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Abstract. Human resources are the most important part in achieving organisational goals and 

improving organisational performance, in completing its work human resources require an 

adequate working environment and compensation as a reward for providing maximum work 

results. The purpose of this study is to examine and analyse the effect of compensation (X1) 

and work environment (X2) on employee performance (Y), especially in the crude palm oil 

industry in West Sumatra. Observations were made on three companies, research conducted in 

March to June 2019 showed that between compensation and work environment has a positive 

and significant effect on employee performance. With the structural equation modelling 

approach and Lisrel 8.8 application assistance, the coefficient of estimated of compensation 

toward performance is 0.37 while the estimated coefficient of work environment toward 

performance is 0.42. Compensation and work environment simultaneously have a positive 

influence on employee performance of 0.65. 

1.  Introduction 

Human resources are the most important part in achieving the goals of an organisation, both large and 

small organisations, as well as companies as an organisation [4]. Equipment owned by organisations 

or companies with various levels of technology will be meaningless if not handled properly by 

appropriate human resources [3]. Human resources are an important element in improving the 

performance of an organisation [5], [24]. Every leader needs to ensure that every employee who works 

in their organisation has a high commitment toward his work and provides the best work results for the 

achievement of organisational goals [12]. It is easier for management to influence the work 

performance of production equipment because production equipment will work according to 

instructions and manuals, production equipment also does not require compensation or additional 

incentives to spur its work performance, but human resources require a combination of various factors 

both physical and psychologically to increased their work performance [18]. The purpose of this study 

is to look at the model of the relationship between compensation and work environment toward 

employee performance.  

Research conducted by Akter & Husain on the garment industry in Bangladesh concluded that the 

provision of appropriate compensation has a positive impact on the work performance of employees 

[2]. Darma & Supriyanto, in their research at one of the telecommunication company in Indonesia, 

concluded that the provision of appropriate compensation could play an important role in improving 

employee performance and job satisfaction [7]. Regarding the impact of a supportive work 

environment, Malik et al. who conducted a study of 115 employees in telecommunication companies 

in Pakistan concluded that management could improve the work performance of employees by 

providing a conducive work environment [13]. In line with Malik et al., a study conducted by Samson 
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et al. toward 173 bank employees also concluded the same thing that a good work environment can 

improve employee work performance [21]. 

 

2.  Literature Review 

2.1.  Performance 

Organisational performance refers to the ability of the organisation to achieve several goals set by the 

management team, top leader or the founder such as good product quality, large market share, high 

profits, and maintained business sustainability [11]. Work performance is an aggregate financial or 

non-financial value given by employees as a form of a contribution to the fulfilment of both directly 

and indirectly in their participation to succeed in achieving the targets of the organisation [6]. So that 

the organisation is expected to be able to fulfil [27]. Work performance of the employee is something 

that can be managed well to achieve organisational goals, and through proper management of human 

resources, the organisation will have a competitive advantage over competitors [17]. The behaviour of 

an employee largely determines work performance, and this behaviour can affect organisational goals 

so that good behaviour control over each individual in the organisation will also accelerate the 

achievement of organisational goals [26]. Work performance can be measured through three 

dimensions quantity, quality and discipline factors [25], [14].  

2.2.  Compensation 

Compensation is various forms of payment or appreciation given by the organisation to employees 

which will increase according to the status of their position [8]. Compensation can play an important 

role in improving employee performance [10]. Appropriate compensation policies can increase 

employee focus on his work and reduce the level of turnover in the organisation [15]. Failure to design 

appropriate policies regarding compensation systems has negatively impact on productivity and job 

satisfaction of the employee and the overall effectiveness of the organisation [16]. Compensation can 

be measured through two dimensions, namely financial factors and non-financial [23].  

2.3.  Work Environment 

The quality of work depends on safe and healthy working conditions. Working environment 

conditions also determine employee work behaviour [1]. The condition of the work environment will 

greatly affect job satisfaction and work engagement of an employee, which, of course, has the final 

impact on better employee performance [22]. The work environment is an internal and external 

condition of the organisation that can affect the working spirit and speed of task completion of an 

employee [3]. The work environment is all the facilities and infrastructure used and felt by an 

employee when working, and this greatly affects work practices. Work environment includes the 

workplace, funding facilities to support the smooth work, cleanliness, lighting, tranquillity, and good 

working relationships with colleagues or with superiors [20]. The work environment can be measured 

in three dimensions, namely work facilities, relationship with colleagues and work atmosphere [19]. 

3.  Research Methodology 

Analysis tools used in this research are Structural Equation Modelling (SEM). The variables used are 

work performance (Y), compensation (X1) and work environment (X2). Variable of Y uses three 

dimensions, namely quantity, quality and discipline factors. These three dimensions produce six 

statement indicators (PE1-PE6) [25], [14]. Variable of X1 uses two dimensions, namely financial 

factors and non-financial factors, these two dimensions produce six statement indicators (CO1-CO6) 

[23]. Variable of X2 uses three dimensions, namely work facilities, relationship with colleagues and 

work atmosphere. These three dimensions produce six statement indicators (WE1-WE6) [19]. The 

population in this study were all workers in crude palm oil in West Sumatra. Purposive sampling 

technique is used for sampling. The total sample of respondents is a minimum of 90 respondents using 

multiplication of five and 18 indicators [9]. The design of the questionnaire uses the interval 

measurement scale. Data quality testing uses validity and reliability tests. Data quality tests were 

tested on 30 respondents. After confirmed that the data are valid and reliable, it will be analysed using 

SEM. Validity test is conducted using Pearson correlation if the value of r-count is greater than the 

value of r-table, then it can be concluded that the indicators used in the study are valid, a variable is 

concluded to be reliable if the value of Cronbach alpha is greater than 0.6.   
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4.  Discussion and Analysis 

This section will discuss the results of a series of data quality tests which include validity and 

reliability tests, then proceed with confirmatory analysis using SEM. For the parameters in the validity 

test required the value of degree of freedom (DOF) to identify the value of r table, with the number of 

respondents to the initial survey of 30 people, the value of r table is 0.361 (dof : 28). Data is declared 

valid if it has r value greater than r table (r-value ≥ r table, α: 0.05). Table 1 shows the results of the 

validity and reliability tests of all indicators. 

 

Table 1. Validity and Reliability Test Results 

Compensation 

(Reliability: 0.74) 

Work Environment 

(Reliability: 0.81) 

Performance 

(Reliability: 0.76) 

Indicator Validity Score Indicator Validity Score Indicator Validity Score 

CO1 0.422 WE1 0.562 PE1 0.589 

CO2 0.614 WE2 0.559 PE2 0.534 

CO3 0.511 WE3 0.533 PE3 0.549 

CO4 0.623 WE4 0.554 PE4 0.694 

CO5 0.506 WE5 0.571 PE5 0.663 

CO6 0.576 WE6 0.701 PE6 0.617 

 

The purpose of the CFA analysis is to find the coefficient of estimation or regression of each latent 

variable toward the dependent variable either partially or simultaneously. Table 2 shows the results of 

the analysis of the coefficient of regression and t-values of the compensation and work environment 

on work performance. 

Table 2. CFA Measurement Results 

No Variable Estimation Coefficient T Value 

1 Compensation 0.37 0.58 

2 Work Environment 0.42 0.62 

 

The next step is to conduct goodness of fit test, known as the model feasibility test, the purpose of 

this test is to identify whether the model built in the study is sufficient to use data samples and 

instruments. The expectation of the experiments in this test is the decision to accept H0. Table 3 shows 

information about the final results of the goodness of fittest. Some parameters used in the goodness of 

fit test are GFI, RFI, NFI, IFI, CFI, NNFI, RMSEA, and AGFI. 

 

Table 3. The goodness of fit Index 

Parameters Results Criteria 

GFI, RFI, NFI 0.88, 0.84, 0.92 Marginal fit, Marginal fit, good fit 

IFI, CFI, NNFI 0.86, 0.813, 0.903 Marginal fit, Marginal fit, good fit 

RMSEA 0.072 Good fit 

AGFI 0.871 Marginal fit 

 

Based on the result of analysis and data processed on the full structural model, the results show that 

there is an effect of compensation on work performance with a value of regression coefficient is 0.37 

and t value is 0.58, these results indicate the acceptance of hypothesis 1, compensation has a positive 

and significant effect on work performance. The results of the analysis of the effect of the work 

environment on work performance, the value of regression coefficient is 0.42 and t value is 0.62, these 

results indicate the acceptance of hypothesis 2, the work environment has a positive and significant 

effect on work performance. SEM analysis results also show the simultaneous effect of latent variables 

in influencing the dependent variable, R² value is 0.65, these results indicate that simultaneously 

compensation and work environment has a positive and significant effect of improving the work 

performance of employees who were working in the crude palm oil industry in West Sumatra, 

Indonesia.     
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5.  Conclusion 

The variables of compensation and work environment either partially or simultaneously have a 

positive and significant effect in influencing the work performance of employees in the crude palm oil 

industry in West Sumatra. Therefore it is recommended for management to evaluate or make 

appropriate policies regarding compensation and work environment for employees. Based on 

descriptive analysis, it is found that the dimensions of non-financial factors and work facilities have an 

average value below the average value of the other dimensions on each variable, so efforts to improve 

work performance can begin with a focus on efforts to make appropriate policies related to non-

financial factors and how to improve work facilities. Suggestions for further research is to estimate 

work performance by using other latent variables such as leadership, organisational citizenship 

behaviour or employee engagement. Further research can also add moderation variables or use the 

same model on different research objects. 
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