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Abstract: The purpose of this study was to examine the relationship between compensation policy and
employee productivity of manufacturing companies in Rivers State, Nigeria. The study adopted a crosssectional survey research design and the target population elements of the study was (1,809) one
thousand eight hundred and nine employees from the 27 functional manufacturing companies under study
which was source from the human resource department in each company using Taro Yamen’s formula to
determine the sample size. However, after data cleaning, 287 respondents were finally used for data
analysis. Primary data was generated through structured questionnaire. Reliability was testes using
Cronbach Alpha Coefficients and all the values were above the bench mark of 0.7. Spearman’s Rank
order correlation coefficient was used to test the hypotheses with the aid of Statistical Package for Social
Science Version 23.0. The study findings revealed that there is a positive and significant relationship
between compensation policy and employee productivity of manufacturing companies in Rivers State,
Nigeria that were studied. The study thus, concluded that compensation policy has a strong influence on
employee productivity. The study therefore, recommends that human resources managers in the
organizations notably the manufacturing companies should ensure to incorporate an effective
compensation policy to improve employee productivity in the organizations

Keywords: Compensation policy, Employee Productivity, Timeliness, Quality of Output, Quality of
Service

INTRODUCTION
Business organizations crave for the best of employee productivity just as employees expect to
accomplish their numerous desires and needs. But, unfortunately, a radical departure from this
primary goal has become a peculiar and permanent feature that some business organization
persistently complain of discouraging employee time overlooking the displeasure of employees
with poor work characteristics (Sajuyigbe, Bosede & Adeyemi, 2013). Brockner (1992)
recommended that the ability of an organization, to successfully implement business strategies,
to gain a competitive advantage and optimize human capital, largely depends, among other
factors on the strategic human resource management practices.

www.accexgate.com | papers@accexgate.com

45|page

International Academic Journal of Management & Marketing Annals

Ashraf and Hussain, (2020) depict that employee productivity reflects the quality of high
performance work systems in terms of employee involvement, extensive training programs,
reward based compensation in the organization. There are many factors affecting the
productivity of employee in organisation such as training, salary, organizational culture,
structure, hierarchies, positions and compensation policy.
Today, organizations are under intense pressure to identify and implement programs that will
prove effective in improving employee productivity (Deci, 2013 cited in Adim & David, 2020).
It is no longer enough to increase salaries and expect increased performance; it is more complex
than that (George & Jones, 2013). Employees not only want good extrinsic compensation on the
work but also want to be praised and valued for the efforts they put in on the work (Adim &
David, 2020). Compensation is arguably one of the most critical factors influences the quality
and effectiveness of human capital (Dineen & Williamson, 2012). An operative reward system is
another key to encourage individuals to join a firm and perform well continuously besides,
important for firms to retain and strengthen human resources with fair and competitive
compensation (Geiger & Cashen, 2007; Yang & Lin, 2009). Furthermore, compensation effects
the excellence of the people who apply, the probability of job acceptance, the quality of those
who are employed, the motivation and performance, number and level of the employees and the
quality of who stays with the organization (Shah, Mohd, & Khairudin, 2018). According to
Dessler and Tan (2009) compensation is all forms of pay or rewards given to the employee for
their employment relationship with the organization. Milkovich and Bloom (1998) define
compensation as all forms of financial reward and tangible benefits that an employee receives as
part of an employment relationship. Compensation issues affect most HR practices or functions
either directly or indirectly (Tessema & Soeters, 2006). Compensation practice has a positive
association and impact on financial performance of banks (Quresh, Akbar, Khan, Sheikh &
Hijazi, 2010). An organization’s attitude to compensation is a key indicator of its broader human
resource management policies and practices and is essential to the employment relationship
(Berber, Morley, Slavić, & Poór, 2017). A well designed compensation package supports to
retain the qualified employees and increases the efficiency of an organization (Nabi, Ahmed &
Rahman, 2017).
The purpose of this study is to examine the relationship between compensation policy and
employee productivity of manufacturing companies in Rivers state.
The following research questions guided this study:
i.
ii.
iii.

What relationship does compensation policy have with employees’ timeliness of
manufacturing companies in Rivers state?
What relationship does compensation policy have with employees’ quantity of output of
manufacturing companies in Rivers state?
What relationship does compensation policy have with employees’ quality of service of
manufacturing companies in Rivers state?
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Fig.1 Conceptual framework for compensation policy and employee productivity
Source: Author’s Desk Research, 2021
LITERATURE REVIEW
Theoretical Foundation
Social Exchange Theory
The study adopted social exchange theory developed by (Blau (1994) as the theoretical
foundation of the present study. Blau (1994) assert that social exchange theory is characterized
by unspecified personal obligations and trust as well as intrinsic, in association with extrinsic
rewards, thus occupying the middle ground between pure calculation of advantage and pure
expression of love. Blau (1994) further stated social exchange theory is based on less formal and
legalistic social relations. It can thus be argued that people in organizations engaged in selfinterested exchange process with the owners of the organization and among themselves, strive to
maximize the benefits of such an exchange process.
This is the point where the theory relates best with the research topic i.e. if the management of
organizations, effectively manage the social relations, stress level and skills of the employees,
the employees’ will reciprocate with commitment, productivity in the organization by putting in
their best which is an exchange that benefits both parties involved. The above statement by the
researcher corroborates with the general statement of social exchange theory, posited by
Zafirovski (2005) that social exchange is composed of actions of purposive actors that
presuppose constellations of their interest and resources, since these processes are assumed to be
governed by reciprocal relations. Exchange is defined as social interaction characterized by
reciprocal stimuli-they would not continue in the long run if reciprocity were violated in
consequence, exchange theory examines the process establishing reciprocity in social relations or
the mutual gratifications between individuals.
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Compensation Policy
Compensation policy is an important element of human resource practice that influences decision
of potential employee to join an organization and determines employer-employee relationship
after employee joins the organization (Ira, 2010). Compensation policy as an area of research has
outcomes which are of interest to the organization and to the employee. Compensation policy is
an integral component of organization’s reward systems and corporate strategy which when
effectively utilized influences the level of employee commitment to the company and work
positively (Armstrong and Murlis, 2007). Compensation is defined as the different types of
financial incomes and benefits that employees receive based on the employment relationship.
Direct compensation includes the basic pay that the employee is entitled for his or her job. It
includes all forms of salary, wages, overtime pay, and bonuses. Indirect compensation includes
protection programs, insurance plans, insurance plans, educational assistance and pay for time
not worked, feeling of advancement, achievement opportunity, opportunities for recognition and
other forms of benefits (Adeniji and Osibanjo, 2012).
Compensation policies are the collection of rules that govern the calculation of the net pay for all
individuals employed in an organization. Compensation policy is composed of reward structure
together with the values and philosophies which serve to determine the policy (Armstrong &
Murlis 2007). Elements of compensation policy therefore reflect the wholesomeness of the
policy when viewed from the perspectives of: grade and pay structure; total reward; philosophies
and values upon which the compensation policy is grounded. Compensation policy provides
guidelines or approaches which the organization uses in reward management. The policy apart
from serving as an implementation tool for reward strategy is a reflection of organization’s
values, culture and philosophy in regard to compensation. Compensation policy helps in defining
employment relationships, contractual obligations and the implied psychological contract
between the employer and the employee (Zacher et al., 2015). The policy promotes employer
employee relationship by having committed employees who have trust with the organization, are
willing to go an extra mile in their duties and have readiness to assist other employees. Policy on
compensation incorporates the following key components; level of rewards, equity in pay,
remuneration, contingent pay, competitiveness and transparency in rewards management
(Armstrong & Murlis, 2007). Benefits refer to non-cash allowances which are part of total
reward. Benefits policy addresses issues of, pension schemes; personal security through illness,
health or accident insurance covers; safety in work environment, financial assistance for loans in
house purchase schemes or purchase of organizational products; work life balance, holidays,
career breaks, counseling; and employee development (Adler, 2015).
Employee Productivity
Productivity is the extent to which an organization’s resources are brought together and
effectively utilized for attainment of set goal (Bayo & Redwell, 2020). Apparently, productivity
increase is reaching the highest level of performance with the least expenditure of resources.
Productivity is an overall measure of the ability to produce a good or service. More specifically,
productivity is the measure of how specified resources are managed to accomplish timely
objectives as stated in terms of quantity and quality. Productivity may also be defined as an
index that measures output (goods and services) relative to the input (labor, materials, energy,
etc., used to produce the output). Hence, there are two major ways to increase productivity:
increase the numerator (output) or decrease the denominator (input). However, a similar effect
would be seen if both input and output increased, but output increased faster than input; or if
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input and output decreased, but input decreased faster than output. Organizations have many
options for use of this formula, labor productivity, machine productivity, capital productivity,
energy productivity, and so on.
Awan & Mahmood, (2009) cited in Bayo & Redwell (2020) posits that productivity and output
are two indispensadable elements of an organizational life, because without increased and
sustained output on the part of the employees, the organization risk poor performance outcome in
general and if not controlled or corrected will lead to extinction of that organization. As such,
organizations can monitor productivity for strategic reasons such as corporate planning,
organization improvement, or comparison to competitors. It can also be used for tactical reasons
such as project control or controlling performance to budget. Productivity is also a scientific
concept, and hence can be logically defined and empirically observed. It can also be measured in
quantitative terms, which qualifies it as a variable. Therefore, it can be defined and measured in
absolute or relative terms. However, an absolute definition of productivity is not very useful; it is
much more useful as a concept dealing with relative productivity or as a productivity factor.
Timeliness
This measures the speediness in the completion of tasks or provision of services. For example, in
a manufacturing company; a time based indicator is the time frame used to produce a product or
cycle time for a specific operation. Time is the most crucial resource to be considered in the
performance of any activity. Time determines the imperativeness of any other resources in
accomplishing organizational set out objectives and goals (Ugwulashi, 2011). It is an essential
resource every manager needs to achieve the goals and objectives of an organization (Adeojo,
2012). Time, according to Nwaiwu (2000), is the interval between the beginning and the end of
an operation. It is so delicate that it cannot be saved but can only be spent and once misused it
can never be regained. According to the Oxford Advanced Learner’s Dictionary time is defined
as a period either long or short, during which you do something or something happens. Time is
an immaterial resource, inelastic, scarce and erodes fast and once spent, cannot be won back,
stored or recalled for use (Kalu, 2012). It is an essential resource; it’s irrecoverable, limited and
dynamic. Irrecoverable because every minute spent is gone forever, limited because only
24hours exist in a day and dynamic because it is never static (Adeojo, 2012). Managing time
appropriately leads to achieving results easily with limited resources. Consequently, any
productive system, whatever its structure, human, technology or financial support requires
efficient and effective time management procedure. Consequently, Mullins (1999) refers time as
one of the most valuable, but limited resources and it is important that administrators utilise time
to the maximum advantage.
Maduagwu & Nwogu (2006) notes that, every activity is allocated some frames within which the
activities are to be accomplished in educational institutions. Time is utilized to maintain
facilities, delegate functions or even spend fiscal cash. Time management is also important for
effective inspection and supervision in the academic workplace in bringing the much needed
quality. Effective time process ensures unambiguous objectives, proactive planning, well defined
priorities and actions; participatory and successful delegation of activities. Nevertheless, time is
continuum and all activities or roles performance depend on it whether voluntary or involuntary
in avoiding conflicts.

www.accexgate.com | papers@accexgate.com

49|page

International Academic Journal of Management & Marketing Annals

Quantity of Output
This indicator highlights the amount of items produced, or sold in comparison to the fixed
standard i.e. the amount of items earmarked for production, processing and sale. Quantity of
output measures relationship between inputs and outputs or how successfully the inputs have
been transformed into outputs to achieve the organizational goals (Kalu, 2012). Quantity of
output is defined as the real value or volume of the final goods and services produced in the
organization or nation's economy. Industry output measures are likewise conditioned by industry
classifications and output definitions, particularly as regards the distinction between gross and
net output. The labor productivity ratios differ depending on whether the input is defined and
measured in terms of employment, or manhours, or manhours weighted by relative average
hourly earnings in the various occupations or industries.
The standard definition of quantity of output is actually what is known as a partial factor measure
of productivity, in the sense that it only considers a single input in the ratio. The formula then for
partial-factor productivity would be the ratio of total output to a single input. Managers generally
utilize partial productivity measures because the data is readily available. Also, since the total of
multifactor measures provides an aggregate perspective, partial factor productivity measures are
easier to relate to specific processes. Labor-based hours (generally, readily available
information) is a frequently used input variable in the equation (Hisrich & Peters, 2002). When
this is the case, it would seem that productivity could be increased by substituting machinery for
labor. However, that may not necessarily be a wise decision. Labor-based measures do not
include mechanization and automation in the input; thus when automation replaces labor,
misinterpretation may occur.
Quality of Service
Several Indicators are used to measure the quality of a completed task. The ratio of work output
repeated or rejected is an indicator. In a sales environment, a key indicator of quality
salesmanship is the proportion of enquiries converted to sales. Service quality is known to be
based on multiple dimensions; there is no general agreement as to the nature or content of the
dimensions (Brady & Cronin, 2001). However, a review of the service quality literature to date
explicitly shows that European scholars have made a great influence on the study of service
quality dimensions. Lehtinen & Lehtinen (1982) defined service quality in terms of physical
quality, interactive quality and corporate quality. Physical quality relates to the tangible aspects
of the service. Interactive quality involves the interactive nature of services and refers to the twoway flow that occurs between the customer and the service provider, or the company
representative, including both automated and animated interactions. Corporate quality refers to
the image attributed to a service provider by its current and potential customers, as well as other
publics.
The success of an organization depends on how productive the organization is. More
specifically, productivity is the measure of how specified resources are managed to accomplish
timely objectives as stated in terms of quantity and quality. Productivity may also be defined as
an index that measures output (goods and services) relative to the input (labor, materials, energy
used to produce the output). Hence, there are two major ways to increase productivity: increase
the numerator (output) or decrease the denominator (input). Of course, a similar effect would be
seen if both input and output increased, but output increased faster than input; or if input and
output decreased, but input decreased faster than output.
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Compensation Policy and Employee Productivity
Oladejo and Oluwaseun (2014) examined the effect of compensation plan on workers
performance in the Nigerian food and beverage manufacturing companies using a sample of 125
questionnaires administered and distributed to the staff of the selected food and beverages
companies in Lagos state. Analyses from frequency table and percentage and Chi- square test
showed that compensation plan has significant and positive effect on workers performance.
Hameed, Muhammad, Hafiz, Ghazanfar and Muhammad (2014) examined the impact of
compensation on employee performance of banks in Pakistan. A questionnaire was designed to
collect the data on the factors related to compensation like salary, rewards, indirect compensation
and employee performance. Findings from correlation and regression analyses showed that
compensation has positive impact on employee performance.
Nnorom, Akpa, Egwuonwu, Akintaro, Shonubi and Herbertson (2016) examined the effect of
compensation administration on employee productivity. The data gathered from the structured
questionnaire on 50 respondents in Dangote Nigeria Headquarters in Lagos Nigeria, revealed
that effective compensation administration has significant positive effect on employee
productivity.
Obasan (2012) linked compensation with performance using three selected conglomerate firms
in Nigeria. The Likert-type questionnaire response generated was regressed using a simple OLS
technique. The findings revealed that compensation strategy has significant and positive effects
on work productivity and organizational strategy is a veritable option for attracting, retaining,
and motivating employees for improved organizational productivity. The following hypothesed
relationship was draw from the empirical literature reviewed in the subject matter.
Ho1 There is no significant relationship between compensation policy and timeliness of
manufacturing companies in Rivers State, Nigeria
Ho2 There is no significant relationship between compensation policy and quantity of output of
manufacturing companies in Rivers State, Nigeria
Ho3 There is no significant relationship between compensation policy and quality of service of
manufacturing companies in Rivers State, Nigeria
METHODOLOGY
The study adopted a cross-sectional survey research design and the target population elements of
the study was (1,809) one thousand eight hundred and nine employees from the 27 functional
manufacturing companies under study which was source from the human resource department in
each company using Taro Yamen’s formula to determine the sample size. However, after data
cleaning, 287 respondents were finally used for data analysis. Questionnaire method of data
collection was used, while the validity of research instrument was achieved through face validity
by supervisor vetting and peer review by expert in the field of study. Reliability was testes using
Cronbach Alpha Coefficients and all the values were above the bench mark of 0.7. Spearman’s
Rank order correlation coefficient was used to test the hypotheses with the aid of Statistical
Package for Social Science Version 23.0.
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DATA ANALYSIS AND RESULTS
Bivariate Analysis
The level of significance 0.05 was adopted as a criterion for the probability of accepting the null
hypothesis in (p> 0.05) or rejecting the null hypothesis in (p <0.05).
Compensation Policy and Timeliness
Table 1: Correlation of Compensation Policy and Timeliness
Spearman's
rho

Compensation
Policy

Compensation
Policy
1.000

Timelines
s
.574**

Correlation
Coefficient
Sig. (2-tailed)
.
.000
N
287
287
Timeliness
Correlation
.574**
1.000
Coefficient
Sig. (2-tailed)
.000
.
N
287
287
**. Correlation is significant at the 0.01 level (2-tailed).
Source: SPSS Output, 2021
Ho1 There is no significant relationship between compensation policy and timeliness of
manufacturing companies in Rivers State, Nigeria.
Table 1 showed the relationship between compensation policy and timeliness using Spearman’s
Rank-order Correlation Coefficients techniques. From the analysis the result showed that
compensation policy has a strong positive and significant relationship with timeliness at (r
=0.574, and P-v =0.000<0.05%). The null hypothesis was therefore rejected and restated that
there is a strong positive and significant relationship between compensation policy and
timeliness in the manufacturing companies in Rivers State, Nigeria.
Compensation Policy and Quantity of Output
Table 2: Correlation of Compensation Policy and Quantity of Output
Compensation
Quantity of
Policy
Output
Spearma
Compensation
Correlation
1.000
.628**
n's rho
Policy
Coefficient
Sig. (2-tailed)
.
.000
N
287
287
Quantity of
Correlation
.628**
1.000
Output
Coefficient
Sig. (2-tailed)
.000
.
N
287
287
**. Correlation is significant at the 0.01 level (2-tailed).
Source: SPSS Output, 2021
Ho2 There is no significant relationship between compensation policy and quantity of output of
manufacturing companies in Rivers State, Nigeria
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Table 2 showed the relationship between compensation policy and quantity of output using
Spearman’s Rank-order Correlation Coefficients techniques. From the analysis the result showed
that compensation policy has a strong positive and significant relationship with quantity of
output at (r =0.628, and P-v =0.000<0.05%). The null hypothesis was therefore rejected and
restated that there is a strong positive and significant relationship between compensation policy
and quantity of output in the manufacturing companies in Rivers State, Nigeria.
Compensation Policy and Quality of Service
Table 3: Correlation of Compensation Policy and Quality of Service
Compensation
Policy
Spearman's rho Compensatio
Correlation
1.000
n Policy
Coefficient
Sig. (2-tailed)
.
N
287
Quality of
Correlation
.678**
Service
Coefficient
Sig. (2-tailed)
.000
N
287
**. Correlation is significant at the 0.01 level (2-tailed).
Source: SPSS Output, 2021

Quality of
Service
.678**
.000
287
1.000
.
287

Ho3 There is no significant relationship between compensation policy and quality of service of
manufacturing companies in Rivers State, Nigeria
Table 3 showed the relationship between compensation policy and quality of service using
Spearman’s Rank-order Correlation Coefficients techniques. From the analysis the result showed
that compensation policy has a strong positive and significant relationship with quality of service
at (r =0.678, and P-v =0.000<0.05%). The null hypothesis was therefore rejected and restated
that there is a strong positive and significant relationship between compensation policy and
quality of service in the manufacturing companies in Rivers State, Nigeria.
DISCUSSION OF FINDINGS
The first, second and third hypotheses sought to examine the relationship between compensation
policy and employee productivity. Hence it was hypothesized that there is no significant
relationship between compensation policy and employee productivity. Three hypotheses were
tested using the spearman rank order correlation technique. The study findings reveal that
compensation policy has a strong positive and significant relationship with timeliness, has a
strong positive and significant relationship with quantity of output and also a strong positive and
significant relationship with quality of service. This finding agrees with previous finding by
Hameed, Muhammad, Hafiz, Ghazanfar and Muhammad (2014) the study examined the impact
of compensation on employee performance of banks in Pakistan. Findings from correlation and
regression analyses showed that compensation has positive impact on employee performance.
The findings of the study agree with the conclusion of Nnorom, Akpa, Egwuonwu, Akintaro,
Shonubi and Herbertson (2016). The findings revealed that effective compensation
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administration has significant positive effect on employee productivity. This study collaborates
with the findings of Ibojo and Asabi (2014). The results showed a significant relationship
between good welfare service and employees performance; compensation management and
improved productivity; and compensation management and employees performance. The study
thus posits that compensation management has positive effect on employee performance.
CONCLUSION AND RECOMMENDATION
Findings from the analyses and test of research hypotheses revealed that compensation policy
has a strong influence on employee productivity in manufacturing companies in Rivers State,
Nigeria. The study therefore concludes that compensation policy has strong influence on
employee productivity in manufacturing companies in Rivers State, Nigeria.
The study recommends that human resource managers in the manufacturing companies should
ensure to incorporate an effective compensation policy in the organization. This will greatly
increase the employees’ productivity level in the organization.
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