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ABSTRACT

The objective of this research was to study the impact of compensation management on
the productivity of the industrial business productivity of automotive and components in
Thailand. The research sample group consisted of 350 business executives in the industrial
business of automotive and components in Thailand. The stratified sampling method was
conducted and the data was collected data from the questionnaires for statistical analysis
including the mean, standard deviation, regression coefficient correlation analysis,
composition analysis, and causal relationship analysis on structural equation model. The
results showed that the business executives had the opinions on the compensation
management and productivity at the high level. The results of the regression coefficient
correlation analysis revealed that the compensation management had positive impact on
overall business productivity at the statistical significance of 0.05 levels. The research model
was consistent with the evidence data with statistical significance at the 0.05 level. Besides,
the causal relationship of the structural equation model was in harmony with the empirical
data. Therefore, in order to preserve the valuable human resources of an organization,
motivational compensation should be managed. These will lead to the sustainable productivity
of the industrial business in the future.

Keywords: Basic Compensation, Variable Compensation, Capital Productivity, Labor
Productivity, Manufacturing Productivity

INTRODUCTION

Having been upgraded by the World Health Organization (WHO) to “Pandemic”, the
coronavirus disease 2019 (COVID-19) situation affects the global economy through supply
chains from labor and raw material shortages (Razzaq, Sharif, Aziz, Irfan & Jermsittiparsert,
2020). Since each country has an industrial production base to export goods to other countries,
production of goods has been disrupted from this crisis. It has a rather severe impact on
production in different countries depending on the dependency on raw materials and
fundamentals. Thailand has been affected by this situation as same as many other countries.
However, at the same time, Thailand has a goal to increase the production potential of the
industry in order to achieve the stabilization of the country’s economy along with the
stabilization of human capital in the industrial sector. The impacts on the current Thai industrial
business operations stimulate the need to continuously adjust and expand business opportunities
with foreign countries in terms of rules and regulations, international politics and importantly,
government policies. It has been adjusted to focus on promoting the quality of life of industrial
workers who are affected by the current situation. This makes all sectors aware of the
importance of labor in the industrial sector known as “Human Capital”. The key issue is
compensation management to achieve a balance between the industrial business and the
workforce in the industrial system that may be affected (Wyatt & Frick, 2010; Kalyanamitra,
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Saengchai & Jermsittiparsert, 2020). Especially the automotive and component industry, the
number of employees in the industry is quite large (Bank of Thailand, 2020). The impact is
passed on to the workforce through the industry’s efforts to cut costs. It is correspondent with
the reduced earning capacity. The industrial sector therefore tends to adjust the pay differently
according to the impact of each industry. However, the success of the industry is influenced by
labor efficiency in terms of incentive pay. This broadly affects the productivity potential of
business operation (Chrisman et al., 2017). In particular, most industrial businesses try to
maintain employment levels by supporting the business and Thailand to survive in the future.

Problems in Education

The concept of compensation management has become an important issue drawing a
lot of attention of industrial business operators and executives. Especially during the past year of
2020, due to the epidemic situation of the coronavirus 2019 (COVID-19), from this crisis, the
impact on productivity may differ from country to country depending on dependency on raw
materials and fundamentals. This includes the industrial differences especially in the industry of
automotive and components. Most of them have inventory-based production systems. This is
because the standard of living and the distribution of income between labor and capital depend
on the compensation and productivity of the industry. Most industries therefore incentivize an
employee to do work that affects productivity (Tamasauskiene & Stankaityle, 2013). The
compensation and productivity growth are clearly positively correlated with workforce
performance (Fritoli, 2021). From exploring the factors in determining productivity of the
manufacturing sector at the industrial level, the compensation is an important factor affecting
industrial productivity (Tang, 2012). There is a positive correlation between productivity and
compensation (Heshmati & Su, 2013). In addition, the corporate profit and average
compensation have positive effect on the overall productivity of the industry. Thus, industrial
businesses need to create productivity across the organization. The industry should apply the
principle of compensation appropriately. However, investments in human capital are different
and are of long-term importance to the persistence and productivity of industries contributing to
further national economic development.

RESEARCH OBJECTIVES

The basic objective of this research was to study the human resource management in relation
to the compensation management that affects the overall productivity of industrial businesses.
The important issues are:

1. To study the level of opinions on the management of compensation and productivity of business executives in
the industry of automotive and components.

2. To study the causal relationship between compensation management affecting the productivity of the
automotive and component business.

Reasons of Study

The importance and necessity of compensation management is adapting to the latest trends in
human resource management which is an important aspect of the automotive and component
industrial business. The impact of compensation management on productivity will make the
business of the automotive industry and components have stability and performance that can
achieve operational efficiency as well as the development of human resource management
systems in terms of compensation and economic development of advanced countries. This
includes the knowledge and practices in order to achieve management that recognizes the
importance of “Human Resources” that have a clear impact on the organization. This study took
into account the interests of employees and industrial business organizations for preparing to
plan formulate strategies and support changes that will occur in the future.
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LITERATURE REVIEW AND HYPOTHESIS DEVELOPMENT

In order for the operations of the industrial business to be managed to meet the needs of the
established industrial business productivity goals and to meet the objectives and goals of the
industrial business directly, every business has to improve work processes by increasing
stability. At the same time, good relations are maintained between industrial businesses and
employees or operators in accordance with the principles of good management by adhering to
the principles of management of compensation that is as fair to the employees as possible. This
has been confirmed in the study by the results of several researchers which will be partly
discussed.

Synthesis of Variables

Human capital is the factor affecting the development of automotive and component
industry. The industry should recognize the importance of creating incentives for compensation
as it is the core of labor in the industrial sector. Various rewards of labor to be received for the
performance of work may be monetary or non-monetary. The important factor is the basic
compensation which is the compensation for working as agreed in the employment contract
between the employer and the employee. Variable compensation is specially provided by the
industry in order to incentivize better performance such as special rewards for performance,
promotion, learning promotion, increasing work skills, competence, and techniques for more
efficient operations (DeCenzo, 2010; Bohlander & Snell, 2009). For the industries in Thailand
and around the world now, it is necessary to understand the current situation. The impacts of
manufacturing and exporting industries of the automotive industry and components cause
problems with employment or compensation management. In addition, the industry’s adaptation
for survival from this crisis must take into account the preservation of competent people in the
industry (Hewitt, 2013). The industrial workforce is one of the determinants of the success or
failure of an industry. It has a significant impact on productivity (Hunter et al., 2010). The
management that focuses on people or labor must have knowledge and universal ability. This is
why compensation has to be managed. However, investing in human capital is different and is
of long-term importance to the persistence and productivity of the industry.

The industry will grow and be heavily influenced by the increase in labor productivity.
This is because it is a factor that must be developed and scaling directly related to compensation
management. The demand for industrial labor force will increase if productivity per unit of labor
increases (Das et al., 2017). The industrial business whose performance indicator is Productivity
is a measure of performance in order to be able to calculate the total production rate and output.
The measure of efficiency and effectiveness of industrial businesses should take into account the
most important factors, including: Capital Productivity which is the amount of productivity per
unit of inputs for capital in order to achieve the highest quality. Investing in human capital is
essential to labor productivity and internationalization (Onkelinx et al., 2016). Effective
investment is capital productivity investment to make a difference in industry (Gamtessa &
Olani, 2018). Labor Productivity is the product that occurs per unit of input for employees to
work for the highest quality. Labor productivity has a huge impact especially on the competitive
environment of the industry. The need for value addition to labor productivity can maintain
stability in the industry (Kazaz et al., 2016). It can be concluded that labor productivity is a
factor for the success of the industry (Elmawazini et al., 2018). Manufacturing Productivity is
the produce per unit of inputs for production to be of the highest quality. Being able to identify
the determinants of performance, the industry will have clear operating pattern (Selvam et al.,
2016; Sergio et al., 2017) and productivity to meet the performance of the industry and
completely meet the needs of consumers (Taouab & Issor, 2019).
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RESEARCH HYPOTHESIS DEVELOPMENT

H1: The compensation management affects the productivity of the industrial business of automotive and
components.

H2: The compensation management has a causal relationship to the productivity of the industrial business of
automotive and components.

Creation of the Research Conceptual Framework

The above research variable synthesis of this paper presents a model of the impact of
compensation management on the productivity of the industrial business of automotive and
components. The independent variable is the compensation management while the dependent
variable is productivity as shown in Figure 1.

Compensation Management Productivity (PDT)
(CPM)
-Capital Productivity (C)
- Basic Compensation BC) -Labor Productivity (L)
- Variable Compensation (VC) - Production Productivity (P)
FIGURE 1

RESEARCH MODEL

RESEARCH METHODOLOGY

Data Collection

In this study, the researcher used quantitative research. The population used in the research
consists of the executives, managing directors, general managers or equivalent of the industrial
business of automotive and components in Thailand for a total of 2,190 industries (Automotive
Information Center, 2017). The sample was determined using probability by sampling method. The
confidence level was 95% and the error tolerance was + 5% (e=0.05). In the data collection of 350

samples, the instrument used for data collection was a questionnaire. The questions were in the
checklist and Rating Scale forms. The quality of the instrument was checked by testing for reliability
and accuracy to find the Discriminate Power using Item-total Correlation technique. The
Discrimination Index (r) to find the Reliability used the Alpha Coefficient according to Cronbach’s
method. Then, the data was collected by sending the questionnaires, checking the accuracy and
completeness of the questionnaires. The data was analyzed using the analysis of correlation models
and hypothesis testing by structural equation analysis. The investigation was conducted between the
hypothesized model based on the visual data from the sample by analyzing the Structure Equation
Model (SEM) using statistical analysis such as Chi-square, df, P. -value, GFI, CFI, NFI, AGFI, and
RMSEA.

Research findings

The executives in the industrial business of automotive and components in Thailand
had the opinion with regard to compensation management at a high level (X=3.76) with

compensation management in each aspect at a high level including basic compensation and
variable compensation as shown in Table 1. The executives in the industrial business of
automotive and components in Thailand had the opinion with regard to the overall productivity
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at a high level (X=4.14) with a high level of productivity in all aspects including the production
productivity, labor productivity, and capital productivity, respectively as shown in Table 2.

Table 1

AGREEMENT ON THE OVERALL AND INDIVIDUAL COMPENSATION MANAGEMENT
OF THE EXECUTIVES IN THE INDUSTRIAL BUSINESS OF AUTOMOTIVE AND

COMPONENTS IN THAILAND

Compensation management X S.D. Level of agreement
1. Basic compensation 3.84 0.69 High
2. Variable compensation 3.67 0.80 High
Total 3.76 0.65 High
Table 2
AGREEMENT ON THE OVERALL AND INDIVIDUAL PRODUCTIVITY OF THE
EXECUTIVES IN THE INDUSTRIAL BUSINESS OF AUTOMOTIVE AND COMPONENTS IN
THAILAND
. — Level of
S.D.
Productivity X agreement
1. Labor productivity 4.11 0.59 High
2. Capital productivity 4.01 0.60 High
3. Production productivity 4.30 0.60 High
Total 4.14 0.52 High

The correlation coefficient analysis revealed that the correlation coefficient was
between 0.358-0.525. The correlation test between variables must have the correlation value or
absolute value of not more than 0.80 causing Multicollineasrity to be suitable for the Structural
Equation Model Analysis (SEM). Multicollineasrity or the phenomenon that the variables have
high positive correlation in the high negative correlation will be more accurate on the coefficient
used to estimate. If such condition occurs, it is necessary to exclude independent variables that
are not highly correlated from the analysis as in Table 3.

The results of the Confirmatory Factor Analysis can examine the single component of
the overall compensation management model. When considering the Compensation
Management and Productivity of the industrial business of automotive and components in
Thailand individually, Compensation Management (CPM) is between 0.64-0.82. For the
Productivity (PDT), the weights are between 0.69-0.89. They both have Validity as the Factor
Loading with the value from 0.30 or more (absolute values) as shown in Table 4.

Table 3
RESULTS OF THE STATISTICAL ANALYSIS OF THE COMPENSATION MANAGEMENT AND
PRODUCTIVITY CORRELATION COEFFICIENT.
Basic Variable Labor Capital Production
Variables Compensation | Compensation | productivity | productivity | productivity
(BC) (\%®) (L) ©) (P)
Basic
Compensation (BC) 1.000
Variable
Compensation 0.525 1.000
(\49)
Labor pzﬁ‘;uc“‘“ty 0.385 0.256 1.000
Capital F;rco)duc“"'ty 0.453 0.349 0.610 1.000
Production
oroductivity (P) 0.358 0.321 0.672 0.669 1.000
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Table 4
RESULTS OF CORROBORATIVE COMPONENT ANALYSIS OF COMPENSATION
MANAGEMENT AND PRODUCTIVITY
) . Factor Loading
Latent Variables Observed Variables 2
@A) R
Basic Compensation (BC) 0.82 0.67
Compensation Management Variable Compensation
(CPM) (Vc)p 0.64 0.41
Labor (L) 0.69 0.48
. Capital (C) 0.89 0.79
Productivity (PDT) Production (P) 0.75 0.56

According to the results of analysis of structural equations, causal relationship models,
the model was consistent with the empirical data well. Considering the test results, the chi-
square statistic was 6.01, the organizational level of independence (df) was 3, the chi-square
ratio/level of independence (y2/df) or CMM/DF index was 2.00, not more than 2 according to
the criteria with a statistical significance (p) of 0.111. Based on the harmonization index
analysis, GFI was 0.984, CFI was 0.984, and NFI was 0.987. AGFI was 0.940 and the RMSRA
was 0.377 which was higher than all of the criteria considered. The results of the multiple
regression analysis and the overall productivity forecasting equations were established.
Appearing on compensation management, the Basic Compensation (BC) and the Variable
Compensation (VC) had statistically significant correlation and positive impact on overall
productivity (PDT) at the 0.05 level. Thus, it agrees with the Hypothesis 1. It was found that the
Basic Compensation (BC) and the Variable Compensation (VC) had the correlation coefficient
of the dependent variable with the independent variable F equaling to 50.510. P was 0.000 and
Adj R2 was 0.221 as shown in the equation PDT=2.685+0.283 BC+0.102 VVC as in Table 5.

Table 5
RESULTS OF THE CONGRUENCE ANALYSIS OF THE
HYPOTHETICAL MODEL WITH THE DATA
Statistical values Criteria for Statistical values in the
consideration of Kline, model
2011; Hair et al., 2010
12 Not Significant ¥2 =6.01, df 3, P=0.111
x2/df <2.00 2.00
GFI >0.90 0.984
CFlI >0.90 0.984
NFI >0.90 0.987
AGFI >0.90 0.940
RMSEA <0.05 0.377
Table 6

REGRESSION COEFFICIENT CORRELATION TEST ON THE COMPENSATION
MANAGEMENT FOR OVERALL PRODUCTIVITY OF THE INDUSTRIAL BUSINESS OF
AUTOMOTIVE AND COMPONENTS IN THAILAND

Overall productivity
. Regression Standard

Compensation Management Cogfficien t Tolerance t p-value
Constant (a) 2.685 0.148 18.150 0.000*
Basic Compensation 0.283 0.042 6.732 0.000*
Variable Compensation 0.102 0.036 2.814 0.005*

F=50.510 p=0.000 Adj R2=0.221

*p<0.05
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DISCUSSION OF RESULTS

The research objective was to study the impact of compensation management on the
productivity of the industrial business of automotive and components. In terms of compensation
management, both basic compensation and variable compensation were positive correlation with
impact on overall productivity. From the importance of compensation management as part of
Human Capital Management today, it is a very important factor of industrial business in the
production of goods and services. Motivation for working in key industries requires the
minimum compensation policy to be established in accordance with the government’s
regulations. It still needs to consider the ability to keep “talented people” with the industry
(Pearnpitak, 2018). On the other hand, the industry must recognize the importance of analyzing
the components of compensation management. The models are consistent with empirical data to
demonstrate the importance of compensation management components influencing industry
productivity. Therefore, the executives must have the vision and policy framework for
compensation management by stipulating it as the industry’s rules and regulations in order to
operate the industrial business in a systematic manner. There must be the standard for payment
of compensation. Of course, compensation management alone is not the mean to the success of
the industry. It is the survival and growth of the industry and its labor force that contributes to
the country’s continual productivity.

The research findings were consistent with the research of Howell (2003). It was found
that the ultimate goal of all industrial sectors in the country was to increase productivity as well
as improving the productivity. Bai & Wang (2003) research found that the automotive and
accessories business had very high productivity because there was potential in the production
process in terms of capital operations and labor potential resulting in the efficient production.
The research of Pasimeni (2018) found that policies aiming at overall productivity were
necessary condition between productivity and compensation. As it affected the workforce of the
industry, it was important to implement the economic policy of the industry. The that well-
guided compensation management gives workers confidence in their work. Resulting in
efficient performance and a greater sense of security at work. Fallahi, et al., (2010) found that
oversight of compensation was the deserving benefit for workers and compensation could affect
how they worked together to create an incentive strategy. Research by Assaad & El-Adaway
(2020) found that industry health required consideration of the relationship between overall
industry productivity to move forward with the development of the concept of productivity
related to the indicators used to measure industry performance. The research of Harvey &
Moeller (2009) found that the compensation management was the key component of job
performance for maximum efficiency and effectiveness.
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