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Smarter incentives: 
Turning the regulatory shake-up 
to your advantage

Compliance with the latest wave of reward regulation is the first hurdle. 
Smart organisations are going further by using the shake-up as a catalyst 
for putting incentives on a more sustainable footing, which builds into the 
wider strategic rethink within the business. So how can your organisation 
turn the upheaval to your advantage?
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Foreword

The regulation of reward is intensifying and fragmenting as more staff are brought 
into the net and the rules in the EU and other parts of the world continue to diverge. 
Straightforward compliance is tough enough, but the different approaches are going 
to be an increasing headache to administer. It’s also going to be difficult to reflect the 
changing economics within the industry, maintain organisational cohesion and align 
incentives with business objectives and shareholder interests when so many varied and 
possibly conflicting approaches are in place.

As we explore in this paper, a more durable approach to reward policy is needed. We 
look at how to meet the new regulatory demands in the short-term. We also look at 
how to use the changes as an opportunity to bring incentives into line with the wider 
strategic rethink within your business. Key questions include how to make sure the 
amounts paid reflect the more modest returns within the sector and leave enough for 
shareholders and reinvestment in the business. It’s also going to be important to make 
sure your approach to the structure and level of pay reflects the changing motivations 
of the people you want to attract, helps drive the behaviour and financial returns you 
want from them and reflects the culture you want to instil in the organisation, overall.

Clearly, reward is only one of a number of interdependent strategic considerations 
for your business. But aligning reward with your changing business model will help 
you to attract and retain the people you need, to take the organisation forward and 
ensure they’re appropriately incentivised to make the right decisions in support of 
your objectives. 

We hope that you find the paper useful and interesting. If you have any queries or 
would like to discuss any of the issues in more detail, please speak to your usual 
PwC contact or one of the authors listed on page 14.

Jon Terry 
PwC (UK) 
Global FS HR Consulting Leader

We’re pleased to introduce ‘Smarter incentives: Turning 
the regulatory shake-up to your advantage’. Our recent 
paper, ‘Seizing back the people agenda’1, looked at how to 
make sure your people strategies reflect the big competitive 
decisions in your business. This paper takes this further 
by looking at how to develop a more sustainable and 
strategically coherent approach to pay and incentives.

1	 ‘Seizing	back	the	people	agenda’	(www.pwc.com/financial-services/seizing-back-the-people-agenda)



4  PwC	Smarter incentives: Turning	the	regulatory	shake-up	to	your	advantage

Bonuses have been one of the most politically charged areas of new regulation 
since the onset of the financial crisis. Policymakers are keen to eliminate incentive 
arrangements they believe could encourage mis-selling or excessive risk-taking. 
The sector is also facing public clamour over the level of remuneration and the kind 
of behaviour it’s seen to reward. 

The starting point for many regulators is the Financial Stability Board’s (FSB) Principles 
and Standards for Sound Compensation Practices, which are outlined in Figure 1.

Getting to grips with 
the upheaval

The tactical steps needed to meet the new incentive 
regulations are the immediate priority. But as the rigour 
of the controls and number of people to which they apply 
increase, a more strategic approach is likely to be required.

Figure 1: FSB principles

Governance

The	establishment	of	an	
independent	remuneration	
committee	to	oversee	
compensation	system	design	
and	operation

Pay structure and 
risk-alignment

All	current	and	future	risks	should	
be	accounted		for	in	variable	
remuneration,	which	should	
be	structured	in	line	with	FSB	
principles	for	certain	employees

Risk and compliance 
function employees

Remuneration	should	be	
based	principally	on	the	
achievement	of	the	objectives	
of	an	employee’s	role

Disclosure

An	annual	report	on	
compensation	should	be	
disclosed	to	the	public	on	
a	timely	basis

Compensation and 
capital

Total	variable	compensation	
should	not	limit	the	ability	of	
an	organisation	to	strengthen	
its	capital

Supervisory 
oversight

Supervisors	should	ensure	
the	effective	implementation	
of	the	FSB	principles	and	
monitor	compliance	with	these

Source:	PwC	analysis	of	FSB	principles
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Some regulators have taken this further 
by requiring specified ‘risk-takers’ to defer 
a significant portion of their variable 
pay and receive some of this in shares or 
share-like instruments rather than just 
cash. While the initial focus has been 
banks, the deferral and governance 
requirements are being progressively 
introduced in insurance and asset 
management.

Tactical response
So far, the rules have generally only 
applied to staff that have a major say on 
risk decisions, such as board members 
and heads of risk or trading desks, rather 
than the bulk of traders. 

This has allowed banks, broking houses 
and other affected institutions to adopt 
a largely tactical response in which the 
number of people affected is kept to a 
minimum. For many of these people 
including senior management, deferral 
and payment in shares are already typical 
features of how they’re rewarded. 

Some have also increased fixed salaries 
as a proportion of overall pay. For heads 
of risk or compliance, paying the bulk of 
compensation as a fixed salary would help 
to avoid any potential conflict of interest 
between their duties and how they’re 
rewarded. Many traders may welcome a 
higher proportion of fixed pay when many 
markets and hence bonus potential have 
been so subdued, though this can make 
costs difficult to control. This approach 
could also be harder to sustain in faster 
growing markets and as Western markets 
gradually improve.

Well-run firms have supported these 
changes by building reward into their 
governance and decision-making 
processes, which makes good business 
sense and helps to demonstrate 
compliance. 

Fragmentation
One of the biggest problems is 
fragmentation. Interpretation of the 
FSB principles has varied (see Figure 2 
overleaf). The EU is taking a stringent 
rules-based stance on how much of the 
variable pay should be deferred and taken 
in shares. This contrasts with the largely 
principles-based approach adopted in 
the US and Asia, under which incentives 
should be broadly aligned with the 
risk appetite and risk-adjusted returns. 
Further anomalies centre on whether to 
allow guaranteed bonuses and retention 
rewards. Even within the EU, some 
countries have been applying 
the directives to the letter and others 
more flexibly.

Many traders may welcome a 
higher proportion of fixed pay 
when many markets and hence 
bonus potential have been so 
subdued, though this can make 
costs difficult to control. This 
approach could also be harder 
to sustain in faster growing 
markets and as Western markets 
gradually improve.
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20%
The Netherlands is set to go further 
than the EU as a whole by imposing 
a bonus cap of 20% of fixed pay

Figure 2: Fragmentation in the regulation of pay

The diagram below shows the extent to which countries across the globe have implemented regulations that have an impact 
on remuneration practices and remuneration governance arrangements within financial services organisations. As can be seen 
from the diagram, regulation with binding rules is heavily concentrated in Europe, with principles-based regulation more 
commonplace outside of the EU.

Source:	PwC	analysis

n		Binding	rules	implemented

n			Principles-based	
regulation	implemented

n		No	regulation	implemented

n		No	data
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For international groups, these 
anomalies are creating pressure to vary 
the arrangements for remuneration. 
These differences are a headache to 
administer, complicate decisions over 
where key operations are located 
and could make it harder to attract 
staff in some of the more controlled 
jurisdictions. They can also create 
conflicts between people doing the same 
jobs in different parts of the world and 
make it difficult to impose and execute 
consistent group-wide strategies.

Tougher challenges ahead
All this is about to get a whole lot 
tougher in the EU as both the controls 
and the numbers of people they apply 
to undergo major changes. Regarding 
what is required, CRD IV is set to impose 
a bonus cap on banks of no more than 
two times pay. Regarding who is covered 
by the controls, a proposed European 
Banking Authority (EBA) technical 
standard would extend the definition of 
material risk-takers to include what is in 
effect, all ‘high earners’. The rules will 
now apply to around 5–10 times more 
staff in an investment bank than under 

the previous definition and 2–4 times 
more staff in a corporate, retail banking 
or asset management business (see 
Figure 3). 

While there had been moves to apply 
a bonus cap, similar to banks on asset 
managers, through UCITS V, a vote in 
the European Parliament in July 2013 
now makes this unlikely. But some asset 
management divisions of banks will be 
covered by both the cap and the deferral 
requirements for material risk-takers. 
While the numbers defined as material 
risk-takers in banks’ asset management 
divisions is generally in single figures 
at present, there could be up to ten 
times more in the net, once the earnings 
threshold is applied.

The fragmentation within the EU is 
going to become even more pronounced, 
following this fresh wave of change. 
For example, the Netherlands is set to 
go further than the EU as a whole by 
imposing a bonus cap of 20% of fixed 
pay, which will cover insurers and asset 
managers as well as banks.

The tactics used so far including a switch 
to higher salaries could still apply, but 
the difficulties in controlling fixed costs 
are going to be all the greater. These new 
developments are also going to heighten 
the inconsistencies and potential for 
conflict between staff operating in the 
EU and elsewhere.

Your business will need to make tactical 
decisions in the short-term, but these are 
unlikely to be sustainable. It’s therefore 
important to take a forward-looking 
view, which makes sure the tactical 
decisions you have to make now are 
informed by where the business wants 
to be in the future. The next section 
looks at ways to develop this pragmatic 
strategic approach.

Figure 3: Extending the net

Numbers of designated material risk-takers in typically large EU-based institutions, who are subject to bonus and other 
remuneration controls*

Investment bank

Now:	150–200

After	EBA	extension:	1000–2000

Now:	150–200

After	EBA	extension:	400–800

Now:	20–30

After	EBA	extension:	50–100

Retail and corporate bank Asset manager

*Includes staff working in the US, Asia and other overseas operations

Source:	PwC	analysis
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Many financial institutions are undergoing a major overhaul of business strategy 
and operating models. The impact of new technology and changes in customer 
expectations and trade patterns are all contributing to shifts in the focus of global 
investment and growth. Regulation is a key driver of these changes. Your business 
faces the challenge of how to deliver acceptable shareholder returns when capital 
charges and the cost of compliance are increasing. The pressing priorities include 
rebuilding trust and overcoming the challenges created by the financial crisis and the 
slowdowns in economic growth. 

Reward strategy is intertwined with the broader business 
and operating model changes taking place in the industry. 
With new regulations designed to impact a large number of 
staff, these issues take on increasing strategic importance. 
The overriding challenge is how to fit the level of fixed pay 
and bonuses, how they’re calculated and what you aim to 
incentivise into the new commercial realities and changing 
employee value proposition (i.e. why people would want to 
work for your company) within your business. Reward is also, 
of course, a very prominent area of new regulation and public, 
political and supervisory scrutiny in its own right.

The underlying questions include: Are your current reward arrangements sustainable 
when lower returns mean that there is less cash available to pay staff? PwC’s latest 
global CEO survey revealed that more than 70% of FS CEOs say that they have to 
match the pay of peers to retain top talent.2 But, these pay pressures have to be 
balanced with the returns needed to satisfy shareholders and fund investment 
for growth. 

Pragmatic strategic 
approach

Your strategy and business model are shifting. How can you 
make sure reward policies keep in step?

2	 	351	FS	CEOs	were	polled	as	part	of	PwC’s	‘16th	Annual	Global	CEO	Survey:	Dealing	with	disruption	–	
Adapting	to	survive	and	thrive’,	January	2013

70%
PwC’s latest global CEO survey 
revealed that more than 70% of FS 
CEOs say that they have to match 
the pay of peers to retain top talent.
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Other key questions include: Does 
what you pay reflect the changing 
nature of the job and the returns it 
generates? More broadly, do your 
reward arrangements reflect the 
changing centre-of-gravity of your 
business and the availability of talent? 
Could high levels of basic pay impede 
your ability to move people in and out 
as opportunities unfold and others 
subside? Could the tactics used to 
comply with new regulations run 
counter to the objectives and direction 
of your business?  

Therefore, how can you put the 
structure and level of reward on a more 
sustainable and strategically coherent 
footing?

With the details of new reward regulations and how they’re applied still to 
be finalised, it is important to put forward the case for the most workable 
arrangements. This includes communicating the limitations, challenges and 
implications for jobs, growth and competitiveness coming from the business 
model changes imposed on the industry. It would also include emphasising 
the potential for systemic risks that could arise as a result of divergent global 
approaches to the implementation of the reward rules. The asset management 
industry’s success in arguing against the proposed bonus cap in UCITS V 
indicates that policymakers are flexible and prepared to listen.

1 Engaging with regulators

Your business is likely to be considering the most viable locations for particular 
operations, based on wider perceptions of growth and opportunity. At the same 
time, it is important to consider resourcing and reward – whether the right 
people can be hired locally or would need to be reassigned from within the 
company.

2 Aligning pay considerations with decisions 
over where and how you operate
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For your business to remain competitive a lot of top earners will need to be paid 
less and these conversations can’t be put off indefinitely. In turn, your people 
may be more receptive to a new ‘bargain’ than is often presumed. A global 
survey of more than a thousand FS executives – carried out by PwC in 2012 – 
found that most prefer the assurance of fixed pay over the higher risk ‘gamble’ 
of a bonus, even if the latter could offer more money.3 This suggests that FS 
executives are more risk-averse than is often presumed. It would also reflect a 
realistic attitude about how much is going to be left in the bonus pools of an 
industry that is generally less profitable than it used to be. 

Staff affected by the changes in regulation may also have to give ground. 
For example, if people want to live in highly controlled jurisdictions for family 
or lifestyle reasons, then they can’t necessarily expect a higher fixed salary to 
make up for all of the lower bonus potential. There may of course be exceptions 
– trading desks, for example, though even here expectations need to reflect 
today’s more modest risk-adjusted returns.

Packages should also reflect the fact that variable pay loses value the longer 
people have to wait. Our survey of FS executives found that a deferred bonus 
is typically discounted by around 50% over three years (i.e. each dollar is only 
perceived to be worth 50 cents). Discounts are particularly high in Asia and 
Latin America, with deferred payments being discounted by up to two-thirds in 
the eyes of executives.

3 More realistic packages

It will be important to look at how well reward strategies reflect the risks, 
returns, desired behaviour and culture of your business. A combination of 
regulation and market pressures is shifting the axis of FS towards a longer 
term and relationship-driven customer solutions’ approach. The structure 
and horizons of your reward policies should reflect the emphasis on customer 
outcomes over short-term transactional returns. It should also reward the 
values needed to put the customer first and rebuild trust. 

4 Rewarding the behaviour you want

A strategic approach to reward will consider the new structures, and how to 
adapt or concentrate roles that attract regulated responsibilities. A key priority 
will be how to restore cohesion in incentives and motivation. This could include 
creating explicit career steps for an international cadre of staff, who move 
between the more and less prescriptive jurisdictions over the course of their 
careers. Opportunities to gain experience and develop their careers can be 
aligned with a career earnings model. 

5 Forging a new career bargain

3	 	‘Pay:	what	motivates	financial	services	executives?	The	psychology	of	incentives’,	published	by	PwC	in	
August	2012

50%
Our survey of FS 
executives found that 
a deferred bonus is 
typically discounted 
by around 50% over 
three years 
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The FS executives in our survey would be prepared to take an average 30% 
pay cut to secure their ideal job. The importance of non-financial motivations 
is going to increase as the millennial generation move into the sector and 
begin to take up managerial positions – a PwC survey of graduates highlighted 
the importance of jobs with meaning and interest as a key attraction for this 
generation.4

6 Money may not be the chief motivator for the people you need

The underlying imperative is how to win back the trust needed to ease the 
political tensions over pay in the sector and regain control over remuneration. 
The starting point is a discussion over the right balance between the share 
of returns needed to fund risk/capital requirements for business growth, the 
returns allocated to employee reward and the returns provided to shareholders.

Communicating how the activities and value created by financial institutions 
support the success of the wider economy, and how the reward model promotes 
prudent risk-taking will form a crucial part of the overall task of rebuilding 
trust. This trust is critical over the longer term, as it is fundamental to the 
‘licence to operate’, which underpins the pursuit of profitable opportunities. 
To be successful in future, it’s vital that FS sustains its strong position with 
respect to other sectors in the ability to attract the brightest candidates and 
motivate those who increasingly look for meaning and purpose from their 
chosen careers.

7 Rebuilding trust

4	 ‘Millennials	at	work:	Reshaping	the	workplace	in	financial	services’,	published	by	PwC	in	April	2012

30%
The FS executives in our survey 
would be prepared to take an 
average 30% pay cut to secure their 
ideal job. 
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We believe there are a series of key questions that your business will need to answer 
as it looks at how to put reward on the front foot:

Do you know how many of your staff will be affected by the incoming changes 
to reward in the EU?

How would tactical measures to address new remuneration rules affect 
global management units in the control of risk and the realisation of business 
objectives?

How can you maintain a coherent and cohesive approach in the face of so much 
fragmentation in the required controls?

How you can adjust/manage incentive arrangements to minimise upheaval and 
attract and retain the people you need?

On the front foot

Pay and incentives have always been a crucial part of the 
FS sector’s ability to attract top talent. But just as your 
return expectations, business and operating models are 
changing, so should your reward model. Regulation is 
providing much of the impetus for the modification to pay 
and bonus structures. Smart businesses are going to be 
using the mandated changes as an opportunity to think 
more broadly about what kind of reward model is needed to 
reflect the new market realities.
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Is your response sufficiently forward-looking to avoid a succession of further 
changes ahead?

Is consideration of reward policies sufficiently integrated into your business 
and target operating model reviews?

Are reward and shareholder returns sufficiently aligned?

Could new, strategic approaches to contracts, team structures, non-financial 
reward and career development plans create a more effective approach to 
reward?

How can you best communicate your reward policies to employees, customers, 
investors, regulators and policymakers as part of an overall programme to 
rebuild trust?

Tackling these challenges won’t be easy – change will involve a whole new way of 
looking at incentives and a new bargain with employees. But getting this right will 
strengthen your ability to attract the people you need and make your business more 
competitive in capitalising on opportunities. A more coherent, strategic approach to 
reward can also help to rebuild public trust at a time when the licence to operate is 
under increasing public challenge.
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PwC	helps	organisations	and	individuals	create	the	value	they’re	looking	for.	We’re	a	network	of	firms	in	158	countries	with	more	than	180,000	people	who	are	
committed	to	delivering	quality	in	assurance,	tax	and	advisory	services.	Tell	us	what	matters	to	you	and	find	out	more	by	visiting	us	at	www.pwc.com.	

This	publication	has	been	prepared	for	general	guidance	on	matters	of	interest	only,	and	does	not	constitute	professional	advice.	You	should	not	act	upon	the	
information	contained	in	this	publication	without	obtaining	specific	professional	advice.	No	representation	or	warranty	(express	or	implied)	is	given	as	to	the	accuracy	or	
completeness	of	the	information	contained	in	this	publication,	and,	to	the	extent	permitted	by	law,	PwC	does	do	not	accept	or	assume	any	liability,	responsibility	or	duty	
of	care	for	any	consequences	of	you	or	anyone	else	acting,	or	refraining	to	act,	in	reliance	on	the	information	contained	in	this	publication	or	for	any	decision	based	on	it.

For	further	information	on	the	Global	FS	People	Marketing	Programme,	please	contact	Maya	Bhatti,	Global	FS	Marketing	on	+44	207	213	2302	or	at	
maya.bhatti@uk.pwc.com
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