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ABSTRACT

This research is purposed to understand the impact of leader-member exchange towards subordinate’s job
satisfaction at Bank X. The participants include 149 pairs of leader-subordinate and was reached through
purposive sampling. As a result, we found that there is a direct impact of leader-member exchange towards
subordinate’s job satisfaction, and is correlated towards the dimensions as follows: (a) social extrinsic rewards
(0.282, p<0.01); (b) intrinsic rewards (0.237, p<0.01); dan (c) organizational extrinsic rewards (0.217,
0<0.01). Other than that, the descriptive results indicate that the level of leader member exchange and
subordinate’s job satisfaction are considered high. Discussions and insights are also discussed in the last chapter

of this paper.
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1. INTRODUCTION

Banking industry in Indonesia has an increasing growth and
becomes more competitive as most bank firms are trying to
win customers. The competition within banking firms in
Indonesia can be seen from Data Statistik Perbankan
Indonesia, which shows that there are 4 kinds of
Perseorangan Terbatas Banks (Persero banks), 49 BUSN
(Bank Umum Swasta Nasional/ Private National Bank)
devisa banks, 28 BUSN (Bank Umum Swasta Nasional/
Private National Banks) non-devisa banks, 26 BPD, 11
mixed bank firms, dan 10 foreign bank firms. With the data
we received, it can be concluded that there were 118 kinds
of bank firms operating, with the amount of 20.384 physical
offices [6]. The existence of bank firm competitiveness can
be considered as a good stimulus which will stimulate
efficiency in the banking industry (bank firms will develop
their own unique strengths) [16].

In order to survive through the competitiveness within
banking firms, a certain bank firm should strive for the best
and develop the right programs and policies to fulfill the
needs of customers. Bank firms should offer significant
advantages for customers [57]. Undang-Undang Republik
Indonesia Nomor 10 Tahun 1998 stated that, in order to
survive though the national economic growth with

simultaneously growing challenges and adjusting national
policies, economic firms (including the banking industry)
should regularly evaluate and adjust their programs and
policies.

Bank firms that are perceived as trustworthy (according
to customers) are firms that have sympathy for customers
[2][24][28]. Regarding that urgency, the subordinate's job
satisfaction was found to have a significant impact on the
bank’s service quality [57]. In other words, subordinates are
very important resources that have a significant role in the
bank’s growth, and their emotional state is a very important
matter to put attention into [27].

One of the operating bank firms in Indonesia is Bank X,
and has been operating since the early 1990s. Bank X strives
for professionalism and trustworthiness, and has a motto to
put customers’ needs as the top priority in their work. Bank
X’s employees consist of 300 leaders and 1500
subordinates. Therefore, Bank X consists of 1800
employees in total (S., personal communication, 1th
October 2018).

In Bank X, there is a phenomenon that takes form in
content and not-content reaction from the employee’s
subordinates. Some factors that might contribute to their
content reactions are rewards from the firm, warm and
supportive environment in the workplace, and a close
relationship, even with the leaders (L., personal
communication, 14th November 2018). In addition, there



are other facilities offered to employees, such as health
insurance, education and developmental programs, and
competence coaching. Bank X also provides promotion and
additional benefits for top performing subordinates (S.,
personal communication, 21th January 2019). Other factors
that contribute to their non-content reactions are rigid work
culture, high and irrational level of achievement target,
which they often have to reach in a rush with tight deadlines
(C. & L., personal communication, 14th November 2018).
Some foreign leaders in the firm often treat them in an
unfriendly manner, and employees perceive the
compensation as lower, compared to other competing bank
firms (S., personal communication, 30th September 2018).

Based on the observed phenomenon, content and non-
content reaction from employees can be explained through
a psychological concept, known as job satisfaction. Job
satisfaction is defined as a pleasant emotional state for
achieving facilities or important values for the employee.
Job satisfaction is also explained as a collective evaluation
of many work aspects someone perceived [18]. Job
satisfaction includes reaction or attitude cognitively,
affectively, and evaluatively as a result of someone’s
experience and appraisal in their work [21]. Factors that are
components of job satisfaction are the process of
employee’s decision making, the value perceived of their
work, possibility of career promotion, decent resources for
work, and a work responsibility that is realistic according to
the employee's capabilities. Dimensions that form the job
satisfaction are: (a) intrinsic rewards; (b) organizational
extrinsic rewards; (c) social extrinsic rewards; (d)
convenience extrinsic costs [30].

Employees who experience job satisfaction will perform
their work more productively. Job satisfaction is positively
correlated with work performance [14]. Leaders in Bank X
also confirm that employees who experience job
satisfaction are observed to have better work performance
(S., personal communication, 1 October 2018). Employee’s
job satisfaction also correlates positively with consumer’s
satisfaction [80], and employee’s retention [17][22].
There’s a direct effect of job satisfaction on work
commitment [13], correlates negatively with absenteeism
[5], which was confirmed by a leader on Bank X (S.,
personal communication, 1 October 2018). Other than that,
employees who experience job satisfaction will behave
more obediently and proactively [9][20].

1.1. Related Work

There were previous researches that study job satisfaction
which all confirmed that job satisfaction is predicted by
another psychological concept, known as leader-member
exchange [19][29][8]. Leader-member exchange is a dyadic
condition between leader-subordinate, and includes the

action of exchanging material (money) and non-material
(information, affection) aspects [10].

Even though previous researches has found the
correlation between leader-member exchange and job
satisfaction [19][29][8], it has not stated the correlation with
specific dimensions of job satisfaction [5]. Researches on
job satisfaction that are specified on specific dimensions,
rather than a general unidimensional measure, will be far
more effective to apply and measure concretely at the real-
life working place. Other than that, participants on the
previous researches [19][29][8] are analyzed from a wide
variety of contract and working types. Previous researches
[19][29][8] also has not studied the subordinates
specifically in a bank firm. In instance, we cannot conclude
the previous conclusions on bank employees in Bank X, for
they have different job descriptions and stressors.

On a previous research about leader-member exchange
and job satisfaction [29] , participants were from Hongkong
which has its own specific work culture, and thus cannot be
generalized to participants from Indonesia. Hongkong and
Indonesia have cultural differences, for example in the way
a decision is made. In Hongkong, participants accept some
controversial policy as a support for the greater cause for a
larger group of individuals, meanwhile Indonesian
participants perceive it as a result of the decision maker’s
personal factors [23]. Therefore, different cultures will
perceive how a decision was made in a different way [71].
Different perceptions of decision making also correlates
significantly with job satisfaction [32][1][20]. In
conclusion, the result from previous research cannot be
generalized into subordinate form Bank X in Indonesia for
different participant’s backgrounds.

Previously used measurement instrument of job
satisfaction does not focus on individual differences of
values. It is important to consider this individuality, job
satisfaction is an emotional statement and will be differently
perceived by different individuals. Some measurement
instrument that has been used before are Job Descriptive
Index, and another independently developed measurement
instruments [26][3] . All of them have many dimensions,
but still do not cover the importance of individuality on
urgency from that certain individual. Individual urgency
was found to be significantly correlated to the level of job
satisfaction [31][18]. With that being said, job satisfaction
that is measured without considering individual urgency
will be less comprehensive [30]. Considering the individual
differences on an individual's urgency, the participant shall
experience job satisfaction that varies from one another
[18].

Another argument for the previous researches [19][29]
[8] is that they measured leader-member exchange as an
unipolar concept. Meanwhile, leader-member exchange is
defined as a dyadic relationship, and therefore should be
considered from both the perspective of the leader and also



the subordinate, thus considering the agreement perceived
between both parties [11][12].

The relation between leader-member exchange and job
satisfaction can be explained through a psychological
concept called social exchange theory [25][4]. Social
exchange theory is defined with the act of exchange in
material (money) and non-material (affection, appreciation)
components [15]. The dyadic exchange between leader and
subordinate is very important in interaction especially
makes it easier for subordinates to do their work with the
assistance from their leader [7]. The advantage of social
exchange does not exist only for subordinates, but also for
the leader. Social exchange will give advantage on
resources, and as a result that is being exchanged in the
interaction. Thus, social exchange theory is able to explain
the relationship between leader-member exchange and job
satisfaction [4].

1.2. Our Contribution

Theoretically, this research will comprehend the previous
researches about leader-member exchange and job
satisfaction [19][29][8]. Hopefully, this research can be
considered as a source for future researches regarding
leader-member exchange and job satisfaction. Practically,
this research is hoped to be a resource for identifying the
impact of leader-member exchange towards job
satisfaction, which is beneficial for both employees and
organization. Benefits of job satisfaction are summarized as
follows: (a) better subordinate’s work performance; (b)
better subordinate’s retention; (c) higher level of
organizational citizenship  behavior; (d) increasing
productivity and benefit of the organizational institution.
The results from this research can also be used as a
foundation for developing programs and coaching
regarding increasing leader-member exchange.

1.3. Paper Structure

The rest of the paper is organized as follows. Section 2
introduces the methodology used in this paper, which
includes participants, measurement instruments, and also
the descriptive and interpretive results of this research.
Then, the paper will be concluded and presents direction for
future researches.

2. METHODOLOGY & RESULT

This research studied 240 employees in Bank X (including
3 branch managers, 44 sub-branch managers, and 193 staff),
which got paired into the amount of 149 pairs of leader-
subordinate. Each pair consists of 1 leader and 1
subordinate. The positions that are considered as leader are

branch manager and sub-branch manager level, meanwhile
the position that is considered as subordinate is staff level.
The youngest age in the group of participants is 22 years old
(1.3%), and the oldest age is 55 years old (0.7%). The
shortest working period from participants is <1 month,
meanwhile the longest working period is 108 months (9
years). The measurement instrument used to measure
leader-member exchange is LMX-7 [11], and the
measurement instrument used to measure job satisfaction is
Job Satisfaction Measurement Scale [30].

2.1 Descriptive Result of Job Satisfaction

The average score for participants in Bank X is 1.95 (SD=
1.45), with the minimum score of -2.15 and maximum score
5.67. For each dimension, the average score for intrinsic
reward is 2.080, the average score of organizational
extrinsic rewards is 1.695, social extrinsic rewards is 4.017,
and the average score of convenience extrinsic costs is -
0.003.

The average interval of Job Satisfaction Measurement
Scale [30] is between -2.5 until 2.5. The average score of
intrinsic rewards, organizational extrinsic rewards, and
convenience extrinsic cost falls in the average score
interval. Meanwhile, social extrinsic rewards is considered
as a high level. In conclusion, subordinate’s in Bank X
experience job satisfaction in all of its aspects, which are
social extrinsic rewards, intrinsic rewards, organizational
extrinsic rewards, and convenience extrinsic cost.

2.2 Descriptive Result of Leader-Member
Exchange

The average score of leader-member exchange is 3.66 (SD=
0.417), with the minimum score of 3 and maximum score
of 5. The average score of leader-member exchange is
higher than the average score criteria, 3. In other words,
participants (leaders and subordinates in Bank X) perceive a
high level of leader-member exchange.

2.3 Correlation between Leader-Member
Exchange and Job Satisfaction

Based on data tested on Smart PLS (statistic software), we
found that the direct impact of leader-member exchange
towards job satisfaction is significantly correlated, with
coefficient 0.363 (p<0.001). In conclusion, leader-member
exchange has an impact on job satisfaction on employees of
Bank X.
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2.4 Correlation between Leader-Member
Exchange and Job Satisfaction’s Dimensions

We tested the correlation between leader-member exchange
and dimensions of job satisfaction, which can be seen in the

picture below.

0.299 (0.000)

0.192 {0.007) -—‘__’0

Organizational
0.358 (0.000) Extrinsic Rewards

0.051 (0.591) 0

Social Extrinsic
Rewards

Convenience
Extrinsic Costs.

Leader-

Subordinate

Relationship
Quality

Picture 2. Correlation Value and P Value on Correlation
from Leader-Member Exchange Towards Dimensions of
Job Satisfaction

The result indicates that leader-member exchange
significantly correlates with many dimensions of job
satisfaction, which are social extrinsic rewards, intrinsic
rewards, organizational extrinsic rewards. The impact of
leader-member exchange towards job satisfaction’s
dimensions are listed as follows: intrinsic rewards (0.299,
p<0.001), organizational extrinsic rewards (0.192, p<0.01),
and social extrinsic reward (0.358, p<0.001). Meanwhile,
convenience extrinsic costs dimension does not correlate
significantly with leader-member exchange (0.051,
p>0.05). In other words, employees in Bank X perceive
leader-member exchange to have an impact on dimensions
intrinsic rewards, organizational extrinsic rewards, and
social extrinsic rewards, but does not have impact on
convenience extrinsic costs.

2.5 Descriptive Result of Job Satisfaction’s
Urgency and Reality Values

Job Satisfaction Measurement Scale [30] identify the level
urgency and reality values perceived by each individual
employee. Urgency value shows how important a certain
aspect is for the employee, meanwhile the reality value
shows how much that aspect is present and fulfilled in the
employee’s working experience. We summarized the
collective urgency and reality values based on the
employee’s answer on the Job Satisfaction Measurement
Scale[30].

Table 1.
Description of Job Satisfaction’s Urgency And Reality
Value

Value
Job Satisfaction
No. . X
Dimensions
Urgency Reality

1 Intrinsic Rewards 291 0.58
2 Organizational 3.42 0.38

Extrinsic Rewards
3 Social Extrinsic 3.29 1.13

Rewards
4 Convenience Extrinsic 3 0.01

Costs

In other words, dimensions of job satisfaction that has the
highest level of urgency value for Bank X’s employees are:
(a) organizational extrinsic rewards and social extrinsic
rewards. On the other hand, the dimensions that has the
highest level of reality value are social extrinsic rewards and
intrinsic rewards.

2. CONCLUSION

Based on the results, we can discuss conclusions about: (a)
impact of leader-member exchange towards job
satisfaction; and (b) impact of leader-member exchange
towards dimensions of job satisfaction. Leader-member
exchange has an impact of job satisfaction with a correlation
of 0.363 (p<0.001). Dimensions of job satisfaction that
correlates most strongly with leader-member exchange are:
(a) social extrinsic rewards (0.358, p<0.001); (b) intrinsic
rewards (0.299, p<0.001); and (c) organizational extrinsic
rewards (0.192, p<0.001).

The research’s result can be used to comprehend
researches in psychology (human resources) major,
specifically about bank firms. Future researches can focus



on the working culture in a bank, and the comparison of
further individual characteristics such as culture, gender,
nationality, work position, and participant’s living context.
Other than that, this result can be used as a foundation to
develop other factors and dimensions of job satisfaction,
and for the development of decent and effective
intervention for bank employees. Furthermore, future
researches can focus on organizational extrinsic rewards
dimension with higher reliability value.

For further researches, methodology can also be
improved by making the participants data anonymous,
which enables them to answer more honestly, and
minimizing the possibility of social desirability bias.
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