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Compensation System and Store Performance:
Evidence from a 3C Channel Store
Organization

Hsuan-Lien Chu™ Yu-Ching Hsu™

Abstract: Firms design compensation contracts to solve the agent
problem and induce employees to operate in the firm’s interest. These
include piece rates, bonus, and so on. Ideal compensation contracts should
use information about employees’ effect on firm value and weighted
properly. The case organization evaluates store’s performance based on
store sales, gross profits, and so on. However, the weights on those
measures are determined subjectively. Therefore, the objective of the study
is to investigate the effect of store manager bonuses on store performance.

We use Spearman Rank correlation to examine the relationship
between store performance and formula bonus. To control for the effect of
other variables, we also further use Tobit regression to investigate the
effect of performance index and efficiencyhon store managers’ formula
bonus to examine the effectiveness ofthe bonus contracts.

The results indicated thatsStore managers” bonuses generally increase
with higher perfermance index. However, stores with higher efficiency is
associated with lower store managers’ bonusei to\gfa\hﬁn\‘lg%rs’ bonuses.
Therefore, in bonus assignments, ﬁrﬁ, sﬁloutlld) consider inputs and outputs,
financial and nonfinancial measures to induce employees to operate in the

firm’s interest.
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