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Multiple Incentives and Organizational Perfor mance:

Analytical Model and Empirical Analysis
Lee, Ling—Chu*, Liu, Yi-Hsin"", and Kung, Shian—Cheng***

Abstract

Based on the agency theory and tournament theory, this study explores the effect of
multiple incentives on organizational performance. First, an analytical model is derived
to predict that better individual performance-based incentives or group performance-
based incentives yield superior organizational performance. With a higher degree of risk,
the uncertainty of an employee’s reward compensation increases, therefore reducing the
willingness of the employee’s devotion and consequently organizational performance.
Second, when a company employs individual performance-based incentives, group
performance-based incentives, and promotion incentives simultaneously, these three
incentives have a tradeoff relationship among each other. If a job requires teamwork to
succeed, then group performance-based incentives should be enhanced, while promotion
incentives should be reduced. In the empirical study, this paper utilizes data on financial
performance, employee performance, and compensation data of a big automobile
corporation during the period 2001-2004. The results support the hypothesis that
organizational performance increases with individual performance-based incentives or
group performance-based incentives and decreases with risk in reward compensation.
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