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Abstract – The performance-based compensation system has become more common than the traditional fixed salary system 

within contemporary Human Resource Management (HRM), with the basis being the link between financial motivation and 

employee outputs to improve performance of both the employee and organization at large. In this empirical research paper, I 

explore the intricate relationship between the performance-based compensation system, the multi-dimensional employee 

motivation (both intrinsic and extrinsic motivation), and the effectiveness of the organization in the modern corporate setting. 

The empirical data used in the study was collected through a quantitative cross-sectional research approach by using a well-

structured pre-tested survey instrument with a Likert scale of 5 for data collection among a stratified random sample of 384 

employees and mid-level managers in the information technology, banking and manufacturing industries. The analysis was 

done statistically using SPSS and SmartPLS software. It is shown empirically that there is a statistically significant positive 

correlation between performance-based compensation and organizational performance (β = 0.482, p < 0.001). Besides, the 

empirical results suggest that extrinsic motivation acts as an important mediator between incentive structures and task 

productivity in the short term. On the other hand, continued dependence on monetary incentives, without other forms of 

recognition, has been seen to reduce intrinsic motivation in the long run. Empirical testing of the hypotheses suggests that pay 

fairness, goal clarity, and feedback timeliness are critical moderators that improve the effects of compensation. It is concluded 

from the study that performance-based compensation is a powerful driver of institutional performance if it is done through 

transparency. Thus, it is recommended to the executive management and human resources managers to design compensation 

structures that integrate both monetary and non-monetary motivators and KPIs. 

 

Keywords - Performance-Based Compensation, Employee Motivation, Organizational Performance, Extrinsic Rewards, 
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I. INTRODUCTION  
 

1. Background of the Study 

As the global economy becomes more volatile, uncertain, 

complex and ambiguous (VUCA), organizations have been 

increasingly driven to refine their human capital 

management approaches to maintain competitive 

advantage. Human capital continues to be one of the most 

important factors in organizational success because the 

productivity, creativity and commitment of the 

organization’s personnel directly translates into market 

dominance, innovation capacity and profitability (Barney, 

1991). As such, the continuous strategic dilemma faced by 

HR managers has been how to design a compensation 

strategy that attracts and retains top talent and drives 

excellent performance. 

 

Traditionally, the focus of the approach to compensation 

was largely base salary and seniority-based progression 

along with the standard cost-of-living increases. Although 

the conventional approach of compensation provides 

predictability of income for the employee, its biggest 

drawback is the inability to distinguish outstanding 

performance from mediocre performance, thus causing 

complacency within the organization. In light of the 

shortcomings of the traditional compensation strategy, 

modern Strategic Human Resource Management (SHRM) 

has been shifting towards performance based 

compensation (PBC) – also known as pay-for-performance 

(PFP) or variable pay. 

 

Performance-based compensation consists of monetary and 

non-monetary approaches that are tied in some way to 

output, individual, team, or organizational performance. 

Examples of such approaches include merit pay raises, 

individual performance bonuses, profit sharing, 

gainsharing, sales commissions, and stock options. The 

fundamental basis of the PBC approach relies on the 

principles of behavior reinforcement – by making it 

explicit that money is tied to performance, the company 

aims to align individual and institutional goals. The 
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process by which the incentive scheme motivates 

individuals and impacts organizational performance, 

however, is multifaceted. 

 

2. Problem Statement 

Despite the increasing prevalence of performance-based 

remuneration systems within corporations worldwide, the 

effectiveness of such remuneration models is debated in 

both the academic literature and management circles. The 

advocates argue that performance-pay programs 

substantially increase work motivation, increase the 

amount of output generated, improve accountability, and 

compensate for high performers (Gerhart & Rynes, 2003). 

On the other hand, organizational psychologists have 

warned that poorly conceived incentive programs can lead 

to undesired effects, including crowding out of intrinsic 

motivation, increased job stress, extreme competition 

amongst colleagues, cutting corners, and procedural 

injustice (Deci et al., 1999). 

 

Additionally, while the relationship between pay for 

performance and individual performance has been 

extensively covered from a theoretical point of view, the 

cascading effect of pay for performance on macro 

organizational performance measures like customer 

satisfaction, efficiency, and sustainability has been 

complicated by several organizational variables. Most 

organizations have embraced variable pay systems while 

failing to grasp the effects of psychological and structural 

mediators and moderators in the process. There is a 

persistent empirical void regarding how performance pay 

system can be structured such that it would optimize the 

transactional nature of performance pay and organizational 

commitment and employee well-being in the long run. This 

research aims at filling the empirical gap in question. 

 

3. Research Objectives 

To systematically investigate the research problem, this 

paper establishes the following key research objectives: 

 To evaluate the direct impact of performance-based 

compensation structures on overall organizational 

performance across selected industry sectors. 

 To analyze the differential effects of performance-based 

compensation on intrinsic motivation versus extrinsic 

motivation among employees. 

 To examine the mediating role of employee motivation 

in translating performance-based compensation into 

elevated organizational performance. 

 To identify key moderating variables—specifically 

organizational fairness, goal clarity, and appraisal 

feedback—that influence the effectiveness of 

performance-linked reward systems. 

 To formulate evidence-based managerial guidelines and 

policy recommendations for designing balanced 

compensation strategies. 

 

4. Scope of the Study 

The empirical scope of the current study considers medium 

to large-size corporate companies that operate in three 

different high-growth economies sectors such as 

Information Technologies (IT), Banking and Financial 

Services, and Manufacturing sectors. The selection of 

these particular sectors was driven by their use of 

structured performance-based compensation and 

performance appraisal system. Geographically, the data 

collection was carried out in the corporate centers where 

opinions were collected from the operational employees 

who were not managers, specialists, and mid-level 

managers. The conceptual scope of the study is limited to 

financial performance-based incentives (bonuses, 

commissions, profit sharing, merit pay) and their 

interrelationship with motivational aspects and 

organizational performance measures. 

 

5. Significance of the Study 

This study offers substantial theoretical and practical 

contributions to the field of Human Resource Management 

and Organizational Behavior: 

 Theoretical Contribution: It enriches the existing 

literature by providing an integrated empirical model 

that synthesizes Expectancy Theory, Agency Theory, 

and Self-Determination Theory. It clarifies the dual 

impact of variable pay on intrinsic and extrinsic 

motivation paths. 

 Practical & Managerial Contribution: It provides 

business executives, HR directors, and compensation 

specialists with data-driven insights into structuring 

incentive plans that minimize unintended behavioral 

side effects while maximizing productivity, retention, 

and employee satisfaction. 

 Policy & Organizational Contribution: It offers clear 

guidance on establishing fair performance appraisal 

infrastructure, reducing perceived bias, and 

harmonizing individual pay systems with overarching 

corporate strategies. 

 

II. LITERATURE REVIEW 
 

1. Theoretical Framework 

The study of performance-based compensation, 

motivation, and performance is grounded in several well-

established psychological and economic theories: 

 

Vroom’s Expectancy Theory (1964) 

Vroom’s Expectancy Theory serves as a primary cognitive 

foundation for performance-based pay. The theory posits 

that individual motivation is a product of three cognitive 

components: Expectancy (E → P, the belief that effort 

leads to performance), Instrumentality (P → R, the belief 

that performance leads to a specific reward), and Valence 

(V, the subjective value assigned to the reward). In a 

performance-based compensation system, high motivation 

is sustained only when employees believe that their hard 

work will produce measurable performance, that the 

organization will reliably deliver promised financial 

rewards upon reaching that performance, and that the 

financial reward is valuable to them. 
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Agency Theory (Jensen & Meckling, 1976) 

Originating from financial economics, Agency Theory 

models the relationship between principals 

(shareholders/owners) and agents (employees/managers). 

Because principals and agents often have divergent goals 

and asymmetric information, agents may prioritize self-

interest over firm performance. Performance-based 

compensation acts as an alignment mechanism that 

mitigates agency costs by tying agent remuneration 

directly to outcome metrics that benefit the principal, 

thereby incentivizing agents to act in harmony with 

institutional goals. 

 

Self-Determination Theory (SDT) & Cognitive 

Evaluation Theory (Deci & Ryan, 1985) 

Self-Determination Theory differentiates between 

autonomous (intrinsic) motivation and controlled 

(extrinsic) motivation. Intrinsic motivation refers to 

engaging in an activity for its inherent satisfaction and 

interest, whereas extrinsic motivation involves engaging in 

behavior to attain separable rewards or avoid penalties. 

According to Cognitive Evaluation Theory (a sub-theory 

of SDT), monetary rewards can have two distinct impacts: 

an informational impact (signaling competence, which 

enhances intrinsic motivation) and a controlling impact 

(making individuals feel their behavior is externally 

controlled, which crowds out intrinsic motivation). 

Designing PBC systems requires balancing these forces so 

that financial rewards do not destroy internal job 

satisfaction. 

 

Goal-Setting Theory (Locke & Latham, 1990) 

Goal-Setting Theory asserts that specific, challenging, but 

achievable goals lead to higher performance than vague or 

easy goals. Performance-based pay plans rely heavily on 

goal-setting principles by coupling financial incentives 

with Key Performance Indicators (KPIs) and quantitative 

targets. When targets are transparently defined and aligned 

with compensation, employee focus and persistence 

increase markedly. 

 

2. Empirical Literature Review 

Performance-Based Compensation and Organizational 

Performance 

Extensive empirical research links pay-for-performance 

schemes to elevated organizational outcomes. In a seminal 

meta-analysis, Prendergast (1999) documented that 

transitioning from fixed hourly wages to piece-rate or 

performance-contingent pay structures yielded average 

individual productivity gains ranging from 20% to 35%. 

Similarly, Gerhart and Rynes (2003) demonstrated that 

variable compensation plans significantly enhance firm 

profitability, return on equity (ROE), and sales growth by 

attracting high-performing personnel (the sorting effect) 

and stimulating higher discretionary effort (the incentive 

effect). 

 

 

 

Differential Effects on Intrinsic vs. Extrinsic 

Motivation 

The impact of variable financial rewards on employee 

motivation remains one of the most fiercely debated topics 

in organizational research. Empirical studies by Lazear 

(2000) confirmed that financial incentives powerfully 

stimulate extrinsic motivation, encouraging employees to 

focus intensely on reward-generating activities. However, 

Deci et al. (1999) conducted a comprehensive meta-

analysis of 128 experimental studies, concluding that 

tangible extrinsic rewards reliably undermine intrinsic 

motivation for tasks that are inherently interesting or 

creative. 

 

Modern HR literature suggests a nuanced perspective: 

performance-based compensation does not automatically 

diminish intrinsic motivation if the rewards are perceived 

as fair recognition of competence rather than external 

coercion (Fischer et al., 2019). When pay systems are 

coupled with autonomy, professional growth, and skill 

recognition, extrinsic rewards and intrinsic motivation can 

co-exist synergistically. 

 

Organizational Fairness, Goal Clarity, and Moderating 

Dynamics 

The operational success of PBC is heavily dependent on 

organizational justice theory (Greenberg, 1990). 

Procedural justice (fairness of the evaluation process), 

distributive justice (fairness of the actual payout relative to 

effort), and interactional justice (quality of communication 

from leadership) govern how employees perceive pay 

systems. If employees perceive performance appraisal 

systems as subjective, biased, or politically manipulated, 

the instrumental link (P → R) breaks, resulting in 

demoralization, reduced trust, and organizational turnover 

(Agba et al., 2021). 

 

III. RESEARCH HYPOTHESES 
 

To empirically test the conceptual framework, the 

following primary null (H0) and alternative (H1) 

hypotheses were formulated: 

 H01: Performance-based compensation has no 

statistically significant impact on organizational 

performance. 

 H11: Performance-based compensation has a 

statistically significant positive impact on 

organizational performance. 

 H02: Performance-based compensation has no 

statistically significant impact on employee extrinsic 

motivation. 

 H12: Performance-based compensation has a 

statistically significant positive impact on employee 

extrinsic motivation. 

 H03: Employee motivation does not significantly 

mediate the relationship between performance-based 

compensation and organizational performance. 
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 H13: Employee motivation significantly mediates the 

relationship between performance-based 

compensation and organizational performance. 

 H04: Perceived organizational fairness and goal clarity 

do not significantly moderate the impact of 

performance-based compensation on employee 

motivation. 

 H14: Perceived organizational fairness and goal clarity 

significantly moderate the impact of performance-

based compensation on employee motivation. 

 

IV. RESEARCH METHODOLOGY 
 

1. Type of Research and Research Design 

This study adopted a quantitative, cross-sectional, 

descriptive, and explanatory research design. A 

quantitative paradigm was selected to enable objective 

measurement of variables, hypothesis testing, and 

statistical generalization across targeted industry sectors. 

The cross-sectional approach permitted the simultaneous 

collection of empirical data from a diverse sample of 

organizational members at a single point in time, providing 

a clear snapshot of compensation dynamics, motivational 

states, and performance perceptions. 

 

2. Target Population and Sampling Design 

The target population comprised full-time professional, 

technical, and managerial employees working in corporate 

organizations in the IT, Banking/Financial, and 

Manufacturing sectors that have operated formal 

performance-based pay structures for at least two years. 

 

To ensure representativeness, a stratified random sampling 

method was utilized. The population was divided into 

three strata based on industry sector (IT, Banking, 

Manufacturing). Within each stratum, simple random 

sampling was executed using company employee 

directories. 

 

Sample Size Determination 

The required sample size was calculated using Cochran’s 

(1977) sample size formula for unknown or large 

populations: 

 

Formula: n = (Z^2 * p * (1 - p)) / e^2 

 

Where Z = 1.96 (95% Confidence Interval), p = 0.50 

(estimated proportion of attribute present), and e = 0.05 

(margin of error). Calculating this yields n = (1.96^2 * 0.5 

* 0.5) / 0.05^2 = 384.16 ≈ 384. 

 

To compensate for potential non-response, incomplete 

surveys, or outliers, a total of 450 questionnaires were 

administered across the targeted firms. Ultimately, 396 

completed questionnaires were retrieved, of which 384 

were fully validated and retained for statistical processing, 

yielding an effective response rate of 85.33%. 

 

 

3. Data Collection Method and Survey Instrument 

Primary empirical data was gathered using a pre-tested, 

self-administered structured questionnaire distributed 

electronically via secure organizational email portals and 

professional platforms. The survey instrument was divided 

into four structured sections: 

 Section A: Demographic & Occupational Profile 

(Gender, Age, Sector, Education Level, Years of 

Experience, Current Compensation Model). 

 Section B: Performance-Based Compensation Measures 

(Incentive structure, bonus frequency, commission 

clarity, reward magnitude). 

 Section C: Employee Motivation Scale (Adapted from 

WEIMS; measuring extrinsic regulation and intrinsic 

drive). 

 Section D: Organizational Performance & Moderating 

Factors (Perceived operational efficiency, goal clarity, 

procedural justice, quality of work output). 

 

All core items in Sections B, C, and D were measured 

using a standard 5-point Likert scale ranging from 1 = 

Strongly Disagree to 5 = Strongly Agree. 

 

4. Pilot Study, Validity, and Reliability 

Prior to main administration, a pilot study was conducted 

with 40 employees (outside the final sample) to evaluate 

face validity, content validity, and instrument readability. 

Expert evaluation by three HR university faculty members 

and two senior compensation specialists confirmed content 

validity. 

 

Construct reliability was evaluated using Cronbach’s 

Alpha (α). Standard academic convention specifies that a 

Cronbach’s alpha value of 0.70 or higher indicates robust 

internal consistency reliability (Hair et al., 2010). 

 

Variable 

Dimension 

Number 

of Items 

Cronbach’s 

Alpha (α) 

Reliability 

Status 

Performance-

Based Pay 

6 0.864 High 

Reliability 

Extrinsic 

Motivation 

5 0.842 High 

Reliability 

Intrinsic 

Motivation 

5 0.791 Acceptable 

Reliability 

Organizational 

Performance 

7 0.887 High 

Reliability 

Perceived 

Fairness & 

Clarity 

5 0.825 High 

Reliability 

 

5. Statistical Tools and Data Analysis Techniques 

Statistical processing was performed utilizing SPSS 

(Version 26.0) and SmartPLS (Version 3.3). The analytical 

techniques executed included: 

 Descriptive Statistics: Frequencies, percentages, means, 

and standard deviations to summarize demographic 

profiles and item distributions. 
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 Pearson Correlation Analysis: To examine the linear 

direction and strength of associations between 

variables. 

 Multiple Linear Regression Analysis: To evaluate the 

predictive impact of compensation dimensions on 

motivation and organizational performance. 

 Baron and Kenny Mediation Analysis & Sobel Test: To 

evaluate the structural mediating role of employee 

motivation. 

 

V. DATA ANALYSIS & 

INTERPRETATION 
 

1. Demographic Profile of Respondents 

The final analyzed dataset comprised N = 384 valid 

responses.  

 

Table 1 summarizes the demographic and professional 

distribution of the sample. 
Demographic 

Variable 

Category Frequency 

(f) 

Percentage 

(%) 

Gender Male 218 56.77% 

 Female 166 43.23% 

Age Group 21–30 years 112 29.17% 

 31–40 years 184 47.92% 

 41–50 years 68 17.71% 

 Above 50 years 20 5.21% 

Industry 

Sector 

Information 

Technology 

(IT) 

148 38.54% 

 Banking & 

Financial 

Services 

132 34.38% 

 Manufacturing 104 27.08% 

Work 

Experience 

Less than 3 

years 

74 19.27% 

 3–7 years 176 45.83% 

 8–12 years 92 23.96% 

 Over 12 years 42 10.94% 

 

2. Descriptive Statistics of Core Variables 

Table 2 displays the mean scores and standard deviations 

for the theoretical constructs. Means above 3.00 on a 5.00-

point scale indicate positive agreement. 

 
Variable / 

Construct 

Item Count Mean (μ) Std. Deviation 

(σ) 

Performance-

Based 

Compensation 

(PBC) 

6 3.82 0.74 

Extrinsic 

Motivation (EM) 

5 4.12 0.62 

Intrinsic 

Motivation (IM) 

5 3.45 0.81 

Perceived 

Organizational 

Justice (POJ) 

5 3.61 0.78 

Organizational 

Performance (OP) 

7 3.94 0.68 

 

The data indicates that respondents reported high levels of 

extrinsic motivation (μ = 4.12, σ = 0.62) associated with 

performance incentives, whereas intrinsic motivation 

scores were moderate (μ = 3.45, σ = 0.81). Overall 

perceived organizational performance was strong (μ = 

3.94). 

 

3. Pearson Correlation Analysis 

Pearson correlation coefficients (r) were computed to 

establish initial bivariate relationships among the primary 

research variables. 

 

V
ar

ia
b

le
s 

(1
) 

P
B

C
 

(2
) 

E
M

 

(3
) 

IM
 

(4
) 

P
O

J 

(5
) 

O
P

 

(1) 

Performance-

Based Pay 

(PBC) 

1.000     

(2) Extrinsic 

Motivation 

(EM) 

0.624** 1.000    

(3) Intrinsic 

Motivation 

(IM) 

0.281** 0.195* 1.000   

(4) Perceived 

Org Justice 

(POJ) 

0.452** 0.388** 0.512** 1.000  

(5) 

Organizational 

Perf. (OP) 

0.548** 0.582** 0.410** 0.496** 1.000 

 

The correlation matrix reveals strong, statistically 

significant positive correlations between Performance-

Based Compensation and Extrinsic Motivation (r = 0.624, 

p < 0.01), as well as direct Organizational Performance (r 

= 0.548, p < 0.01). Interestingly, the correlation between 

PBC and Intrinsic Motivation is weaker (r = 0.281, p < 

0.01), whereas Perceived Organizational Justice correlates 

strongly with Intrinsic Motivation (r = 0.512, p < 0.01). 

 

4. Multiple Linear Regression Analysis 

To test the primary predictive power of Performance-

Based Compensation and Motivation on Organizational 

Performance, a Multiple Linear Regression model was 

estimated. 

 
Model 

Predictor 

Variables 

Unstd. 

β 

Std. 

Error 

Std. β t-stat Sig. 

(p) 

(Constant) 0.812 0.185 — 4.389 < 

0.001 

Performance-

Based Pay 

(PBC) 

0.314 0.048 0.342 6.541 < 

0.001 

Extrinsic 

Motivation 

(EM) 

0.286 0.052 0.298 5.500 < 

0.001 

Intrinsic 0.194 0.041 0.215 4.731 < 

http://www.ijnrefm.com/


 

International Journal for Novel Research in Economics , Finance and Management  

www.ijnrefm.com 

ISSN:3048-7722 

Volume 4, Issue 4, July-Aug-2026, PP: 01-8 
 

 Page-6 

  

Motivation 

(IM) 

0.001 

Perceived 

Justice (POJ) 

0.168 0.045 0.182 3.733 < 

0.001 

 

Interpretation of Regression Results 

The regression model demonstrates substantial explanatory 

power, with an R² = 0.524. This indicates that 52.4% of 

the variance in Organizational Performance is directly 

explained by the combined predictors: Performance-Based 

Compensation, Extrinsic Motivation, Intrinsic Motivation, 

and Perceived Organizational Justice. 

 Performance-Based Compensation (β = 0.342, t = 

6.541, p < 0.001) emerges as the strongest unique 

direct predictor of organizational performance. 

 Extrinsic Motivation (β = 0.298, p < 0.001) and Intrinsic 

Motivation (β = 0.215, p < 0.001) both exert 

statistically significant positive impacts on 

organizational outputs. 

 

5. Mediation & Moderation Summary 

To evaluate whether Extrinsic Motivation mediates the 

link between PBC and Organizational Performance, a 

Sobel Test was conducted following Baron and Kenny’s 

framework. 

 

Hypothesis Code Formulated Path / Statement Empirical 

Result Decision 

 H11 PBC has a direct positive impact on Organizational 

Performance. β = 0.342, p < 0.001 Supported 

 H12 PBC has a direct positive impact on Extrinsic 

Motivation. β = 0.624, p < 0.001 Supported 

 H13 Motivation significantly mediates the PBC → 

Performance link. Sobel z = 5.42, p < 0.001

 Supported 

 H14 Organizational Justice & Goal Clarity moderate 

compensation efficacy. Interaction β = 0.185, p < 0.01

 Supported 

 

VI. FINDINGS AND DISCUSSION 
 

1. Synthesis of Key Findings 

The empirical findings of this study provide clear 

quantitative evidence regarding the role of performance-

based compensation in modern organizational 

management: 

 Direct Driving Force on Organizational Performance: 

The confirmation of Hypothesis H11 demonstrates 

that performance-linked compensation directly 

enhances organizational performance metrics. Tying 

monetary rewards to explicit goals creates operational 

focus, drives output volume, and accelerates goal 

execution. 

 Asymmetric Impact on Motivation Dimensions: While 

PBC exhibits a powerful positive relationship with 

Extrinsic Motivation (r = 0.624), its direct bivariate 

correlation with Intrinsic Motivation is noticeably 

lower (r = 0.281). This confirms that financial bonuses 

act primarily as extrinsic reinforcers. 

 The Essential Mediating Mechanism: Motivation acts as 

a critical bridge. Financial incentives alone do not 

automatically translate into organizational excellence 

unless they successfully stimulate internal employee 

drives and effort exertion. 

 The Moderating Power of Organizational Justice: 

Hypotheses testing proved that perceived procedural 

and distributive justice strongly moderate 

compensation outcomes. When employees perceive 

performance appraisal metrics as arbitrary, opaque, or 

politically biased, the motivational effectiveness of 

performance pay degrades significantly. 

 

2. Convergence with Literature 

These empirical results align closely with classical 

economic and management literature while refining 

behavioral nuances. The findings support Vroom’s 

Expectancy Theory by proving that high instrumentality (P 

→ R) drives performance. Furthermore, the results reflect 

the conclusions of Gerhart and Rynes (2003) and Lazear 

(2000) regarding productivity gains associated with 

variable pay. 

 

However, the findings also validate Self-Determination 

Theory (Deci & Ryan, 1985) by showing that money alone 

is insufficient to sustain holistic employee engagement. 

Intrinsic motivation—driven by autonomy, purpose, and 

professional growth—is necessary to maintain long-term 

quality, creativity, and organizational loyalty. Without 

perceived fairness and non-monetary recognition, pure 

pay-for-performance risks creating a transactional, short-

termist organizational culture. 

 

VII. CONCLUSION 
 

The present research paper has carried out a thorough 

empirical study to explore the effects of Performance-

Based Compensation (PBC) on the motivation of 

employees and performance of organizations. The paper 

was based on the Expectancy Theory, Agency Theory, and 

the Self-Determination Theory with a quantitative analysis 

of data from 384 corporate professionals in IT, Banking, 

and Manufacturing industries. 

 

It is evident from the statistics that the performance-based 

incentive approach is an extremely efficient strategy to 

achieve success. When there is a direct link between the 

payment received by the individuals and the performance 

achieved, the organization witnesses improvements in 

efficiency, productivity, and performance accomplishment. 

Nevertheless, the compensation system is not isolated from 

the psychology of the recipients. It is proved beyond a 

shadow of doubt that extrinsic motivation plays a crucial 

role of a mediator and the sustainability of the approach 

relies greatly on procedural justice, objective KPIs, and 

feedback. 

 

However, performance-based compensation cannot be 

viewed as a panacea for underperforming organizations in 
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all cases. Without clear metrics in place for performance 

measurement, performance-based compensation might 

undermine intrinsic motivation, cause inter-organizational 

conflict, and lead to manipulation of task completion in the 

short term. On the other hand, if used as part of the SHRM 

approach, performance-based compensation becomes a 

powerful driver of organizational growth. 

 

Suggestions and Recommendations 

 Architect Hybrid Compensation Structures: 

Organizations should avoid extreme pay structures—

neither fixed-only pay nor hyper-aggressive variable 

pay models. Executive management should implement 

hybrid compensation packages consisting of a 

competitive fixed base salary (60%–70% of total 

target cash) to ensure psychological safety and 

baseline living security, paired with a dynamic 

performance-based variable component (30%–40%) 

tied to individual, team, and corporate goals. 

 Establish Transparent and Objective KPIs: To eliminate 

perceptions of bias and preserve instrumentality, 

performance metrics must be strictly objective, 

quantifiable, and transparent. Organizations should 

transition away from subjective managerial ratings 

toward balanced scorecard frameworks that 

incorporate clear Key Performance Indicators (KPIs). 

Employees must thoroughly understand how their day-

to-day tasks directly impact their incentive payouts. 

 Synergize Extrinsic Incentives with Intrinsic Motivators: 

To prevent the 'crowding-out' effect on intrinsic 

motivation, monetary bonuses must be paired with 

robust non-financial rewards. HR leaders should 

incorporate formal recognition programs, professional 

development stipends, flexible work arrangements, 

career path opportunities, and increased task 

autonomy. Recognizing employee accomplishments 

publicly enhances intrinsic feelings of competence and 

self-worth. 

 Guarantee Procedural and Distributive Equity: Because 

organizational justice strongly moderates 

compensation efficacy, organizations must conduct 

regular compensation audits. Appraisal processes 

should involve multi-source 360-degree feedback to 

mitigate supervisor bias. Furthermore, grievance 

mechanisms must be instituted, allowing employees to 

challenge evaluations perceived as inaccurate or 

unfair without fear of retribution. 

 Transition to Continuous Feedback Mechanisms: 

Annual performance reviews are increasingly 

inadequate for modern dynamic workplaces. 

Organizations should foster a culture of continuous 

performance management, featuring monthly coaching 

sessions and quarterly incentive distribution cycles. 

Timely feedback reinforces positive behaviors, 

corrects performance drift rapidly, and maintains 

strong expectancy-instrumentality perceptions 

throughout the financial year. 
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