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 ABSTRACT:  This study aims to check the impact of employee compensation on employee job 

engagement. This study is done on the banks of Lahore Pakistan. Result of this study confirmed the 

proposed hypothesis that employee compensation has positive impact on employee job engagement. This 

result is as according to the results of previous studies. This study shows that employee compensation can 

change the level of employee job engagement up to 46.6%. More researches will be done on other sectors 

like Government institutions, Engineering Sector, service sector and Hotel Industry etc. for generalizing 

the results. Other independent variables like organizational politics, organizational environment, work life 

conflicts may be includes in future researches.  
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1-INTRODUCTION 
Compensation is the advantage and output that employee 

obtain in the shape of wages, pay and in shape of rewards 

like financial interchange for the servant’s to enhance the 

Performance of the employees [1]. Compensation is the 

fragment of change between the employer and the employee 

which is the result of contract of employee [2]. Pay of the 

employee is the basic need of life.  This pay is reward of 

work done by the employee in any organization [2]. 

Compensation is generally equivalent to half part of 

companies’ cash flow. On the other hand, compensation is 

more than half in service providing companies [2]. It is the 

basic tool to stimulate and fascinates the employee and this 

can result in increasing the performance of employees [2]. It 

is believed that most of skilled and well educated employees 

are not gratified with their employments and this can result 

in high turnover of employees that is why organizations are 

very keen to solve this problem by formulating the effective 

compensation plains [3]. That is way effective compensation 

plans has great impact on decision making process of 

employees and also increase their stay in the organizations 

and in a result they can accepted their responsibilities 

happily [4].  It is also noted that quality of work and 

performance of the employees are enhanced due to good 

compensation plans [2]. Good pay which is the most part of 

compensation plans of the companies is the good source of 

stopping the employee turnover intentions [5]. Employees 

make decisions about their  

tay or leave from the organizations on the basis of work 

environment and compensation policies [6]. Current research 

has been designed to check the impact of employee 

compensation on employee job engagement. Employee job 

engagement is another important variable. In the words of 

researcher [7] “there is a surprising dearth of research on 

employee job engagement in the academic literature”.  

Researchers [8] also concluded that “there has been 

surprisingly little academic and empirical studies on one of 

most popular concept i.e. employee engagement”. This study 

is designed to fill the gap about research on employee job 

engagement and calculate the impact of employee 

compensation on employee job engagement.  

2. LITERATURE REVIEW 

 Employee compensation 

Employee compensation includes not only wages paid to 

employees but also non-wage benefits such as medical, 

insurance and a retirement plan [9]. Researcher [10] 

proposed that engagement of workers is differentiated and it 

is based on the expectations of employees towards the 

profits and advantages got by the employed firms.  The 

compensation of workers is considered as critical factor for 

their satisfaction [11]. Compensation benefits can be 

differentiated on the basis of rewards that could be monetary 

and non-monetary for the workers individually and in the 

shape of teams to improve the organizational performance 

[12]. Compensation benefits are essential attribute to design 

the learning environment for the workers [13]. According to 

researcher [14], Human Resource Department should 

redesign the compensation benefits procedures with the 

passage of time to “enhance creativity, investigation and 

organizational learning”.  Researchers [15] concluded that 

imbalance reward system can lead to high turnover 

intentions. The compensation benefits are considered as a 

major source in the success of the organizations. This will 

affect the   work of employees, procedures and in 

formulating the strategies [16]. Large number of firms has 

been spending a lot of money and resources for planning, 

managing, running and developing effective compensation 

plans. But, according to its significance for organizations, 

researchers are not yet able to develop the successful 

compensation benefits plans [16]. Currently, the style of 

compensation plans has undergone impressive [16]. 

Conventionally, labor economics and psychology of 

community are dominant parts of compensation’s studies 

[17]. In labor economics, different studies have focused on 

to determine wage rate. These studies described that balance 

wage rate can be achieve with the help of balancing supply 

and demand of labor [17]. But, these studies did not explain 

about the rational decisions of marketers, cost of job rotation 
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etc [17]. According to researchers [18] and researchers [17], 

big companies provides high pay due to subsequent reasons, 

(a) top or middle rank officers are essentially attained 

technological and executive skills for doing complex jobs 

(b) for big companies it is not easy task to closely check the 

non-working behaviors of employees. For avoiding from 

these heavy losses, these companies can pay greater money 

to their employees. 

Employee Job Engagement 

Researcher [10] describes the term employee engagement on 

the basis of researcher’s [19] role behavior speculation. This 

theory proposes that employee attitudes are formed by the 

demands and regulations of other employees [20]. 

Researcher [10] also asserts that employees are likely to 

attach themselves according to their roles or improving their 

individual personality with these roles. Researcher [10] 

defines the term employee engagement as “the harnessing of 

organizational members themselves to their work roles; in 

engagement, people employ and express themselves 

physically, cognitively, and emotionally during role 

performances”[10]. He also concludes that “harnessing” is 

assorted according to employee’s three kinds of states. These 

states are termed as meaningfulness, safety, and availability. 

Engagement is an intense connection between the self and 

the work role where people fully express themselves 

physically, cognitively and emotionally at work [10]. 

Hypotheses Development 

Researcher [10] reported that people vary in their 

engagement as a function of their perceptions of the benefits 

they receive from a role. Researchers [15] have also 

suggested that while a lack of compensation benefits plan 

can lead to burnout, thus, appropriate compensation benefits 

are important for engagement. When employees receive 

rewards from their organization, they will feel obliged to 

respond with higher levels of engagement. Researcher [7] 

concluded that employee compensation benefits are 

positively related to employee job engagement. Researchers 

[21] also asserted that employee compensation is important 

driver of employee job engagement. On the basis of above 

discussion this study has proposed the following hypothesis. 

  H: Employee compensation has positive impact on 

employee job engagement. 

Data was collected with the help of structured questionnaire. 

Simple random sampling technique was used. Respondents 

for this study were officer level employees of banking 

sector. Overall 423 questionnaires were distributed. 322 

questionnaires were retrieved with the response rate of 76%; 

out of received 312 questionnaires were selected for final 

analyses, rest were not complete. This study used the scale 

of 21 items. 3 statements are about compensation and 18 

statements are about employee job engagement. It is 

developed with the help of previous articles published in the 

same area of research. Validity of the scale is checked with 

the help of factor loading. Factor loading of all 21 items 

included in the instrument was more than 0.50. Reliability of 

data is being checked with the help Cronbach alpha. SPSS 

3. DATA ANALYSIS 

Data Collection 
Table No1: Validity of scale and reliability of data 

Item Statement 
Factor 

Loading 

Cronbach 

Alpha 

COMP1 1.000 

0.664 

COMP2 0.75 

COMP3 3.36 

Employee Job E1 1.000 

Employee Job E 2 1.094 

Employee Job E 3 1.141 

Employee Job E 4 1.054 

Employee Job E 5 0.94 

Employee Job E 6 1.000 

Employee Job E 7 1.000 

Employee Job E 8 1.35 

Employee Job E 9 1.444 

Employee Job E 10 1.35 

Employee Job E 11 1.42 

Employee Job E 12 1.40 

Employee Job E 13 1.000 

Employee Job E 14 .96 

Employee Job E 15 .95 

Employee Job E 16 .88 

Employee Job E 17 .90 

Employee Job E 18 .97 

17 is making use for performing the test.  Data is reliable if 

the value of crown batch alpha is more than 0.50. Cronbach 

alpha of all the instruments is 0.664 which indicates that data 

is more reliable and is used for further analysis.  

Correlation Analysis 

Table 2 describes correlation between compensation and 

employee job engagement. The correlation coefficient 

between these variables is 0.499. This vale is positive. This 

indicates that these variables are positively correlated. There 

is strong correlation between compensation and employee 

job engagement. 

Regression Analysis 

Tables No 3 describes the regression analyses about current 

study. The relationship and effect of independent variables 

on dependent variable are shown with the help of regression 

analysis. The value of R Square describes the extent of 

impact that independent variable have on dependent 

variables. This value is accepted when it is > 25%.  P-value 

illustrates the actual level of relationship. In the regression 
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Table No2 

 

 COMPENSATIO

N 

Employee Job 

Eng 
COMPENSATION - .499** 

  

  
Employee Job Eng - - 

  

  
** Correlation is significant at the 0.01 level, 

* Correlation is significant at the 0.05 level 

analysis if the value of P is less than 0.05, 0.01 or 0.10, then 

the hypothesis is accepted. These are three levels for the 

acceptance of the hypothesis. The value of F describes the 

extent of relationship between dependent and independent 

variables. Greater the value of F, greater will be the 

association among variables. The value of β describes the 

level of impact of independent variable on dependent 

variables.  
Table No3: Dependent Variable: Employee job engagement  

  B ‘t ‘p 

(Constant) 1.962 11.704 0.000 

Compensati

on 

0.466 10.129 0.000 

R Square 0.249   

F 102.604  0.000 

Durbin-

Watson 
1.748   

    

      ***Significant at the 0.01 level.  

      **Significant at the 0.05 level.  

      * Significant at the 0.10 level. 

Table No.3 shows the relationship of compensation and 

employee job engagement. This gives the value of β = 0.466 

and value of p=0.00 i.e. < 0.01 for relationship of 

compensation and employee job engagement. This 

demonstrates that employee compensation has significant 

impact on employee job engagement. It implies that 

employee compensation may cause 46.6 % variation in 

employee job engagement. 

 

4. CONCLUSION 
Results of this study have confirmed that employee 

compensation is important predictor of employee job 

engagement. This finding of this study is according to the 

study of researchers [7;15]. This indicates that compensation 

can cause 46.6 % change in employee job engagement. 

Banking sector of Pakistan for must formulate the steady 

policies about employee compensation for maintaining the 

current level of this variable. More researches will be done 

on other sectors like Government institutions, Engineering 

Sector, service sector and Hotel Industry etc. for 

generalizing the results. Other independent variables like 

organizational politics, organizational environment, work 

life conflicts may be includes in future researches.      

 

5. BIBLIOGRAPHY 

1. Holt, Davis H., Management: Concept and Practices, 

New Jersey: Prentice Hall, Englewood Cliffs, 1993. 

2. Ivancevich, John M. William F. Glueck. Foundations 

of Personnel/Human, Management, 21,397-409, 1989. 

3. Rizwan Q.D, Ali U., Impact of reward and recognition 

on job satisfaction and motivation. An empirical study 

from Pakistan. International journal of business and 

management. Available online at 

www.ccsenet.org/ijbm retrieved on 20th October, 2010. 

4. Holt, Davis H., Management: Concept and Practices, 

New Jersey: Prentice Hall, Englewood Cliffs, 1993. 

5. Heneman, Hebert G., Donald P. Schwab, John A. 

Fossum, Lee D. Dyer. 1987. 

6. Mitchell, Terence R. Brooks C. Holtom, Thomas W. 

Lee., How to Keep Your Werther, 1993. 

7. Saks M. A., Antecedents and consequences of 

employee engagement, Journal of Managerial 

Psychology, 21, 600-619, 2006. 

8. Robinson D., Perryman S.,  Hayday S., The Drivers of 

Employee Engagement,. Institute for Employment 

Studies, Brighton, 2004 . 

9. Heneman R. L., Ledford Jr G. E.,  Gresham, M. T., The 

changing nature of work and its effects on 

compensation design and delivery In R. L. Rynes, & B. 

Gerhart (Eds.), Compensation in organizations, San 

Francisco, CA: Jossey-Bass Publication, 2000 . 

10. Kahn A. W., Psychological conditions of personal 

engagement and disengagement at work, . Academy of 

Management Journal, 33 , 692-724, 1990. 

11. Changa C. C., Chiub C.M.,  Chena C. A., The effect of 

TQM practices on employee satisfaction and loyalty in 

Government, Total Quality Management, 21(12) , 

1299–1314, 2010. 

12. Blackburn R.,  Rosen B., Total quality and human 

resources management: lessons learned from Baldrige 

award-winning companies, Academy of Management 

Executive, 7 (3) , 49–66, 1993. 

13. Bennett J., O'Brien M., The building blocks of the 

learning organization, Training, 31(6) , 41-49, 1994. 

14. Lippit, V.D., Capitalism.  London: Routledge, 2005.  

15. Maslach C., Schaufelli W.B.,  Leiter M.P., Job burnout, 

Annual Review of Psychology, 52 , 397-422, 2001. 

16. Heneman R. L., Ledford Jr G. E.,  Gresham M. T., The 

changing nature of work and its effects on 

compensation design and delivery In R. L. Rynes, & B. 

Gerhart (Eds.), Compensation in organizations, San 

Francisco, CA: Jossey-Bass Publication, 2000 . 

17. Gerhart B.,  Rynes S. L., Compensation: Theory, 

evidence, and strategic implications Thousand Oaks, 

CA., Sage Publications, 2003 . 

18. Groshen E.L.,  Krueger A.B., The strcuture of 

supervision and pay in hospitals, Industrial and Labor 

Relations Review, 43 , 134-146, 1990. 



2414 ISSN 1013-5316; CODEN; SINTE 8 Sci.Int.(Lahore),26(5),2411-2414,2014 

Nov.-Dec. 

 

19. Goffman E., Encounters: Two studies in the sociology 

of interaction, Indianapolis, IN:Bobbs-Merrill, 1961. 

 

20. Biddle J.B., Thomas J.E. , Basic concepts for the 

variables of role phenomena, In B.J. Biddle, & E. J.  

 

Thomas (Eds.), Role theory: Concepts and research 51-

63. New York, NY: John Wiley & Sons , 1966. 

21. Robinson D., Perryman S.,  Hayday S., The Drivers of 

Employee Engagement,. Institute for Employment 

Studies, Brighton, 2004. .

 


