Topic-Performance-Based Pay or Fixed Salary Systems: Which Is More Effective? A Critical Literature Review
Research objectives
1.To compare the advantages and disadvantages of performance-based pay and fixed salary systems in different organizational contexts.
2.To critically evaluate the impact of performance-based pay and fixed salary systems on employee motivation, job satisfaction, and performance.
3.To determine, based on the literature, which compensation system appears to be more effective in improving organizational and employee outcomes.
Three approaches are given below
1. Employee Motivation
This approach looks at how performance-based pay and fixed salary systems affect employees' motivation to work. It explores whether financial rewards encourage employees to perform better or whether a stable salary provides greater motivation and job security.
2. Employee Performance
This approach examines how different pay systems influence employee performance and productivity. It compares research on whether rewarding employees based on their performance leads to better results than paying a fixed salary.
3. Job Satisfaction and Organizational Success
This approach focuses on the wider impact of compensation systems on job satisfaction, employee retention, teamwork, and overall organizational performance. It evaluates which pay system is more effective in creating a positive work environment and supporting long-term business success

Selected Approach is Employee Performance
This critical literature review focuses on the employee performance approach to explore whether performance-based pay is more effective than fixed salary systems. The review will examine and compare existing research on how these two payment methods affect employees' productivity, work quality, and overall performance. It will also discuss the advantages and disadvantages of each system and evaluate the situations in which one may be more effective than the other. By reviewing different perspectives from the literature, this study aims to develop a balanced understanding of how compensation systems influence employee performance and organizational success.
Expectancy Theory (Victor Vroom, 1964) -This is one of the most relevant theories because it explains how employees are motivated to perform when they believe their efforts will lead to rewards.
Theoretical Background:
Expectancy Theory, developed by Victor Vroom (1964), suggests that employees are motivated when they believe that their effort will result in good performance and that good performance will lead to desirable rewards. In the context of compensation, performance-based pay is expected to increase motivation because employees can see a clear connection between their performance and their financial rewards. However, if employees feel that rewards are unfair or difficult to achieve, the motivational effect may be reduced. This theory provides a useful framework for evaluating the effectiveness of performance-based pay compared with fixed salary systems.

2. Equity Theory (John Stacey Adams, 1963)-This theory focuses on fairness, which is an important factor in employee satisfaction and performance.
Theoretical Background:
Equity Theory, proposed by John Stacey Adams (1963), states that employees compare their rewards with those of others to determine whether they are being treated fairly. Employees who perceive fairness are more likely to remain motivated and perform well, while those who perceive unfairness may reduce their effort or become dissatisfied. This theory helps explain how both performance-based pay and fixed salary systems can influence employee attitudes and performance depending on how fair employees perceive the compensation system to be.
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