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EMPLOYER DECISION FRAMEWORK ON PAY AND REWARD

The following framework 
is based on our in-
depth literature review 
commissioned from The 
Behavioural Insights Team 
(BIT) related to the structure 
and design of pay and reward, 
looking into financial as well 
as non-financial rewards. 
The report outlines key 
recommendations to help 
your business consider and 
implement constructive 
changes and improvements 
in order to make the most 
of your pay and reward 
strategy. 

key findings key recommendations

Transparency about fair 
processes supports job 
satisfaction and equality
Employees are more satisfied with 
their job and pay if they feel that 
their peers’ earnings are similar 
to their own, and that both their 
salary and the process by which 
this salary is determined are fair. 
Lack of pay transparency can also 
drive gender pay gaps.

Ensure clear, transparent and honest communication with employees on salary 
 X Focus on the process by which salary is determined, including how the salary 
relates to performance or responsibility, and what it takes to get to the next pay 
grade

 X Benchmarking information can also be shared. Paying the going rate in a 
particular labour market could offer reassurance that the salary on offer is fair

 X Pay transparency is a way to reduce an organisation’s gender pay gap. Being clear 
about what pay is available, and whether negotiation is acceptable, can also lead 
to fairer salaries for women.

Individual differences and 
motivations determine the 
relationship between job 
satisfaction and salary
Different types of employees may 
place different amounts of value 
on monetary rewards. For example, 
for employees who are extrinsically 
motivated, higher pay increases job 
satisfaction. Younger employees 
may also place higher value on pay 
than older employees. 

Explore and understand individual differences in people’s values and motivations to determine the most effective 
approach for incentivising staff

 X Consider conducting a survey on motivations and reward preferences to better understand what employees really value, 
for example whether they are more motivated by intrinsic rewards like the desire to learn something new or by extrinsic 
rewards like financial incentives.

 X Consider offering a combination of monetary and non-monetary rewards (eg more training opportunities, recognition, 
paid leave) rather than cash alone, and offering choice as to which incentive the employee can select. 

 X Pay schemes should always be fair and transparent and in compliance with legal regulations in relation to age 
discrimination (such as the Equality Act) - with the total value of the package remaining equal for equal roles.
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key findings key recommendations

For staff retention and wellbeing, 
it’s not only about pay
Pay is an important, but not the 
most important factor in employee 
wellbeing and retention; factors such 
as stress at work, relationships with 
managers and work-life balance are 
equally, if not, more important.

Collect good data on the factors that most affect employee retention and 
ensure HR have an evidence-based understanding

 X A survey among current employees could be used to explore the factors that 
affect employee retention and to identify high-risk groups of employees and 
trends over time

 X This data should provide direct indications of how to improve staff retention and 
be fed into HR practices and policies regarding the retention of employees

 X Well-structured exit-interviews can be used to explore factors affecting employee 
retention, although post-rationalisation can affect responses and so they should 
be treated with a degree of caution. 

Consider the structure of pay scales 
and other factors such as stress at 
work and work-life balance to address 
employee wellbeing 

 X Carefully considering the structure of 
pay scales, so there is less difference 
between the lowest and highest 
salaries within a pay band, is likely to 
improve employee wellbeing 

 X Addressing factors such as stress at 
work and work-life balance are more 
likely to improve employee wellbeing 
than absolute pay.

SALARY
monetary rewards

key findings key recommendations

Paid leave helps employers to 
attract and retain employees
This is especially true for women 
and others in minority groups.

Ensure that paid leave entitlements 
are present on job-adverts to attract 
diverse talent

 X Employees highly value paid annual 
leave when looking for work - and 
so this should be highlighted on job 
adverts

 X Expanded parental leave offers should 
also be made clear externally (on job 
adverts) and internally to attract and 
retain diverse talent. 

More leave is not always better 
when it comes to job satisfaction
Offering more annual leave may 
not increase job satisfaction, and 
unlimited leave can backfire in that 
it reduces the amount of annual 
leave taken overall.

Managers should make sure everyone 
is clear about their company’s annual 
leave policy

 X Thus reducing confusion over how 
many days off employees can and 
cannot take.

Managers should encourage their 
team to take time off, such as by

 X Offering flexibility
 X Modelling behaviours themselves by 
taking advantage of their own time 
off. 

PAID ANNUAL 
LEAVE

monetary rewards
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key findings key recommendations

Rewarding group-based 
performance may be more 
impactful for wellbeing
Group-based performance and 
prosocial bonuses* may have a 
larger impact on wellbeing than 
individual-performance based 
bonuses.

Consider implementing prosocial 
bonuses to improve employee 
wellbeing. *Prosocial bonuses include 
donations towards charities or sharing 
rewards with colleagues, eg. team 
social activities. 

 X It is important to give employees the 
choice of how or if they participate in 
such activities (eg, providing a range 
of charities, allowing them to opt-out 
of activities with colleagues) so as 
not to counteract the positive effects 
of prosocial activities.

Bonus schemes need to be fair to 
support retention
The more employees in an 
organisation that are awarded a 
bonus, the more likely this is to 
have a positive effect on employee 
retention. 

Consider making bonuses available 
to all employees to facilitate job 
retention 

 X Track what proportion of staff receive 
a bonus. If it is only available to a 
small number of employees this may 
have a negative impact on employee 
retention.

BONUSES
monetary rewards

BONUSES
monetary rewards

key findings key recommendations

Bonuses are more effective at 
increasing job satisfaction in 
some groups
Bonuses may increase employee 
satisfaction, particularly for 
men and those in higher paying 
occupations who may have higher 
monetary motivation. Bonuses are 
most effective when at least 25% 
of an individual’s salary. 

Be mindful of factors such as an 
employee’s gender or bonus size. 
These may affect whether bonuses 
improve performance and job 
satisfaction

 X For example, the higher the size of 
the bonus payment, the more likely 
it is that it will lead to higher job 
satisfaction

 X Providing employees with the 
information and flexibility to tailor 
their benefits packages based on their 
individual requirements, is likely to 
improve job retention

 X However, be wary of ‘choice overload’ 
- as behavioural evidence indicates 
that having too many choices can 
make decisions more difficult and can 
lead to suboptimal choices. 

EMPLOYER DECISION FRAMEWORK ON PAY AND REWARD
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key findings key findingskey recommendations key recommendations

Pensions may be more important 
for attraction than satisfaction
Employer pension contributions 
are a benefit that is greatly valued 
by employees, but may be more 
important for attraction than for 
ongoing job satisfaction. 

Default contributions will not be 
enough for many employees
More than 90%1 of eligible 
UK workers stick with the 
default pension scheme they 
are automatically enrolled in. 
However, most employed workers 
need to save more than the 
default contributions to save for 
retirement.

There is a gender pension gap
This is driven by a range of factors, 
with divergences in pension 
participation rates between men 
and women broadly mirroring the 
gender pay gap which suggests that 
women may change their saving 
behaviour around the time they 
become mothers.

Emphasise pension contributions in job postings, especially if they are generous
 X Such emphasis and transparency will attract applicants of all ages. 

Provide clear information to employees embarking on, or returning from, 
parental leave, as well as any staff changing from full to part-time working 
hours

 X This information can also encourage staff to discuss and reflect on their 
pension choices, fully informed about workplace contributions given changing 
circumstances.

Encourage employees to increase 
their pension contributions when their 
financial circumstances change - for 
instance, defaulting payments from 
completed student loan repayments 
or childcare vouchers that are no 
longer needed to pension payments 

 X Employers could pinpoint times when 
employees will have more disposable 
income, including any bonuses or pay 
rises, and encourage investment in a 
pension.

Encourage employees to consider 
whether their default pension 
contributions are right for them

 X We tend to align with default options, 
but universal defaults may not be 
right for everyone - particularly for 
those who cannot afford to save right 
now, or those who may need to save 
more for a comfortable retirement.

PENSION 
CONTRIBUTIONS

PENSION 
CONTRIBUTIONS

monetary rewards monetary rewards

1 Institute for Fiscal Studies. (2020). Automatic enrolment 
- too successful a nudge to boost pension saving? 
Link to article. 
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key findings key recommendations

FLEXIBLE 
WORKING

non-monetary rewards

Flexible working is desired by 
employees and jobseekers, but it 
is rarely offered by employers on 
job postings
87% of UK full-time employees 
either work flexibly already or wish 
they could. 93% of jobseekers 
want to find a job that allows them 
to work part-time or flexibly in 
some way. 
However, the proportion of jobs 
advertised with flexible working 
options remains low - at 22%. 
This data is likely to have changed 
particularly in 2021 when we 
witnessed more employers openly 
promoting their flexible working 
policies particularly in industry 
or even national press. Offering 
flexible work can support gender 
equality but outcomes for different 
groups need to be monitored.

Employers could increase the number 
of female applicants by advertising all 
roles with flexible working options

 X Flexible working appeals to both men 
and women, and is a proven way to 
attract more senior female applicants

 X Men may be encouraged to work 
flexibly through senior role models.

Employers should be aware of issues 
related to flexible working

 X Employers need to monitor for the 
emergence of differences between 
different groups to analyse how 
taking-up flexible working impacts on 
recruitment, hiring and progression 
of staff within the organisation. If 
gaps do emerge, employers need 
to explore the causes of such 
differences.

key findings key recommendations

FLEXIBLE 
WORKING

non-monetary rewards

Flexible working is associated 
with higher job satisfaction, 
employee retention and 
wellbeing

Managers should discuss flexible 
working options with both new and 
current employees

 X These discussions should outline the 
types of flexible working options that 
the company can offer (in terms of 
working hours, location of work, etc.)

 X Communicate that employees 
can choose the flexible working 
arrangements that will best work 
for them. This is important because 
needs related to flexible working vary 
considerably from person to person.

EMPLOYER DECISION FRAMEWORK ON PAY AND REWARD
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key findings key recommendations

RECOGNITION 
AND COMPANY 
CULTURE

non-monetary rewards

Company culture is a pivotal 
factor in retaining employees

Consider investing in a variety of factors to improve company culture which in 
turn will retain and attract employees 

 X Factors including culture and values; career opportunities; quality of senior 
management; work-life balance; and compensation and benefits all contribute to 
overall company culture which has been shown to be a key factor in attracting and 
retaining employees. 

Recognition is crucial for 
satisfaction and job retention
Recognition of good work and 
expressions of gratitude, such 
as sending positive feedback 
around the office, can make a real 
difference to employees’ sense of 
job satisfaction and retention.

Consider building moments of thanks into workplace routines 
 X These can take the form of gratitude slots in meetings, sending positive feedback 
around the office, or even gifting employees with small financial rewards to be 
spent on others in their team 

 X Recognition is most effective when it is public, from people whose feedback 
matters and is communicated at timely moments (eg monthly performance 
meetings).

Consider investments into client satisfaction and the communication of client 
feedback as a means to enhance employee retention

 X Positive client feedback has a significant impact on employee retention and 
therefore should be freely and plentifully distributed to employees, and negative 
feedback should be communicated carefully.

key findings key recommendations

Company ownership positively 
impacts job satisfaction and 
retention
Employees who have an 
ownership stake or the right to 
participate in the decision-making 
in the company they work for are 
more committed to the business, 
more satisfied with their jobs, and 
less likely to leave. 
This is particularly true when 
ownership is combined with high-
performance policies and fixed pay 
at or above market levels.

Consider whether an employee-
owned structure is right for the 
business

 X Even if employee ownership is not 
right, organisations could consider 
implementing just three basic actions 
to increase employee involvement: 
i) encourage management to share 
financial information with all 
employees, ii) give all employees 
right to participate in the decision-
making, and iii) treat everyone the 
same (eg by calling all employees 
‘partners’, for example).

Employee-owned businesses can 
further generate positive outcomes by 
investing in high-performance work 
policies, and offering fixed wages at or 
above market level

 X These policies, combined with 
employee ownership, lead to greater 
positive effects for job retention, 
loyalty, and staff effort.

COMPANY 
OWNERSHIP

non-monetary rewards
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key findings key findings

ESG REWARDS ESG REWARDS
non-monetary rewards non-monetary rewards

Reducing environmental impact 
may support retention of 
Generation Z employees
Whilst ESG issues are becoming 
increasingly scrutinised by 
stakeholders, there is limited 
research on the impact of ESG 
rewards on employees. However, 
younger employees may be more 
likely to apply to and continue 
working for companies that 
focus on reducing their carbon 
footprints. 

key recommendations key recommendations

Utilise ESG rewards to retain and 
attract younger (Generation Z) 
employees 

 X Highlight what your company is 
doing to support climate change 
in both external (to attract) and 
internal (to retain) communications. 

There is a widespread perception 
that greener funds don’t perform 
as well financially as other funds

Clearly communicate the financial performance of green funds to mitigate 
concerns that green funds perform less well financially than other funds.

Overall, there is widespread 
support for ESG incentive 
schemes, however factors such 
as performance criteria relevant 
to the company and accurate 
measurement against performance 
criteria need to be carefully 
considered.

Move forwards with ESG incentive 
schemes but do so with caution and 
carefully consider factors such as: 

 X Ensuring performance criteria are 
relevant to the company; 

 X Ensuring sufficient research for 
accurate measurement against 
performance criteria. 

EMPLOYER DECISION FRAMEWORK ON PAY AND REWARD
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This publication has been carefully prepared, but it has been written in general terms and 
should be seen as containing broad statements only. This publication should not be used 
or relied upon to cover specific situations and you should not act, or refrain from acting, 
upon the information contained in this publication without obtaining specific professional 
advice. Please contact BDO LLP to discuss these matters in the context of your particular 
circumstances. BDO LLP, its partners, employees and agents do not accept or assume any 
responsibility or duty of care in respect of any use of or reliance on this publication, and 
will deny any liability for any loss arising from any action taken or not taken or decision 
made by anyone in reliance on this publication or any part of it. Any use of this publica-
tion or reliance on it for any purpose or in any context is therefore at your own risk, with-
out any right of recourse against BDO LLP or any of its partners, employees or agents.

BDO LLP, a UK limited liability partnership registered in England and Wales under number 
OC305127, is a member of BDO International Limited, a UK company limited by guar-
antee, and forms part of the international BDO network of independent member firms. 
A list of members’ names is open to inspection at our registered office, 55 Baker Street, 
London W1U 7EU. BDO LLP is authorised and regulated by the Financial Conduct Authori-
ty to conduct investment business.

BDO is the brand name of the BDO network and for each of the BDO member firms.

BDO Northern Ireland, a partnership formed in and under the laws of Northern Ireland, is 
licensed to operate within the international BDO network of independent member firms.
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