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ABSTRACT
The purpose of this study was to study the relationship between compensation practices
and employee retention in manufacturing company at Sibu, Sarawak. Data were collected from
31 employees from the manufacturing company in Sibu. The research was fully designed using
quantitative research design and close-ended questionnaire was the instrument used to collect
data. A five-point Likert scale was used to measure all the items in the questionnaires. Moreover,
Statistical Package for the Social Science (SPSS) was used as a tool to interpret and analyze the
collected data. The data were analysed using both descriptive and inferential statistics.
Descriptive statistics were first reported and it was followed by reliability analysis, normality
test, and hypothesis testing using Spearman Correlation. The findings have shown that there is a
significant and moderate positive relationship between bonus and employee retention while there
is a significant and strong positive relationship between base pay, allowances and fringe benefits
with employee retention. The outcome of this research is it acts as a guidelines for organization
and HR practitioner to review and understand how to improve and strengthen their compensation
policies to enhance employees’ contribution as well as retention. Organization need to be more
consciousness and awareness on compensation practices to attract and retain employees with
organization for a long period time. In future, researchers also encouraged to conduct similar
research through qualitative method, increased sample size and explore more factor that might
influence with employee retention to filling up the research gap.
Keywords: Compensation Practices, Base Pay, Bonus, Allowances, Fringe Benefits, Employee
Retention
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ABSTRAK
Tujuan kajian ini adalah untuk mengkaji hubungan antara amalan pampasan dan
pengekalan pekerja di sebuah syarikat perkilangan di Sibu, Sarawak. Data dikumpulkan dari 31
pekerja dari syarikat pembuatan di Sibu. Penyelidikan ini dirancang sepenuhnya dengan
menggunakan reka bentuk penyelidikan kuantitatif dan soal selidik penutup adalah instrumen
yang digunakan untuk mengumpulkan data. Skala Likert lima mata digunakan untuk mengukur
semua item dalam soal selidik. Selain itu, Pakej Statistik untuk Sains Sosial (SPSS) digunakan
sebagai alat untuk mentafsir dan menganalisis data yang dikumpulkan. Data dianalisis
menggunakan statistik deskriptif dan inferensi. Statistik deskriptif dilaporkan terlebih dahulu dan
diikuti dengan analisis kebolehpercayaan, ujian normalitas, dan pengujian hipotesis
menggunakan Spearman Correlation. Hasil kajian menunjukkan bahawa terdapat hubungan
positif yang signifikan dan sederhana antara bonus dan pengekalan pekerja sementara terdapat
hubungan positif yang signifikan dan kuat antara gaji pokok, elaun, dan faedah tambahan dengan
pengekalan pekerja. Hasil penyelidikan ini adalah ia bertujuan sebagai pedoman bagi organisasi
dan pengamal SDM untuk mengkaji dan memahami bagaimana meningkatkan dan memperkuat
polisi pampasan mereka untuk meningkatkan sumbangan pekerja dan pengekalan. Organisasi
perlu lebih peka dan peka dengan amalan pampasan untuk menarik dan mengekalkan pekerja
dengan organisasi untuk jangka masa yang panjang. Di masa depan, para penyelidik juga
mendorong untuk melakukan penyelidikan serupa melalui kaedah kualitatif, meningkatkan
ukuran sampel, dan meneroka lebih banyak faktor yang mungkin mempengaruhi dengan
pengekalan pekerja untuk mengisi jurang penyelidikan.
Kata kunci: Amalan Pampasan, Bayaran Asas, Bonus, Elaun, Faedah Pinggir, Pengekalan
Pekerja
ix

Chapter 1 Introduction
1.1 Background of study
In the world of work, people who worked for the company will get their compensation and
benefits from the organization. It is a normal thing for people who worked for other and they get
their payment based on their job and performance. Without payment or compensation to employee,
the company will not achieve their goals. As we know, compensation and benefits also is a part of
the strategy to improve the company and achieve the goals together. This is because gaining some
money will help employee to keep their life better and to achieve their target in life.
Employees can be said to be one of the main assets or resources in the formation and
improvement of an organization.. Without employee, the organization cannot gain their profit and
achieve their goals, mission and vision. The role of employees, as they are the key to organizational
failure or success, depends on the employer’s potential to retain, attract and appreciate talented
and efficient employees (Emejulu, Chiekezie, & Nwanneka, 2017). As we can said that every
company needs employee that have quality and quantity to appear in the organization especially
for large organizations. There is no denying that employees are a very valuable asset for the
company because the knowledge, skills, experience and abilities possessed by employees can help
the organization to achieve the achievement goals (Faridah & Husna , 2018). The organization will
not achieve success if the employer is unable to retain its employees who have the best KSAO’s
which is a key requirement for recruiting employees.
Compensation is the salary given by the company to the employees who work with them.
Satisfactory compensation and appropriate job description is one of the factors for employees to
keep working with them. Compensation can also affect employee motivation, productivity and
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performance in the workplace. According to Rahman & Syahrizal (2018), salary is a form of
appreciation that helps employees make contributions, motivates them to work better, and
continuously achieve their goals, thereby increasing the company’s productivity. In this study, we
can see how compensation can make employees stay with the company until the end and help the
company to achieve their goals.
1.2 Problem statement
The employee turnover rate in Malaysia increased from 1.1% in 2014 to 13.2% in 2014,
and then increased to 14.3% in 2015 for manufacturing industry (Mystarjob, 2015). While based
on survey from human resource (2020), the turnover rate for all industries in 2019 is exceed normal
rate which is above 3.7%. The survey has been measured by using Bureau of Labour Statistics
(BLS). This shows that workers in Malaysia are generally dissatisfied with previous jobs and also
the numbers of senior workers that resign from their job has been increased. There may be other
reasons why the percentage of employees leaving the company increases significantly, among
them are the salaries offered, having another job offers and other work environments. Companies
that face problems in retaining employees can be said to have problems in financial management
where there will be issues of employee salaries having to be reduced, employees laid off, and
canceling interest payments to employees.
Employee turnover problems can occur in two ways, voluntarily or unvoluntary.
Unvoluntary replacement is a situation in which an employee chooses to go actively. This may be
due to a loss of interest in working with the organization or a loss of motivation to work with them.
There may also be conflicts between teammates that negatively affect us to continue working.
Voluntary replacement is when an employer chooses to lay off an employee or permanently
remove him or her from the intended group, possibly because of poor performance, toxic behavior,
2

or other reasons. Procurement problems are desirable in organizations as they may be good for
employers. Low employee turnover rates are a goal for most organizations. For example, insurance
companies are unable to base their organization’s revenue analysis on expected fast food restaurant
turnover rates, and vice versa.
Employees nowadays are different. They are more into self-satisfaction without focusing
on talent, career, experience and knowledge in the workplace. They value the compensation
offered to them as fair and able to cover their daily lives. If they are not satisfied with the
compensation offered after so long as they are employees of the organization, they will eventually
move or leave the organization and accept offers from other organizations. Employers will
experience problems such as the loss of talented, confident, knowledgeable and diligent employees
in the organization if they fail to retain talented employees. Employers will also suffer losses in
investments issued such as training programs provided to employees and have not yet received a
return on employee revenue.
People who work for their entire career in a similar business become less normal nowadays.
When employees find out that they are getting bad benefits and compensation that have the same
field but in different companies, they may become dissatisfied and not motivated to do their job as
usual. They will feel like leaving and start looking for another company with better compensation
and possible benefits in a work environment or other field they can do. According to Shukla &
Sinha (2013), low payment and interest packages can be one of the factors that lead to high
employee turnover rates. This will cause satisfaction issue to employees when they get low
compensation through their hard work in the organization because they would use their
compensation for survival.
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Limited research regarding compensation practices and employee retention in Malaysia
context, mostly study about compensation management and total compensation on employee
retention that has been conducted in other countries such as Pakistan, Kenya, Ethiopia and etc.
This indicate that there are not many studies on employee retention compensation in Malaysia.
1.3 Research Objective
General objectives:
To study the relationship between compensation practices and employee retention in
manufacturing industries.
Specific Objectives:
1. To identify the relationship between base pay and employee retention.
2. To identify the relationship between bonus and employee retention.
3. To identify the relationship between allowances and employee retention.
4. To identify the relationship between fringe benefits and employee retention.
1.4 Research Hypothesis
Ha1: There is a significance relationship between base pay and employee retention.
Ha2: There is a significance relationship between bonus and employee retention.
Ha3: There is a significance relationship between allowances and employee retention.
Ha4: There is a significance relationship between fringe benefits and employee retention.
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1.5 Conceptual framework
Dependent Variables

Independent Variables

Base pay
Employee retention

Bonus
Allowances
Fringe benefits

Source: Osibanjo, Adewale Omotayo and Adeniji, A. A. and Falola , Hezekiah Olubusayo and
Heirsmac, P. T. (2014) Compensation packages: a strategic tool for employees' performance and
retention. Leonardo Journal of Sciences (25). pp. 65-84.
Figure 1. Conceptual Framework
The goal of this study is to figure out if there's a link between compensation practices and employee
retention. The independent and dependent variables used in this study are depicted in this diagram.
The independent variables (IV) in this study are basic salary, bonuses, allowances and fringe
benefits, and the dependent variable (DV) is employee retention rate.

1.6 Significance Study
1.6.1 Knowledge of Study
This study is to provide the overview about employee retention and factor that make employee
retain in the organization. It provide the understanding to reader about the important part which is
compensation that can satisfied employee and reduce the percentage of employee turnover. This
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study result would be used to support further research and studies for similar subject about
compensation and employee retention.
1.6.2 Company/HR Practitioner
This research will give an overview to the organization related to the factors influencing
employee turnover in the manufacturing industry. It will help the organization maintain and plan
strategies to overcome employee turnover within the company. Thus, the findings in this study
will help organizations reorganize and identify the best and most efficient compensation to attract,
retain and produce talented and capable employees in the workplace. As a result, organizations
can avoid high risk of employee turnover and reduce the cost of finding new employees within the
organization.
From this study, human resource practitioners can learn and improve employee satisfaction
and performance to stay longer in the organization. This will encourage current employees to stay
in the organization and receive even better benefits. Organizations need to know that valuable
employees are a key asset to help organizations stay afloat in the long run and are able to improve
organizational performance in achieving objectives.
1.6.3 Future Researcher
This study will be useful to future researchers to explore factors related to employee
retention in a study that is almost similar to this study. It will also help future researchers as a
guide to make more in-depth improvements related to this study.
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1.7 Limitation of Study
Every study has its own limitations no matter the level of study. The sample size is not
representative of the overall population in the area, and that is a limitation. Besides that, this
research is focused on the respondent of one manufacturing industries at Sibu. Also, the name of
the respondent will not researcher reveal in this research. Next, the respondent will not say the real
thing while answering the questionnaire but instead just fill in the questionnaire to qualify for
several reasons.
1.8 Definition of term
Compensation
Conceptual definition: Compensation refers to the entire amount of cash and non-monetary
payments made to employees in exchange for their services to your company (Kappel, 2018).
Operational definition: Compensation refers to the total cash and non-cash payments that had
been given by employer to employee.
Base pay
Conceptual definition: The initial salary payment to an employee that does not include benefits,
bonuses, or raises is known as base pay (Julia, 2019).
Operational definition: Base pay refer to total payments to employees which is a gross
calculation excluding other incentives.
Bonus
Conceptual definition: Bonus is the extra payments or financial component which is received
by employee as a reward (MBA Skool Team,2015).
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Operational definition: Bonuses are financial compensation beyond the normal payment
expectations of their recipients.
Allowances
Conceptual definition: Allowances are additional payments to the basic salary for special
circumstances or features of employment such as working hours (Metasebia, 2017).
Operational definition: Allowances are deviations from the basic grade or location allowed
when deliver commodities under the terms of a futures contract.
Fringe benefits
Conceptual definition: Fringe benefits are non-wage benefits that are generally offered to all
employees in an organization (Osibanjo & Adeniji, 2014).
Operational definition: Fringe benefits are additional benefits that supplement employees’
monetary wages or salaries, such as health insurance, sick leave, workers’ compensation, etc.
Retention
Conceptual definition: Employee retention is a procedure that encourages employees to stay
with the company for as long as possible or until the goal is met (Singh & Dixit, 2011, p.442).
Operational definition: Retention refers to the employees that retain in the same company for a
long period.

1.9 Summary
This chapter has discussed the problem statement, objectives, hypotheses, significant of the
study, limitation of the study and conceptual and operational definition of important terms.
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Chapter 2 Literature Review
2.0 Introduction
The literature review will discuss the variables studied, theories and models related to the
research, and similar findings in the past. The discussion of the research variables involves
employer retention, salary conventions, base salary, bonuses, benefits and allowances. All these
studies and literature are related to the relationship between compensation practices and employee
retention.
2.1 Discussion on variables of the study
2.1.1 Compensation practices
Compensation is the wages paid and set by the employer to the employees working with the
company. Compensation is defined as a payment given by the employer to the employee for the
services provided and includes good and variable salaries related to the level of performance
(WorldatWork, 2012, p.7). Compensation can be included salary, wages, bonuses, commission
structure

(Leonard,

2019),

health

and

wellness

benefits

and

retirement

benefits

(Wroblewski,2019). All this type of payment wages are included in employee compensation that
can be use to keep the employees with the company for the long run. According to Leonard (2019),
compensation is important because it can attract top talents, enhance employee enthusiasm,
increase employee loyalty, increase productivity and profit margins, and provide employees with
satisfactory treatment. This can be called as strategy to retain employees as well as formulate
company planning towards even better.
Compensation given to employees must be fair because everyone has their own share of
work. There are employees who do a lot of hard work but are given a small salary, while those
9

who do the job easily and easily are given a better salary than other workers. This will cause
employee dissatisfaction and will lead to employee turnover. According to RMI (2016), if the
company fails to provide potential and current employees or compensation that the state and
federal governments deem reasonable, it may run into trouble in the future. Therefore, employers
need to ensure that compensation planning within the company is fair according to their job
descriptions. Keep employees satisfied with the compensation will make them feel motivated to
be more perform and grateful to the companies. Fair compensation can inspire employees to give
their best, and it also will attract new employees but keep the talent employees (Darwyne,2020).
2.1.2 Base Pay
The initial salary paid to an employee in exchange for services is known as base pay, and it
can be expressed as an hourly rate, weekly, monthly, or annual salary (Julia K., 2019). The lowest
amount of money a person can receive under an employment agreement is referred to as base pay
(Dave M., 2020). According to Lucy Smith (2020), Base pay, sometimes known as base salary, is
a set sum of money paid by employers to their employees in exchange for completed work. It does
not include benefits, bonuses, or other forms of compensation. This type of compensation usually
have their agreement from the beginning between employer and employee before they start work
in the organization. It has been offered to employee when they apply for the job. Different types
of task or job, they will get different range amount for their salary payments.
Base salary can be one of the strategies to retain employees in organization because high
payment will affecting employees to stay. Some job Most employees nowadays think for higher
payment for their job because the economy today is tougher than before. Their salary will help
them to maintain a personal life and drive many of their choices outside of employment (Boitnott
J., 2018). Therefore, employer should pay employees above-industry-average salary if they want
10

