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Abstract 

This study examines the role of compensation on employee performance in an Information Technology (IT) 

Organisation . The study was undertaken with the aim of ascertaining the extent to which compensation has 

influenced employees towards higher performance in an organisation. Five research question were raised and one 

hypothesis was stated. The research questions were analyzed using percentage and the hypothesis showed that there 

is relationship between compensation and employees performance in an organisation. The total number of 

population of this study was 120 persons including managers and workers and the sample size was 92. The 

researcher adopted experimentation and survey approach and from the findings, the researcher deduced that 

compensation helps to increase workers output/productivity and recommended managers of companies and 

organizations to do everything necessary within their reach to provide incentives and benefits so as to boost the 

effort of the workers towards greater performance in their job. 
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1.0 Introduction  

Good compensation was found over the years to be one of the policies an organization can adopt to increase their 

workers performance and thereby increase the organizations productivity. Compensation refers to all the rewards 

given to workers for their services. Compensation plays a useful role in the relationship between an employer and 

employee. While the employees has at their disposal knowledge, skills, attitude, experience and qualification, the 
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employers on the other hand has at their disposal pay, benefits and incentives. Performance is one criteria for 

compensation of workers; this work therefore intends to study the effect of poor compensation on its employees 

performance.A close look at employee performance of many organizations today reveals that many personnel are 

not happy with the present compensation system in the organization. According to Simon(2000), the area of 

acceptance within which the employee will accept authority of any organization depends certainly on the nature of 

the incentives or bonuses the organization offers. In other word, employees performance towards the achievement of 

organization goals depends on the incentives of the organization. Nwosu(1997)noted that suituations of  job 

satisfaction were associated with certain factors present in a job. Ejiofor & Anigho(1984) recognizes the fact that if 

there is retrospective dissatisfaction in workers pay, it makes workers relent in their effort which result into low 

performance. Okennam(2004) clearly stated that poor or no motivation of workers, will definitely cause workers to 

be inefficient and ineffective at their work. Obi(2001) highlights the actions of a worker when he/she feels 

unsatisfied at work. In a working place, workers would think that their factors are not equitably rewarded when they 

compare their inputs with their colleague and perceive inequality, they will be motivated to reduce that inequality. 

He further said that the strength of the motivation to reduce the perceived inequality is directly related to the 

magnitude of the perceived imbalance between inputs and outcomes. Pagon(1980) posited that the main objective of 

compensation appreciation is to resolve the apparent conflict between employer and employee in the matter of 

compensation, since in theory the employer will want the maximum efficiency  at minimum cost while the employee 

will want the maximum possible income with security. This conflict can only be resolved through the administration 

of  well-conceived employee compensation plan with an acceptable programme to implement the plan. Such 

programme should take into consideration, the employee basic desire of getting a fair and reasonable compensation 

for work done, recognition of work well done and promotion on basis of merit.  Uma(2005) explained that reward 

granted to employees who exhibit interest and activity in the development of  an organisation should be appropriate 

when compared with benefits granted to those who do not exhibit these qualities. He meant that people should not 

be paid for what they did not work for so that equity can prevail and excel. Workers should receive salaries and 

wages in relation to what they perform as this will make personnel who want a higher pay to endeavor to perform 

more and earn a greater reward. 

 

2.0 Objectives of the Study 

The general objectives of this study is to determine the importance of compensation on employee performance in an 

IT organization. The specific objectives are: 

1. To examine the impact of compensation and remuneration on employees performance. 

2. To examine the relationship between compensation and productivity. 

3. To identify the relationship between compensation and the actualization of  self esteem by the individual 

workers. 

4. To investigate the various methods of compensation used by IT firms and how they satisfy the employees 

need. 

5.  To find out if there is a link between compensation and high labour turnover.  
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3.0 Theoretical Framework 

The theories stated below formed the bases on which the research work was anchored. 

Maslow’s Need Hierarchy (Employee Need Theory) 

Abraham Maslow, organized five major type of human needs into a hierarchy. The need hierarchy illustrates 

Maslow’s conception of people satisfying their needs in a specific order from bottom to top. The needs, in ascending 

order are elaborated in the table below: 

Table 1: Maslow’s Need Hierarchy 
Needs 

 
General factors Organizational factors 

Physiological needs The desire for food, clothing and shelter Air conditioning or fan, basic salary, 
cafeteria, working conditions. 

Safety or security 
needs 

The desire for job security and safety Benefits, job security, general salary 
increase and safe working condition. 

Social needs The desire  for affiliation and acceptance (i.e 
friendship, companionship, affection, love and 

belonging) 

Quality of supervisions, professional 
friendship and compatible work group. 

Ego The desire for status and position (Independence, 
achievement, freedom, recognition and self-esteem) 

Job title, responsibility, merit pay, 
increase per recognition. 

Self Actualization The desire for a fulfilling life and to fulfill ones 
potential including growth and achievement. 

Achievement in work, creativity, 
challenging job, advancement in work. 

Source: (Abraham Maslow, 1954) 

According to Maslow, people are motivated to satisfy the lower needs before they try to satisfy the higher needs. 

Also, once a need is satisfied, it is no longer a powerful motivator. Maslow’s hierarchy is a simplistic and not 

altogether an accurate theory of human motivation.  

Herzberg’s Two-Factor Theory 

Herzberg’s two-factor theory divides Maslow’s hierarchy into a lower-level and higher-level set of needs and 

suggests that the best way to provide motivation for an employee is to offer to satisfy the person’s higher-order 

needs, ego and self-actualization (Herzberg,1960). 

The Financial Reward Approach 

Herzberg two-factor theory has attained  general acceptability from management and scholars. It encourages 

managers to provide higher-level need satisfaction for their employee. However, its view that money does not 

motivate the employee has resulted to several criticisms of the theory.The financial reward approach tries to explain 

the relationship between money and motivation. According to this view, people are primarily motivated by financial 

reward and will be motivated to better performance if rewards and penalties are directly tied to the result they 

achieve.  

 

McGregor’s Theory-X and Theory-Y 

McGregor’s Theory-X represented the traditional management view that employees are lazy,uninterested in work, 

and needed to be prodded to perform. In contrast, his theory-Y viewed employees as creative, complex and mature 
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individuals interested in meaningful work. McGregor believed that under the right circumstances, employees would 

willingly contribute their ingenuity and talents for the benefits of the organization.  

Adam’s Equity Theory 

Adam’s equity theory assumes that people have a need for fairness at work, and therefore,value and seek it. People 

are motivated to maintain a balance between what they perceive as their inputs or contributions and their reward as 

compared to others. This theory seems to work when people feel they are underpaid. 

 

4.0 Research Design 

The researcher adopted a field study approach which is one of the categories of experimentation as a type of 

research design. The experimental approach involves the gathering of data gotten from the observation, empirical 

studies and theories generated from field studies. This will help in the analysis and interpretation of data so as to 

effectively explain underlying factors that surrounds the need to this important research work.  

Survey approach was also used to aid the researcher in the collection of data using questionnaires that involves 

mainly the field work of study.  

4.1 Population of Study 

This is a census of all the departments and employees in one of the IT organizations used as case study for this 

research. 

Table2: Departments and employees in the IT organisation (Zinox, 2013). 

No Department And Sub-Department In The Organization Number Of Employees 

1. Personnel department 20 
2. Marketing department 15 
3. Technical department 10 
4. Accounts department 15 

5. Security department 25 

6. Warehouse department 20 
7. Production department 15 
8. Total 120 

 
4.2 The Sampling Size and Sampling Technique 

In selecting or determining the sample size for this research, the formular below was used; 

 
( )21 eN

N
n

+
=      (1)

 

Where; 
 N = Population (120); n =  sample size; e = margin error (5% = 0.05) 

Therefore  ( )
92

05.01201

120
2

=
+

=n  

To determine the number of questionnaires that will be distributed to each department of the organization, the 

formular below was used: 
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                                            N

Dn ×

 

           (2) 
Where; n = Sample Size; D = The number of employee in Department;  N = Population of the Organisation (120) 

Applying the formula to each of the department, the result below was derived: 

Personnel department: 15 persons, Marketing department: 12 persons, Technical department: 7 persons, Accounts 

department: 12 persons, Security department: 19 persons, Warehouse department: 15 persons, Production 

department: 12 persons      

Simple Random Sampling Technique was used. This is because every possible element in the sample size (92), has 

equal chances of being selected to the number of population (120) chosen. 

 

5.0 Method of Data Analysis 

The statistical technique used in the analysis of data was based on simple percentage, frequency distribution table 

and the chi-square (x2) statistics. Chi-square (x2) is the major statistical tool applied. Chi-square test is a non-

parametric test that does not insist on normal distribution of scores. It is a test of association between one or more 

variables. 

The chi-square test includes determining the differences between observed or obtained frequency and expected or 

theoritical frequencies. 

 
( )

∑ Ε
Ε−

=
i

i
2

2 θχ
 or    

( )
∑

−Θ=
i Fe

FeF 2
2χ

      

(3) 

Where  
2χ  =  Chi-square (the value of the statistical table) 

           θ  And ΘF  = Observed or obtained frequency 

             E and Fe  =  Expected or theoritical frequency given by 
GT

RTxCT

    (4)
 

Where RT= Row Total; CT=Column Total; GT = Grand Total 

To find 
2χ  from the table 

              Df   =   (C  ̶  1) (R  ̶  1)         (5)  

Where; Df  = Degree of freedom; R = Numbers of rows; C = Numbers of  columns 

Level of significance at 
2χ  = 0.05 

Decision Rule 

Accept Ho if   
2χ calculated is  < 

2χ   tabulated 

Accept Hi  if  
2χ  calculated is  >

2χ   tabulated. 

 
 
 

6.0 Presentation and Analysis of Data According To Research Questions. 
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Ninety-two (92) copies of questionnaires were distributed and all were retrieved and used. Also, the statitical 

analysis used in the analysis of data which were based on simple percentage (%), frequency distribution table and 

the chi-square method (
2χ ) are shown in the table below. 

6.1 Research Question One 

The distribution of questionnaires to workers. 

Are you happy with your work? 

Table 3: Level of satisfaction of workers with their work. 

Response s No.of  Respondents Percentage Degree 

Yes 55 59.8% 2340 

No 37 40.2% 1260 

Total 92 100 3600 

 

 

Figure 1: Pie-chart showing level of satisfaction of workers. 

6.2 Research Question Two 

How is your effort recognized and rewarded? 

Distribution according to how they were rewarded are presented in Table 4 below. 

Table 4: Distribution according to reward. 

Responses (Reward) No. of Respondents Percentage Degree 

a. Money 67 72.8% 2700 

b. Fringe 

c. Promotion 25 27.2% 900 

d. Improved work 

environment. 

Total 92 100 3600 

 

Yes , 59.8 

No, 40.2 

KEY 

126
0
 

234
0
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Figure 2: Pie-chart showing the level of reward of workers. 

The analysis of the above table and pie-chart shows that 67 respondents representing 72.8% at the degree of 2700 
said that their effort were recognized monetarily or with the aid of fringes while 25 respondent representing  27.2% 
at 900 of the sample population agreed they were rewarded through promotion or improvement in their working 
environment.  
Hence, we can conclude that respondents were largely made of workers who were rewarded monetarily and through 
fringes  

6.3 Research Question Three 

Distribution showing educational qualification. 

What is your qualification? 

Table 5: Table showing workers educational qualification. 

Responses (Qualifications) No. of respondents Percentage Degree 

Masters Degree 3 3.3% 1080 

Higher National Diploma (HND) 27 29.3% 900 

Bachelor’s Degree 38 41.3% 1570 

High School Certificate 24 26.1% 500 

Total 92 100 3600 

 

 

Figure 3: Pie-Chart showing the educational qualification of workers. 
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From the above analysis, we can conclude that the respondents were largely made up of workers who had bachelor 

degree and higher National Diploma than those with master’s degree and High School Certificate 

6.4 Research Question Four 

Distribution according to workers age range. 

How old are you? 

Table 6:Table showing workers age range. 

Responses (Years) No. of Respondents Percentage 

15-25 5 5.4% 

25-35 20 21.7% 

35-45 37 40.3% 

45-55 30 32.6% 

Total 92 100 

 

 

Figure 4: Chart showing workers age range 

From the analysis of the table above, we can conclude that a larger number of respondent were people who falls 

within the age range of 35-45 years and 45-55 years. Respondents that falls within 25-35 years and 15-25 years were 

lesser. 

6.5 Research Question five 

Distribution of questionnaires to workers. 

Does compensation improve workers productivity? 

Table 7: Table showing level of effect of compensation on workers productivity. 

Responses No. of Respondents Percentage Degree 

Agree 62 67.4% 3250 

Disagree 30 32.6% 350 

Total 92 100 3600 
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Figure 5: Pie-chart showing level of effect of compensation on workers productivity. 

We can conclude that the respondents were largely made up of people who agreed that compensation helps in 

workers productivity while those who disagreed were few. 

 

7.0 Model Estimation and Hypothesis Testing. 

The technique used in testing the hypothesis is the “chi-square test”. Chi-square test is a standard form of test 

statistic and is amenable to a wide spectrum of data. Its formular is defined as stated below in equation 3 above. 

This value is compared with table  
2χ using a level of significance and a degree of  freedom (Df). 

Hypothesis 

Ho:There is no significant relationship between compensation and employees performance. 

H1:There is significant relationship between compensation and employeesperformance. 

Table 8: Does compensation have any effect on workers attitude? 

Responses Variables Total 

 Male Female  

Agreed 31 40 71 

Disagreed 15 6 21 

Total 46 46 92 

( R  ̶  1 ) ( C  ̶  1 )  =  ( 2   ̶ 1 ) ( 2  ̶  1 )  =  1  

To obtain Expected frequency (Fe ), we calculate as follows; 

Fe   =    
GT

RTxCT
         (6) 

Where; RT  =  71; CT  =  46; GT  =  92  

A1 (31)  = 
92

4671x
=  35.5 

A2 (40)  =  
92

4671x
 =   35.5 

Agree, 67.4 

Disagree , 

32.6 

KEY 

35
0
 

325
0
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B1 (15)  =  
92

4621x
  =   10.5 

B2 (6)   =  
92

4621x
  =   10.5 

Table 9: Formular for calculating 2χ  

θF  Fe  ( )FeF −θ  ( )2FeF −θ  ( )
Fe

FeF 2−θ
 

31 35.5 ̶ 4.5 20.25 0.570 

40 35.5 4.5 20.25 0.570 

15 10.5 4.5 20.25 1.929 

6 10.5 ̶ 4.5 20.25 1.929 

   2χ  4.998 

Calculation of tabulation ( 2χ  table) 

Df  = ( R  ̶  1) (C  ̶  1) 

          (2  ̶  1) ( 2  ̶  1) 

            1 × 1 =  1 

Calculated or expected value = 4.998 

Critical table = 3.841 (Gotten from chi-square table X0.95 against Df = 1) 

Degree of freedom = 1  

Decision Rule 

If calculated 2χ > 2χ  tab, we reject null hypothesis (Ho) and accept (Hi) where calculated 2χ  = 4.998 and 2χ  

tab = 3.841 at 0.05 significant. 

As calculated 2χ > 2χ  tab so we reject Ho and accept Hi. Hence, it can be concluded that the effort and 

performanceof personnel is increased when they are rewarded and compensated. 

 

8.0 Discussion of Findings/Results. 

Judging from the decision rule of this research work, a conclusion can be reached that compensation has great effect 

on the performance of employees in any organisation.  

 

9.0 Conclusions 

Based on the findings from the investigation carried out by the researcher on the topic “ The Role of Compensation 

on Employee Performance in an Information Technology (IT)  Organisation”, the researcher have been able to 

deduce the following: 

1. Compensation helps to retain the service of workers over an extended period of time. 
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2. In any organization, happier workers are those that more concerned about the management of the 

organization. 

3. Compensation reduces high industrial labour turnover and helps to maintain good labour relationship. 

4. The use of direct questionnaire in this research work revealed that oral compensation of workers without 

financial compensation for a job well done decreases the morale of workers towards their job. 

5. Management of various organizations have different systematic means through which they evaluate the job 

of their employees so as to be  able to accordingly ascertain the compensation for each employees. In most 

cases, compensation is based on the number of years workers had put in service and not the performance of 

workers but the basis of all is that the major reason why people work is solely to earn money for their 

living. 

9.1 Recommendation 

Management should work out profitable modalities for recognizing and rewarding employees effort which will also 

be of advantage to them in terms of  high production of quality goods and rendering of reliable services 
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