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Abstract:

In the context of digital transformation, if companies want to maintain their core
competitive advantages and sustainable development, they must strengthen the
optimization and improvement of the most important part of the company’s human
resource management - the compensation management system. This concerns the
personal interests of all employees in the company and determines the economic
benefits of the company. This paper explores the optimization of the employee
compensation management system from the perspective of digital transformation,
hoping to provide ideas for enterprises to optimize the compensation system, enhance
the effectiveness of enterprise management, and improve the economic efficiency of
enterprises. At the same time, this paper also points out that there are still many
unsolved problems in the current compensation management, in order to provide a
direction for future research.
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1. Introduction

Today’s world is a digital information age full of competition and opportunity [2].
The traditional means of management analysis and decision-making have undergone
subtle changes, and it is no longer possible to make decisions based on old ways of
thinking. Data analysis reports generated by deep data mining play a crucial role in
the operation and strategic adjustment of enterprises [3]. The informatization of
human resource management is the inevitable result of the development of human
resources to a certain stage, and is an important weapon for the future development
and competition of enterprises. Information management can gain advantages from
fierce competition. With the leapfrog development of enterprises, the scale and
business scope of enterprises are expanding, enterprise management has become more
and more complex, the control system needs to be enriched, improved and upgraded,
and human resource management also needs new ideas, new breakthroughs and new
development.
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Then, to do a good job in corporate human resource management, it is impossible to
achieve without a good compensation management system. According to equity
theory, employees will form a perception of fairness by comparing their own
compensation results with others. And employees' perceptions of fairness will further
affect employees’ job satisfaction and identification with the organization, which in
turn will affect employees’ job performance. Therefore, employee compensation
management is the top priority of the company. And with the progress of time, the
enterprise compensation management also has more and more digital elements, and
the traditional compensation management system is difficult to meet the needs of
modern human resource management.

Although scholars have conducted in-depth analysis and a large number of studies
on digital human resources management, for example, Ma [1] believes that digital
transformation improves the efficiency of enterprise management, but also brings
problems such as applicant information security and digital talent shortage in
employee recruitment; Chen (2022) believes that in order to apply digital technology
in human resources, it is necessary to clarify the concepts and functions of digital
human resources Chen (2022) argues that in order to apply digital technology in
human resources, it is necessary to clarify the concepts and functions of digital human
resources; Yu Zhou (2020) draws on Adaptive Structure Theory (AST) and
Embeddedness Theory to study the interaction between HRM digitization and HRM
system maturity on enterprise performance, and he argues that the interaction between
HRM digitization and HRM system maturity is positively correlated with enterprise
performance, and the relationship is strengthened by HR strategy and business
commitment, etc.

In summary, it is easy to see that although existing studies have analyzed the impact
of digital transformation on enterprise human resource management from various
angles, they have not focused much on the level of enterprise compensation
management, and although some studies have explored the impact of digitalization on
employee compensation from the perspective of internal and external equity, they
have not refined the mechanism of its impact. Therefore, to address this research gap,
this paper tries to review the existing literature, clarify the concept and status of
digital transformation, understand the mechanism of its impact on organizational
management, and finally focus on the level of enterprise compensation management,
and launch a comprehensive analysis. Therefore, to address this research gap, this
paper tries to review the existing literature, clarify the concept and status of digital
transformation, understand its impact mechanism on organizational management, and
finally focus on the level of enterprise compensation management, and launch a
comprehensive analysis. Therefore, to address this research gap, this paper tries to
review the existing literature to clarify the concept and current situation of digital
transformation and understand the mechanism of its impact on organizational
management, and finally focus on the level of enterprise compensation management,
and launch a comprehensive analysis of enterprise compensation management from
five aspects: automated processing of compensation data, digital upgrading of
performance evaluation and reward system, implementation of flexible compensation
and benefit plans, use of data analysis and forecasting, and improvement of
compensation transparency, etc., and analyze the impact paths of digital
transformation on enterprise compensation management. By analyzing the impact of
digital transformation on enterprise compensation management, we can improve our
understanding of the transformation and change of enterprises through digital
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technology, enrich the relevant literature on human resource management, and
contribute to the theory of equity.

2. Literature Review

2.1. Digitization, digital transformation and business context

As the concept of digitization is rooted in different disciplines [13] such as
information systems, communication engineering, computer science, management and
even economics and political science, the use of the term varies [14,15]. From an
information management perspective, Hess [17] categorizes different interpretations
of digitization depending on whether it is the (technological) process or procedure that
transforms analogue objects into digital objects, the (technological) process or
procedure that transforms analogue objects into digital objects [16], or the
“multiplicity of socio-technical adoptions and uses of technology in broader
individual, organizational and societal contexts phenomena and processes, and the
multiple socio-technical phenomena and processes of adopting and using technology
in organizational and social contexts” [13]. While digitization is used to convert
analogue information into digital objects, digital transformation goes a step further
and refers to the application of new digital technologies to grow, improve or expand a
business. As a result, these activities lead to transformations in the following areas
Transformation of business structures or key business functions and processes
[17,18,19]. As these activities involve business functions at different levels and can
lead to significant changes, some scholars [18,20] have proposed a view of
transformation at different levels of abstraction and that transformation at different
levels of abstraction should be realized through a digital transformation strategy.
digital transformation strategy and thus integrated into a holistic management concept.

Although the use of innovative technologies is key at all stages of industrialization,
the recognition of the need for transformation is a more recent phenomenon.
Venkatraman [21] was one of the first to use the term transformation, proposing a
maturity model consisting of different levels of IT-driven business transformation. He
describes the lower levels of the model as evolutionary and the higher levels as
revolutionary, indicating significant change. Thus, technology influences the
evolution of the business, but in turn the business and its choice of business model
influences the way technology is monetized [22,23]. From this perspective, the digital
transformation process is an inductive framework [14] that identifies the relationship
between the use of digital technologies, disruptive phenomena [24] and organizational
responses to digitalization [19].

Research on digitization, initially in the field of technology and information
systems, has now extended to the field of management, as evidenced by the large
number of special issues, for example in the fields of general management [25],
human resources [26], or entrepreneurship [27], as well as by the variety of current
calls for papers in academic journals (e.g., Technology Forecasting and Social Change,
and Strategic Entrepreneurship Journal). Taking the alignment of information
technology and business strategy [28] as a starting point, the research explores the
challenges of digitization and the impact of digital technologies on businesses from an
organizational perspective. The existing literature is broad, ranging from digital value
creation or digital products, such as smart homes and platform issues [29,30], to
studies that examine the impact of solving digital problems (e.g., IT infrastructure,
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digital servitisation, digital culture) on a variety of business outcomes, such as
business relationships, business models and value creation [31,32,33].

2.2. The digital perspective with a focus on people

The above research adds to the understanding of how digital technologies affect
organizations. To complement this view, studies focusing on the individual level have
examined the impact of digitalization on human resources. It is clear that the use of
ICT has attracted the attention of researchers. These skills, categorized as digital skills
[29], complement the use of digital technologies and provide a sustainable
competitive advantage [27]. However, researchers emphasize that digital knowledge
alone is not enough, it is also crucial to apply it and understand the opportunities it
can bring to the business. Human resource development is therefore key, as
employees need a mix of skills in the form of “technical competence, analytical skills
and work experience” [31]. By transferring digital knowledge and contributing ideas
to realize digital opportunities through empowerment [33], the role of employees and
the human capital they need has changed [14].

Organizations need to ensure that their employees have the right skills and
competencies as they undergo digital transformation, with human resources being one
of the most important resources available to organizations (Noe, 2014). Increasingly,
academics and managers are recognizing the role of HRD professionals in allocating
resources, supporting workplace learning and development, and facilitating
organizational change in the context of new technologies. Case studies have argued
that new competencies can be gained through training and new employees, or by
training employees with experience in integrating processes [17]. While both options
may be less risky and require less initial investment, the downside is that
organizations may not be able to develop competencies internally and may face the
impact of reduced competitive advantage in the future [17].

Apart from case studies and macro studies on the automation of work, empirical
research on the impact of new technologies on employment and the related
implications for firms' human resources is limited. However, two scholars, Chuang
and Graham (2018), found that there is an urgent need for HR professionals to
increase some of their knowledge related to changes in technology, employment and
work structure. This is because the various tasks of HR have changed, from the
traditional six modules to the current three pillars of HR. As companies continue to
undergo digital transformation, HR departments are keeping pace with them,
constantly adapting their positioning, job content and nature to better suit the
organizational development. Compensation management is the most important part of
human resource management, and a good compensation management system is
related to an organizational ability to attract different types of talent, and ultimately
whether it can retain talent and other issues. So in the digital situation, how to adjust
their own strategy, how to use digital technology to build a suitable human resource
management system for the enterprise, caused us to think deeply.

3. The Impact of Digital Transformation on Employee
Compensation Management

3.1. The Concept and Current Situation of Digital Human Resource Management
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Although the concept of digital HRM is widely used today, there are few clear
definitions. The few definitions that have stood up to scrutiny are more general [4]
and emphasize the way in which internet-enabled HR policies and activities are
implemented. According to these scholars, the definition of digital HRM can be
clarified as follows: digital HRM is the application of information technology to link
and support at least two individual or collective actors in the joint execution of HR
activities. This concept highlights several key aspects of digital HRM. Firstly, digital
HRM uses information technology in two ways: firstly, technology is needed to
connect actors who are usually spatially separated and to enable them to interact,
whether they work in the same place or in different places, i.e. technology acts as a
medium with the aim of connecting and integrating. Secondly, technology supports
actors by partially and sometimes completely replacing them in the performance of
HR activities. Thus, information technology can also be used as a tool to perform
tasks.

The program aspect emphasizes the systematic and expected way in which
information technology is used. The sharing of HR activities through the joint
execution of tasks by at least two actors is noted as an additional feature, and the
interactive and networking aspects are emphasized. Individual and collective actors
are considered for digital HRM as a multilevel phenomenon; in addition to individual
actors, there are collective actors such as groups, organizational units or even whole
organizations that interact with each other to perform HR activities.

With regard to the impact of digital HRM on organizations, existing scholars have
analyzed it at four levels: individual, operational, relational and transformational. The
individual level refers to the impact of digital HRM at the micro level, where the
reactions of individual actors are often studied. The overall findings of the two case
studies on HR portals [5] and employee self-service systems[6] show an increase in
employee acceptance and satisfaction due to added value such as time savings and
improved accuracy of results. However, the overall HRIS findings also show that
employees’ sense of privacy and fairness depends on their ability to disclose
information about their goals and what they are authorized to do.

In contrast, the results of a study on Internet recruitment suggest that e-recruitment
does not lead to lower candidate satisfaction [8]. In line with this, another study
showed that jobseekers perceived web-based recruitment more positively due to a
significant increase in the number of jobs found and an improvement in the quality of
information [9]. However, a slightly different finding was that traditional job
advertisements were preferred to web-based job advertisements [10]. Complementing
these general findings, there are also studies that address the question of what specific
configurations of web-based recruitment lead to positive attitudes among job seekers.
Unsurprisingly, ease of navigation, system speed and user-friendliness can enhance
the image and attractiveness of the technology to jobseekers [11]. In addition, useful
content on remuneration and career development (Cober, 2003) and feedback on the
jobseeker’s personal-organizational adaptability can lead to positive attitudes and
attractiveness among jobseekers [34]. In a cross-sectional study of online recruitment
and selection, results showed that jobseekers responded more positively to recruitment
sites than to screening sites because recruitment sites provided more positive and
detailed information than screening sites [12].

All in all, digital HRM seems to be generally accepted and sometimes even
preferred to traditional HRM. Individual attitudes, at least, do not seem to be a general
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problem for digital HRM. However, current research on individuals tends to focus on
job seekers, employees and HR professionals, while research on activities tends to
focus on recruitment and selection. Fewer studies focus on compensation management,
which is arguably one of the most important influences on the quality and
effectiveness of human capital, as compensation affects the quality of applicants, the
likelihood of accepting a job, the motivation and performance levels of employees,
and the quality of employees who remain with the company [34]. Furthermore, from a
psychological point of view, rewards influence the attitudes and behaviors of
employees. Simple and minimal monetary reminders can increase feelings of
independence [35] and increase pain tolerance [36]. From an organizational
perspective, it is almost self-evident that other organizational policies and procedures
will not achieve the desired results if the reward system is not done well. The
centrality of the reward system is well reflected in our daily lives in phrases such as
“money talks”, “follow the money” and “take responsibility”. In fact, the design and
implementation of reward systems not only affect employee motivation, but can also
be used to improve the quality of safety, creativity, innovation and a host of other
outcomes that are critical to a successful workplace. Compensation management is
also a key aspect of human resource management that is closely related to talent
acquisition and turnover in organizations, as well as employee satisfaction and well-
being, and therefore needs to be explored further as individual responses are a major
topic of current research.

3.2. The problems of traditional salary management

At present, the remuneration system of many SMEs is not sound enough, and some
SMEs even lack human resources departments and human resources management
professionals, and some enterprises even combine the human resources department
and administration into one, which is called “comprehensive department”. In addition,
many companies have prejudices against the human resources department and do not
pay enough attention to human resources development, believing that the level of
human resources professionals is low and that ordinary people can also do a good job
in human resources-related work. This leads to the enterprise’s understanding of the
salary is too one-sided, many employees even think that the salary is the salary, for
the salary lack of complete, scientific and comprehensive understanding. As a result,
enterprises lack flexibility and reasonableness in the construction of compensation
system, which cannot meet the individual development needs of employees in the
digital era. For example, many companies do not take into account the differences in
the nature of departments and positions when designing salaries, and some companies
have too high a basic salary and too low a performance-related salary. According to
the theory of fairness, this not only cannot play a role in motivating employees, or
even stimulate employee dissatisfaction, employees in the enterprise cannot get a
good sense of internal fairness, may produce negative feedback, and then passive
slack, cannot be fully committed to work, and then cannot produce more benefits for
the enterprise. There is also the inappropriate setting of the pay gap in many
companies. If the pay gap is too large, employees tend to feel a sense of loss. If the
pay gap is too small, it is often difficult to fully mobilize the enthusiasm of employees,
the degree of control has been a major problem of enterprise human resource
management.

Existing business management models tend to be generalized and do not address the
specific circumstances and needs within a business for effective management. Each
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company has its own unique operating characteristics, market environment and
organizational culture and needs to develop a management model that is tailored to its
needs. However, many management models are one-size-fits-all and fail to provide
personalized and tailored management services. Such management models often fail
to meet the real needs of organizations, resulting in poor management outcomes.
Second, many management models are too theoretical and difficult to implement on
the ground. Companies often face difficulties in adopting these models and are unable
to translate them effectively into concrete management actions. In addition, some
management models are too cumbersome and complex for companies to understand
and accept. Such models are likely to lead to management redundancy and
inefficiency, thereby hampering business development.

Employee benefits system when the company to attract and retain talent an
important means, however, the current employee benefits system has some problems,
manifested in the lack of diversity and richness. Firstly, the existing employee
benefits system often lacks diversity. Most of the company's welfare system mainly
focuses on basic medical insurance, pension insurance and employee welfare, and
lacks other characteristics and individual welfare projects. Such a welfare system
cannot meet the needs of different groups of employees. Employees of different ages,
genders, work experience and stages of career development have different welfare
needs, and companies should provide diversified welfare options according to the
actual needs of employees. Secondly, there are problems with the richness of the
existing employee benefits system. Some enterprises have a single choice of benefits
and offer only a few types of welfare program, which cannot meet the growing needs
of employees for a better life in the digital era. In addition, some companies' welfare
programs are not reasonably designed to provide employees with adequate protection
and satisfaction. For example, some companies’ welfare programs are cumbersome
for employees to apply for and difficult to approve, making it difficult for employees
to enjoy the welfare benefits they deserve. Such a welfare system lacks care and
concern for employees and fails to meet their welfare expectations.

4. Optimization Design of Employee Compensation Management
under the Background of Digital Transformation

4.1. Fully explore the basic elements of digital transformation of employee
compensation management

The following measures can be taken to fully explore the basic elements of digital
transformation of employee compensation management: first, do a good job of data
collection and integration, and set up a comprehensive data collection system for
employee compensation data, including employee information, performance
evaluation data, salary levels, benefits and entitlements, and so on. Ensure the
accuracy and completeness of employee data, and classify and integrate the data to
facilitate subsequent analysis and decision-making. Second, do a good job of data
analysis and mining, using cloud computing and big data analysis technology to
conduct in-depth analysis and mining of the collected employee compensation.
Through data analysis, the laws and trends hidden in the data are discovered to
provide a scientific basis for payroll management decisions.

Through digital transformation, a personalized remuneration system will be
established to automatically calculate remuneration levels based on employees'
performance, competence and contribution, and to systematically apply appropriate
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remuneration policies according to different performance levels. This will reduce the
influence of subjective factors and increase the fairness and transparency of
compensation. And do a good job of self-service employee services, establishing a
digital employee service platform for employees to self-service query and manage
their own payroll information. Employees can use this platform to keep up to date
with their pay, benefits and performance appraisal results, ask questions and request
adjustments. This increases employee engagement and satisfaction, and reduces
manual processes and communication costs. It is also important to take good care of
data security and privacy. The digital transformation process should pay attention to
the security and privacy of employee data. Establish a secure data storage and
transmission system, and take appropriate security measures to prevent leakage and
misuse of employee data. Finally, do a good job of continuous improvement and
optimization, enterprise digital transformation is not a one-time process, it should be
continuously improved and optimized. Companies should regularly assess the
effectiveness of their digital transformation, and make adjustments and improvements
based on employee feedback and needs.

By fully exploring the essential elements of digital transformation of employee
compensation management, such as data collection and integration, data analysis and
mining, personalized compensation systems, self-service employee services, data
security and privacy protection, as well as continuous improvement and optimization,
it is possible for companies to become more scientific and effective

4.2. Structuring remuneration through technical processes

Pay structure setting through technical sequences is a common method to categorize
employees according to their skills and competence levels and correspond to the
corresponding pay tiers. The following are some steps and principles that can help
enterprises to set pay structure through technical sequence: Firstly, determine the
technical sequence, by analyzing the skills and duties of different positions within the
enterprise, determine different technical sequences. For example, the technical
sequence can be divided into three grades: primary, intermediate and senior, or the
technical sequence can be divided according to specific skill areas, such as IT
technical sequence, sales technical sequence and so on. Then develop relevant skill
standards for each technical sequence. These standards can include requirements for
knowledge, technical competence, experience, problem solving skills, etc. By
defining clear skill standards, employees can be categorized according to their skill
levels, laying a solid foundation for the pay structure. In addition, it is also necessary
to define the corresponding pay levels, according to the technical sequence and skill
standards, the employees will be assigned to the corresponding pay levels. This
requires a reasonable division of the different levels of remuneration, taking into
account the employee’s job responsibilities, performance, market pay levels and other
factors. The setting of remuneration levels needs to have a certain degree of flexibility
to enable enterprises to make adjustments and changes according to the actual
situation.

In addition to the division of pay grades, the setting of pay differentiation is also
important. Pay differentiation is further defined within each pay grade. Pay
differentiation incentivizes employees within the same pay grade based on factors
such as their performance, work experience and contribution. This can motivate
employees to continually improve their skills and performance to create greater value
for the organization. Finally, there is a need for regular evaluation and adjustment.
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Setting the pay structure is not a quick fix, but should be evaluated and adjusted
regularly. Companies should pay close attention to market salary levels and employee
performance, and make appropriate adjustments to the salary structure to maintain
competitiveness and incentive effects. It should be noted that the division of technical
sequence and the determination of the remuneration structure should be reasonable,
fair and transparent. Companies should follow the principle of fairness in setting the
salary structure to ensure that employees at the same level have similar technical skills
and responsibilities, while there are obvious differences between different levels. At
the same time, performance evaluation should be carried out according to the actual
performance and contribution of each employee and incorporated into the process of
adjusting the salary structure. All in all, setting the salary structure through technical
sequence can make the enterprise treat the salary management of employees more
scientifically and fairly. Enterprises should formulate qualification standards
according to different technical sequences, delineate salary grades, and make salary
differentiation adjustments. Regularly evaluate and adjust the salary structure to
ensure that it is in line with the skill level and performance of employees.

4.3. Real-time assessment and timely follow-up of the impact of the digital
transformation of the employee compensation management system.

Digital transformation of the reward management system is an ongoing process that
requires a dynamic assessment approach to promote the continuous evolution of
reward management in line with the desired goals and optimization directions. For
example, the impact of digital transformation can be assessed from three aspects:
innovation, economy and society. Among them, in terms of innovation, the main
focus is on the role of the enterprise through the use of new digital technology to
achieve the transformation of the business system and value model of employee
compensation management, whether the optimization, reform and innovation of the
value system, whether to improve the core technology to achieve significant results:
the economic benefits of the main focus is on whether to create more economic
benefits for the enterprise through the use of digital technology, which includes the
reduction of enterprise operating costs and risks, improve business management level,
and reduce the cost and risk of business operations. Economic benefits mainly
emphasize whether digital technology creates more economic benefits for enterprises,
including reducing business operation costs and risks, improving business
management level, etc. Social benefits mainly emphasize whether it creates some
value for social employment and other aspects. If the benefits in the above three
aspects are realized, it means that the implementation process of digital
transformation has achieved certain results, and on this basis, we should continue to
explore and innovate, and carry out real-time evaluation and continuous improvement
of the results of digital transformation of employee compensation management system.

5. Conclusions

To sum up, under the background of digital transformation, the optimization and
improvement of employee compensation management system should adhere to the
principles of compensation structure and compensation design, according to the
development trend of compensation management, use the incentive theory such as the
hierarchy of needs, and make the compensation design highlight the fairness and
reasonableness from the characteristics of enterprise development and the
development of actuality. In order to carry out the performance evaluation of the
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projects completed by the employees, to achieve the linkage with the design of the
completed technical sets of the remuneration system, to stimulate the internal
motivation of the enterprise’s employees and work enthusiasm through the
optimization of the remuneration management system under the background of
digitalization, and to promote the role of human resource management in the
management of the enterprise organization.

This paper is merely an analysis of the impact of digital transformation on
organizations’ reward management in the context of digital transformation, and
provides some suggestions on how organizations can optimize their reward
management to better adapt to the digital evolution of their business. There are still
many issues to be addressed when it comes to compensation, for example, many
companies claim to use performance-based pay, but a closer look reveals many
differences in the details of pay-for-performance program across organizations. Many
of these differences are critical to the success of a company's pay-for-performance
program. Dimensions where differences may arise include: Is pay based on
organization, group or individual performance? Is pay based on objective or
subjective measures? Is it based on piecework or supervisory ratings? Is the pay rate
variable? What is the difference in performance-related pay between top and average
performers? Are pay rates clearly defined in advance? Is there a salary confidentiality
policy? In a team-based pay plan, is pay distributed fairly or equally among team
members? Are there any other incentives for performance-related pay?

These dimensions are easy to identify. So is a pay-for-performance plan that differs
from these dimensions the same plan or a different plan? If different, which of these
dimensions is critical? When different pay-for-performance plans are grouped
together in a compensation study, are we combining an approach [37]? If so, what
constructs does this approach represent? If some of these questions were addressed
directly, we would have a clearer understanding of pay for performance. Future
researchers can therefore explore these questions in depth to further enrich the
literature on compensation management.
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