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ABSTRACT
An organization’s road to success is highly dependent on the workforce or employees. It is
critical to identify sources to increase employees’ performance. This study aims to study the
relationship between extrinsic rewards and employees’ performance in one of the hotels in
Melaka. Employees working in one of the hotels in Melaka were chosen as the target
respondents of this study. Questionnaires in the form of Google Form were used as a primary
source in data collection. A 4-Point Likert Scale was utilized to measure the items in the
study. As for data analysis, SPSS software version 20 was used to analyse and interpret the
collected data. In inferential statistics, Pearson Correlation and Multiple Linear Regression
test was conducted. It is found that all of the dimensions of extrinsic rewards, salary, bonus,
promotion and benefit is positively correlated to employees’ performance. Although there are
previous studies about this topic, the dimensions of extrinsic rewards provided by every
organization is different. This study will help to reduce the research gap and provide even
more basis for future researches. This study could also provide Human Resource practitioners
with more information and knowledge about increasing employees’ performance through
extrinsic rewards especially for those working in the hotel industry. Thus, rewards can

applied to align with business strategy.

Keywords: Salary, Bonus, Promotion, Benefit, Employees’ Performance



ABSTRAK
Kejayaan sebuah organisasi sangat bergantung pada tenaga kerja atau pekerja-pekerja. Jadi,
amat penting untuk menentukan punca-punca yang dapat meningkatkan prestasi perkerja.
Kajian ini bertujuan untuk menkaji hubungan antara ganjaran ekstrinsik dan prestasi pekerja
di salah satu hotel di Melaka. Pekerja-pekerja yang bekerja di salah satu hotel di Melaka telah
dipilih sebagai responden sasaran kajian ini. Soal selidik dalam bentuk Google Form telah
digunakan sebagai sumber utama untuk pengumpulan data. 4-Point Likert Scale juga
digunakan untuk mengukur item-item yang dikemukakan. Bagi data analisis, SPSS versi 20
telah digunakan untuk mentafsir data yang dikumpul. Kaedah Pearson Correlation dan
Multiple Linear Regression telah digunakan untuk bahagian statistik inferensi. Kajian telah
mendapati bahawa semua dimensi ganjaran ekstrinsik iaitu gaji, bonus, promosi dan faedah
pekerja berkorelasi positif dengan prestasi pekerja. Walaupun terdapat kajian-kajian
sebelumnya yang menkaji tentang topik ini, dimensi ganjaran ekstrinsik yang disediakan oleh
setiap organisasi adalah berbeza. Kajian ini dapat membantu mengurangkan jurang kajian dan
membekalkan lebih banyak asas untuk kajian pada masa depan. Kajian ini juga dapat
membekalkan maklumat dan pengetahuan tentang peningkatan prestasi pekerja melalui
ganjaran ekstrinsik kepada pengamal-pengamal sumber manusia terutamanya yang

menceburi bidang hotel. Oleh itu, ganjaran bolehlah diaplikasi sejajar dengan strategi bisnes.

Kata kunci: Gaji, Bonus, Promosi, Faedah, Prestasi Pekerja
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CHAPTER 1
INTRODUCTION
1.0 Introduction
1.1 Background of Study
The success of an organization in contributed by the employees. Zaman as cited in
Rizwan Munir, Muhammad Ehsan Lodhi, Hazoor Muhammad Sabir and Nosheen Khan
(2016) mentioned that human capital can be considered as one of the most important asset in
organization to gain effective and efficient result. Thus, the human resource department plays
a crucial role in contributing this success due to the nature of their job. A study conducted by
Hassan (2016) proposed that there is a significant relationship between human resource
management practices such as compensation, career planning, performance appraisal, training
and employee involvement and employee performance. Moreover, manager’s attitude,
organization’s culture, personal problems, job content and financial reward was also said to
have a positive relationship with employee performance for employees in the banking sector
of Pakistan (Rashid Saeed et al., 2013). A study conducted by Reena Ali and M. Shakil
Ahmed (2009) shows that there is a positive relationship between rewards and motivation and
satisfaction. An employee who is rewarded accordingly might possess higher job motivation
and satisfaction as they will feel that their hard work is recognized and valued by the
organization. Getting employees motivated can contribute to organization’s performance.
This can be supported by a study by Amjad Ali, Li, Huang and Zulfigar Ali (2016) for
employees in IT Park sector of Peshawar, Pakistan. La Belle as cited in Ismail Khan,
Muhammad Shahid, Samina Nawab and Syed Slkander Wali (2013) mentioned that there are
many perceptions of rewards, depending on individuals. For instance, some might prefer
praise and recognition while others might perceive monetary rewards more beneficial to

them. A study by Huma Ali, Adeel Akhtar Kathia and Hina Ali (2015) pointed that in



comparison of impact of extrinsic rewards and intrinsic rewards towards employee
motivation, extrinsic rewards possess bigger influence on employee motivation. This can be
due to certain circumstances such as economic factors. Luthans (2000) proposed that both
types of rewards, financial (extrinsic) and non-financial (intrinsic) can be used to enhance
employee’s performance.

Khairil Wahidin Awang, Nor Khomar Ishak, Salleh Mohd Radzi and Azni Zarina
Taha (2008) mentioned that in Malaysia, the services sector has played a major part in
Malaysia’s economy growth. They also pointed that the services industry contributes roughly
50 percent of the country’s real GDP. Tourism in Malaysia is constantly growing and plays
its own part in contributing to the country’s income. Malaysian Investment Development
Authority (2019) mentioned that Malaysia’s tourism sector is one Of the 12 National Key
Economic Areas (NKEAs), and is one of the main contributor to the country’s economic
achievement. Thus, the hotel industry plays an important part as it can be said as part of
tourism industry. However, this industry can be dependent on performance of other sectors
too. Any change in external and international environment could influence the performance
of hotel sector. A study conducted by Borhan and Arsad (2016) shows that exchange rate,
level of income, relative price and substitute relative price can affect the tourism demand in
Malaysia.

At 2018, the global tourism has increased at 3.9% to contribute a record of $8.8
trillion and 319 million jobs to the world economy (World Travel & Tourism Council, 2019).
It is also revealed that it achieved growth rate above world GDP for the eighth consecutive
year. In Malaysia, tourism is also expanding since the year 2007. Moreover, tourism in
particularly Melaka has also been increasing in the past year. This is supported by an article
by Roshidi Abu Samah (2019) where it is stated that there is an increase of 225,630 tourists

which is from 16,794,468 tourists in 2017 to 17,020,098 tourists in 2018.



Table 1.1. Tourists’ arrival and receipts to Malaysia by year

YEAR TOURISTS’ ARRIVAL YEAR TOURISTS’ ARRIVAL
2018 25.83 million 2012 25.03 million
2017 25.95 million 2011 24.71 million
2016 26.76 million 2010 24.58 million
2015 25.72 million 2009 23.65 million
2014 27.44 million 2008 22.05 million
2013 25.72 million 2007 20.97 million

Source: Tourism Malaysia (2019)

The expansion in tourism industry will naturally lead to demand in hotel industry. As
hotel is part of the service industry, it is crucial for hotels to employ individuals that can
provide outstanding service that are able to satisfy customers’ needs. Good service certainly
come from exceptionally good performance by employees. A study by Ghebregiorgis (2018)
revealed that motivation, training and working condition has a positive relationship with
employee performance while leadership and employee-employer relationship has no
significant relationship for employees working in government and privately owned hotel in
Eritrea. Rafikul Islam and Ahmad Zaki Hj. Ismail (2008) revealed in their study that six
motivating factors of employees can include high wages, good working condition, promotion,
job security, interesting work and full appreciation of work done.

Saks (2006) mentioned that incentives play a major role in human resource
management. Incentive system can be divided into reward system and punishment system.
Reward system should motivate employees to perform, increase job satisfaction and also
encouraging unrewarded employees to perform better. Punishment system should penalize
employees who portray deviant behaviour or performance. A study by Farah Liyana
Bustamam, Sze and Fakhrul Zaman Abdullah (2014) revealed that reward system has a

positive significant relationship with job satisfaction among frontline employees in



Malaysia’s hotel industry. Moreover, Pratheepkanth (2011) revealed that employees that are
contented with their salary usually will possess higher level of satisfaction and employees
that are recognized by their employer possess higher self-esteem, confidence and willing to
take new challenges.

In this study, it will focus on the relationship between extrinsic rewards and
employees’ performance in one of the hotels in Melaka. The components of extrinsic rewards
in this study will be salary, bonus, promotion and benefit, adopted from categorization by
Rizwan Munir, Muhammad Ehsan Lodhi, Hazoor Muhammad Sabir and Nosheen Khan
(2016) in their study. Zaman as cited in Rizwan Munir, Muhammad Ehsan Lodhi, Hazoor
Muhammad Sabir and Nosheen Khan (2016) also defined extrinsic rewards as tangible

rewards with these four dimensions.



1.2 Problem Statement
1.2.1 Empirical Gap

Vance (2012) mentioned that there is an increasing need for organizations to
understand reward system appropriately to motivate employees to achieve higher
organization performance. Nwokocha (2016) revealed that organizational reward strategy
should align with business goals in order to attain positive result such as enhanced
performance and retention. However, there are mixed opinions regarding the impact of
extrinsic motivating factors on employees’ performance (Shaikh, Pathan, & Koso, 2018).
They also mentioned that there are some researches that revealed some factors have
insignificant impact on employees’ performance.

Rizwan Munir, Muhammad Ehsan Lodhi, Hazoor Muhammad Sabir and Nosheen
Khan (2016) conducted a study on the impact of rewards (intrinsic and extrinsic) on
employee performance focusing on courier companies in Faisalabad City and revealed that
there is a relationship between both types of rewards and employee performance although
extrinsic rewards seem to have a bigger impact. On the other hand, Nnaji-lhedinmah &
Egbunike (2015) pointed in their study that encouragement, appraisal and recognition showed
bigger impact on retention, productivity and job satisfaction compared to monetary benefits.

Many researches have been done overseas such as China and United States of
America regarding the aspects of rewards since 1980s but there is still lack of research done
in Malaysia regarding this issue (Ong, Yip, & Tee, 2012). Ong, Yip and Tee (2012) also
mentioned that the reward strategy applied at different countries may differ due to some
factors such as cultural insight or employee’s preference which will result in different
outcome to organizations. Thus, it is crucial to understand the implementation of reward
system in Malaysia context in order to fully utilize employees’ capability to achieve high

performance.



1.2.2 Practical Gap

Maintaining employees’ performance is essential to an organization to ensure they
obtain a competitive advantage in the industry. Majority of the job activities and behaviour in
hotel industry involve interaction with guests. Therefore, it is essential for organizations to
focus on their employees’ performance. Before enhancing performance, it is also crucial to
attract and retain high performing employees. It is mentioned that turnover rate in hospitality
industries are high (Kennedy & Berfer as cited in Narkhede, 2014). Employees’ turnover
could result in various disadvantages such as increased cost due to recruitment and selection
and training and development activities. This can be supported by research done by Freedman
and Kosova (2014) where it is mentioned that low employee retention in hospitality industry
could lead to loss amount to thousands of dollars with the departure of their most valuable
resource, human capital. A study by Salleh, Nair and Harun (2012) revealed that high
satisfaction with promotion, salary, work and supervision can result in low turnover intention.
Therefore, it is important for organizations to design and implement a strategic reward
system. This not only can decrease attrition, but it can also help to retain talented employees.
This is important to ensure the talented employees are able to contribute their knowledge,
skills and abilities to the organization, contributing to high performance in the organization.
Milkovich and Newman (2005) mentioned that strategic compensation strategy will be able
to encourage employee behaviours that is crucial for the business.

Reward system is often used as a crucial tool in organization to influence employees’
behaviour and motivation to enhance organization’s overall effectiveness (Lawler & Cohen
as cited in Muhammad Ibrar & Khan, 2015). A research by Ong, Yip and Teh (2012)
revealed that employees’ performance will be directly affected when they are failed to be
rewarded by the organization, while an efficient reward system can act as a motivator and

inefficient reward system can decrease employees’ motivation and lead to low productivity,



internal conflicts, absenteeism, high turnover, lack of commitment and loyalty, tardiness and
grievances feeling. Thus, it is crucial that an organization consist of leaders that understand
and can implement reward system effectively. A study conducted by Faiz (2003) revealed
that there is a positive relationship between supervisor’s reward power and job satisfaction in
private sector. Leaders who fail to implement reward system systematically will cause
employees to have low job satisfaction. This will demotivate employees to perform which

result in poor productivity and efficiency of work.

1.2.3 Theoretical Gap

An organization without a proper reward and remuneration system not only cause
employees to be demotivated, but also affect the performance of the employees. Moreover,
with the globalization and economic growth, workloads for Malaysian employees have been
increased without increase in salary compensation (Kokubun, 2017). There are studies done
and human resource professionals mentioned that employers are striving to cut cost to create
outstanding profit at the end of accounting period while employees are worried on ways to
earn more and enjoy interesting perks offered (Milkovich & Newman as cited in Kimutai &
Sakataka, 2015). If this persists, it will generally lead to decreased satisfaction and
motivation. It is normal for employees to want their effort to be recognized and rewarded. For
instance, Vroom’s expectancy theory. When employers try to cut down on reward, the
instrumentality element in the theory will be affected. The performance will be affected as
well as the perceived effort does not produce the expected outcome anymore. Armstrong
(2010) pointed that only few human resource managers are able to determine whether the
implementation of reward system is efficient to the organization. As for goal setting theory,
tying rewards with goal might result in employees preferring easy goals rather than complex

goals. They might claim that the goals are complex when in fact it is easy to be achieved.



McShane and Glinlow (2010) further argued that goals and monetary rewards may not be
applicable during intense learning process due to this reason.

Sturman and Short (2000) stated that employees’ performance is motivated through
the usage of bonus pay in many organizations. However, Gomez-Mejia & Balkin (1989)
mentioned that there is a potential problem with bonus pay. It is said that it might fail to
provide a strong relationship between salary and employees’ true performance and the
difference in rewards offered between performers might be not too notable. Since bonus are
usually in the form of one-time payment, it might have lesser value compared to permanent
pay raise. U.S Chamber of Commerce (2008) also mentioned that employee benefits appear
to be one of the biggest challenges in organizations due to the growth in size and variation.
There are studies that revealed that senior employees are more likely to get rewards from
supervisors, due to the assumption that they can perform better due to their experience
(Cheng & Lai, 2017). However, this speculation should be omitted now as junior employee
can deliver high performance too, with their newly acquired knowledge that can contribute in
organizations’ business strategy. Persistent of this speculation could lead to demotivation of
junior employees, as their effort will be perceived as worthless to the organization. This will

lead to half-hearted work and poor task performance.



1.3 Research Objectives

1.3.1 General objective:

To identify the relationship between extrinsic rewards and employees’ performance

1.3.2 Specific objectives:

1.

2.

3.

To identify the relationship between salary and employees’ performance

To identify the relationship between bonus and employees’ performance

To identify the relationship between promotion and employees’ performance
To identify the relationship between benefit and employees’ performance

To identify the most dominant extrinsic reward on employees’ performance

1.4 Research Hypothesis

Hol: There is no significant relationship between salary and employees’ performance

Ho2: There is no significant relationship between bonus and employees’ performance

Ho3: There is no significant relationship between promotion and employees’ performance

Ho4: There is no significant relationship between benefit and employees’ performance

Ho5: There is no most dominant factor of extrinsic reward on employees’ performance



1.5 Conceptual Framework

Independent Variables Dependent Variable
Salary
Bonus Employee
] Performance
Promotion
Benefit

Figure 1.1. Conceptual Framework
Source: Rizwan Munir, Muhammad Ehsan Lodhi, Hazoor Muhammad Sabir and

Nosheen Khan (2016)

1.6 Significance of Study
1.6.1 Company and HR Practitioners

Employee performance is vital for an organization to succeed in their respective
study. Organizations should recognize and reward employees who portray high performance
or even increased performance. This study is aimed to identify the relationship between
extrinsic reward and employee performance. At the end of this study, it might provide
additional knowledge to human resource practitioners in the hotel industry to design and
improve their current compensation policy in order to increase the effectiveness of the policy.
This study is important for organizations to implement the suitable type of rewards in their
reward system. Rewards should fit and aligned with business strategy in order to enhance

organizational effectiveness (Gerhart, 2000).
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1.6.2 Body of Knowledge

This study is also essential as it contributes additional knowledge and elaboration on
the related issue. It provides more elaboration and can be used to support or reject any
existing literature. As mentioned by Ong, Yip and Tee (2012), many researches have been
done on this topic but there are still lack of related research in Malaysia. Hence, this study
will be able to provide a clearer picture and explore further on the dimensions of extrinsic
rewards affecting employees’ performance, especially in the hotel industry in Malaysia’s

context.

1.6.3 Future Researcher

At the end of this study, the findings could be utilized to conduct better research in the
future. Future researchers will be able to get a glimpse of the weaknesses present in this study
and improve it. Thus, all the weaknesses of the study can be reduced to the minimum while
utilizing the strengths of this study to produce a study with better literature, reliability,

validity and applicable to different context of study.

1.7 Limitations of Study

There are few aspects that may limit the accuracy of this study. First of all, this study
only focused on one hotel in Melaka. Thus, the data collected may only represent the
perception of employees for that hotel. It cannot be used to justify the relationship of extrinsic
rewards and employee performance in hotel industry in general. Moreover, this study utilizes
online survey. Hence, some respondents might accidentally choose the wrong answer without
realizing. As this research was conducted during the Covid-19 outbreak, unsatisfactory
amount of respondents participated in this study, which is only 37 respondents. Besides that,

the interest of respondents answering the questionnaire might also be a limitation to this

11



study. Due to time constraint, the respondents may answer the questionnaire quickly. They
could also be reluctant or uncomfortable to disclose certain information regarding the

organization or themselves.

1.8 Definition of Terms

1.8.1 Extrinsic rewards

Conceptual: Extrinsic reward is rewards that are tangible and have physical existence
(Ayeesha Ajmal, Mohsin Bashir, Muhammad Abrar, Muhammad Mahroof Khan, &
Shahnawaz Saqib, 2015).

Operational: Extrinsic rewards in an organization usually consists of salary, bonus,

promotion, benefits and social climate of an organization.

1.8.2 Salary

Conceptual: Salary is a fixed amount paid to employee at regular intervals for their
performance and productivity (Surbhi as cited in Calvin, 2017).

Operational: Salary is the amount of wages paid to an employee in an organization as a

reward for their job done.

1.8.3 Bonus

Conceptual: Bonus is used to recognize previous performance using lump sum cash
(Milkovich, Newman and Gearhart as cited in Nyberg, Pieper, & Trevor, 2016).
Operational: Bonus is the additional payment given to an employee in addition to their basic

wages as reward for the outstanding work done and further motivate employees.
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