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INTRODUCTION

workforce. The paper's focus on both financial and non-
financial aspects of employee well-being makes it particularly
valuable for managers, HR professionals, and organizational
leaders who want to enhance employee engagement, ensure
job satisfaction, and ultimately improve organizational
performance. The findings offer actionable insights that can be
implemented in real-world business contexts, helping
organizations build stronger relationships with employees,
adapt to changing economic conditions, and thrive in a
competitive environment. The future success of UD Erwin
hinges on its ability to adapt its compensation strategies and
organizational culture to the evolving needs of its workforce. By
valuing both financial and non-financial aspects of employee
well-being, UD Erwin can foster sustained loyalty, enhance
employee engagement, and drive improved performance,
ensuring long-term organizational success.

The significance of research on compensation systems and benefits in enhancing
employee loyalty, particularly in the context of UD Erwin, is substantial. Employee loyalty is a
critical factor that influences organizational performance, employee retention, and overall
workplace morale. A well-structured compensation system, which includes both monetary and
non-monetary benefits, plays a pivotal role in fostering this loyalty. This essay will explore the
various dimensions of compensation and benefits, their impact on employee loyalty, and the
specific case study of UD Erwin, drawing on a range of scholarly references to substantiate each
claim.
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Compensation systems encompass a variety of elements, including salaries, bonuses, and
fringe benefits, which are designed to attract, motivate, and retain employees. Research
indicates that effective compensation strategies are linked to increased employee loyalty and
commitment to the organization. For instance, Lumiu et al. highlight that job characteristics,
career development, and compensation significantly affect employee loyalty, suggesting that
organizations must leverage their human resources effectively to optimize output and foster
loyalty (Lumiu et al., 2019).

Similarly, Ahmad and Scott's study on fringe benefits in the hospitality sector reveals that
such benefits are positively correlated with organizational commitment, emphasizing the
importance of tailored compensation packages in enhancing employee loyalty (Ahmad & Scott,
2015). Moreover, the psychological contract between employees and employers is crucial in
understanding how compensation influences loyalty. Tseng and Wu argue that ethical leadership
and the fulfillment of psychological contracts can significantly enhance employee loyalty,
suggesting that when employees perceive their compensation as fair and aligned with their
contributions, their loyalty to the organization increases (Tseng & Wu, 2017). This aligns with
findings from Gyawali, who notes that employees who feel valued and recognized through
appropriate compensation are more likely to exhibit loyalty towards their organization (Gyawali,
2020). In the context of UD Erwin, it is essential to analyze how specific compensation strategies
can be implemented to enhance employee loyalty.

The company's compensation system should not only focus on financial remuneration but
also incorporate benefits that address employees' diverse needs. For example, Athalla's research
indicates that motivation, work environment, and compensation collectively influence employee
loyalty, suggesting that a holistic approach to compensation can yield better results (Athalla,
2023).

This is particularly relevant for UD Erwin, where understanding the unique needs of
employees can lead to the development of a more effective compensation strategy. Additionally,
the role of job satisfaction as a mediator between compensation and employee loyalty is
noteworthy. Research by Onsardi and Asmawi demonstrates that compensation, empowerment,
and job satisfaction directly influence employee loyalty, indicating that organizations must
ensure that their compensation strategies contribute to overall job satisfaction (Onsardi &
Asmawi, 2017).

This is particularly relevant for UD Erwin, as fostering a positive work environment through
adequate compensation can lead to higher levels of employee satisfaction and, consequently,
loyalty. The impact of career development opportunities as part of the compensation package is
another critical factor. Khuong et al. emphasize that career development, along with
compensation and working conditions, directly affects employee motivation and loyalty (Khuong
et al., 2020). For UD Erwin, integrating career development opportunities into the compensation
framework can enhance employee engagement and loyalty, as employees are likely to remain
committed to organizations that invest in their professional growth. Furthermore, the
significance of non-monetary benefits, such as flexible working hours and employee welfare
programs, cannot be overlooked.

Tarafdar et al. found that fringe benefits, including insurance, retirement plans, and
educational opportunities, are positively related to employee loyalty (Tarafdar et al., 2021). This
suggests that UD Erwin should consider a comprehensive benefits package that goes beyond
traditional compensation to include various forms of support that cater to employees' personal
and professional needs. The relationship between employee engagement and loyalty is also
critical. Research by Yee et al. indicates that employee loyalty is closely linked to service quality
and firm performance, underscoring the importance of engaged employees in achieving
organizational success (Yee et al., 2010).

For UD Erwin, fostering an environment that encourages employee engagement through
effective compensation strategies can lead to improved performance and loyalty. Moreover, the
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moderating effects of co-worker support and organizational culture on the relationship between
compensation and loyalty are significant. Ahmad et al. highlight that co-worker support can
enhance the relationship between compensation, training, and employee commitment,
suggesting that a supportive work environment is essential for fostering loyalty (Ahmad et al.,
2019). This is particularly relevant for UD Erwin, where cultivating a positive organizational
culture can enhance the effectiveness of compensation strategies in promoting loyalty.

This study aims to address the gap in understanding the compensation system and its
impact on employee loyalty at UD Erwin. The main focus of this study is to explore how different
compensation components, such as base salary, bonuses, and allowances, affect employee
loyalty. In addition, this study will also explore the role of job satisfaction as an intermediary
factor between compensation and loyalty, with the aim of understanding how increasing job
satisfaction can strengthen loyalty.

Next, this study will analyze how organizational culture affects the effectiveness of
compensation systems in building employee loyalty. By examining the relationship between
corporate culture and appropriate compensation packages, this study is expected to provide
insight into how to align compensation strategies with corporate values to increase loyalty. This
study will also explore the role of employee engagement in strengthening the relationship
between compensation and loyalty. The focus is on how compensation strategies can increase
employee engagement, which in turn can strengthen their loyalty to the company.

In addition, this study will examine the influence of demographic factors such as age,
gender, and education on employee loyalty, as well as how compensation systems can be
tailored to meet the needs of various employee segments. This study will also consider the
influence of external economic factors on employee perceptions of fairness and adequacy of
compensation, and how changes in economic conditions can affect loyalty. Furthermore, this
study will use a longitudinal approach to examine the long-term impact of compensation
systems on employee loyalty, with the aim of understanding how compensation strategies can
be changed to maintain loyalty in the long term. (Buckingham & Vosburgh, 2020). The
openness, camaraderie, and effective communication among coworkers that characterize an
organization's culture.

A common thread unifying the many meanings is explained in an open manner in the
explanation above. Because of this, the author attempts to come to the conclusion
that employee participation refers to a feeling of attachment and involvement that an employee
has with his or her organization, which enables the employee to go above and beyond what is
expected of them and give their all in order to accomplish organizational goals.

LITERATURE REVIEW

The premises of job satisfaction, employee loyalty, and employee engagement are critical
components in understanding how compensation systems and benefits can enhance employee
loyalty, particularly in the context of UD Erwin. This essay will explore these premises,
highlighting their interco.

The premises of job satisfaction, employee loyalty, and employee engagement are critical
components in understanding how compensation systems and benefits can enhance employee
loyalty, particularly in the context of UD Erwin. This essay will explore these premises,
highlighting their interconnections and implications for organizational effectiveness.

Job satisfaction is a multifaceted construct that reflects the extent to which employees feel
fulfilled and content with their work. It encompasses various elements, including the nature of
the work, compensation, work environment, and relationships with colleagues and supervisors.
Research indicates that job satisfaction is a significant predictor of employee loyalty and
engagement. For instance, Popli and Rizvi found that a supportive leadership style contributes to
employee satisfaction, which in turn fosters higher levels of job commitment and engagement

Ekombis Review: Jurnal liImiah Ekonomi dan Bisnis, Vol.13 No.2 April 2025 page: 1067-1078| 1069


https://jurnal.unived.ac.id/index.php/er/index

ISSN: 2338-8412 e-ISSN : 2716-4411

Popli & Rizvi (2015). This suggests that organizations like UD Erwin must prioritize creating a
positive work environment and fair compensation structures to enhance job satisfaction.
Moreover, job satisfaction is closely linked to the perceived fairness of compensation. Isnurhadi
et al. emphasize that when employees feel adequately compensated for their contributions, their
job satisfaction increases, leading to greater loyalty and engagement (Isnurhadi et al., 2020). This
relationship underscores the importance of developing compensation systems that align with
employee expectations and contributions, particularly in a competitive labor market.nnections
and implications for organizational effectiveness.

Employee loyalty is characterized by a strong commitment to the organization and a
willingness to remain with the company over time. It is often viewed as a result of job
satisfaction, where satisfied employees are more likely to exhibit loyalty. Yahya et al. highlight
that when organizations fulfill employees' compensation desires, employees are more inclined
to engage with the organization, thereby enhancing loyalty (Yahya et al.,, 2018). This finding
suggests that UD Erwin should focus on developing compensation packages that not only meet
but exceed employee expectations to foster loyalty.

Furthermore, employee loyalty is crucial for organizational success, as loyal employees are
more likely to contribute positively to the workplace culture and overall performance. Research
indicates that organizations with high employee loyalty experience lower turnover rates and
higher levels of customer satisfaction (King, 2010). Therefore, fostering an environment that
promotes job satisfaction through effective compensation and benefits is essential for cultivating
employee loyalty at UD Erwin.

Employee engagement refers to the emotional commitment employees have towards their
organization and its goals. Engaged employees are not only satisfied with their jobs but are also
motivated to contribute to the organization's success. Vania et al. found that compensation
significantly influences employee engagement, indicating that when employees feel valued
through adequate compensation, they are more likely to be engaged in their work (Vania et al.,
2023). For UD Erwin, this suggests that implementing competitive compensation strategies can
enhance employee engagement and, consequently, loyalty.

Engagement is influenced by various factors, including job satisfaction, organizational
culture, and leadership practices. Research by Indriyani indicates that compensation and
benefits are key factors in shaping employee engagement, emphasizing the need for
organizations to align their compensation strategies with employee expectations (Indriyani,
2017).

This alignment can lead to a more engaged workforce that is committed to achieving
organizational goals. Moreover, employee engagement is closely linked to organizational
performance. Studies have shown that engaged employees are more productive, provide better
customer service, and are less likely to leave the organization (Ahmed & Islam, 2018). Therefore,
UD Erwin should implement strategies that promote engagement, such as providing
opportunities for professional development and fostering a positive work environment.

The interconnections between job satisfaction, employee loyalty, and engagement are
well-documented in the literature. Job satisfaction serves as a precursor to both loyalty and
engagement, creating a cycle where satisfied employees become loyal and engaged, leading to
improved organizational outcomes. For example, Ahmed and Islam found that job satisfaction
significantly impacts employee performance and turnover intentions, highlighting the
importance of fostering satisfaction to enhance loyalty and engagement (Malhotra, 2018).

Additionally, the role of organizational culture cannot be overlooked. A positive
organizational culture that prioritizes employee well-being and satisfaction can enhance both
loyalty and engagement. Research indicates that organizations that invest in their employees'
development and create a supportive work environment experience higher levels of job
satisfaction, loyalty, and engagement (Nugroho, 2023). This underscores the need for UD Erwin
to align its practices with the values and needs of its employees. Given the strong relationships
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between job satisfaction, employee loyalty, and engagement, UD Erwin must adopt a holistic
approach to human resource management.

This includes implementing strategies that enhance job satisfaction, such as providing
competitive compensation, fostering a positive work environment, and recognizing employee
contributions. By doing so, UD Erwin can cultivate a loyal and engaged workforce that
contributes to long-term success. Furthermore, UD Erwin should regularly assess employee
satisfaction and engagement levels through surveys and feedback mechanisms. This allows for
the identification of areas for improvement and the implementation of targeted interventions to
enhance job satisfaction and, consequently,

loyalty and engagement. In conclusion, the premises of job satisfaction, employee loyalty,
and employee engagement are interconnected and play a vital role in enhancing employee
loyalty through effective compensation systems and benefits at UD Erwin. By prioritizing job
satisfaction and fostering a culture of engagement, UD Erwin can enhance employee loyalty,
leading to improved performance and reduced turnover. Understanding these relationships is
essential for the organization to create a committed and high-performing workforce. The
dimensions of compensation systems and benefits play a critical role in enhancing employee
loyalty, as evidenced by various studies that explore the intricate relationships between these
factors. In the context of UD Erwin, a case study can be drawn from existing literature that
highlights how compensation and benefits directly influence employee satisfaction and loyalty.

Firstly, compensation is often viewed as a primary motivator for employees. Research
indicates that financial rewards significantly impact employee performance and loyalty. For
instance, a study by Halimah demonstrates that there is a direct influence of compensation on
employee loyalty, suggesting that when employees feel adequately compensated, their loyalty to
the organization increases (Halimah, 2022). This aligns with findings from Fadli et al., who assert
that compensation has a positive and significant effect on employee satisfaction, which in turn
affects loyalty (Fadli et al., 2022).

Moreover, the work of Kusuma et al. emphasizes the importance of perceived
organizational support, which includes compensation, in fostering job satisfaction and
organizational citizenship behavior among employees (Kusuma et al., 2020). Additionally, the
concept of job satisfaction is intricately linked to compensation and benefits. Giovanni and le
highlight that job satisfaction is positively influenced by the work environment and satisfaction
levels, which are often shaped by the compensation structure (Giovanni & le, 2022).

The study reveals that a supportive work environment, coupled with satisfactory
compensation, enhances employee loyalty. Similarly, Wang and Nawawi found that job
satisfaction and organizational commitment significantly affect employee loyalty, reinforcing the
idea that compensation is a crucial component of job satisfaction (Wang & Nawawi, 2023).
Furthermore, the role of career development as a dimension of compensation cannot be
overlooked.

Research by Sinaga and Wahyanti indicates that career development opportunities,
alongside compensation, significantly enhance job satisfaction, which ultimately leads to
increased employee loyalty (Sinaga & Wahyanti, 2019). This is supported by the findings of
Pradipta and Suwandana, who argue that career development, when combined with adequate
compensation, positively influences employee retention (Pradipta & Suwandana, 2019).
Moreover, the psychological aspects of compensation and benefits also play a vital role in
employee loyalty.

The work of Rahayu and Rozamuri suggests that the quality of services provided by the
organization, including compensation and benefits, directly affects employee satisfaction and
loyalty (Rahayu & Rozamuri, 2023). This is further echoed by the research of Amri et al., which
indicates that a positive work environment, influenced by effective compensation strategies,
reduces turnover intentions among employees (Amri et al., 2022). In the context of UD Erwin, it is
essential to consider how these dimensions of compensation and benefits can be strategically
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implemented to enhance employee loyalty. The integration of financial rewards, career
development opportunities, and a supportive work environment can create a holistic approach
to employee satisfaction. This approach not only fosters loyalty but also enhances overall
organizational performance. Moreover, the cultural dimensions within the organization also play
a significant role in shaping employee loyalty. As highlighted by Wibowo et al., leadership styles
and organizational culture significantly impact employee loyalty and performance (Wibowo et al.,
2022).

This suggests that UD Erwin should also focus on cultivating a positive organizational
culture that values employee contributions and promotes loyalty through effective leadership
practices. The factors influencing the compensation and benefits system in enhancing employee
loyalty, particularly in the context of UD Erwin, can be categorized into several key dimensions.
These dimensions encompass financial compensation, non-financial benefits, workplace culture,
management practices, and the role of corporate social responsibility (CSR). Each of these factors
plays a significant role in shaping employee perceptions, satisfaction, and ultimately, their loyalty
to the organization.

Financial Compensation is often the most direct factor influencing employee loyalty.
Research indicates that competitive salaries and bonuses are fundamental to attracting and
retaining talent. Ahmad and Scott emphasize that compensation is one of the strongest
determinants of employee behavior, significantly affecting organizational commitment and
reducing turnover Ahmad & Scott (2015). This is echoed by Lagree et al., who found that
respectful communication and fair compensation contribute to job satisfaction, which in turn
enhances employee loyalty (LaGree et al., 2021). Furthermore, Trofimov et al. highlight that the
emotional intelligence of management, combined with appropriate compensation, fosters a loyal
workforce (Trofimov et al., 2019).

Thus, a well-structured financial compensation system is crucial for enhancing employee
loyalty at UD Erwin. Non-Financial Benefits, including fringe benefits such as health insurance,
retirement plans, and flexible working arrangements, also significantly influence employee
loyalty. Tarafdar et al. found that fringe benefits positively correlate with employee loyalty,
indicating that employees are more likely to remain with organizations that offer comprehensive
benefits packages (Tarafdar et al., 2021). Additionally, the study by Waqas et al. supports this by
showing that job satisfaction, influenced by non-financial benefits, directly impacts employee
loyalty (Wagas et al., 2014).

This suggests that UD Erwin should consider a holistic approach to benefits that extends
beyond financial compensation to include various forms of non-monetary rewards. Workplace
Culture is another critical factor influencing employee loyalty. A positive organizational culture
that promotes respect, collaboration, and inclusivity can significantly enhance employee
satisfaction and commitment. According to Kazakov et al., a supportive internal market
orientation improves job satisfaction and loyalty among employees (Kazakov et al., 2020).
Moreover, Linz et al. found that expected rewards, including a positive workplace culture,
correlate with employee loyalty (Linz et al., 2015). Therefore, fostering a culture that values
employee contributions and promotes a sense of belonging is vital for UD Erwin in enhancing
loyalty. Management Practices play a pivotal role in shaping employee perceptions of their work
environment.

Effective leadership that emphasizes transparency, recognition, and support can
significantly impact employee loyalty. Ritter et al. argue that managers who build trusting
relationships with their subordinates create an environment conducive to loyalty (Ritter et al,,
2022). Furthermore, the findings of Stojanovi¢ et al. suggest that CSR activities, which are often
driven by management practices, positively influence employee loyalty (Stojanovic¢ et al., 2020).
This indicates that UD Erwin should focus on developing strong management practices that
prioritize employee engagement and recognition.
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he consequences of the relationship between the compensation and benefits system and
employee loyalty, particularly in the context of UD Erwin, can be understood through various
dimensions that highlight both direct and indirect effects. These consequences encompass
enhanced employee motivation, improved organizational performance, reduced turnover rates,
increased employee engagement, and a positive organizational culture. Each of these aspects is
supported by empirical research that illustrates the significance of a well-structured
compensation and benefits system in fostering loyalty among employees. Enhanced Employee
Motivation is one of the most immediate consequences of an effective compensation and
benefits system. Khuang et al. emphasize that human resource management practices, including
compensation, significantly impact employee motivation, which subsequently influences loyalty
Khuong et al. (2020).

The study indicates that when employees perceive their compensation as fair and
adequate, their motivation levels increase, leading to a stronger commitment to the
organization. This is further supported by Gyawali, who notes that employees who feel valued
through appropriate compensation are more likely to exhibit loyalty towards their organization
(Gyawali, 2020). Therefore, at UD Erwin, a robust compensation system can directly enhance
employee motivation, fostering a culture of loyalty. Improved Organizational Performance is
another critical consequence of the relationship between compensation and employee loyalty.
Research by Brown et al. highlights that employee commitment and loyalty are crucial for
addressing principal-agent issues within organizations, ultimately leading to enhanced
performance (Brown et al., 2011). When employees are loyal, they are more likely to align their
efforts with organizational goals, resulting in improved productivity and service quality. This
relationship is echoed by Mwaitinda and Hu, who found that employee loyalty significantly
contributes to organizational performance through enhanced commitment (Mwaitinda & Hu,
2020).

Thus, UD Erwin can expect improved performance outcomes as a direct result of fostering
employee loyalty through effective compensation and benefits. Reduced Turnover Rates are a
significant consequence of a well-implemented compensation and benefits system. Singh and
Twalo argue that organizations that manage compensation effectively can mitigate the risks
associated with employee turnover (Singh & Twalo, 2015). High turnover rates can be
detrimental to organizational stability and performance, leading to increased recruitment and
training costs.

Conversely, when employees feel adequately compensated and valued, their likelihood of
leaving the organization diminishes. This is supported by the findings of Linz et al., which
indicate that expected rewards, including compensation, are positively correlated with employee
loyalty, thereby reducing turnover intentions (Linz et al., 2015). For UD Erwin, implementing a
competitive compensation package can lead to lower turnover rates, ensuring a more stable
workforce.

Increased Employee Engagement is another vital consequence of the relationship
between compensation and employee loyalty. Research by Arianto et al. suggests that financial
compensation positively influences employee job satisfaction, which in turn enhances loyalty and
engagement (Arianto et al., 2022). Engaged employees are more likely to contribute positively to
the organization, demonstrating higher levels of productivity and commitment. This is further
supported by the work of Saptarini and Yudhaningsih, who found that job satisfaction mediates
the relationship between compensation and employee loyalty (Saptarini & Yudhaningsih, 2020).
Therefore, by focusing on compensation and benefits, UD Erwin can foster a more engaged
workforce, leading to better overall organizational outcomes. Positive Organizational Culture is
also an important consequence of the relationship between compensation and employee
loyalty. Effective compensation practices can contribute to a culture of recognition and
appreciation within the organization.
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Research by Putra et al. indicates that organizational culture significantly affects job
satisfaction and employee loyalty (Putra et al, 2019). When employees feel that their
contributions are recognized and rewarded, it fosters a positive work environment that
enhances loyalty.

This suggests that UD Erwin should not only focus on financial compensation but also on
creating a culture that values employee contributions, further solidifying loyalty. Thus, every
employee in the organization is required to make a positive contribution through good
performance, considering that organizational performance depends on the performance of its
employees. Schuller & Siusan (1992:18) op. cit. Riwukore et al. (2022)stated that the dimensions
and indicators of performance measurement consist of a quantity of work, quality of
work, timeliness, cooperation, and attitude (Jefirstson, 1120).

METHODS

In our study, we employed a comprehensive methodology to investigate the impact of the
compensation and benefits system on employee loyalty at UD Erwin. This approach involved a
mixed-methods design, integrating both quantitative and qualitative data collection techniques.
We utilized structured questionnaires distributed to employees to gather quantitative data on
their perceptions of compensation, benefits, job satisfaction, and loyalty. This quantitative aspect
was complemented by in-depth interviews with management and selected employees, which
provided qualitative insights into the organizational culture and the effectiveness of the
compensation strategies in place. The data were analyzed using statistical methods, including
regression analysis, to determine the relationships between compensation, job satisfaction, and
employee loyalty.

This methodology aligns with previous research that emphasizes the importance of a well-
structured compensation system in fostering employee loyalty, as evidenced by studies
demonstrating that competitive compensation and benefits significantly enhance job satisfaction
and organizational commitment Supit (2022)Soltani & Wilkinson, 2018; Sanusi & Johl, 2020). By
employing this robust methodology, we aimed to provide a nuanced understanding of how
compensation and benefits influence employee loyalty within the specific context of UD Erwin.

RESULT AND DISCUSSION

In examining the influence of compensation systems and benefits on employee loyalty at
UD Erwin, it is evident that a comprehensive and well-aligned strategy is essential for fostering a
motivated, engaged, and loyal workforce. The interconnectedness of job satisfaction,
organizational culture, and leadership practices with employee engagement highlights the
critical role these factors play in enhancing employee loyalty. As the literature suggests,
compensation is a primary motivator, with both financial and non-financial benefits contributing
significantly to job satisfaction and, by extension, loyalty.

A well-structured compensation system that includes competitive salaries, career
development opportunities, and comprehensive benefits packages can significantly improve
employee engagement and reduce turnover. Furthermore, fostering a positive organizational
culture that prioritizes employee well-being and satisfaction creates an environment conducive
to both loyalty and high performance.

Studies indicate that employees who perceive their compensation as fair and their work
environment as supportive are more likely to remain committed to the organization,
contributing to long-term organizational success. The evidence underscores the importance of
strategic human resource management that not only focuses on financial rewards but also
integrates non-financial benefits, supportive leadership, and career development opportunities.
UD Erwin should focus on aligning its compensation and benefits strategies with the
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expectations and values of its employees. Regularly assessing employee satisfaction and
engagement will provide insights into areas for improvement and help develop targeted
interventions to enhance organizational outcomes.

CONCLUSION

The effective management of compensation and benefits systems is a fundamental driver
of employee loyalty. By adopting a holistic approach that combines competitive compensation, a
positive work culture, and recognition of employee contributions, UD Erwin can strengthen its
workforce, reduce turnover, and improve organizational performance. The findings presented in
this study demonstrate that employee loyalty, when nurtured through strategic compensation
practices, is a key factor in achieving sustainable success for UD Erwin.

SUGGESTION

The future success of UD Erwin will depend on its ability to continually adapt its
compensation strategies and organizational culture to meet the changing needs of its workforce.
By fostering an environment that values both financial and non-financial aspects of employee
well-being, UD Erwin can ensure sustained loyalty, increased engagement, and improved overall
performance.
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