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Abstract 
Performance appraisal plays a crucial role in human resource management, 

particularly in providing an objective basis for appropriate compensation. Fair 

compensation based on accurate performance appraisals can motivate employees to 

improve their individual performance, thus positively impacting overall 

organizational productivity. This study aims to explore the role of performance 

appraisals in the compensation process and how they can improve individual 

employee performance. The method used in this study is a qualitative approach with 

a literature review, where data were collected from various journals, books, and 

scientific articles related to the topic of performance appraisal and compensation. 

The results show that clear and transparent performance appraisals not only serve as 

an evaluation tool for providing compensation, but also serve as a means to identify 

employee strengths and weaknesses, as well as provide direction for further 

development. Thus, effective performance appraisals can create a results-oriented 

work culture and encourage employees to strive harder in achieving organizational 

goals. This study contributes to the understanding of how compensation based on 

performance appraisals can be a driving factor for improving individual employee 

performance. 
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INTRODUCTION 

Performance appraisal is a vital component in human resource management 
(HRD), which not only serves to assess the extent to which individuals in an 
organization can meet set targets, but also serves as a basis for determining the 
compensation received by employees.(Paonganan et al., 2024)The performance 
appraisal process provides a clear picture of an employee's contribution to the 
organization, both in terms of achieving company goals and in carrying out assigned 
duties and responsibilities. Therefore, performance appraisals focus not only on the 
results achieved, but also on the methods and processes employees use to achieve 
those results.(Siagian, 2018). 

 
One of the primary roles of performance appraisals is to provide a basis for 

providing fair and appropriate compensation commensurate with employee 
contributions. Compensation, whether in the form of salary, bonuses, incentives, or 
other forms of recognition, can serve as a motivator for employees to continuously 
improve their performance.(Soelistya et al., 2021)Fair compensation based on 
objective performance results can strengthen the relationship between employees 
and the organization, increase a sense of fairness, and create a positive work climate. 
Furthermore, appropriate compensation can increase job satisfaction, loyalty, and 
reduce employee turnover.(Indriasari, 2018). 

 
However, to achieve these goals, a performance appraisal system must be 

implemented effectively and transparently. Clear, structured, and objective 
performance appraisals can ensure that compensation is not based solely on personal 
perceptions or subjective factors, but rather on actual, measurable and demonstrable 
achievements.(Puspitasari & Dahlia, 2020). In this case, performance appraisal also 
serves to identify employee strengths and weaknesses, which can then be used as a 
basis for career development, training, or further employee development planning. 

 
A good performance appraisal system can provide constructive feedback to 

employees, while also helping organizations to determine the extent to which the 
strategies and policies implemented have been effective in achieving common 
goals.(Khatimah & Rahman, 2024). Regular and continuous performance assessments 
will provide important information for improvement and innovation, both at the 
individual and organizational levels. 

 
Individual employee performance depends heavily on how well they are treated 

and valued by the organization.(Ma'rufah et al., 2023)When employees feel that their 
efforts and achievements are recognized and rewarded with appropriate 
compensation, this will positively impact their motivation and productivity. 
Conversely, if compensation is not commensurate with the results achieved, this can 
lead to dissatisfaction and demotivation, ultimately negatively impacting individual 
and team performance. 

 
This study aims to further analyze the role of performance appraisals as a basis 

for compensation in improving individual employee performance. It will also explore 
how implementing an effective and objective appraisal system can help organizations 
create a productive work environment, increase employee motivation, and achieve 
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overall organizational goals.(Nandawiyah et al., 2025). In this context, it is important 
to identify how a good performance appraisal system can support companies in 
creating a harmonious relationship between compensation and improving individual 
employee performance, as well as optimizing the results achieved by the 
organization. 

 
METHOD 

This research method uses a qualitative approach with a literature study design 
to explore the role of performance appraisal as a basis for compensation in improving 
individual employee performance. Literature review is an approach that involves 
searching, evaluating, and analyzing various literature relevant to the research topic, 
such as scientific journals, books, research reports, and other related articles. In this 
study, the literature study aims to explore various current theories, models, and 
practices that explain how performance appraisal can be used as a basis for 
compensation that contributes to improving individual employee 
performance.(Syihabudhin et al., 2024). 

 
Research Procedures 

1. Selection of Literature Sources 
The literature sources used in this study include various academic publications, 

books, articles, and reports that discuss the topics of performance appraisal, 
compensation, and individual employee performance.(Ilhami et al., 2024)The 
selected literature will cover recent research relevant to the topic and provide an in-
depth understanding of the relationship between performance appraisal and 
compensation. 

 
2. Literature Selection Criteria 

The selected literature must meet the following criteria: 
 
Relevance: The literature should be directly related to the topic of performance 

appraisal, compensation, and individual employee performance. 
 
Reliability: Literature should come from reliable sources, such as indexed 

scientific journals or books written by experts in the field of HR management. 
 
Time: The selected literature includes the latest research or theories that can 

provide a relevant overview of conceptual developments in the field of performance 
appraisal and compensation. 

 
Quality: The literature used must be of high scientific quality and published in 

reputable journals or publishers. 
 

3. Data collection 
The data collection process was carried out by searching for literature through 

various academic databases, such as Google Scholar, Scopus, JSTOR, and human 
resource management (HR) journal portals.(Mayasari et al., 2025). Relevant literature 
will be collected and selected based on title, abstract, and suitability to the research 
topic. 
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4. Literature Analysis 

After collecting relevant literature, the next step is to analyze the literature by: 
 

 Identify key concepts related to performance appraisal, compensation, 
and individual employee performance. 

 

 Assess the differences and similarities between theories or findings in the 
literature. 

 

 Analyze how objective performance appraisals can provide a fair basis for 
compensation and improve employee motivation and performance. 

 

 Identify factors that influence the relationship between performance 
appraisal and compensation in an organizational context. 

 
5. Synthesis of Findings 

After analyzing the literature, the findings will be synthesized to develop an 
understanding of the role of performance appraisal in compensation. This synthesis 
aims to illustrate how the implementation of an effective performance appraisal 
system can influence compensation policies and, in turn, improve individual 
employee performance.(Sudiro, 2019). 

 
6. Conclusions and Implications 

Based on the synthesis of findings from the literature, conclusions will be drawn 
regarding the effectiveness of performance appraisal as a basis for providing 
compensation in improving individual employee performance.(Yanna & Danil, 2025). 
Practical implications and recommendations for organizations in designing and 
implementing performance appraisal systems that support compensation policies will 
also be discussed. 

 
7. Benefits of research 

This literature review is expected to provide insight into the relationship 
between performance appraisal and compensation in improving individual employee 
performance. By understanding effective concepts and practices in performance 
appraisal, companies can design fairer and more efficient compensation policies to 
encourage better employee performance. 

 

 
RESULTS AND DISCUSSION 
Result 

Performance appraisals play a significant role in the context of compensation, which 
can improve individual employee performance. The performance appraisal process 
aims to evaluate the extent to which an employee has successfully achieved the targets 
or goals set by the company. Objective, structured, and transparent assessments 
enable companies to determine whether an employee deserves recognition or 
compensation commensurate with their contributions. Therefore, performance 
appraisals are not only a tool for measuring work results, but also serve as an 
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important basis for determining various forms of compensation, such as salary, 
bonuses, allowances, or other awards provided by the company. 
 
Compensation based on performance appraisals not only serves as a form of 
appreciation but also as a motivator for employees to continuously improve the quality 
and quantity of their performance. When employees know that their achievements are 
recognized with appropriate compensation, they are more motivated to strive for 
excellence in their work. For example, bonuses awarded based on target achievement 
provide a direct incentive for employees to improve their performance, as they know 
that better work results will lead to higher compensation. This also leads to a mutually 
beneficial relationship between the company and employees, where employees feel 
valued and the company achieves optimal performance. 
 
Furthermore, performance appraisals also provide the benefit of providing 
constructive feedback to employees. Through assessments, employees can identify 
their strengths and weaknesses in carrying out assigned tasks and responsibilities. 
Clear feedback regarding achievements and areas for improvement allows employees 
to focus more on self-development. Thus, performance appraisals serve as a means to 
enhance employee skills and competencies, ultimately contributing to overall 
improved individual performance. Regular assessments, which take into account 
various relevant performance indicators, help create a clear direction for employees in 
achieving their goals. 
 
On the other hand, providing fair compensation based on performance appraisal 
results also fosters a competitive and healthy work environment. Employees who feel 
their efforts and hard work are fairly and commensurate with their contributions tend 
to be more satisfied with their jobs. This satisfaction is directly linked to higher levels 
of motivation and loyalty to the company. When employees feel valued and 
recognized, they are more likely to stay with the company and strive to continuously 
improve their performance. 
 
Overall, effective performance appraisals, followed by appropriate compensation, have 
a positive impact on individual employee performance. This process not only increases 
motivation and loyalty but also contributes to the achievement of overall 
organizational goals. When employees perceive a clear link between their work results 
and the rewards they receive, they are more committed to achieving their best 
performance, ultimately driving the company to grow and achieve its goals more 
optimally. Therefore, it is crucial for companies to implement an objective and fair 
performance appraisal system and ensure that compensation is always based on 
results. 
 
Discussion 

Performance appraisal is a crucial tool in human resource management (HRM), used 
to assess an employee's ability to achieve the organization's targets and objectives. 
This assessment not only serves to evaluate performance but also plays a strategic 
role in providing appropriate compensation. Compensation based on objective 
performance assessments can significantly improve individual employee 
performance. 
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1. Performance Assessment as a Tool to Measure Employee Performance 
A performance appraisal is a systematic process for evaluating an employee's abilities, 
skills, and work results over a specific period. This assessment encompasses various 
aspects, such as work quality, quantity, compliance with standard operating 
procedures (SOPs), and adaptability to the work environment. Through effective 
performance appraisals, companies can determine the extent of an individual's 
contribution to achieving organizational goals and how that individual can develop in 
their job. 
 

Table in performance assessment aspect 

Assessment 
Aspects 

Description Assessment Indicators 

Quality of Work 

Measuring the extent to 
which work results meet 
company standards in terms 
of precision, accuracy, and 
professionalism. 

- Accuracy of work results - 
Minimal errors - 
Compliance with 
established quality 
standards 

Quantity of 
Work 

Measuring the volume or 
amount of work completed in 
a certain period according to 
the target. 

- Number of tasks or 
projects completed-Speed 
of task completion 

SOP 
Compliance 

Assess compliance with 
standard operating 
procedures in carrying out 
duties and responsibilities. 

-Compliance of work 
implementation with 
procedures - Compliance 
with company rules and 
regulations 

Environmental 
Adaptation 

Assess the ability to adapt to 
changes in the work 
environment, technology, 
and teamwork. 

-Flexibility to change-
Ability to work together-
Responsive to input and 
change 

 
 
A transparent and objective performance appraisal process provides a solid 
foundation for determining compensation, whether in the form of salary, bonuses, or 
other forms of recognition. Therefore, performance appraisals serve not only as an 
evaluation tool but also as a basis for awarding rewards that motivate employees to 
perform better. Accurate assessments can provide a clear picture of an individual's 
performance, which is a key consideration in determining appropriate compensation. 
 
2. The Relationship Between Performance Appraisal and Compensation 
Compensation is a form of reward given by a company in return for the contributions 
made by employees. Fair compensation commensurate with individual performance 
can be a powerful motivator for employees to improve the quality of their work. 
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Therefore, performance appraisals serve as a solid foundation for awarding 
compensation. 
 
Compensation based on objective and fair performance appraisals can motivate 
employees to work harder and more efficiently. When employees feel they are being 
rewarded based on their performance, they are more likely to be motivated to 
continuously improve. Conversely, if compensation isn't based on accurate 
performance appraisals, dissatisfaction and demotivation can arise, ultimately 
reducing employee productivity. 
 
For example, a company that provides bonuses or incentives based on the 
achievement of predetermined performance targets will encourage employees to 
work harder and strive to achieve the set goals. This will undoubtedly lead to 
increased productivity and overall work quality. 
 
3. Performance Appraisal as a Tool to Identify Employee Development Needs 
Besides serving as a basis for compensation, performance appraisals also play a 
crucial role in identifying areas where employees need development. A 
comprehensive performance appraisal can provide a clear picture of an individual's 
strengths and weaknesses in carrying out their duties and responsibilities. 
 
If a performance appraisal reveals deficiencies in specific skills or behaviors, the 
company can design training or development programs to help the employee 
improve their competencies. Thus, performance appraisals not only serve as a basis 
for compensation but also as a means to improve the employee's abilities and future 
performance. 
 
4. Increase Job Satisfaction and Employee Retention 
Providing fair compensation based on performance appraisals can increase employee 
job satisfaction. When employees feel they are valued and compensated appropriately 
for their contributions, they tend to be more satisfied with their jobs and more 
committed to the company. High job satisfaction positively impacts employee 
retention, reduces turnover rates, and creates a more productive work environment. 
 
Conversely, if employees feel they are not being rewarded commensurate with their 
performance, this can trigger dissatisfaction and lead to a desire to seek employment 
elsewhere. Therefore, companies must ensure that performance appraisals are 
conducted objectively and that compensation is provided fairly and commensurate 
with work results. 
 
5. The Role of Managers in the Performance Appraisal and Compensation 
Process 
In implementing performance appraisals, managers play a crucial role in ensuring 
that the assessment process is conducted objectively and transparently. Managers 
must ensure that performance appraisal criteria are clear, measurable, and aligned 
with company goals. 
 

Table 2, the role of managers in implementing performance assessments with an 
emphasis on the aspects of objectivity, transparency, and clarity of criteria. 
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Aspects of the 
Manager's Role 

Role Description Examples of Manager 
Actions 

Establishing 
Assessment 
Criteria 

Determine performance 
standards and indicators that 
are clear, measurable, and 
relevant to company 
objectives. 

Create KPIs (Key 
Performance Indicators) 
that are specific and easy 
to measure 

Conducting an 
Objective 
Assessment 

Assess employee performance 
honestly based on facts and 
data without personal bias. 

Using quantitative data 
and performance reports 
for evaluation 

Ensuring 
Transparency 

Communicate the assessment 
process, criteria, and results 
openly to employees. 

Hold regular explanation 
and discussion sessions on 
assessment results 

Providing 
Constructive 
Feedback 

Provide constructive feedback 
for employee development 
based on assessment results 

Conduct coaching and 
provide clear, individual 
performance improvement 
guidance 

Monitoring the 
Assessment 
Process 

Ensure that the assessment 
runs according to established 
procedures and schedules. 

Organize performance 
review schedules and 
ensure the completeness of 
assessment documents. 

 
 
In addition, managers should provide constructive feedback to employees regarding 
the results of their performance appraisals. This feedback will help employees 
understand their strengths and weaknesses, as well as the steps they need to take to 
improve their performance in the future. Managers who provide effective and fair 
feedback will contribute to a healthy and productive work culture. 

 
CONCLUSION 

Performance appraisals play a crucial role in improving individual employee 
performance through appropriate and fair compensation. Compensation based on 
objective and transparent performance appraisal results can motivate employees to 
continuously improve the quality of their work. Furthermore, performance appraisals 
serve as a tool to identify areas for development, enabling companies to design 
appropriate training programs to help employees develop their skills. 

However, to achieve optimal results, companies must ensure that the 
performance appraisal process is conducted fairly, transparently, and based on clear 
and measurable criteria. Thus, performance appraisals can be an effective tool for 
improving individual performance, which in turn will increase productivity and 
overall company success. 
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