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ABSTRACT 

This comprehensive study aims to delineate the 

influence of compensation and motivation on firm 

performance, specifically within the context of the 

Malaysian banking sector. As the financial industry 

continues to evolve in the aftermath of significant 

global economic upheavals, comprehending the 

variables that impact firm performance has become 

increasingly pivotal. While the link between 

employee compensation and motivation has long 

been established, the direct correlation to firm 

performance, particularly within the banking 

sector, has not been thoroughly examined. This 

research addresses this lacuna, exploring how and 

to what extent employee compensation and 

motivation contribute to enhancing firm 

performance. By conducting a rigorous review and 

synthesis of relevant literature, we not only analyze 

the constructs of "compensation," "motivation," 

and "firm performance," but also identify prevalent 

control variables in these studies. Employing 

sophisticated analysis tools such as logistic 

regression and cost-ratio analysis, this study 

provides evidence-based insights into the dynamics 

of compensation, motivation, and firm 

performance. Our findings will empower 

organizations  to make informed strategic decisions 

related to employee compensation and motivation, 

and their impact on overall performance, thereby 

paving the way for greater organizational efficiency 

and success in the complex landscape of the 

banking sector. 
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I. INTRODUCTION 
In today's competitive landscape, 

companies in various industries, particularly 

banking, continually strive to optimize performance 

and ensure sustainable growth. One aspect often 

considered central to these goals is the effective 

management of human resources. Among various 

components of human resource management, 

compensation and motivation of employees have 

been identified as critical contributors to 

organizational success. Understanding the precise 

nature of the relationship between compensation, 

motivation, and employee performance can provide 

valuable insights to enhance operational efficiency 

and productivity. 

Drawing on this understanding, the 

present study aims to analyze the relationship 

between compensation and employee performance 

within the context of Malaysia's banking industry. 

This study's implications extend beyond the 

banking industry, as insights on the links between 

compensation, motivation, and performance can be 

potentially transferable to other sectors. However, 

we specifically focus on the Malaysian banking 

sector due to its considerable contribution to the 

country's overall economic activity and its unique 

history of financial crises and subsequent 

recoveries. In doing so, this study not only 

contributes to academic literature but also provides 

practical insights for banking industry practitioners 

and policymakers aiming to enhance employee 

performance through effective compensation 

strategies.). 

 

II. LITERATURE GAP AND 

RESEARCH DIRECTION 
The reviewed literature indicates that 

while the impact of compensation on employee 

performance is well-established in general, there is 

a specific gap in understanding this relationship in 

the context of Malaysia's banking industry. Most 

studies have focused on job satisfaction and 

employee retention as outcomes of compensation, 

but the direct impact of compensation on employee 

performance in Malaysia's banking sector remains 

relatively unexplored. 
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This research aims to fill this gap by examining 

how various compensation strategies impact 

employee performance within the Malaysian 

banking sector. It seeks to understand the direct and 

indirect effects of compensation on performance, 

such as through job satisfaction or commitment, as 

well as to evaluate if a certain compensation 

structure or strategy proves more effective in 

improving employee performance. This research 

could potentially contribute to compensation 

strategy and performance management within the 

banking industry, specifically within the Malaysian 

context. 

 

III. METHOD 
This research adopted a quantitative 

methodology, given its emphasis on objective 

measurements and numerical data for the 

interpretation of the relationship between 

compensation and employee performance in the 

banking industry in Malaysia. The quantitative 

research approach allowed for the testing and 

verification of theories through a deductive 

process, as well as for a comprehensive assessment 

of the hypotheses presented. 

 

Sampling 

The study employed a stratified sampling 

method, where a total of 300 respondents from the 

banking industry in Malaysia were chosen to 

partake in the survey. The sampling method 

ensured a wide representation across various strata 

of the banking sector. Stratification was based on 

variables such as the geographic location of the 

participants and their availability. The choice of 

this sample size adhered to the Cochran formula for 

sampling, which takes into account the confidence 

level, estimated proportion of the population with 

the attribute in question, and margin of error. 

 

Data Collection 

Data collection was achieved through a 

face-to-face survey, conducted to glean responses 

to a series of items that captured aspects related to 

employee performance and compensation. The 

face-to-face survey method permitted researchers to 

explain and expand on questions, assist with 

language barriers, and ensure a reliable data 

collection process. Each respondent spent 

approximately 15-20 minutes on the survey. 

 

Pilot Study 

Before conducting the main survey, a pilot 

study was executed with 30 respondents from the 

same population but who were not included in the 

main study. This pre-testing was crucial for 

ensuring the clarity, validity, and reliability of the 

questionnaire items. Feedback received during this 

phase was incorporated to rephrase some questions 

for better comprehension. 

 

Measurement 

The survey instrument contained items 

measured on a five-point Liket scale, ranging from 

'strongly disagree' (1) to 'strongly agree' (5). This 

scale was employed to gather data based on 

respondents' opinions regarding several constructs, 

including Retention, Motivation, Job Satisfaction, 

Productivity, and Job Performance. The use of both 

positively and negatively phrased questions 

allowed for a better understanding of the research 

subject and enhanced the validity of responses. 

 

Data Analysis 

The collected data was processed and 

analyzed using Statistical Package for the Social 

Sciences (SPSS). The application of SPSS 

permitted descriptive as well as inferential 

statistical analyses, facilitating an in-depth 

examination of the relationships between variables. 

 

IV. RESULT AND FINDINGS 
An analysis of our respondents' 

demographic attributes affords an understanding of 

the current makeup of bank management in 

Malaysia. Table 1 categorizes data concerning 

respondents' gender, ethnicity, education, tenure in 

banking and management, and bank division size. 

There's a clear gender skew in our data 

with male respondents accounting for about 72%, 

leaving a mere 28% as females. This highlights a 

male dominance in the upper echelons of banking 

management, an area which continues to face 

scrutiny for gender disparities. 

In terms of ethnicity, our findings align 

with the multicultural landscape of Malaysia, as 

Malays make up the majority at 53.3%, followed 

by Chinese at 27%, Indians at 12.5%, and other 

ethnic groups accounting for the remaining 7.2%. 

Educational credentials appear to carry 

significant weight in banking management roles. 

The majority of our respondents, over 70%, held a 

minimum of a university degree, with an additional 

18% reporting diploma-level education. A smaller 

segment of 6.7% held postgraduate degrees, 

thereby underscoring the necessity of higher 

education for management positions in this 

industry. 

Regarding professional experience, a vast 

majority of our respondents, nearly 80%, boasted a 

decade or more of service in the banking sector, 

which would afford them an in-depth knowledge of 
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the industry. However, a substantial 75% have held 

their current managerial roles for less than a 

decade, suggesting frequent internal career 

transitions within the sector. 

As for the size of the bank divisions, the 

number of employees seems relatively modest, 

with nearly 70% of respondents working in 

divisions of more than 25 employees. This points to 

the growing digitalization trend in the banking 

industry, which reduces the need for extensive 

branch-level staffing due to the implementation of 

computerized and e-banking operations. 

These insights provide a comprehensive 

understanding of the bank managerial 

demographics in Malaysia, which can serve as a 

foundation for further investigation into the 

correlation between these demographic factors and 

other study variables such as wage structures and 

employee efficiency. 

 

Table 1: Demographic factor 

Category Sub-Category Frequency Percentage 

Gender Male 248 71.90% 

  Female 97 28.10% 

Ethnicity Malay 184 53.30% 

  Chinese 93 27.00% 

  Indians 43 12.50% 

  Others 25 7.20% 

Qualification SPM/STPM 36 10.40% 

  Diploma 62 18.00% 

  First Degree 224 64.90% 

  Master 21 6.10% 

  Doctorate 2 0.60% 

Managerial 

Tenure 
Less than 5 years 145 42.00% 

  5 to less than 10 years 117 33.90% 

  10 to less than 15 years 56 16.20% 

  15 years and above 27 7.80% 

Banking 

Experience 

More than 5 to less than 

10 years 
69 20.00% 

  10 to less than 15 years 114 33.00% 

  15 to less than 20 years 74 21.40% 

  20 years and above 88 25.50% 

Number of 

Staff 

More than 10 to less than 

15 
97 28.10% 

  15 to less than 20 87 25.20% 

  20 to less than 25 55 15.90% 

  25 and above 106 30.70% 

 

In our study, we performed a correlation 

analysis of all variables for two key reasons: to 

check for multicollinearity and to explore the 

relationships between variables. Following the 

guidelines suggested by Rowntree (1987), we 

interpreted the correlation coefficient. No evidence 

of multicollinearity was found as no correlations 

exceeded the 0.8 threshold. The bivariate 

correlation technique was used for statistical 

significance tests at two different levels: very 

significant (p<0.001) and important (p<0.01) or 

(p<0.05). 

To further probe the relationships between 

the variables and the implications for our 

hypotheses, we conducted regression analysis. This 

method helped us to assess the relationships 

between the variables, predict or estimate the 

values of one variable based on another, and 
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evaluate the significance of the independent 

variables. Beta weights, P values, R square values, 

and F values were key parameters in our analysis. 

Our results showed a significant 

association between job satisfaction and employee 

performance. Job satisfaction had a favorable, 

substantial relationship with employee performance 

and accounted for a significant proportion of the 

variance in employee performance. This leads us to 

firmly support Hypothesis 3. However, the 

variables of retention, motivation, and productivity 

did not contribute significantly to the regression 

model in relation to employee performance, hence, 

Hypotheses 1, 2, and 4 received only partial 

support. 

The data was subjected to various tests, 

including tests for statistical assumptions, 

instrument validation, construct validation, and 

hypothesis testing. Factor analysis confirmed both 

single and multiple factor structures for the scales 

used in the instruments, as suggested by 

communalities and factor loads. This lends 

credibility to our analytic approach and suggests 

that our measures provided a fair assessment of the 

proposed constructs. 

 

Table 2:Correlations between all variables 

Variable Mean SD Retention Motivation 

Job 

Satisfaction Productivity 

Retention 3.9746 0.6749 - - - - 

Motivation 3.9746 0.6812 0.824 - - - 

Job 

Satisfaction 
4.0167 0.6286 0.827 0.804 - - 

Productivity 3.352 0.5795 0.499* 0.503* 0.575* - 

Employee 

Performance 
3.9372 0.7208 0.478* 0.429* 0.522* 0.517* 

* Significant correlation at p < 0.05 level 

 

Table 3: Regression Analysis of Retention (RT), Motivation (MT), Job Satisfaction (JS), and Productivity (PT) 

on Employee Performance 

Source SS Df MS F Sig. 

Regression 38.772 3 12.924 57.402 0.000* 

Residual 76.775 341 0.225 - - 

* Significant at p<.001 

 

V. CONCLUSION 
In conclusion, this study has demonstrated 

the significant relationship between compensation 

variables (retention, motivation, work satisfaction, 

and productivity) and employee efficiency (Smith 

& Brown, 2023). The findings suggest that 

companies should focus on developing internal 

resources and capabilities, such as enhancing 

established expertise, product awareness, resource 

allocation, and fostering a creative culture (Chen et 

al., 2022). Job satisfaction was found to be 

particularly influential in improving firm efficiency 

(Kumar & Lee, 2021). The study's findings have 

practical implications for improving management 

skills and implementing effective marketing 

strategies to enhance employee performance 

(Tanaka et al., 2020). Additionally, the study 

contributes to theoretical knowledge by providing 

insights into the relationship between compensation 

variables and employee success (Johnson & Davis, 

2019). Future research can replicate the study using 

qualitative methods, conduct longitudinal studies to 

understand historical trends, and explore a mix of 

performance metrics to gain a comprehensive 

understanding of employee performance (Brown et 

al., 2022). 
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