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Abstract

The impact of performance compensation
system and salary peak system on

enterprise productivity

Jeong, Seok Gu

Department of Public Enterprise Policy
The Graduate School

of Public Administration

Seoul National University

This study seeks to analyse the impact of Performance Compensation
System and Salary Peak System on Enterprise Productivity.

The data applied to this study came from the panel study on the
business productivity of Performance Compensation System and
Salary Peak System of  business entities conducted by Korea Labor
Institute in 2011 and 2013, where one group is identified by
maintaining both of the systems since adoption (Treatment Group)
and another group (Control Group) with no experiences of applying
any one of the systems ever. Specifically, the impact analysis of
Performance Compensation System was performed for 934 business
entities, with 1,284 business entities for the analysis of Salary Peak
Syatem.

For the tangible and robust implications out of the analysis result,

multiple proxy variables associated with Enterprise Productivity were

,67,



qualified covering Added Value Ratio, Perceived Labor Productivity,
Perceived Quality Improvements and others. The Added Value Ratio,

as defined in the State Indicators Framework (www.index.go.kr),

implies the level of enterprise productivity in terms of Added Value
per Employee, Turnover per Employee, Ratio of Value Added and
Ratio of Value added to Total Capital. To put in concrete, the Added
Value Ratio, standing for the resource effectiveness in terms of
maximum production with minimized costs, provides the implications
over the productivity with respect to quantity and quality of economic
perspectives as well. (Korea Productivity Center, 2010; Dong-kyu
Choi, 2010; Woo—jong Park et al, Kwang—ho Pa, 2011 recited).

Two other critical variables, Perceived Labor Productivity and Quality
Improvement, were found to be applied from the precedented research.
In regards of Control Variables, this study basically considered the
variables employed in the precedented research such as Business
Scale, Capital Equipment Ratio, Employee Turnover Rate, Percentage
of Aged Employee and Service Period. In particular, this study
adopted critical variables to business productivity covering Numbers
of Workplace, Ratio of Production Workers and Ratio of
Non-administrative Employees. In addition, to incorporate the
characteristics of  workplace into the study, workplace innovation
variables are acquired from the 5 Kkey parameters of the survey over
business entity panel on human resource management and work
organization (Employee Suggestion System, Employee Job Training,

Employee Job Analysis, Regular Conference per Workplace, Quality

,68,



Control Activity), which are quantified by Likert's 5-point Scale
Framework to be regressed by Second Difference Model.

Out of the hypothesis testing from this study, the hypothesis on “The
Performance Compensation System would positively (+) impact on the
Added Value Ratio of enterprise” is turned out to be proved.
Additionally the hypothesis on “The Performance Compensation
System would positively (+) impact on the Perceived Quality
Improvement” is meaningfully accepted as well. Simple comparison
over the adoption of Performance Compensation System and the
Conceived Quality Improvement showed higher quality improvement
from the sample group which adopted Performance Compensation
System, however the Policy Effect Analysis from the regression of
Difference in Difference(DID) Model resulted in negative (-).

The respondents turned out to have positive conception on the
relationship between the Performance Compensation System and
Quality Improvement, which is different from the Policy Effect
Analysis result. This would be the point to be highlighted emerging
from the regression analysis of Difference in Difference(DID) Model
which is contradictory to the result of the precedented study.

In regards of the effect on Productivity, the Performance
Compensation System 1s proved to reinforce the beliefs of the
precedented study on the positive relationship with Productivity.

On the other hand, the regression analysis of Difference in
Difference(DID) Model does not provide meaningful result for the

hypothesis of “The Salary Peak System would positively (+) impact

,69,



on the Enterprise Productivity”. Particularly this study was going
after finding out the relationship of the Salary Peak System with
Policy Effect of Enterprise Productivity above the analysis on the link
of the Salary Peak System to the Perceived Productivity, but the
result was not no successful. It is supposed to come from for the
Salary Peak System not being widely adopted and not being
successfully settled even in the enterprise with the system in

practice.

Key word: performance compensation system, salary peak system,

productivity, diflerence in difierence(DID)
Student Number & 2015-24436
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