees performed in their
task due to the existence of bonuses and employee ownership. Similarly, a significant
relationship between compensation and employee performance was also found by several
researchers such as Tima and AK (2011), Ramanathan (2012), and Shiah-Hou and Cheng
(2012). They opined that by offering competitive salaries and appropriate rewards to the
employee, the employee will improve their work performance and the growth of the
employees in the organization can be developed due to the capability of the company to
attract, inspire, and retain the employees in the organization. Besides, Kuster and Canales
(2011) discovered that the enhancement of the employees’ performance and the
effectiveness of the organization can be attained when the organization utilizes an effective
compensation system. However, Tetteh—Annor (2014) highlighted the consequence of the
current business environment and opined that it is too competitive. Therefore, several
organizations are trying to discover compensation strategies that can be innovative in
improving the performance of the employees.

Consequently, periodic performance reviews play a significant role to provide the
basis of performance-related pay. Although there are other factors without compensation,
compensation is considered as a major factor that can lead to the employee’s performance
improvement (Mabaso & Dlamini, 2017). If the employee is admired by the organization for
their effort and offered a compensation system with positive job evaluation, it will
psychologically enhance the employees’ motivation and enthusiasm (Premalatha, 2013;
Tetteh—Annor, 2014).

Nevertheless, Rizal et al. (2014) found that offering competitive salaries and
appropriate rewards can enhance the organization's performance and growth as it can
attract, motivate, and retain the employees in the organization. Likewise, Alfandi and
Alkahsawneh (2014) had also discovered that the performance of the employee and the
effectiveness of the organization are significantly relying on the compensation system used
for the employee. It has proven that the compensation strategy has a vital role in enhancing
employees’ performance. June and Mahmood (2011) and Jean et al., (2017) had depicted the
present scenario by denoting the current competitive business environment by many
institutions and therefore, urging the organizations to find other rewarding techniques to
improve the employee’s performance.
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In contrast, Shin-Rong and Chin-Wei (2012) had discovered that there is a huge gap
between compensation and employee. Similar to the findings by Mayson and Barret (2006),
the efforts are done by an institution to attract, spur, and retain employees through the
offering of competitive pay rates and suitable rewards are significantly connected to the
performance of the institution. On the other hand, Denis and Michel (2011) opined that along
these lines, in a competitive business condition, numerous institutions today are
endeavouring to recognize creative compensation strategies that are specifically connected
to enhance further in the future. However, customers’ fulfiiment and performance of the
institutions are the consequence of their worker's accomplishment (Hausman et al., 2002).
There have been researches demonstrating an affirmative connection between stock reward
and worker performance. As propounded by Collins and Clark (2003), pay based on the
performance is the prevailing human resource practice that most organizations generally
assess. Besides, pay based on performance has a beneficial outcome on the worker and
authoritative’s performance (Barringer et al., 2005). Results showed that motivating forces of
employed individuals had separated the rapidly developing organization from the moderate
developing organization. Institutions that are arranged with as rapid development tend to
give their workers financial impetuses and investment opportunities as a major aspect of their
pay bundles. Consequently, the organization able to figure out how to evoke the top-notch
categories of performance from employed individuals, give the workers the inclination that
they have as an ownership enthusiasm for the institution, attract, and hold the astounding
workers.

Sudiardhita et al. (2018) had conducted a study using exploratory research method
and respondents of the study were employees. The results of this study indicated that
compensation has a positive and significant impact on the employee’s work motivation, job
satisfaction, and performance. Besides, Jean et al. (2017) conducted a case study was to
discover the effect of compensation strategies on employee performance in Mombasa
Cement Limited. Questionnaires were used as the primary research instrument to collect the
data from the selected respondents. The result revealed that compensation has a significant
effect on job satisfaction and employee performance. Meanwhile, Hameed et al. (2014);
Peprah, (2018). Azman, Shuraimi, Binti & Yunus (2018) conducted quantitative research to
collect the data on the factors related to compensation such as salary, rewards,
compensation, and employee performance. Their outcome also revealed that compensation
has a major influence on the performance of the employee.

Masea (2016) has conducted a study by applying the quantitative research method.
The study utilized questionnaires as the primary research instrument for data collection from
the respondents, who are the academic staff in higher education institutions in South Africa.
It was discovered that compensation has a positive impact on the performance of the
employee. A similar outcome was reported by Ramli (2019) who also utilized the quantitative
research method in his study. The respondents who were involved in the study were the
employees of RumahSakitSwasta in Jakarta. The outcome also demonstrated a similar finding
whereby the compensation has a significant effect on job satisfaction and the employee’s
performance. Haryono (2019) asserted that compensation is the organizations’ obligation
that must be conducted as a form of appreciation for the progress made by the employees to
the organization. The organization should respect and acknowledge all the efforts made by
the employees by giving them reasonable compensation based on the tasks they had
performed. Thus, compensation does affect the level of performance done by the employee.
In general, good performance and efficient outcomes are highly demanded in the current
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globalization era. Therefore, many organizations are implementing the compensation system.
It is believed that effective compensation is predictable to add value to the employee’s
satisfaction, which can psychologically encourage the employees to perform effectively and
efficiently.

Another study that was conducted using a quantitative research method was done by
Darma and Supriyanto (2017). The study was conducted to determine the impact of the
compensation variable on the employee performance variable. The compensations were in
the form of allowances, bonuses, salaries, and wages. Indeed, these compensations do have
a significant impact on the employee’s progress towards work completion. Nwokocha (2016)
applied the compensation strategy in organizations to ascertain their efficacy on the
performance of the employees, retention, and level of productivity. This study had revealed
that there is a positive connection between compensation and the performance of the
employees’ performance, retention, and productivity in the organization. Based on this
outcome, the compensation system with articulated strategies should be embedded in the
organization‘s culture. The management should also recognize and understand the
employees’ needs/preferences in establishing the compensation structure of the
organizations. The use of these notions matched to a good managerial disposition, which will
allow the organizations to formulate effective and sustainable strategies that will
acknowledge the fair and sufficient reward for employees. This will improve the performance
and the progress of the employees, retention, and productivity in the organization.

Another study was conducted by Demerouti et al. (2014) to investigate the
compensation model with the strategies in the selective optimization. Based on a few samples
of employees, they discovered that the appropriate technique to hinder the negative impacts
on the employee’s performance. This study had revealed the effective and ineffective
techniques that people use to overcome their burnout symptoms to attain maximum
outcomes on the performance of the employees. Besides, a study by lbrar and Khan (2015)
had similarly discovered that the employee’s performance can be improved with the
implementation of an effective compensation system in the organization. Questionnaires
were used as the instrument of the study to conduct the descriptive analysis, correlation, and
multiple regression tests for the data analysis. Overall, based on the analysis, the study had
concluded that there is a significant connection between the compensation strategy and the
performances of the employee.

Larbi’s (2014) study discovered that there is a significant connection between the
overall compensation, the management, and the performance of employees. In certain
circumstances, the employee will not have a clear picture of their rights when it is related to
the matter of compensation. This situation can be perceived due to the employers are not
exposing the employees to the clause regarding compensation or the employees are not
interested to read the policy manuals when they are provided with the manual. Thus, the
management of the organization must ensure that the employees are aware of the policies
related to the matter of the compensation system and the rewards offered. Other studies
done by Brown et al. (2003), Obasan (2012), Lawler and Worley (2016), and Okeke and
Ikechukwu (2019) had also discovered similar outcome that there is a significant connection
between the compensation system and the employee’s performance in an organization.
Salaries, rewards, allowance, and non-financial compensations bring a major impact on the
performance of the employee in the organizations. Therefore, based on the outcomes of
several past studies, it can be concluded that compensation has a positive impact on the
employee’s progress and performance in many organizations.

227



INTERNATIONAL JOURNAL OF ACADEMIC RESEARCH IN BUSINESS AND SOCIAL SCIENCES

Vol. 10, No. 1, 2020, E-ISSN: 2222-6990 © 2020

However, there have been debates among scholars relating to the type and blend of
compensation methods that are best for the institutions. A few studies have exhibited that
rewards have positive impacts on the workers’ development and progress as well as
workplace security. It is one of the elements that will be highlighted to increase the
employee’s commitment to task completion (Furtado, 2015; Lawler & Worley, 2016).

Conclusion

The main aim of this paper is to comprehensively review the connection between the
compensation strategy and its impact on the employee’s performance (EP). Based on this
research, it can be concluded from the review of literature that the compensation strategy is
highly linked with employee performance (EP). Several studies revealed that compensation,
bonuses, and salary are crucial to improve the employee’s performance. However, without
these benefits, it can hinder the worker’s performance development and professional growth.
Furthermore, the compensation strategy can also improve ensure the employee’s
development and employee retention in the organization.

23 studies had analyzed the matter in further detail. The outcomes were a mixture of
outcomes ranging from positive, negative, and moderate relationships. Among the 23 studies,
only 15 studies had exhibited positive connections, seven studies had a negative relationship,
and one with a moderate relationship. Thus, most of the studies concluded that
compensation strategy can enhance the employee’s performance and ensure that the
employees are dedicated, loyal, and committed towards the organizations. This will portray
equality and justice by all the workers in the organizations. This study summarized the
compensation strategy have a positive effect on employee performance in Iraqgi universities.
The researcher suggestion the organization increase the compensation to employees because
the higher compensation will improve the employee’s performance in universities.

It is hopes that the outcomes from this study will significantly add greatly to the body
of knowledge in this area by providing an insight on how to improve academic staff
Performance. Also, this study will benefit the universities in Iraqgi as well as the organizations.
The knowledge and perception of the academics will be enhanced in understanding the
impact of organizational justice on the association between compensation strategy and
academic staff Performance to embark on further researches in the area. This study
significantly serves as a source to the Iraqi Universities and Ministry of Education and even
the organizations in terms of supportive policies that can reap better outcomes in high
education Iraqi.
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