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ABSTRACT 

This study investigates the impact of incentive systems on employee turnover 

in the service sector, which relies heavily on human resources to provide 

high-quality services and ensure customer satisfaction. Drawing on a 

quantitative research design, a structured questionnaire was administered to 

employees in different service-oriented organizations, including 

hospitality, retail, and healthcare. The data revealed that both financial 

incentives (e.g., salary increments, bonuses) and non-financial incentives 

(e.g., recognition, training, flexible scheduling) significantly influence job 

satisfaction and organizational commitment, ultimately reducing turnover 

intentions. Interestingly, the results suggest that non-financial incentives can 

exert a greater long-term impact by fostering intrinsic motivation, while 

financial incentives often address immediate economic needs. A multiple 

regression analysis demonstrated that incentive systems explain a substantial 

portion of the variance in turnover intentions, indicating their vital role in 

maintaining a stable workforce. The study concludes that organizations should 

adopt a holistic and balanced incentive strategy to enhance employee retention, 

combining both monetary and non-monetary rewards. Moreover, management 

should cultivate a supportive culture that emphasizes professional development 

and acknowledges individual contributions. Future research is recommended 

to include cross-sectional and longitudinal comparisons across various 

service sectors to provide broader insights into how incentives can be optimized 

for different organizational contexts. 

Keywords:Incentives, Employee Turnover, Service Sector, Job Satisfaction, 

Organizational Commitment. 
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1. Introduction 

Organizations within the service sector—encompassing hospitality, retail, 

healthcare, and other customer-facing industries—are increasingly recognizing 

the importance of retaining talented and motivated employees (Dessler, 2020, 

p. 22). Due to the high degree of interpersonal interaction inherent in 

service provision, the employee’s role directly influences customer 

satisfaction and organizational reputation (Armstrong & Taylor, 2020, p. 15). 

However, many service-sector firms suffer from elevated turnover rates, which 

lead to heightened recruitment and training costs, disrupted workflow, and 

potential declines in service quality (Stahl, 2021, p. 113). 

 

1.1 Research Problem 

Employee turnover, defined as the rate at which employees leave an 

organization and are replaced by new hires, poses a critical threat to service 

excellence (Al-Razi, 2012, pp. 12–13). While previous studies have explored 

various factors contributing to turnover, there is a growing need to 

understand how different types of incentives—financial and non-financial— 

can help mitigate this issue, particularly in the service sector where frontline 

employees interact closely with customers (Vroom, 1964, p. 35). 

 

1.2 Research Objectives 

1. Examine the relationship between financial incentives and employee turnover 

in service organizations. 

2. Investigate how non-financial incentives—such as training, recognition, 

and flexible work arrangements—influence employees’ intent to remain in their 

organizations. 

3. Compare the relative impact of financial and non-financial incentives on 

turnover intentions. 

4. Provide recommendations for designing comprehensive incentive 
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programs that enhance retention in the service sector. 

 

1.3 Significance of the Study 

A deeper understanding of incentive mechanisms can offer actionable 

insights for service-sector managers seeking to maintain a stable and 

committed workforce. By identifying which incentives are most effective in 

reducing turnover, organizations can better allocate resources, bolster job 

satisfaction, and maintain competitive service standards (Nadiri & Tanova, 

2010, p. 34). 

 

2. Literature Review 

 

2.1 Defining Turnover in the Service Sector 

Turnover is commonly measured as the proportion of employees who leave 

an organization within a specified period (Al-Alawi, 2006, p. 13). Service-

sector roles often demand higher emotional labor and personal interaction, 

increasing the risk of burnout and subsequent turnover if employees do not 

feel adequately supported or rewarded (Dessler, 2020, p. 23). 

 

2.2 Incentives: Financial vs. Non-Financial 

Incentives are rewards offered by organizations to motivate employees and guide 

their behavior toward achieving corporate objectives (Armstrong & Taylor, 

2020, p. 18). These incentives can be broadly classified as: 

 

1. Financial Incentives: Salary increments, bonuses, commissions, and other 

monetary forms of recognition. 

2. Non-Financial Incentives: Praise, awards, career development, 

flexible work schedules, and a positive organizational culture. 

Recent research suggests that financial incentives can satisfy short-term 
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material needs, but non-financial incentives often lead to sustained 

motivation and deeper organizational commitment (Vroom, 1964, p. 37). 

 

2.3 Effect of Incentives on Job Satisfaction 

Job satisfaction is directly linked to employees’ decisions to stay or leave. 

Studies indicate that fair pay, recognition, and opportunities for growth can 

significantly boost satisfaction (Stahl, 2021, p. 114). When employees perceive 

that their organization invests in their personal and professional development, 

they are more likely to exhibit loyalty and a willingness to go the extra mile in 

service delivery (Nadiri & Tanova, 2010, p. 36). 

 

2.4 Linking Job Satisfaction to Turnover 

A well-established inverse relationship exists between job satisfaction and 

turnover intention (Al-Razi, 2012, p. 13). High levels of satisfaction typically 

correlate with reduced turnover, while dissatisfaction often prompts 

employees to seek alternative employment. Incentive systems that enhance 

employees’ sense of value and recognition can thus play a pivotal role in 

curbing turnover rates (Al-Alawi, 2006, p. 14). 

 

3. Methodology 

 

3.1 Research Design 

This study utilized a quantitative approach to investigate how incentives 

affect turnover in service-oriented organizations. A structured questionnaire 

was developed and distributed to gather empirical data (Nadiri & Tanova, 

2010, p. 35). 

 

3.2 Sample Selection 

A purposive sample of 200 employees was chosen from three main service 
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sectors: hospitality, retail, and healthcare. These industries were selected due to 

their customer-focused nature and frequent employee-customer interactions 

(Dessler, 2020, p. 25). 

 

3.3 Data Collection Instrument 

 Section 1: Demographics: Gender, age, education, and years of experience. 

 Section 2: Incentives: Questions on the availability and perceived 

fairness of financial (e.g., bonuses, salary increments) and non-financial 

(e.g., recognition, training) incentives. 

 Section 3: Turnover Intention: Items measuring employees’ 

likelihood of leaving their current positions. 

 

3.4 Procedure 

The questionnaire was shared electronically and in print form. Participation was 

voluntary and responses were kept anonymous. Of the 200 questionnaires 

distributed, 180 valid responses were returned (90% response rate). 

 

3.5 Data Analysis 

 

Collected data were entered into the Statistical Package for the Social 

Sciences (SPSS) for analysis. Descriptive statistics identified general trends, 

while correlation and regression analyses examined relationships between 

incentive types and turnover intentions. 

 

4. Results 

4.1 Descriptive Statistics 

Respondents comprised 60% males and 40% females. Over half of the sample 

held a bachelor’s degree, with an average of five years of work experience in 
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their current organization (Al-Alawi, 2006, p. 14). 

• Financial Incentives: 80% reported receiving regular salary increments or 

bonuses. 

 

• Non-Financial Incentives: 70% indicated some form of recognition, 

training, or flexible scheduling program. 

 

4.2 Correlation Analysis 

Pearson’s correlation revealed a significant negative relationship between 

well-structured incentive systems and turnover intentions (r = –0.68, p < 

0.01). This indicates that better incentives correlate with lower intention to 

leave (Al-Razi, 2012, p. 13). 

 

4.3 Regression Analysis 

A multiple regression model showed that financial and non-financial 

incentives together accounted for 45% of the variance in turnover intentions (p 

< 0.01). Non-financial incentives had a slightly stronger impact (β = –0.42) than 

financial incentives (β = –0.29), suggesting the importance of intangible 

motivators (Stahl, 2021, p. 115). 

 

5. Discussion 

The findings highlight that both financial and non-financial incentives play a 

crucial role in reducing turnover in the service sector. Monetary rewards fulfill 

immediate economic needs, while non-financial elements like recognition, 

career development, and supportive leadership foster long-term commitment 

(Vroom, 1964, p. 38). Given the customer-centric nature of these industries, 

employees who feel valued and motivated are more likely to provide high-

quality service consistently (Dessler, 2020, p. 27). 
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6. Conclusion and Recommendations 

This research underscores the significance of comprehensive incentive 

programs in mitigating employee turnover within service-based 

organizations. Although financial incentives are essential for addressing basic 

economic needs, non-financial rewards exert a profound, lasting influence on 

motivation and loyalty. 

 

Recommendations: 

1. Holistic Incentive Packages: Combine salary increments and 

bonuses with recognition programs and ongoing professional development. 

2. Flexible Work Policies: Offer flexible schedules to accommodate work-

life balance, especially in customer-facing roles. 

3. Leadership and Feedback: Encourage supportive leadership that 

fosters open communication and values employee contributions. 

4. Tailored Incentives: Recognize that different roles may require distinct 

incentive structures to effectively engage employees. 

Organizations that adopt these recommendations can reduce turnover rates, 

enhance service quality, and maintain a competitive edge. 
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