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NON-MATERIAL INCENTIVES AND THEIR IMPACT
ON EMPLOYEE ENGAGEMENT: IMPLICATIONS FOR
MODERN MANAGEMENT

Abstract

For the management of an organization, it is of crucial importance how to motivate
employees. The necessity of building a good motivation system is a prerequisite
for increasing and maintaining competitive advantages. Therefore, in this paper
is investigated the impact of non-material incentives, specifically recognition,
flexibility, development, and psychological safety, on employee engagement. Using
Self-Determination Theory, Herzbergs Two-Factor Theory, and the Job Demands-
Resources model, we analysed existing research and conduct a pilot simulation with
synthetic data (n = 150, Serbia), aligning with common findings. Recognition and
flexibility are shown to have the strongest links with engagement, while psychological
safety and development also contribute (Herzberg, 2008). For example, peer recognition
programs, which involve regularly acknowledging employee contributions in team
settings, have been shown to improve morale and loyalty. Similarly, flexible scheduling
options allowing employees to choose their work hours can lead to increased job
satisfaction. We used ANOVA and a t-test for gender to validate the results. Besides,
its justified using of synthetic data to ensure transparency, respect privacy, and allow
replication.
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3a noseharbe u 3a0porcagarbe KOHKypeHmcekux npeosocmu. Cmoea, y o8om paody uc-
mpasicyje ce ymuyaj HemamepujanHux noocmuyaja, nocebHo npusHared, (irekcudu-
HOCMU, PA360ja U NCUXOTOWKE CUSYPHOCTU, HA aHeadxCcosarse 3anocienux. Kopuc-
mehiu meopujy camoonpedesmerba, Xepybepeogy 080phaxmopcky meopujy u mooei
3axmesa u pecypca nocad, AHATUUPAIU cMo nocmojeha ucmpaxcusara u cnposeit
nunom cumynayujy ca cunmemuykum nooayuma (1 = 150, Cpbuja), wumo ce nokiana
ca yobuuajenum pesynmamuma. Ilokasano ce 0a npusnarbe u (reKCUOUIHOC UMAjy
Hajjave ge3e ca aHeaico8arseM, 00K NCUXOTOWIKA CUSYPHOCT U pa360] makohe umajy
c80j donpuroc (Xepybepe, 1968). Ha npumep, noxkazauo je 0a npoepamu npusHasarsa
00 cmpane Konezd, Koju YKbYuyjy pedogHO 8PeOHO8AFe OONPUHOCA 3ANOCTEHUX
MUMCKOM OKpYHcerby, nobomuasajy mopan u aojariocm. Ciuyno mome, gaexcudun-
He Mocyhnocmu pacnopeda koju omozyhasa 3anocieHuma 0a 6upajy ceoje paoHo epe-
Me moey dosecmu 0o nogeharoe 3a00606cmea nociom. Y paoy je kopuwhena ANOVA
u m-mecm 3a non da o6u ce sanuoupanu pesyimamu. Iloped moea, onpasoaro je Ko-
puutherbe cuHmemuyKux no0amaxa Kako ou ce ocucypana mpaHCcnapeHmHocm, no-
wmosana npusamuocm u omoeyhuna penauxayuja. Pao ce 3aepuwiasa menayepckum
npenopykama, 12-nedesHum nAaHOM uUMRIeMeHmayuje u aamuma 3da Meperve.

Kwyune peuu: anzaxcoeanocm 3anocienux; Hemamepujainy noocmuyaju; npu-
3HArbe, YAeKCUOUTHOCIL; NCUXOTOUIKA CUSYPHOCIT

Introduction

Modern companies increasingly attach importance to organizational change, not
because managers and employees have a natural inclination towards it, but because it is a
necessary condition for survival in a dynamic business environment (Stanujki¢ et al., 2024;
Popovi¢ et al., 2021a; 2021b). Strategic planning and organizing change are key steps in the
change management process and can significantly influence their successful outcome (Kotter
etal., 2021).

The field of human resource management is continuously developing and improving,
following new trends, challenges and transformations in the modern economy. In this context,
numerous structural and functional changes have occurred. As one of the key executive
functions of an organization, human resource management aims to manage employees
as effectively as possible, in order to ensure the achievement of both organizational and
individual goals (Paauwe & De Voorde, 2025; Urosevi¢ et al., 2016).

Imagine a company spending millions annually on specialized benefits and competitive
salaries, yet watching its employee engagement scores stagnate year after year. Despite
this significant investment in compensation, many organizations achieve only modest and
inconsistent gains in employee engagement. Evidence suggests non-material incentives,
those without financial reward, can provide stronger, context-sensitive effects on engagement
and performance. This article combines theory and evidence to demonstrate the relationship
between these incentives and engagement in practice.

Building on classical foundations, Daniel Pink emphasizes three essential dimensions
of intrinsic motivation: autonomy, mastery, and purpose (Pink, 2009a; 2009b). Autonomy

66 EKOHOMUKA EEX3]



http://www.ekonomika.org.rs

reflects the human desire for self-direction, aligning with the need for workplace flexibility
and autonomy in decision-making. Mastery denotes the pursuit of continuous improvement
and learning, resonating with professional development opportunities. Purpose involves
connecting work to a larger mission, fostering meaning and commitment. These dimensions
complement Self-Determination Theory and Herzberg’s motivators, underscoring how non-
material incentives fuel engagement in modern organizations (Herzberg, 2008).

Pink’s framework situates intrinsic drivers at the center of modern engagement. Unlike
Herzberg or Maslow (Maslow, 1943), who positioned recognition and growth as secondary
motivators, Pink argues that financial incentives only create short-term compliance, while
autonomy and purpose unleash creativity, persistence, and engagement. (Pink, 2009a;
2009b) For instance, organizations that allow employees to design part of their schedule or
dedicate time to projects of personal significance often report higher levels of innovation
and commitment. (https://www.gartner.com/en/articles/the-secret-to-productive-employees-
a-radical-shift-in-work-flexibility).

Maslow’s hierarchy of needs positions self-actualization as the pinnacle of motivation,
which is closely linked to mastery and a sense of purpose (Maslow, 1943). Amabile highlights
that creativity and intrinsic motivation thrive when individuals are given autonomy and
recognition (Amabile, 2018) Schein argues that organizational culture and leadership shape
the motivational climate, making psychological safety and fairness critical to sustaining
engagement (Schein, 2010).

Self-Determination Theory says autonomy, competence, and relatedness drive internal
motivation (Deci & Ryan, 2013) Recognizing these needs has become crucial in today’s
workplace, where employees seek deeper fulfilment from their roles. Herzberg’s Two-Factor
Theory lists motivators such as recognition, achievement, and growth as key, placing non-
material incentives in this category (Herzberg, 2008). This becomes particularly relevant
as organizations aim to maintain engagement amid evolving employee expectations. The
Job Demands—Resources model explains how job resources, such as autonomy, feedback,
support, and development, foster motivation and buffer job demands (Bakker & Demerouti,
2007). In the current climate, utilizing this model helps to understand and manage work-
related stress, thereby enhancing employee satisfaction. Across these models, incentives that
build psychological resources—rather than add external rewards—improve vigor, dedication,
and absorption (Khan et al., 2022). These insights underscore the importance of non-material
incentives in crafting a resilient and motivated workforce.

Materials and Methods

A cross-sectional survey is used to measure employee engagement (UWES-9 - Utrecht
Work Engagement Scale) and perceived non-material incentives (recognition, flexibility,
development, psychological safety). To focus on methodology, a synthetic data is analysed
(n=150) matching distributions from Serbian organizations (IT, telecom, banking, retail). The
use of synthetic data was chosen to ensure data privacy and facilitate replicability; however,
it is worth noting that this approach may limit the generalizability of the findings to real-
world settings. Variables were assessed using a 1-5 Likert scale. UWES-9 measured vigor,
dedication, and absorption. Non-material incentives included statements like ‘I receive
work acknowledgment,” ‘I manage my work hours,” ‘I get growth opportunities,” and ‘I can
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express ideas at work,’ all rated on the same scale. We report descriptive statistics, Pearson
correlations, OLS regression with demographic controls, and run t-tests for gender and
ANOVA for age groups.

Results

Figure 1 shows the structure of the sample according to age groups. The largest share
belongs to the 18- to 30-year-old group, which makes up 39% of the sample. Next in terms
of representation is the 31 to 45 age group with 35%, while the 46 to 60 age group is the least
represented with 26%.

Figure 2. Mean Ratings of Non-I
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Figure 1: Sample structure by age group

Figure 2 shows the average ratings (Likert scale 1-5) of the four types of non-material
incentives.

Figure 2. Mean Ratings of Non-Material Incentives (1-5)
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Figure 2: Mean ratings of non-material incentives
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Table 1 shows descriptive statistics for five variables used on a Likert scale (1-5):
recognition (Mean = 4.2, SD = 0.63), flexibility (Mean = 3.94, SD = 0.73), development
(Mean =3.81,SD =0.72), psychological safety (Mean=4.1, SD = 0.65), and engagement
(Mean =4.15, SD = 0.65). All variables have high average scores, with minimum values
between 2.0 and maximum values of 5.0. Standard deviations indicate the relative
consistency of responses across participants, with recognition having the lowest standard
deviation (0.63) and flexibility the highest (0.73).

Table 1: Descriptive statistics

Variable Mean SD Min Max
recognition 4.2 0.63 3.0 5.0
flexibility 3.94 0.73 2.0 5.0
development |3.81 0.72 2.0 5.0
psych_safety |4.1 0.65 2.0 5.0
engagement 4.15 0.65 3.0 5.0

Source: Author's calculation

The table 2 shows the Pearson correlation matrix between the variables recognition,
flexibility, development, psychological safety and engagement. Most of the correlations
between the variables are weak but positive, suggesting that there is a mild but stable
interrelationship. For example, recognition and engagement have a correlation of 0.34,
indicating that a higher level of recognition may contribute to greater engagement. Also,
the correlation between flexibility and engagement (0.35) shows that more flexible
working conditions can positively affect employee engagement. Although correlations
are generally weak, these results indicate that factors such as familiarity, flexibility, and
psychological safety may have positive, albeit small, effects on engagement, which is
certainly encouraging for further research.

Table 2: Pearson correlation matrix

Variable recognition flexibility development psych safety engagement
recognition |1.0 -0.05 0.04 0.06 0.34
flexibility -0.05 1.0 0.05 0.07 0.35
development |0.04 0.05 1.0 -0.0 0.13
psych_safety |0.06 0.07 -0.0 1.0 0.22
engagement |0.34 0.35 0.13 0.22 1.0

Source: Author's calculation

Table 3 presents the results of the OLS regression predicting employee
engagement using demographic characteristics and non-material incentives as predictors.
Recognition (coefficient = 0.348, p < 0.001), flexibility (coefficient = 0.306, p < 0.001),
and psychological safety (coefficient = 0.176, p = 0.015) show statistically significant
positive effects on engagement, while development (coefficient = 0.086, p = 0.189) is not
significant. The reference age group is 18-30 years, which represents the largest share
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of the sample (39%). The other age groups (3145 and 46—60) do not differ significantly
from this baseline, indicating that engagement levels are consistent across age categories.
The reference gender category is female (50% of the sample), and male employees (50%
of the sample) show no significant difference in engagement (coefficient = 0.047, p =
0.621). Sectoral variables (IT, Retail, Telecom) are not statistically significant, which
suggests that sector affiliation does not substantially influence engagement once non-
material incentives are considered. The intercept (0.437, p = 0.425) reflects the expected
engagement level for the reference categories (female, 18-30 years, outside I'T/Retail/
Telecom) but is not statistically significant and therefore serves only as a baseline
reference point in the model.

Table 3: OLS regression predicting engagement

Term Coefficient CI Low CI High p-value
Intercept 0.437 -0.642 1.515 0.425
C(age_group)[T.18-30] |Reference

C(age_group)[T.31-45] |-0.025 -0.247 0.197 0.825
C(age_group)[T.46—60] |-0.104 -0.341 0.134 0.389
C(gender)[T.Female] Reference

C(gender)[T.Male] 0.047 -0.141 0.236 0.621
C(sector)[T.IT] 0.058 -0.216 0.332 0.677
C(sector)|T.Retail] 0.076 -0.195 0.347 0.58
C(sector)[T.Telecom]| -0.148 -0.434 0.137 0.307
recognition 0.348 0.202 0.493 0.0
flexibility 0.306 0.176 0.437 0.0
development 0.086 -0.043 0.216 0.189
psych_safety 0.176 0.034 0.319 0.015

Source: Author 5 calculation

Discussion

By merging classical theories with Pink’s modern approach, this study demonstrates
that sustainable engagement arises when employees experience autonomy, mastery, purpose,
and psychological safety together (Pink, 2009a; 2009b). For managers, the implication is
clear: financial incentives alone are insufficient to motivate employees. A holistic system of
recognition, meaningful work, and supportive culture is required to unlock long-term motivation.
Pink’s model positions modern organizations at a crossroads: continue relying on outdated
extrinsic motivators, or embrace intrinsic, human-cantered incentives that align with knowledge
economies (https://medium.com/@felixdavidenko/rethinking-motivation-3cc596cafd2a). The
findings align with established theory: recognition and flexibility are most strongly linked to
engagement, and psychological safety and development also play a significant role (Imran et al.,
2025; Kgarimetsa & Naidoo, 2024). Although the data are synthetic, the analysis uses standard
field study methods, allowing future researchers to replicate the process. Managers should focus
on ongoing recognition, structured autonomy, and leadership that builds psychological safety
(Loudoun et al., 2025; Jose et al., 2024; Bano et al., 2024).
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Conclusion

This study examined the role of non-material incentives—recognition, flexibility,
development, and psychological safety—in shaping employee engagement. By integrating
established motivational frameworks, including Self-Determination Theory, Herzberg’s Two-
Factor Theory, and the Job Demands—Resources model, the research provided acomprehensive
theoretical foundation for understanding how intangible resources affect motivation and
performance. The analysis, based on synthetic data reflecting organizational contexts in Serbia,
confirmed that recognition, flexibility, and psychological safety are statistically significant
drivers of engagement, while development did not show a significant impact. Furthermore,
demographic variables such as age, gender, and sector did not demonstrate notable
differences, which indicates that non-material incentives exert a consistent influence across
different groups of employees. The contribution of this research is twofold. Theoretically,
it reinforces the central role of intrinsic motivators in sustaining employee engagement,
highlighting the enduring relevance of non-material factors in contemporary management.
Practically, the study offers empirical evidence that intangible incentives can serve as powerful
mechanisms for strengthening commitment and resilience within organizations. While the
use of synthetic data ensured transparency and replicability, it also limits the generalizability
of the findings, underscoring the need for future validation in field settings. Nevertheless,
the results provide a strong basis for further exploration of how recognition, flexibility,
and psychological safety can be systematically integrated into organizational culture.
In conclusion, the study affirms that non-material incentives are not secondary benefits but
fundamental drivers of engagement that support both individual motivation and long-term
organizational success. The study utilizes synthetic data for transparency; however, real-
world validation is necessary. Using synthetic data can sometimes limit the direct applicability
of findings to actual workplace environments, as synthetic data may not fully capture the
complex and variable conditions inherent in real-world settings. This might lead to challenges
in replicating findings as companies implement strategies emanating from these insights,
particularly because synthetic data lacks the nuanced circumstantial influences present in
real data. Future research should pre-register studies with diverse samples, experimentally
test non-material incentives, and examine the cultural and long-term effects. Field studies
in various industries can demonstrate how non-monetary incentives function in different
settings. Tracking engagement over time reveals sustainability. Research on remote workers
or those in the gig economy can uncover unique engagement factors for these groups.
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