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[bookmark: _Toc276925639]Abstract 

Compensation is a tool used by management for a variety of purposes to further the existence of the company. Compensation may be adjusted according the business needs, goals, and available resources. 
Compensation may be used to: 
· Recruit and retain qualified employees. 
· Increase or maintain morale/satisfaction. 
· Reward and encourage peak performance. 
· Achieve internal and external equity. 
· Reduce turnover and encourage company loyalty. 
A compensation system in an organization includes monetary and non-monetary benefits. A number of studies investigating compensation as a tool in retaining and motivating qualified employees have been carried out. This study investigates the effect of compensation component i.e. commission on employees’ retention and its consideration by employees as a pivotal component of overall compensation policy in IT industry. Additionally, study also identifies those factors of compensation system which are most important in retaining employees.  
     

Survey and experimental study were carried out to detail the effect and consideration of commission based compensation by the IT industry employees for future employment decisions. Survey was based on last three years data of participatory organization regarding turnover and compensation policies. Of the further interest, Survey supported the assumption that  
· Employees consider Commission as an important component of compensation package for their retention.


In addition to survey, study reports the results of experimental studies design to investigate the effect of commission based compensation on employees’ retention in IT industry. The findings of the test indicates that employees working in IT sector can be retained with monetary part of the compensation especially Commission. 

Study also details five most important factors in retaining employees are basic salary, Commission, year-end bonus, pay increment and health insurance. Base salary is the most important factor when employees make an employment decision followed by commission, year-end bonus, increment and health insurance.
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[bookmark: _Toc276925641]Chapter 1

[bookmark: _Toc276925642]Introduction

Compensation has a vital role in business organizations. Compensation refers to all forms of pay and rewards received by employees for the performance in their jobs including all forms of cash, benefits, services perks and commissions. It is important to recognize and communicate your "total" compensation as "all" the pay you are providing your employees. This should be done so that the value of what you are offering in compensation is clear and that it in turn attracts and retains the people you need. Compensation is given in financial rewards that are either direct in the form of wages, bonuses and commissions, or indirect benefits such as Income protection programs and workers compensation.

An ideal compensation system will have positive impact on the efficiency and results produced by employees. It will encourage the employees to perform better and achieve the standard fixed. A good compensation system provides platform for happy and satisfied workforce. Every member of the organization is affected by the compensation program, so it is very critical and time consuming task for the human resources department. Compensation is a primary HR tool to affect employee’s motivation and performance. If organization can retain skilled and talented employees, it can be a source of advantage for them. With sound compensation plan, organizations can attract and retain talented employees. 

Sound compensation plan minimizes the labour turnover and organization enjoys the stability. Moreover the organization is able to retain the best talent by providing them adequate compensation thereby stopping them from switching over to another job. Therefore a fair and sound compensation system is hallmark of organizations success and prosperity. 

[bookmark: _Toc276925643]Role of HR and Employees Importance
In today’s competitive business environment, organization’s most valuable assets are their employees and that is why their motivation and retention is critical to the success of any company (Burke and Hsieh, 2005). According to Abassi and Hollman (2000, p. 323), employees play a major part in accomplishment of organization’s success. According to Chartered Institute of Personnel and Development (CIPD) 2007, 70 per cent of organizations consider that the main responsibility of human resource department is to recruit and retain key employees. HR managers are also considered to be employee-retention specialist, who prevent loss of intellectual capital and improve workforce performance and motivation Herman (2005, p. 112). 
Every member of the organization is affected by the compensation program, so it is very critical and time consuming task for the human resources department. Sigler (1999, p. 4) argued that if organization can retain skilled and talented employees, it can be a source of advantage for them. He further suggested that by offering sound compensation plan, organizations can attract and retain talented employees. However, there are several challenges to motivate and retain talented employees. 

[bookmark: _Toc276925644]Problem statement
This research will investigate the effect of commission based compensation on employee’s turnover in the IT industry of Pakistan

[bookmark: _Toc271114485][bookmark: _Toc276925645]Objectives of the study
To understand and analyze problems related to employee retention and figures out why employees leave organizations on regular basis. Analyze the effect of commission based monetary compensation on employee’s retention.
Research may also effectively contribute to the literature by providing some critical facts regarding the importance of commission based compensation in IT industry.



[bookmark: _Toc276925646]Research Methodology

[bookmark: _Toc276925647]Type of study

This study is mainly a Trend analyses and correlation study; both qualitative and quantitative data was used. Dichotomous questions, company profile and information through personal links were used for trend analyse. Also results were attained by hypothesis testing, using regression analysis, and correlation coefficient and central tendency method for correlation study.


[bookmark: _Toc276925648]Instruments and measures 

[bookmark: _Toc276925649]Developing the Research Hypothesis
Retention of knowledge workers is a major problem for most IT companies in South-East Asia (Horwitz et al. 2003, p.34). The findings of the study conducted by Chiu et al.,2002, p.410-411) on Hong Kong and Chinese employees suggested that monetary compensation are the most significant component of compensation plan in retaining employees. This leads to the formation of our Alternative hypothesis of this study. We wanted to analyse whether or not the employees of knowledge intensive firms being a gold-collar worker give importance to which component of compensation. For this reason hypothesis Ha will be testify against different components of compensation offered to employees of the IT companies to get their compensation perception. H0 will be accepted if Ha is rejected.
[bookmark: _Toc271326837]
[bookmark: _Toc271114490][bookmark: _Toc276925650]Hypothesis
[bookmark: _Toc271114491][bookmark: _Toc276925651]Alternative hypothesis
Ha: Employees will consider Commission as an important component of compensation package for their retention. 
[bookmark: _Toc271114492]Null hypothesis
Ho:  Employees will not consider Commission as an important component of compensation package for their retention.

[bookmark: _Toc276925652]Population/Sample
All three participating organizations are registered with PSEB. The sample size was 285, employees of all three participating organizations at the time of survey. Simple random sampling seemed appropriate to cater the need of the study. 

The data was collected mainly in two forms i.e. primary data through questionnaires, internal sources and secondary from the company profiles and observation, so as to get a better understanding of organizations policies regarding compensation system. Questionnaire (attached in Annexure 1) was used as a medium to collect information in accurate and effective manner. So, to avoid ambiguity mainly close ended questions were used on a five point Likert scale to gather the information necessary for the study. Additionally, secondary data was collected from the company profiles and other useful sources (e.g., personal links) to determine the major components of compensation plan offered to employees at the time of survey. The secondary data helped in making effective questionnaire, as to only gather information which is necessary for this trend analyses study.
 

[bookmark: _Toc276925653]Questionnaire
A structured questionnaire was designed for data gathering based on research objectives. First section intended to determine IT industry trend (Dichotomous questions, company profile and information through personal links were also used for trend analyse) regarding retention and compensation. Second section determines effect of Commission based compensation on employees’ retention. Employees were asked to respond to the statements on a five point Likert scale by answering the statements on a scale of 1 to 5, where 1 = completely disagree and 5 = completely agree. Likert scale analyse how strongly the respondents agree or disagree with statements on a 5-point scale (Sekaran, 2002, Ed 4). 
In third section total of 8 compensation components in IT industry were grouped together and respondents were asked to rate how important each item is to them on a scale of 1 to 5, where 1 = not at all important and 5 = very important. Final section of the questionnaire gathers the demographics of the respondents which include age group, gender, service tenure, education level and their designation in the organisation. 

Only the employees of the three major IT companies participated in the survey, so findings may not be generalized to the entire IT sector of Pakistan. 

[bookmark: _Toc276925654]Modelling Techniques
The SPSS version 12.0.1 software package was used to perform the statistical analysis for this study. Linear regression analysis was conducted to examine the relationship between commission base compensation and retention. In addition, the association between variables is also computed through Pearson correlation coefficient. Finally measurement of central tendency was conducted to find perception and consideration of employees’ about different compensation components. 


[bookmark: _Toc276925655]Scope of the Study
Firstly, this study will help the IT companies involved in the study to understand and design their compensation system according to employees needs. It may also help them to understand the problems related to employee retention and figures out why employees leave organizations on regular basis. Furthermore, companies can identify factors which are contributing towards this situation and the solutions as to what steps the management needs to take to overcome these problems. If the company is able to successfully utilize retention plan, the entire organisation can benefit from such efforts with better skills and behaviour. As a result employees can feel more confident about their qualification and suitability of jobs. The findings of this study will be available to all three participating organizations for their guidance, which may help them to design their future policies related to compensation. We will provide copies of the statistical findings along with the necessary documentation to all three participating organizations. Thus, the findings could have important managerial implications in designing future compensation plan for the workers. 

Finally, this research may also effectively contribute to the literature by providing some critical facts regarding. Additionally, this study demonstrates the fact that employees in IT sector are not satisfied with their compensation plan and have a cash mentality. So, all the findings and implications add to the value of this research. 


[bookmark: _Toc276925656]Limitations of the Study
There are several limitations to this study. Budget was one of the major limitations. it was difficult to conduct the research usually done by a full time researcher. Furthermore, we were unable to interview senior management due to tough time schedule as they were burdened by work, which limits the findings and verification of data collected. Additionally, respondents might answer the questions based on what they think rather than their actual feelings.
Moreover, organizations are reluctant to openly discuss the compensation packages and related policies. Also, organization’s limits the freedom to share the information with an outsider. However, this does not invalidate the scale used to measure compensation and retention. So, these must be the most important directions for the future research in the light of the findings of this study. 






















[bookmark: _Toc276925657]Chapter 2

[bookmark: _Toc276925658]Literature Review
Compensation system plays a key role in any business organization to drive it in the desired direction (Appelbaum and Fewster, 2003, p.60). Different types of compensation plan have been used for employees’ motivation and retention for achieving organizational goals (Chiu et al., 2002; Appelbaum and Mackenzie, 1996, p.32). According to Horwitz et al., (2003, p.28), compensation is the most preferred retention strategy in knowledge intensive firms (KIFs) of South-East Asia. Their research demonstrates that competitive pay package and incentives bonuses are the most effective retention strategies. However, their findings also showed that competitive pay is less effective for the retention of knowledge workers of IT industry as compared to other KIFs. 
Compensation is the most important employment condition that enables employees to fulfill their physiological needs and plays a significant role in retaining them (McConnell, 2003, p.56). When employees have had their lower-level needs met, their performance level increases and are motivated by higher ones (ibid). However, compensation required for satisfying physiological needs, may vary according to the region and employer. For example, a successful insurance agency representative quit the job after realizing that it is difficult to survive in California with his current salary and agency was unable to retain him (Chen and Kleiner, 2004, p.80). Compensation also helps employees to meet higher level needs, like extra income gives protection against job loss and allows socialization (ibid). Taylor (2000, p.251) claims that inclusion of pensions in a compensation plan can effectively reduce employee turnover. However, he further argues that most employers are not particularly impressed by pension as an effective mean of retention. 
Tzafrir(2006,p.121), argued that incentive compensation and grievance procedures are few of the best practices and if adopted are profitable for organizations. His research showed the importance of incentive compensation on employees’ motivation. However, others think employment security, employee ownership and innovative work as best practices (ibid). The result of Pappas and Flaherty (2006) study on 214 business salespeople in USA indicates that relationship between compensation and motivation are also affected by career stage and risk preferences. Their study suggests that for some salespersons, commission based pay increase their motivation and for others fixed salary. 
Rotation of employees around the labour market is known as turnover (Abassi and Hollman, 2000, p.339). Nowadays, in a competitive business environment there is a high demand of skilled workforce, which means high turnover (Kreisman, 2002, p.20). Loss of a skilful employee may affect organization’s future success (Ozbilgin, 2005, p.143). Turnover can be involuntary and voluntary, where prior refers to dismissals and later occurs when employee resign (Stovel and Bontis, 2002, p.320). Turnover of knowledge workers is more than the rest of the workforce (Horwitz et al., 2003). Abassi and Hollman (2000, p.338) stated five reasons for employee turnover in an organization including lack of competitive compensation systems. Labour turnover usually cost an organization half of employee’s annual salary to replace a worker (Stovel and Bontis, 2002, p.320).  Due to high costs and challenging labour market, firms have struggled to retain employees (Carter and Lynch, 2003, p.108). Unexpected employee turnover can put organization into disadvantage, and it is difficult for a company to recover (Kreisman, 2002, p.23). Furthermore, when an employee leaves a company, the productivity drops as well because new employee needs learning and has to understand the job and organization (ibid). According to Recruitment, Retention and Turnover Survey Report of CIPD (2007), labour turnover rate for the UK is 18.1 per cent. Shaw et al., (1998) showed that pay and benefits reduces turnover rates in an organization. Ongori (2007, p.53) argues that if company offers healthy compensation package, this encourages employees to stay with the company. The effect of compensation on employee retention mainly depends on employee intrinsic needs, but importance of pay cannot be disregarded. The findings of Huang et al., (2006, p.502) showed that employee will stay longer in the company when pay is higher as compare to external or internal rates. There are several other factors like poor hiring practice, managerial style and poor workplace environment which cause turnover (Ongori, 2007, p.56). 

Human Resources are the most important resource of an organization and are vital for its effective operation (Ozbilgin, 2005). The need to attract, motivate and retain knowledge workers is critical to any organization’s prosperity today (Horwitz et al., 2003, p. 31). In this section of the review of the literature, different types of monetary compensation and their effect on employees’ retention are discussed. 

Compensation is the most important employment condition that enables employees to fulfill their physiological needs and plays a significant role in retaining them (McConnell, 2003). When employees have had their lower-level needs met, their performance level increases and are motivated by higher ones (ibid). However, compensation required for satisfying physiological needs, may vary according to the region and employer. For example, a successful insurance agency representative quit the job after realizing that it is difficult to survive in California with his current salary and agency was unable to retain him (Chen and Kleiner, 2004, p.90). Compensation also helps employees to meet higher level needs, like extra income gives protection against job loss and allows socialization (ibid). Taylor (2000, p.250) claims that inclusion of pensions in a compensation plan can effectively reduce employee turnover. However, he further argues that most employers are not particularly impressed by pension as an effective mean of retention. 
Tzafrir (2006, p.110), argued that incentive compensation and grievance procedures are few of the best practices and if adopted are profitable for organizations . His research showed the importance of incentive compensation on employees’ motivation. However, others think employment security, employee ownership and innovative work as best practices (ibid). The result of Pappas and Flaherty (2006, p.31) study on 214 business salespeople in USA indicates that relationship between compensation and motivation are also affected by career stage and risk preferences. Their study suggests that for some salespersons, commission based pay increase their motivation and for others fixed salary. 

[bookmark: _Toc276925659]Retention & Turnover Cost 
Rotation of employees around the labour market is known as turnover (Abassi and Hollman, 2000, p.340). Nowadays, in a competitive business environment there is a high demand of skilled workforce, which means high turnover (Kreisman, 2002, p.7). Loss of a skilful employee may affect organization’s  future success (Ozbilgin, 2005). Turnover can be involuntary and voluntary, where prior refers to dismissals and later occurs when employee resign (Stovel and Bontis, 2002, p.304). Turnover of knowledge workers is more than the rest of the workforce (Horwitz et al., 2003, p.30). Abassi and Hollman (2000, p.342) stated five reasons for employee turnover in an organization including lack of competitive compensation systems. Labour turnover usually cost an organization half of employee’s annual salary to replace a worker (Stovel and Bontis, 2002, p.305).  Due to high costs and challenging labour market, firms have struggled to retain employees (Carter and Lynch, 2003, p.100). Unexpected employee turnover can put organization into disadvantage, and it is difficult for a company to recover (Kreisman, 2002, p.25). Furthermore, when an employee leaves a company, the productivity drops as well because new employee needs learning and has to understand the job and organization. According to Recruitment, Retention and Turnover Survey Report of CIPD (2007), labour turnover rate for the UK is 18.1 per cent. Shaw et al., (1998) showed that pay and benefits reduces turnover rates in an organisation. Ongori (2007, p.53) argues that if company offers healthy compensation package, this encourages employees to stay with the company. The effect of compensation on employee retention mainly depends on employee intrinsic needs, but importance of pay cannot be disregarded. The findings of Huang et al., (2006, p.495) showed that employee will stay longer in the company when pay is higher as compare to external or internal rates. Ongori (2007, p.53) stated that there are several other factors like poor hiring practice, managerial style and poor workplace environment which cause turnover 

[bookmark: _Toc276925660]Direct Compensation
Direct compensation is monetary rewards that a firms offered to their employee for their services and contribution to maximize the overall profitability of organization. The monetary benefits comprise of basic salary, house rent allowance, transportation, allowance, medical repayment, special allowances, commission, bonus, Pf/Gratuity, leave travel etc. some of these rewards are give on regular basis for example house rent allowance, medical, transportation allowance etc and some are given on the basis of performance like commission, bonus, leave travel etc.

[bookmark: _Toc276925661]Salary 
Salary is the heart of any compensation package and plays a major role in acquiring, and retaining employees. According to Mathis and Jackson (2003), many managers believe that money is very important for retention of employees and workers usually change employer due to better compensation package offered elsewhere. However, Kreisman (2002, p.23) research showed that money is not the major reason described by the employees when leaving an organisation. In an organizational setup, work related tasks and employees reward system are all affected by employees attitude towards money (Burke and Hsieh, 2006). The study result of Tang et al. (2006, p.480) revealed that African-Americans may be highly motivated by money unlike Caucasian because of lower income. Williams and Dreher (1992, p.580) argues that skilled workforce can be attracted and retained by firms with high salary level. Moreover, due to the quality of workforce, organisation can reduce its training and labour cost with increase in productivity and performance (ibid). According to the survey conducted by Robert Half Technology, best and the most effective tool to retain IT employees is money at 27 per cent (cited in Salary Survey, 2008). Moreover, several other ways to improve employee retention rates includes telecommuting, paid holidays and company stock options at 7, 6 and 2 per cent respectively (ibid). Rynes et al., (2004, p.383) study demonstrates that due to social norms, individuals when asked about retention factor, put money below other factors such as challenging work and recognition. 
The study conducted by Khatri et al., (2001, p.60) found that level of income influenced turnover intention positively in Singapore retail industry. However, income level has little effect on turnover intention in the food and beverages and marine and shipping industries (ibid). This study only indicates the turnover intention and not the actual turnover in Singapore. So it can be argued that wage level do have a significant effect on employees retention. 
Chiu (2002, p.417) stated that money according to many researchers is a motivating factor for retention, whereas others argue that it is a hygiene factor .After reviewing economic, geographic and culture-related factors, Chiu et al., (2002, p.418) reveals that base salary, commission and year-end bonus were the most important factors to motivate and retain employees in Hong Kong and Peoples Republic of China. However, their study further indicated that annual leave is more important for Hong Kong nationals as compare to Chinese people, because people in Hong Kong have more money than Chinese people. This clearly indicates that people’s needs and preferences are different according to their financial conditions. 
Over a 30-year period, Jurgensen (1978, p.270) questioned 50, 000 job applicants that which job attributes are important to them including pay. Almost all of them put pay as non-important factor, as it is fifth for males and seventh for the females on the list. But when asked to rank the importance of pay for others, they regard pay as primary factor. Hence, Jurgensen (1978, p.271) argued that applicants believed that pay is the most important attribute to everyone except themselves. This clearly indicates the significance of pay and its effect on retention. According to Chiu (2002, p.418) it can be argued that there are many other factors like size, demographic and type of industry, which also affect the salary levels. 

[bookmark: _Toc276925662]Commission
According to AMIYA K. BASU, RAJIV LAL, V. SRINIVASAN AND RICHARD STAELIN (1985. P.269)  commission is a monetary reward that is based on unit/dollar sale it is also awarded for the performance and effort of the individuals that she/he made to increase the over all profitability of the organization. Commission based compensation is commonly used to reward salespersons. Rajiv, Donald and Richard (1994, p.119) argued that sales person’s reward for his performance help him to perform better next time, it also help him to stay motivated for what he was doing.  Commission is the best way to compensate a sales person when there is lot of effort involve for making sale.



[bookmark: _Toc276925663]Theoretical framework
Independent Variable	             Dependent Variable                                            
 (
Retention
Employee with company for 1 year and more then that
) (
Compensation System
Monetary Compensation 
Direct compensation
Commission
)	




[bookmark: _Toc271326833]

[bookmark: _Toc276925664]Operationalization of Variables

[bookmark: _Toc271326834][bookmark: _Toc276925665]Commission based compensation
Word compensation has different meaning to different individuals (Cheryl Zobal, 2000, p.239). For the purpose of this research paper Compensation is described as commission. Commission and compensation will be used interchangeably in this paper. Commission is cash reward that is provided by the employer for the services rendered, commission is separate  and it is not added in to base pay and . Commission is given to employees for the achievement of targets set by the employer. Most of the time commission rate is directly proportion to the performance of employee. It can be higher for those employees who archive their goals beyond the set target.
[bookmark: _Toc271326835][bookmark: _Toc276925666]Retention
The term "retention" typically refers to the amount of time a worker stays on a job. Sometimes it refers to the amount of time someone stays in the labor market, even if he or she has moved from one job to another. 

In this study “retention” would refer to the one year time a worker stays on a job in our participating organization. One year time year is because of nature of this industry, which has high turnover rate compare to other industries.






















[bookmark: _Toc276925667]Chapter 3
[bookmark: _Toc276925668]Industry overview
[bookmark: _Toc276925669]IT Industry & Its Demand 
Employees along with machines and products are critical to organization’s core competence. Due to the ever changing and challenging nature of IT industry, retention of knowledge workers is an important and difficult task (Horwitz et al. 2003, p.35). IT professionals are knowledge workers and in high demand all over the world, so organizations are at more risk for turnover of IT workers (Kaplan and Lerouge, 2007, p327). According to Mosley and Hurley (1999, p. 130), IT vacancies are growing at the rate of 100 per cent in Australia. Similarly, IT professionals are in high demand in Canada and US as well and vacancies estimated are well over 50,000 and 200,000 respectively (ibid). Retention of a skilled workforce is a challenging task for an organization and due to their growing demand in information technology industry; they can name their price due to lot of available options (Mosley and Hurley, 1999, p. 131). In general if a worker leaves an organisation, it cost them three times the salary of the individual, and it becomes more for an IT professional (ibid). A survey found that IT positions are most difficult to retain (cited in Mosley and Hurley, 1999, p.132). It can be argued that one significant motivator for in-demand IT professional is money and employee can make a move to another employer when offered a handsome pay elsewhere. But this might not be the case in some developed countries. However, this argument can be challenged as employee’s decision to leave or stay involves several other factors and individual’s financial condition plays an important role. 
Mosley and Hurley (1999, p.132) argued that skill poaching is another tactic applied by many employers to obtain trained skilled workers by offering them better compensation package and more attractive working environment. So if employee is being offered a better compensation elsewhere, organization can make an equal or better counter-offer to retain the best employee. According to Mosley and Hurley (1999, p. 128), employees usually do not want to leave the environment and they would stay if company modifies their compensation. Additionally organization nowadays negotiates incentives and benefits package to keep their best IT professionals (ibid). Retention of knowledge workers is a major problem for most IT companies in South-East Asia (Horwitz et al. 2003, p .26).

[bookmark: _Toc276925670]IT Industry in Pakistan
IT Industry in Pakistan had a humble start with periods of high growth in the early 1990s. According to Economic Survey of Pakistan (2002-03), Pakistan’s software export increased from $18.2 million to $20.1 million during the years 1999-2002. Since then, there has been an upsurge in this sector and IT exports growth has been more than 50 per cent for the last few years (PSEB). Although the number of software houses and IT consultancy firms in Pakistan is growing, the industry is not perceived to be mature enough when compared to the regional giants like China and India (ibid).
IT companies are different from other organizations in the sense that its output is not tangible. So, it is hard to estimate the effort required in terms of budget and time. Therefore, employees of IT companies are more vulnerable to bad management practices than others. Employee turnover can have a significant affect on other employees, which can also influence organizational performance. This research mainly focuses on effects of monetary compensation i.e. commission based on employees’ retention and determines those factors which are important for employee retention. 












































[bookmark: _Toc276925671]Chapter 4
[bookmark: _Toc276925672]Organizational overview
[bookmark: _Toc276925673]Participatory Organizations Profiles
There are about 1215 IT companies registered with Pakistan Software Export Board and currently, the Pakistani IT industry is worth 2.8 billion US dollars, which was virtually non-existent ten years ago (PSEB). Due to constraints of time and logistics, we limited our research to three companies. All three participating companies are amongst the top major IT companies of Pakistan and employs more skilled workforce than any other in this sector. One of the participating organizations is purely product based and other two are project based. Product based organizations have a predetermined cash flow and are more stable compared to their counterparts. On the other hand, project based organizations are very dynamic as they have to make adjustments in their expertise with the arrival of every new project. So, inclusion of both product and project based organizations in the study gives broader perspective as to increase generalizability.  Moreover, both product and project based organizations have to deal with employee retention issues quite often due to the nature of the business in order to gain competitive edge.  Additionally, we concentrated our efforts to get an insight of how Pakistan’s IT industry copes with the compensation and retention issues. All these issues are discussed in the light of compensation plan offered to the employees of participating organizations of the IT sector. Participating organizations are referred with their respective codes to hide their identities. 



ET Technologies is a US based software company providing solutions for high-value document production and management. ET serves over 10,000 customers in 87 countries with offices in Ventura, California, London, Prague, Kuala Lumpur and Islamabad. Since its establishment in 1985, it has pioneered advanced document production technologies and provides an integrated line of software solutions for wide variety of industries including graphic arts, print service bureaus and financial services.  ET’s principal distribution partners are Xerox Corporation and IBM. ET employs more than 100 employees and is ranked as one of the top software companies in Pakistan.

VT is a product based software house whose main emphasis is on Business Process Management (BPM) software. It offers robust system-centric capabilities along with the ability to deliver the most capable people-centric BPM solution out of the box. VT was founded in 1994 and become a world wide organization having offices in 16 countries. It has got more than 60 employees in Pakistan. VT products are available worldwide in 20 languages, and is supported by professional services team and a 24/7 support centre. All its major departments of BPM products exist in Pakistan from admin to development and it also becomes Microsoft gold partner. 

LT is a global provider of Geo-Technology and Information Technology services. Founded in 1994, LT has expertise in developing and implementing advanced solutions for storage, processing, simulation and integration of sub-surface data. It has over 600 highly skilled professionals delivering services worldwide to improve their operational efficiency in more than 20 countries. In Pakistan, team of approximately 400 professionals performs its operations. IBM, Microsoft and Oracle are its major technology partners to provide efficient solutions to its clients. 

[bookmark: _Toc276925674]Participatory Organizations Trend Analysis

Number of employees

	Number of employees

	VT
	ET
	LT

	60
	100
	400










Year of Services

	Less then 1 year
	More then 1 year

	33%
	67%























[bookmark: _Toc276925675]Turn Over Rate

	Turn Over Rate 

	LMKR
	
Elixir Technologies
	Valentia Technologies (F3)


	10%-15%
	9%-12%
	6%-8%
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[bookmark: _Toc276925676]Turn Over Reasons 
	Compensation
	Further Education
	Better opportunity
	Lay offs
	Other Reasons

	33%
	11%
	32%
	10%
	14%






















Fairness of compensation system

	
	
	

	Employee thinks compensation system is Fair
	Employee thinks compensation system is  not Fair
	Don't Know

	45.00%
	30.90%
	24.10%
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	Employees know how their salary is decided
	Employees doesn't know how their salary is decided

	49.40%
	50.60%
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Do you value your commission based compensation?

	YES
	NO

	65.7
	34.3






























Will you switch over to other organization, if provided better opportunities?

	Yes
	No
	No Answer

	61%
	20%
	19%
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IT companies are different from other organizations in the sense that its output is not tangible. So, it is hard to estimate the effort required in terms of budget and time. Therefore, employees of IT companies are more vulnerable to bad management practices than others. Employee turnover can have a significant affect on other employees, which can also influence organizational performance. This research mainly focuses on effects of monetary compensation i.e. commission based on employees’ retention and determines those factors which are important for employee retention. 

Compensation system plays a key role in any business organization to drive it in the desired direction (Appelbaum and Fewster, 2003, p.60). Different types of compensation plan have been used for employees’ motivation and retention for achieving organizational goals (Chiu et al., 2002; Appelbaum and Mackenzie, 1996, p.61). According to Horwitz et al., (2003, p.25), compensation is the most preferred retention strategy in knowledge intensive firms (KIFs) of South-East Asia. Their research demonstrates that competitive pay package and incentives bonuses are the most effective retention strategies. However, their findings also showed that competitive pay is less effective for the retention of knowledge workers of IT industry as compared to other KIFs. 
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In order to identify and test issues regarding compensation and retention in IT industry, hypothesis testing was conducted apart from previously conducted trend analysis. By conducting hypothesis testing we were able to verify issues we have mentioned really exist and we have made recommendations accordingly. 
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Alternative hypothesis
H1: Employees will consider Commission as an important component of compensation package for their retention. 
Null hypothesis
Ho:  Employees will not consider Commission as an important component of compensation package for their retention.


Questionnaires were conducted for data collection and completed by 178 employees of the participating IT companies out of 285, resulting in a response rate of 62.45 per cent. Table 1 display the descriptive statistics for the variables to give an overview of a sample data collected by the second and third section of questionnaire. It compares the means of the variables together with the total number of responses and standard deviations. 


TABLE 1 - DESCRIPTIVE STATISTICS OF INDEPENDENT & DEPENDENT VARIABLES


	 
	N
	Minimum
	Maximum
	Mean
	Std. Deviation

	
	
	
	
	
	

	Commission
	178
	2
	5
	3.28
	.888

	Retention 
	178
	1
	5
	3.20
	1.152

	Valid N (list wise)
	178
	 
	 
	 
	 



Table 1 display the descriptive statistics for the independent and dependent variables to give an overview of a sample data collected by the questionnaire (section 2). It compares the means of the variable together with the total number of response and standard deviations. 
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Firstly, hypothesized relationship between the perception of the compensation and retention was determined by linear regression analysis. We used the average of the statements as independent and dependent variables to do regression analysis which measures the degree to which two variables are related to one another. The similar technique was also used by (Herpen et al, 2005, p.326) while conducting a research on Dutch publishing company. Tables 2 present the results of the regression analysis concerning the effect of Commission based compensation on overall retention process of the company. 

TABLE 2 – REGRESSION RESULTS OF EFFECT OF COMPENSATION ON MOTIVATION


Table 2.1 Model Summary
	Model
	R
	R Square
	Adjusted R Square
	Std. Error of the Estimate

	1
	.475(a)
	.225
	.221
	.567


a. Predictors: (Constant), Commission 

	
	Table 2.2 ANOVA (b)

	Model
	 
	Sum of Squares
	Df
	Mean Square
	F
	Sig.

	1
	Regression
	16.476
	1
	16.476
	51.208
	.000(a)

	 
	Residual
	56.626
	176
	.322
	 
	 

	 
	Total
	73.101
	177
	 
	 
	 


a. Predictors: (Constant), Commission 
b. Dependent Variable: Retention


Table 2.3 Coefficients (a)

	Model
	 
	Unstandardized Coefficients
	Standardized Coefficients
	t
	Sig.

	 
	 
	B
	Std. Error
	Beta
	 
	 

	1
	(Constant)
	1.963
	.243
	 
	8.080
	.000

	 
	Commission
	.541
	.076
	.475
	7.156
	.000


a. Dependent Variable: Retention

The results found a significant F statistic (F (178) = 51.20) with a reasonably high coefficient of determination (R² = .22). Value of R = .47 represent the strength of the relationship between two variables, which in this case is Commission and Retention. The value of standardized coefficient (β = .475) represents the direction of relationship, which in this case is positive. Moreover, the value of t = 7.156 also indicates that the relationship is positively significant. In addition, p value is also calculated by using values of F and two degrees of freedom, which is less than 0.0001 (p < 0.0001) and considered to be extremely statistically significant. So, the findings of regression analysis result have shown that there is a significant positive effect of Commission base compensation on employees’ Retention in IT sector. Employees consider commission important for retention. Our findings from this test verify our alternative hypothesis.  

Furthermore, relations between the independent and dependent variables are also being examined through Pearson correlation coefficient (r). Correlation represents the degree to which variables are associated with each other. Table 3 displays the results of correlations of independent and dependent variables. Commission based as a monetary part of the compensation has the significant effect on level of employees retention and the correlation is significantly modest (r =. 475, p < 0.01). 

TABLE 3 – BIVARIATE CORRELATIONS RESULTS OF COMMISSION AND RETENTION
	
	 
	Commission
	Retention

	Commission
	Pearson Correlation
	1
	. 475**

	 
	Sig. (2-tailed)
	 
	.000

	 
	N
	178
	178

	Retention
	Pearson Correlation
	. 475**
	1

	 
	Sig. (2-tailed)
	.000
	 

	 
	N
	178
	178



**. Correlation is significant at the 0.01 level (2-tailed).


TABLE 4
AVERAGE RESULTS OF COMPONENTS OF COMPENSATION

	     COMPENSATION COMPONENT
	N
	MISSING
	MEAN
	MEDIAN
	MODE

	1. Basic salary
	178
	0
	4.65
	5.00
	5

	2. Commission
	178
	0
	4.47
	5.00
	5

	3. Year-end bonus
	178
	0
	4.10
	5.00
	5

	4. Stock options/Share ownership scheme
	178
	0
	2.19
	2.00
	2

	5. Low interest loan (including personal and car)
	178
	0
	3.9
	4.00
	4

	6. Provident fund
	178
	0
	3.46
	4.00
	4

	7. Leave benefits (including sick and personal)
	178
	0
	3.11
	3.00
	3

	8. Health and related benefits (health insurance)
	178
	0
	4.02
	4.00
	4



Lastly, hypothesis of the study was being tested by Measure of Central Tendency (MCT). Table 4 demonstrates that, the Mean values for basic salary, Commission and year-end bonus are 4.65, 4.47 and 4.10 respectively. This clearly indicates that employees give great importance to monetary compensation and consider it significantly important part of their compensation package for retention. Therefore we accept alternative hypothesis and reject Null hypothesis.
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Possible alternatives to research, method as well measurement tools used in this study are more dependent on time and access to have exact organizational as well as personal information, which is somehow limited considering the fact, no organization allows anyone to have easy access to their information. But still we think few alternatives can be considered e.g. as an  alternative two stage Likert scale can be used instead of one-stage (traditional) Likert scale for survey. This split-question technique, which Albaum, G. (1997, p39) called as ‘unfolding’ technique, has been used in different surveys as an alternative. Two stage Likert scale asks the agreement with the statement (agree/disagree), and the second question asks the strength of feeling to the statement (strongly, or not so) (figure 1). Albaum conducted a study to compare the original scale and the two-stage scale (interval), and found out that the two-stage scale showed more extreme values than did the original scale.
[image: figure1.JPG]
Organizations are reluctant to openly discuss the compensation packages and related policies due to the secretive nature. Also, organization’s charter limits the freedom to share the information with an outsider. Pursuing this further, therefore, related data can be an alternate option to analyze market trend as well for statistical analyses.  
Moreover, Semi structured interviews are helpful in obtaining the rich data from the respondents. However, it was feasible to distribute questionnaires rather than conducting interviews for this study due to the time constrain and busy work schedule of the employees. 
Furthermore, comparative analysis among participatory companies regarding commission based compensation and retention can also be used as an alternative option. Such study would have given comparative analysis of compensation and retention policies practiced in participatory companies.   
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The discussion first focuses on employee’s level of motivation in the light of above mentioned findings and literature. Firstly, this study investigated the effect of monetary compensation on employees’ retention. Results of the hypothesis test revealed that there is a positive significant effect of compensation on employees’ overall retention. The findings of the test indicates that employees working in IT sector can be retained with monetary part of the compensation especially Commission. The financial condition of the employees in Pakistan is inferior to that of Western countries, which may suggest that Pakistani employees are more likely to be motivated and retained with the monetary part of the compensation. Employees compare their salary and benefits with others as argued by Adam’s Equity Theory and study results showed that 61.8 per cent employees agreed that their salary is better as compare to other organizations. 

Alternative hypothesis determines the most important factors of compensation system for retaining employees. The results revealed that IT industry employees consider commission base monetary compensation along with the non-monetary compensation (health related benefits) for their retention. The five most important factors in retaining employees are basic salary, Commission, year-end bonus, pay increment and health insurance. (Cited by Gerhart and Milkovich 1992), base salary is the most important factor when employees make an employment decision.

This was evident in the findings as employees consider base salary as the most important factor of their compensation package. Moreover, Commission and year-end bonus are both in the form of cash payments, where prior is used to reward good performance and later is related to organizational performance. Money is considered as symbol of achievement and success, and an individual can fulfil his or her family’s psychological needs (cited in Chiu et al., 2002, p.29). Thus, Pakistani employees are not interested in indirect benefits and consider cash payments as the most important factor for retaining employees. 

Hence, monetary compensation like base salary, Commission, year-end bonus and pay increment along with health related benefits are the most important factors in retaining employees. Besides that, most of the employees were not aware of any retention efforts in their company. 

Study suggested that Commission based monetary compensation has a significant effect on employees’ Retention. In addition, employees consider cash payments (basic salary, Commission, year-end bonus) along with health insurance as the most important factors for retaining employees. The reason why monetary compensation plays a vital role in workers’ retention might be due to the financial condition of employees. The financial condition of individuals and related factors might have also played a major role in making cash mentality of the employees.

It is very difficult to make a perfect compensation plan as needs vary for different employees. Some employees’ needs are satisfied by paying higher wages and lower benefits; on the other hand some benefits such as health-care insurance, annual leave, telecommuting and foreign trips are quite important to some employees. Human needs are different across cultures and countries. Some researchers suggested that human need structures are culture-free, others argued that it is culturally bound (Chiu et al., 2002, p.425). So organizations  need to identify the most important components of compensation to motivate employees and satisfy their needs to retain them. So, in the light of above discussion and results it can be argued that IT workforce, like any other workforce needs sound Commission based compensation package which enables organization to effectively achieve its goals. 

The research on compensation and its effect on HR practices of retention are extremely beneficial for both, the organizations and their employees. The policies of human resource (retention) process will affect the working of the organization along with many other practices. It is, therefore necessary to ascertain that the right compensation plans are developed for the employees, so that employee contributes their part in the productivity of the organization. Hence, there is a greater need to motivate employees of IT companies by providing them sound Commission rate in order to retain them.
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QUESTIONNAIRE


This Questionnaire is aimed to investigate the effect of commission based compensation on employee's retention. All responses will be kept confidential and reported in the aggregate only.


1. For how long you have been working in this organization.
1. Less than 1 year            2. More than 1 year

2.  Will you switch over to other organization, if provided better opportunities?
        □ Yes 				□ No	        □ No answer

3.  Are you aware of any retention strategies in your company?
    □ Yes 				□ No	

4.   Do you know of specific retention problems in your organisation?
     □ Yes 				□ No	

5.   Do you value your commission based compensation.
     □ Yes 				□ No	

6.  Any suggestions for the betterment of compensation that will be valuable for both you and organization.

---------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------


 
	
	Completely
disagree
	disagree
	Neither disagree or agree
	agree
	Completely agree

	1. My salary is determined in a manner which is clear to me.
	1
	2
	3
	4
	5

	2. By working harder I can affect my total compensation.

	1
	2
	3
	4
	5

	3. Pay at my level is less as compared to other organizations.
	1
	2
	3
	4
	5

	4. My commission based compensation has increased significantly over years.
	1
	2
	3
	4
	5

	5. My salary for this job is good as compare to other organisations.
	1
	2
	3
	4
	5

	6. My salary matches my experience and qualifications.
	1
	2
	3
	4
	5

	7. I feel recognized by total compensation I receive for my work
	1
	2
	3
	4
	5

	

8. I feel that company gives great importance retention system.
	
1
	
2
	
3
	
4
	
5

	9. I am satisfied with salary and fringe benefits I receive.
	1
	2
	3
	4
	5

	10. 10. I find the compensation system to be effective for retention.
	1
	2
	3
	4
	5

	11. There are sufficient possibilities for promotion which encourages me to stay.
	1
	2
	3
	4
	5

	12. I never considered quitting my job due to the compensation I receive. 
	1
	2
	3
	4
	5







How important you think each of these benefits would be in keeping employees in your company. Please rate how important each item is to you on a scale of 1 to 5, where 1 = not at all important and 5 = very important

	
	Not at all
Important
	Not very Important
	Neutral
	Somewhat important
	Very Important

	1. Basic salary
	1
	2
	3
	4
	5

	2. Commission
	1
	2
	3
	4
	5

	3. Year-end bonus
	1
	2
	3
	4
	5

	4. Stock options/Share ownership scheme
	1
	2
	3
	4
	5

	5. Low interest loan (including personal and car)
	1
	2
	3
	4
	5

	6. Provident fund
	1
	2
	3
	4
	5

	7. Leave benefits (including sick and personal)
	1
	2
	3
	4
	5

	8. Health and related benefits (health insurance)
	1
	2
	3
	4
	5






Please provide us with the following personal information. 

Age group: 	             □ < 25		□ 25-35	□ 36-45	□ > 45
Gender: 	             □ Male	□ Female	
Years of Service: 	□ 0-1		□ 1-5	□ 5-10	□ Over 10
Education Level: 	□ Postgraduate 	  □ Undergraduate 
□ Diploma 	□ Others 
Position Level:             □ Senior Management   	□ Middle Management 
□ Software Engineer 
□ Others 

Thank you for completing the questionnaire!
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FREQUENCY DISTRIBUTION OF GENDER, AGE GROUP & EDUCATION

Gender
































Year of Service

	0-1
	1 to 5
	5 to 10
	Above 10

	59
	115
	4
	0
































Education level
	Post Graduate
	Under Graduate
	Diploma
	Other

	68
	88
	12
	10




















Age Group

	<25
	25-35
	36-45
	>45

	43
	102
	30
	3






VT	ET	LT	60	100	400	Less then 1 year	More then 1 year	0.33400000000000063	0.67000000000000126	Compensation	Further Education	Better opportunity	Lay offs	Other Reasons	0.33000000000000063	0.11	0.32000000000000056	0.1	0.14000000000000001	
Employee thinks compensation system is Fair	Employee thinks compensation system is  not Fair	Don't Know	0.45	0.3090000000000005	0.24100000000000021	

Value to compensation system

YES	NO	0.65700000000000125	0.34300000000000008	

Switch Over

Yes	No	No Answer	0.61000000000000065	0.2	0.19	


Males 	Females	0.91600000000000004	8.4000000000000047E-2	

0-1	1 to 5	5 to 10	Above 10	59	115	4	0	


Post Graduate	Under Graduate	Diplopma	Other	68	88	12	10	


<	25	25-35	36-45	>	45	43	102	30	3	
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