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Abstract

This paper explores the relationship between compensation and employee retention, focusing on the role of competitive
pay in reducing turnover and fostering long-term organizational stability. Drawing on empirical research and
organizational behavior theories, the paper argues that higher compensation not only reduces turnover but also minimizes
the disruptive effects of frequent staff changes. Through a regression analysis of compensation and employee turnover
across various industries, this study demonstrates that companies investing in competitive pay packages experience
reduced employee churn, thereby benefiting from improved organizational performance and long-term growth. The
results suggest that compensation is not only a financial tool but also a strategic asset that strengthens workforce
commitment and enhances long-term organizational resilience.
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1. Introduction

The modern business landscape is increasingly defined by heightened global competition and rapid technological changes.
In this environment, organizations face numerous challenges that require strategic responses to ensure long-term stability
and sustainable growth. Among the most pressing of these challenges is the management of workforce stability. Employee
turnover, a metric that measures how frequently employees leave an organization, is particularly critical. High turnover
rates can severely disrupt operations, leading to loss of institutional knowledge, decreased morale among remaining staff,
and increased hiring and training costs. Conversely, lower turnover rates are often indicative of operational stability,
employee satisfaction, and improved overall performance (Bureau of Labor Statistics [BLS], 2023).

The financial implications of employee turnover are substantial and cannot be overlooked. According to the Society for
Human Resource Management (SHRM), replacing an employee can cost an organization anywhere from 90% to 200%
of the departing employee’s annual salary, a figure that varies depending on the specific role and industry (SHRM, 2023).
In 2023, the U.S. Bureau of Labor Statistics (BLS) reported an average turnover rate of 57.3% across all industries, with
certain sectors, such as hospitality, experiencing alarmingly high rates of up to 75% (BLS, 2023). These figures underscore
the urgent need for businesses to actively implement strategies aimed at reducing turnover, particularly in industries that
are notoriously prone to high attrition rates.

One of the most influential factors in employee retention is compensation. A report by PayScale in 2022 found that a
staggering 63% of employees cited inadequate compensation as their primary reason for leaving their jobs (PayScale,
2022). Companies that offer competitive pay packages—comprising not only base salaries but also bonuses, benefits, and
other forms of financial incentives—tend to experience significantly lower turnover rates. Research indicates that a mere
10% increase in salary can lead to a reduction in turnover by as much as 20%, especially in sectors with high employee
turnover (BLS, 2022). This highlights the critical role that competitive compensation plays in retaining talent.

2. Literature Review

In consideration of the major issues associated with Compensation that drive employees to depart from their positions, a
survey of literature is provided to analyze and discuss major themes that have been addressed by scholarly research. A
key part of sustaining employee retention and loyalty is Compensation. As Yaqub et al. (2021) comment, "Compensation
is a set of pay, salaries, rewards and allowances received by employees from employers... If a company gives value to its
workers and rewards them in a fair manner, then workers feel themselves... as more committed to the organization" (p.
19). The term is further defined in a more explicit way by Indranta and Safaria (2023), Compensation is something that
employees receive as a result of their contribution to the company. Compensation has several indicators including: 1.
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Salary, 2. Bonus, 3. Incentive, 4. Allowance, 5. Health Insurance, 6. Safety” (p. 1929).

It is often perceived in the marketplace that Compensation is connected to the idea of Loyalty. As Wulandari et al (2020)
comment, “Loyalty is employee loyalty to the extent to which employees are loyal to the organization, have a feeling of
commitment, inclusion, care, responsibility, and devotion to it” (p. 259). Compensation is also not just focused on raw
salary. As Liu and Liu (2022) comment, “A compensation package is when an incentive is used as a strategic tool to
compensate an employee for their performance and retain them by achieving employee satisfaction and improving their
health for achieving the best job performance” (p. 3).

This literature review focuses on a variety of research themes that manifested themselves prominently as we looked more
closely at this issue of Compensation and Loyalty.

Employee Turnover and Its Impacts

The basis of turnover and its consequences are explained as follows: "Turnover occurs when an employee leaves an
organization. It is costly and challenges organizational stability" (Wilson et al., 2025, p. 29). Research has focused on the
issue of both "involuntary turnover," when an employee is terminated, and "voluntary turnover," when an employee makes
an independent decision to resign (Wilson et al., 2025). It has further been noted that turnover is a serious issue for
employers due to the time and resources applied in addressing the issue across organizations (Singh & Loncar, 2010). The
issue of turnover thus presents a serious challenge to all employers because the cost of an employee's departure often
exceeds that employee's annual salary (Bryant & Allen, 2013). Departures of staff and management can prove very costly
to organizations. As Sean Bill, Chief Investment Officer of Blockstream (2025) states, “Employee turnover and retraining,
integration into the company's culture etc. is very expensive and often underappreciated” (Personal Communication,
March 2025).

Leaving a position hurts employee productivity and adds costs to organizations to support the recruitment and training of
new staff. As Hur (2013) points out, "...major reasons (for departure) include a low level of job satisfaction" (p. 8). Greater
commitment, Hur explains, often results when people feel more approving of their professional environment, reducing
turnover rates. When people are not satisfied on the job, there are often higher absences, more late arrivals to work, the
taking of longer breaks, and reduced outputs (Singh & Loncar, 2010). The point is reinforced by Indranta and Safaria
(2023), “Job satisfaction has a significant impact on employee loyalty” (p. 1937).

Labor Supply and Demand

One factor in the issue of retaining employees is the basics of microeconomics, supply, and demand, in the labor market.
Grissom et al. (2016) consider the issues of turnover in the public sector in their analysis. They emphasize the significance
of supply and demand of the labor market as a key issue in employers’ ability to retain workers. Grissom et al. (2016)
further state, "Employee turnover can be understood as resulting from factors that influence either labor demand or labor
supply" (p. 241).

The economics of the labor force can also be considered when analyzing employee turnover issues. If the unemployment
rate is high, for example, employees may be less inclined to depart their positions. As Berry et al. (2012) note, "Turnover
may be less likely when there is low availability of alternative job opportunities" (p. 681). This kind of situation, with a
weak job market, can also lead to the following circumstances as Bryant and Allen (2013) comment: "Even when tough
labor markets prevent many employees from moving, there is the possibility of 'pent-up' turnover," as many people start
looking again immediately when the job market improves” (p. 171).

Issues of Compensation and Job Satisfaction

Job satisfaction plays a significant role in the retention of employees. As Sorn et al. (2023) note, "Employee retention and
satisfaction are significantly influenced by compensation" (p. 1). If staff are not satisfied with the pay available within
the work environment, they often plan to leave. As Sheridan (1992) notes, "An organization can never completely avoid
replacement expenses but can delay those costs until later seniority periods by increasing the survival rates of new
employees" (p. 1050). Thus, budgets can be favorably impacted over the long term by organizations who are working
diligently to retain employees more effectively.

Perceived weaknesses in compensation have been noted as major reasons driving higher employee turnover. As Singh
and Loncar (2010) comment, "Turnover/turnover intent decreases with improvements in pay satisfaction, and vice versa"
(p. 474). One research study plainly made the point that most employees would stay in an organization if compensation
was perceived as significantly attractive (Abelson & Baysinger, 1984). This point is further emphasized by Suhartati et
al. (2023), who state, "A good compensation system is a compensation system that is able to guarantee employee
satisfaction. The higher the compensation received by the employee, the higher satisfaction they feel" (p. 2006).

Organizations, then, ideally would provide better compensation to employees so that they have wellness, being able to
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contribute to the organization more effectively (Liu and Liu, 2022). But this can also be considered a challenge that
organizations have to constantly address. As Wulandari et al (2020) comment, “Compensation is a fundamental problem
in every organization because the management is paid by the employees. This is seen as an important segment of human
resources because of its sensitivity, this is purely an employee problem...” (p.260).

When remuneration is limited, however, there can be significant consequences not worth the other costs involved: "Low
wages... therefore may not always be a bargain. Appropriate allocation of resources may be more cost-effective and lead
to higher organizational performance than trimming human resources aspects of operating budgets" (Abelson & Baysinger,
1984, p. 334). Dissatisfaction with compensation significantly affects employee loyalty. As Suharti et al. (2022) comment,
"Compensation needs to be a concern for the management... so that employee loyalty can arise and work productivity can
increase..." and when "Compensation received by employees is not appropriate, causing a sense of dissatisfaction in
employees which in the end does not lead to employee loyalty" (p. 205). The idea of satisfaction is critical to consider.
As Sumaryathi, K. D et al (2020) comment: “Compensation has a significant and positive effect on employee loyalty. The
better the compensation given...to employees, the higher the employee loyalty to the company.” (p. 371).

Compensation Structure

The negative effects of weak compensation are also reinforced significantly by Bryant and Allen (2013): "When we ask
our clients why people quit jobs, pay is almost always the first or second reason provided. Some people do quit because
they are unhappy with their pay. Also true is that people often quit to take higher-paying jobs elsewhere" (p. 171). Thus,
organizations must consider strengthening salary structures to prevent additional costs that could disrupt financial
planning. Sorn et al. (2023) reinforce this idea: "Organizations should consider offering competitive salaries and rewards
for outstanding employees. This can help attract and retain talented individuals..." (p. 3). The idea of rewards, such as
additional paid leave, bonuses, and comprehensive health benefits is reinforced by Liu and Liu (2022) who state,
“...Monetary incentives increase the motivation of employees leading to increased job performance (p.5).

Perception of Equity & Fairness in Compensation

Employees are more likely to remain in their position if they feel that the employer has an equitable compensation system,
regardless of absolute pay levels (Singh & Loncar, 2010). Employees are less likely to leave if they feel comfortable with
the procedures in place to determine compensation, which can lead to greater organizational support (Bryant & Allen,
2013). The belief among staff that the pay structure is equitable is critical to reducing turnover, as "reductions in turnover
were shown to be a result of compensation and benefit systems that employees perceived as fair" (Bryant & Allen, 2013).
Regular surveys of staff could help discern key issues with compensation and alignment with employee needs (Sorn et
al., 2023).

Summary of Literature Review

This survey of literature has reinforced the connections between Compensation and the issue of Loyalty from employees.
Individuals who perceive adequate compensation, and who also feel that there is a culture of fairness regarding the issue,
are likely to remain with their organizations for longer periods of time, engendering loyalty. Firms that do not pay well,
do not offer significant benefits, and who do not distribute pay in more equitable approaches are likely to face staff higher
staff turnover, which proves very costly to stability, long term growth, and profitability. Thus, it is imperative for
organizations to constantly review their Compensation and to align it with market trends. Failure to stay abreast of these
issues poses great long-term risks to organizations.

3. Methodology

To quantitatively evaluate the relationship between employee compensation and turnover, this paper will employ
regression analysis to quantitatively assess this connection across a diverse sample of data from various industries. By
examining this data, we aim to uncover actionable insights that can guide organizations in developing more effective
compensation strategies tailored to their specific contexts. While it is clear that compensation alone is not a cure-all for
turnover challenges, this study seeks to emphasize its vital importance as a key component of a multifaceted approach to
talent retention. Ultimately, the goal is to enhance organizational stability and promote an environment where employees
feel valued and committed to their roles.

This paper hypothesizes that higher levels of employee compensation are directly associated with lower employee
turnover rates. The theoretical foundation for this hypothesis is relatively straightforward: employees who perceive their
compensation as fair and adequate are more likely to remain with their organization, while those who feel underpaid or
unjustly compensated are more prone to seek opportunities elsewhere. However, the relationship between compensation
and turnover is not always linear or predictable. Numerous studies suggest that while compensation is a significant driver
of retention, it is often intertwined with other crucial factors that influence an employee’s decision to stay or leave.

Consequently, this research aims not only to validate the hypothesis that higher compensation correlates with lower
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turnover but also to investigate the broader contextual factors that shape this relationship. While higher pay may serve as
a protective barrier against turnover, it is often insufficient when considered in isolation. For organizations operating
within high-turnover sectors, such as hospitality—which had an astonishing annual turnover rate of 73% in 2023,
according to the BLS—compensation strategies must be integrated with other retention initiatives. These may include
comprehensive career development programs, improvements in workplace conditions, and wellness initiatives that
prioritize employee health and job satisfaction (BLS, 2023).

Research Hypotheses
To effectively structure our investigation, we have formulated the following hypotheses:

e Null Hypothesis (Ho): There is no significant relationship between employee compensation and employee
turnover. This hypothesis suggests that variations in compensation levels do not have a substantial effect on
turnover rates. In other words, changes in compensation are not expected to influence employees' decisions to
either stay with or leave the organization.

e Null Hypothesis (Ho): B = 0, which indicates that variations in employee compensation do not significantly
influence turnover rates.

e  Alternate Hypothesis (H:): There is a significant relationship between employee compensation and employee
turnover. Specifically, this hypothesis posits that higher levels of compensation are associated with lower rates
of employee turnover. This implies that more attractive pay packages contribute positively to employee
retention, thereby supporting long-term organizational stability.

Alternate Hypothesis (Hi): B # 0, suggesting that employee compensation does have a significant impact on
turnover rates. This hypothesis implies that changes in compensation levels affect employees' likelihood of
leaving their positions.

To test these hypotheses, we employed a simple linear regression model to analyze the relationship between employee
compensation (the independent variable) and employee turnover (the dependent variable). The primary aim of this
analysis was to determine whether variations in compensation levels have a statistically significant impact on turnover
rates and if so, to what degree.

Regression Analysis

The use of Regression analysis has been widely used to ascertain the degree to which two variables are related, in this
case, the effect of employee compensation on employee turnover. According to the Harvard Business School Online,
“Regression analysis is the statistical method used to determine the structure of a relationship between two variables
(single linear regression).

Regression is used for two primary purposes:
1. To study the magnitude and structure of the relationship between variables
2. To forecast a variable based on its relationship with another variable.

Both of these insights can inform strategic business decisions.

Why Use Regression Analysis?

Regression analysis provides “a roadmap for the relationship between your independent and dependent variables. If you
input a specific X value into the equation, you can see the expected Y value.

This can be critical for predicting the outcome of potential changes, allowing you to ask, “What would happen if this
factor changed by a specific amount? " (Harvard Business School Online, n.d.).

Applying this knowledge to our example, conducting a regression analysis could allow us to find the equation representing
the relationship between employee compensation and employee turnover. We could input a higher level of employee
compensation and see how turnover might change accordingly. This information could demonstrate the link between
higher compensation and lower turnover rates. This could also be used to support efforts to enhance working conditions,
fostering greater employee satisfaction, and long-term stability.

“Whether predicting future outcomes, determining areas for improvement, or identifying relationships between seemingly
unconnected variables, understanding regression analysis can enable you to craft data-driven strategies and determine the
best course of action with all factors in mind” (Harvard Business School Online, n.d.).

Further, "Identifying and measuring relationships lets you better understand what's going on in a place, predict where
something is likely to occur, or begin to examine causes of why things occur where they do.

Simple linear regression is a method that models the variation in a dependent variable (DV), y, by estimating a best-fit
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linear equation with an independent variable (IV), x. The idea is that we have two sets of measurements on some collection
of entities. A regression model makes this visual relationship more precise, by expressing it mathematically" (Penn State,
n.d.).

Additionally, regression analysis is an accepted method for examining relationships between variables, particularly in
business research. In the study, linear regression was chosen to analyze the association between employee compensation
and turnover due to its ability to quantify the effects of compensation on retention. We noted that compensation is a
continuous variable, and turnover is measured as a rate. As such, a linear model, based on mean regression, provides a
straightforward framework for understanding this relationship. "The term regression is now used in a broader sense,
encompassing various conditional aspects of a probability distribution, such as mean, median, and variance” (Manski,
1991). This flexibility supports the use of regression analysis in examining the relationship between employee
compensation and turnover.

Further, alternative regression techniques, such as quantile regression, could provide further insights by capturing the
heterogeneous effects across different employee groups. However, given the scope of the study, and the need for a clear,
interpretable model, linear regression remains an appropriate and effective choice for analyzing the overall trend between
compensation and employee turnover. Thus, we conducted a regression analysis on the following data using Microsoft
Excel's regression tool.

Employee

Annual Mean Turnover by

Industry Wage (2023)* Industry**
1 Government (BLS: Eligibility Interviewers, Government Programs) $ 51,840 19%
2 Finance and insurance (BLS: Sales Representatives of Services) 174,000 25%
3 Financial activities (BLS: Business and Financial Operations) 90,580 29%
4 Educational services (BLS: Education and Library Science Teachers) 81,230 31%
5 Wholesaletrade (BLS: Sales Reps Wholesale) 86,920 31%
6 Education and health services (BLS: education administrators) 107,000 36%
7 Health care and social assistance (BLS: healthcare social worker) 67,430 37%
8 Real estate and rental and leasing (BLS: real estate sales agents) 69,610 39%
9 Mining and logging (BLS: Excavating Operators) 55,500 48%
10 Retailtrade (BLS: Retail Sales Workers) 34,520 61%
11 Construction (BLS: Construction Trades Workers) 59,350 62%
12 Accommodation and food services (BLS: Food Preparation Occupations) 34,490 88%
13 Leisure and hospitality (BLS: Hosts and Hostesses, Restaurant, Lounge ) 30,750 89%
14 Arts, entertainment, and recreation (BLS: Rectreation Workers) 36,270 91%

* Annual Mean Wage (Bureau of Labor Statistics, 2023).

** Employee turnover statistics (Zippia, 2023). J
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Results

“Mathematically, the line representing a simple linear regression is expressed through a basic equation: y = al* x + a0.
Here, x is the independent variable (“Compensation”), and y is the exam scores, the dependent variable (“Employee
Turnover Rates”). Additionally, a0 is the y-intercept (the value of Y when X is zero) and al is the slope of the line,
characterizing the relationship between the two variables" (MIT News, 2010).

Further, “the simplest curve fitting problem in two dimensions is the fitting of a straight line,
y = a + bx, to two points with distinct abscissas” (Dolby, 1960, p. 477).

Based on this information, we were able to determine a mathematical relationship between our IV (Employee
Compensation) and DV (Employee Turnover) as:

y =-0.000004363x + 0.7953
where:
e y=Employee turnover rate
e x =Employee compensation

The slope value of -0.000004363 reflects the expected decrease in turnover for every one-unit increase in compensation.
While the absolute value appears small, the impact becomes more substantial when scaled over realistic compensation
changes. We used a linear slope for its ability to show a basic pattern. According to Wagener (2009), “the most basic
pattern of change is linear. In a discrete linear pattern of change, a given amount is added to each term to get the next
term. In other words, the amount of change between consecutive terms remains constant” (p. 168).

For example:
e Anincrease of $10,000 in compensation would lead to a predicted reduction in turnover rate, as follows:

If the current compensation is $50,000 (with a noted turnover rate of 59.53%) and increases
by $10,000 to $60,000, then:

y =—0.000004 * (60,000) + 0.7953
y =-0.24 +0.7953 = 0.5553 or
y =—55.53%

A $10,000 increase in compensation is expected to reduce the turnover rate to 55.53% from an initial value
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0f'59.53% at $50,000 compensation, or a 4% overall decrease in turnover rates.

In other words, a $10,000 increase in compensation could potentially result in a 4% reduction in turnover rates.
A company could have 20 fewer resignations annually with 500 employees.

e An increase of $50,000 in compensation would result in a more substantial reduction in the turnover rate, as
demonstrated below:

If the current compensation is $50,000 and increases by $50,000 to $100,000:
y =-0.000004 * (100,000) + 0.7953

y=-0.4+0.7953

y =10.3953 or 39.53%

Thus, a $50,000 increase in compensation is projected to reduce the turnover rate to 39.53%, down from an
initial 59.53%. In practical terms, this corresponds to 100 fewer resignations annually in a company with 500
employees.

This demonstrates a meaningful impact on workforce stability, particularly when factoring in the high costs of
recruitment, onboarding, and lost productivity associated with employee turnover.

In addition, the intercept of 0.7953 indicates the expected turnover rate when compensation is zero. While a compensation
value of zero is not realistic, the intercept serves as a baseline reference for the model. It implies that even without much
compensation, e.g. with extremely low wages, turnover would be nearly 80%, highlighting that compensation could have
a significant impact on employee turnover and/or employee morale. Still, the intercept is not 100%. This suggests that
other factors, such as workplace environment, job satisfaction, and/or managerial support, also play a role in retention. In
conclusion, a high intercept value supports the argument that compensation improvements are significant.

4. Findings

In this study, we sought to explore the intricate relationship between employee compensation and employee turnover.
Employee turnover is a critical factor that impacts the overall health, stability, and performance of an organization.
Retaining top talent not only reduces the costs associated with hiring and training new employees but also ensures that
organizations benefit from the continuity and experience that long-term employees bring.

Compensation is often considered a primary driver of retention. Thus, we aimed to investigate how compensation affects
turnover and whether increasing employee compensation could effectively reduce turnover rates. To empirically examine
this relationship, a simple linear regression analysis was performed, with employee compensation serving as the
independent variable and employee turnover as the dependent variable.

Moreover, reducing turnover through compensation strengthens organizational culture and knowledge retention, fostering
a more experienced and committed workforce. These factors, in turn, directly contribute to enhanced productivity, cost
savings, and the preservation of institutional knowledge, all of which are fundamental to sustaining long-term
organizational stability. Thus, a well-designed compensation strategy not only curbs turnover but also sets the stage for
broader organizational success by cultivating a more resilient and engaged workforce.

How Low Employee Turnover Enhances Organizational Stability

In the modern business environment, maintaining a low employee turnover rate is not just advantageous but essential for
ensuring long-term stability and success. A stable workforce contributes to organizational longevity in several significant
areas, each interlinked to foster an environment conducive to growth and resilience.

Cost Reduction

One of the most immediate and tangible benefits of a low employee turnover rate is the substantial reduction in costs
associated with hiring, training, and onboarding new employees. According to the Bureau of Labor Statistics, the
recruitment process involves a range of expenses that can quickly add up (Bureau of Labor Statistics, n.d.). These costs
include advertising job openings, conducting interviews, performing background checks, and managing the onboarding
process (Society for Human Resource Management, n.d.). Each step of this process incurs direct financial costs and
requires significant time and effort from human resources (HR) personnel and management teams.

When turnover is frequent, organizations must repeatedly engage in these time-consuming and costly activities, resulting
in ongoing expenditures that can strain budgets. In contrast, a lower turnover rate significantly reduces the frequency of
these activities, leading to notable cost savings in recruitment and onboarding (Zippia, 2023).

Moreover, the financial burden associated with training and developing new employees is also alleviated. Training
programs, whether formal or informal, demand both monetary resources and considerable time investments (Bureau of



Journal of Education and Training Studies Vol. 14, No. 1; January 2026

Labor Statistics, n.d.). New employees often require extensive training to get up to speed, while employees who stay with
the company for longer periods can leverage their familiarity with the organization to maximize the effectiveness of
training programs. This stability allows organizations to concentrate their training efforts on advanced skill enhancement
rather than basic orientation, thereby leading to further cost savings (Society for Human Resource Management, n.d.)

Increased Productivity

Another significant advantage of a low employee turnover rate is the enhancement of overall productivity within the
organization (Zippia, 2023). Experienced employees bring a wealth of knowledge and expertise to their roles, which they
accumulate over time through practical experience (Bureau of Labor Statistics, n.d.). This accumulated experience enables
them to perform tasks with greater efficiency and proficiency compared to newly hired staff, who must undergo a steep
learning curve.

Furthermore, a stable team fosters better collaboration and communication. Long-term employees develop a deep
understanding of their colleagues’ working styles, strengths, and areas for improvement. This familiarity enhances
teamwork, leading to more effective collaboration and streamlined processes (Society for Human Resource Management,
n.d.). High turnover disrupts these established dynamics, introducing new team members who require time to adapt and
integrate into existing workflows. The resulting disruption can lead to inefficiencies, delays, and a temporary decline in
productivity as new employees acclimate to their roles and the team (Zippia, 2023).

Preservation of Organizational Knowledge

Maintaining a low employee turnover rate is also critical for preserving valuable organizational knowledge (Bureau of
Labor Statistics, n.d.). Employees who stay with the company for extended periods accumulate invaluable insights and
expertise that contribute significantly to the organization’s success. This institutional memory encompasses knowledge
about company operations, customer preferences, and industry trends, all of which are crucial for making informed
business decisions and implementing effective strategies (Society for Human Resource Management, n.d.).

Long-term employees also play a vital role in mentoring new hires. They transfer their knowledge and experience, helping
newcomers quickly understand their roles and the company’s culture. This knowledge transfer ensures that new
employees are well-prepared and competent, thereby maintaining high standards of performance and competence within
the organization (Zippia, 2023). Frequent turnover, on the other hand, results in a continuous loss of this vital knowledge
and the ongoing need to reestablish foundational competencies, which can impede the organization’s progress and stability.

Improved Customer Relationships

A stable workforce has a profound impact on customer relationships, which is essential for long-term organizational
success (Zippia, 2023). Employees who remain with the company build enduring relationships with customers, leading
to higher levels of service quality and customer satisfaction. These long-term relationships allow employees to gain a
deeper understanding of customer needs and preferences, enabling them to provide more personalized and effective
service.

Additionally, a consistent and reliable staff enhances the organization’s professional image. Customers are more likely to
trust and remain loyal to a company where they receive consistent service from familiar representatives (Bureau of Labor
Statistics, n.d.). This trust translates into repeat business and positive referrals, which strengthen the organization’s market
position and contribute to its long-term stability. High turnover disrupts this continuity, leading to potential dissatisfaction
among customers who may experience inconsistency in service or interactions with unfamiliar staff members (Society
for Human Resource Management, n.d.).

Enhanced Employee Morale and Engagement

Low employee turnover not only benefits organizational operations but also plays a critical role in enhancing employee
morale and engagement. When employees see their colleagues staying with the company for extended periods, it creates
a sense of stability and belonging. This environment fosters positive workplace culture, which is vital for keeping morale
high. Engaged employees are more likely to contribute to a collaborative work atmosphere, take pride in their work, and
feel a sense of ownership over their roles. Empathy is critical in this area. Without discernment of the pulse of employee
morale, leaders may be out of touch with the compensation issues in their area.

Moreover, when turnover is low, organizations can invest more resources in employee development, recognition programs,
and team-building activities. These investments help strengthen team dynamics and improve overall job satisfaction. In
contrast, a high turnover rate often results in a demoralizing cycle of hiring and firing, leaving remaining employees
feeling overburdened and undervalued. This can create a toxic work culture where engagement dwindles, and productivity
suffers. To complement this concern, many firms now also consider Wellness initiatives as part of compensation packages.
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Implications for Organizations and Future Research Directions

The results of this regression analysis provide valuable insights into the relationship between employee compensation
and turnover. The significant negative coefficient for compensation indicates that higher pay is associated with lower
turnover rates. This finding aligns with the theory that competitive compensation packages can enhance employee
satisfaction and loyalty, reducing the likelihood that employees will leave for other opportunities.

The practical implications of these results are clear. For organizations aiming to reduce turnover and improve retention,
offering competitive compensation packages should be a key part of their strategy. Compensation is not the only factor
influencing turnover, as the R Square value indicates that other variables contribute to turnover behavior. However,
compensation is a significant and controllable factor that organizations can leverage to retain talent.

Given that compensation explains about 44% of the variation in turnover, future research could explore additional factors
such as job satisfaction, organizational culture, benefits, and career development opportunities to create a more
comprehensive model of employee retention. Furthermore, longitudinal studies could be conducted to examine how
changes in compensation over time affect turnover rates, providing deeper insights into the long-term effects of
compensation policies.

5. Conclusions and Recommendations

In conclusion, the regression analysis provides strong empirical evidence that employee compensation is a critical
determinant of turnover. The results demonstrate a statistically significant negative relationship between compensation
and turnover, indicating that higher compensation levels lead to lower turnover rates. This finding underscores the
importance of competitive pay packages as a key tool in retaining employees and ensuring organizational stability.
Organizations seeking to reduce turnover should prioritize compensation as part of their broader retention strategy, while
also considering additional factors that may influence employee decisions to stay or leave.

Compensation strategies not only address immediate retention issues but also contribute to a company’s long-term health.
By offering competitive pay, organizations can mitigate the disruptions caused by frequent employee departures, leading
to greater continuity and efficiency in daily operations.

Maintaining a low employee turnover rate is a key factor in fostering long-term organizational stability. The benefits of a
stable workforce extend beyond immediate cost savings and encompass increased productivity, the preservation of
valuable organizational knowledge, and enhanced customer relationships. By minimizing turnover, organizations not only
reduce recruitment and training expenses but also benefit from a more experienced and productive team, which contributes
to overall operational efficiency. Additionally, the continuity provided by long-term employees strengthens customer
loyalty and supports the organization’s market position. To ensure sustained success and growth, organizations should
prioritize strategies that promote employee retention and create a stable, committed workforce. This strategic focus on
reducing turnover will enable organizations to navigate the challenges of the modern business environment and achieve
enduring success.

As organizations consider this challenging issue, we recommend the following for careful consideration:

e Leaders should always consider the consequences to organizations enduring high employee turnover. High
levels of turnover can weaken employee loyalty and also negatively impact institutional performance (Lee,
2018).

e Executives should always view compensation as a strategic tool, which helps retain employees and sustains
organizational performance (Aquila and Rice 2007);

e  Management should appreciate the enduring value of incentives as part of compensation planning to improve
morale and to sustain loyalty to the firm (B2B Daily, n.d.);

e Always remain current on trends in compensation;

o  Consistently discern the pulse of staff morale as how employees feel about compensation strongly impacts
their perceptions about the workplace (Landry and Whillans, 2018);

e Focus on fairness in words and actions (Sun et al, 2022).

Compensation remains a complicated issue for many organizations. One CEO recently commented on the critical nature
of this issue as he reflected on his own challenges: “A fair and competitive comp plan is critically important to maintaining
a loyal workforce...Rewarding high performers through incentive compensation which aligns performance and pay is
often most effective” (Matt Walker, Personal Communication, March 2025).
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Appendix
MS Excel’s Regression Analysis - Summary Report
Regression Statistics
Multiple R 0.664619193
R Square 0.441718671
Adjusted R Square 0.395195227
Standard Error 0.194554553
Observations 14
ANOVA
df SS MS F Significance F
Regression 1/ 0.35938231 0.35938231| 9.49453937 0.009514532
Residual 12| 0.45421769 0.03785147
Total 13 0.8136
Standard

Coefficients Error t Stat P-value Lower95% | Upper95% | Lower 95.0% Upper 95.0%
Intercept 0.79525202| 0.11188213| 7.10794463  1.234E-05 0.551481789 1.03902225  0.55148179 1.03902225
Annual Mean Wage (2023) -4.36301E-06| 1.416E-06/ -3.081321| 0.00951453| -7.44812E-06 -1.278E-06 -7.448E-06 -1.278E-06

Delving into the Relationship Between Compensation and Turnover

The Multiple R is the correlation coefficient, which measures the strength of the linear relationship between annual mean
wages and employee turnover. A value of 0.6646 indicates a moderately strong correlation — which suggests that
this model is reasonably accurate at predicting that as wages increase, turnover tends to decrease.

However, to further understand the relationship, we need to look at the negative coefficient of -4.36E-06 confirms that
the relationship itself is negative. The combination of a strong Multiple R and a negative coefficient strengthens the
conclusion that higher wages effectively reduce employee turnover.

It also suggests that compensation is meaningfully related to turnover rates. This value shows that compensation explains
a considerable portion of turnover behavior, but it also leaves room for other factors—such as job satisfaction, work-
life balance, and organizational culture—that might play critical roles in influencing why employees choose to stay
or leave (Bureau of Labor Statistics [BLS], 2023).

Moreover, the R Square value, which represents the proportion of variance in the dependent variable (turnover) that can
be explained by the independent variable (compensation), is 0.443S. This indicates that approximately 44.35% of
the variation in employee turnover rates can be explained by changes in compensation levels. Though this figure is
less than half of the total variance, it still suggests that compensation is a meaningful contributor to turnover.

However, the results also imply that there are other unexplained factors—constituting the remaining 55.65%—that impact
employee turnover rates. These unexplained factors may include elements like job satisfaction, work environment,
career advancement opportunities, and external economic conditions, which are outside the scope of this specific
analysis.

The Adjusted R Square, which accounts for the number of predictors in the model and adjusts for sample size, is 0.3971.
This adjusted value is slightly lower than the unadjusted R Square, reflecting that the number of observations in the
study (14) is relatively small, and that the model could lose some explanatory power due to the limited sample size.
Nonetheless, the adjusted R Square still suggests that employee compensation significantly explains turnover rates,
even when accounting for the small sample (Bureau of Labor Statistics [BLS], 2023).

The Standard Error of the estimate is 0.1944, indicating that the average deviation of the observed turnover values from
the regression line is relatively low. A lower standard error implies that the model’s predictions are fairly accurate,
with minimal deviations from the actual data points. This value strengthens the case that the model is a reasonable
predictor of employee turnover based on compensation levels.



