
White Paper:  Five Reward Recession nightmares 

…..and how to solve them 

As Warren Buffet is credited 

with saying; “Only when the 

tide goes out do you know 

who has been swimming 

without a bathing suit”. We 

are all noticing many 

organisations that have 

been swimming naked and 

now can’t cover their 

embarrassment. To help you 

make sure your costume 

doesn’t slip, here are our 

top 5 strategies to help deal 

with the problems keeping 

you awake at night. 

 

 

 

 

 

 

 

 

 

 

 

Tough times call for tough solutions – and 

the last few weeks have seen one of the 

toughest periods in recent business history. 

For many Reward and HR practitioners, this 

is the first time around the block, so we 

have compiled a list of your worst 

nightmares – and developed action plans 

for how to handle them. 

1. Pay Freeze 

For many organisations seeing their 

revenues fall by 25% or more, increasing 

base pay costs does not feel like a viable 

option. But as Tom McMullen – a Vice 

President at Hay Group points out “once 

you announce a freeze of base pay, 

employees feel that no matter what they do 

they won’t get rewarded”. (McCullen, 2008) 

A pay freeze can seem like the fairest way 

to handle a pay crisis, but there may be 

more creative options.  

Undertaking an audit of the whole picture 

may be required – whilst some company 

Total Reward packages may be like Milton 

Keynes: – neatly planned and easy to find 

your destination, most are like the City of 

London, a raggle-taggle collection of dead-

ends and blind alleys which have evolved 

over centuries. For employees, actually 

understanding the value of what they may 

be entitled to can be confusing and line 

managers may not be able to offer much 

support. So – our action plan requires some 

decluttering; 

First evaluate the whole package – how 

does it hang together? 

Base Pay – competitive, behind or ahead of 

the market? Do you know the current pay 

market position? If you have a tiny pay pot, 

can you spend it wisely? 

Annual Bonus payments – are they 

supporting the direction the company is 

going in? Is the amount they will pay out 

fair in the current climate? How does it 

relate to shareholder returns, competitors 

and effort? 

Benefits – Do employees value their 

package? Are there elements the company 

provides which are not of value to the 

employee?  Can an expensive benefit be 

swapped for a cheaper-to-provide but 

popular alterative like working from home 

occasionally, or introducing flexible hours?  

Create communications for employees 

which help them to see their overall 

package and its value – where there was a 

rag-bag of odds and ends, define and 

simplify the package so employees see its 

true worth.  

Finally – be brave – differentiate.  Some 

animals are more equal than others. If you 

have a small pay pot to distribute, it will be 

more effective in the long term to give key 

performers a more meaningful rise than 

everyone a negligible amount. Key talent 

will be poached, even in a downturn, and 

hanging on to those who make the biggest 

difference in your organisation could be the 

difference between you all making it out of 

the woods or not. 
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2. Mass redundancies 

Over 25% of organisations have indicated 

that they have made plans to make people 

redundant.  A recent CIPD survey also says 

many employers had been hanging on, 

hoping the economy would pick up so they 

could avoid making redundancies, with 

most planning to cut jobs by the end of 

January 2009 (CIPD, 2008). When budgets 

are cut, and head count is threatened it can 

seem the fairest and easiest approach to 

make 10% cuts across all departments. In 

reality however, if cuts have to be made, 

better to make them carefully, surgically, 

and focus on the future requirements of the 

organisation. 

Action plan 

1. Focus on the key areas which are 

intrinsic to the organisation’s success - 

make sure the company’s strategic 

direction is reflected in the current 

organisation structure. So often 

organisation structure is a product of 

the past, not the future, and if the 

organisation is going through the pain 

of job cuts, let them be the right ones.  

2. Be creative – all those flexible and 

part-time working requests – get them 

out of the drawer and see if people can 

be accommodated now, even if you 

can’t promise it forever. Offer unpaid 

sabbaticals, 4 day weeks, short days. 

Short-time working may be the answer 

to a prayer for some individuals. 

3. Think about the physiological contract 

– the unsigned deal that we all make 

when at work.  If you are open and 

honest and communicate well about 

the situation, show flexibility and 

respect, then the contract remains 

intact. If it becomes damaged, 

organisations run the risk of losing 

employee engagement and trust. Right 

now, you might not notice the hairline 

cracks, but when the upturn comes 

along, the ensuing fracture becomes a 

threat to employee stability. (Furness, 

2008) 

4. Be radical. During the 1980s Intel 

Corporation suffered major losses and 

a new product launch failed. It 

introduced what it called the 10% 

solution; employees took a 10% pay 

cut, and worked 10% harder. Out of 

this strategy came the Intel Pentium 

processor – one of the most successful 

products in the company’s history. 

(Bersin, 2008) 

Finally, think the unthinkable – as the job 

market softens, there will be some very 

good people out there who may be more 

affordable. Consider this an opportunity to 

upgrade your workforce. 

3 and 4 - Forced Sale or 
Acquisition 

 

These are nightmares number 3 and 4 – but 

they are actually two sides of the same 

coin. Waking up to find the organisation you 

used to work for has disappeared into an 

acquiring business, or discovering you have 

another 200 reluctant employees requires 

similar action from HR and Reward 

professionals. 

Once the deal is struck, get a good weekend 

off, and then prepare your strategy. The 

first 100 days is crucial. 

       Action Plan 

1. What is the new strategic vision? Why 

did the merger/acquisition take place, 

who hopes to gain what? It is 

imperative to get an understanding of 

the new ‘hymn-sheet’, so you can all 

start singing together and in tune… 

2. Manage key messages – these may be 

different for your different audiences; 

current employees, acquired 

employees, shareholders, customers of 

both organisations. Managing 

communications is essential to… 

3. …Keeping top talent engaged and 

creating the employee deal – especially 

for the employees of the acquired 

organisation who will be feeling 

wobbly. By clarifying ‘what it means to 

work here’ the acquiring organisation 
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 Executive pay is 

starting to look as though it 

will be the Reward 

professional’s perfect storm. 

Executive compensation is 

always a complex and 

controversial area, but with 

CIPD, FSA and Treasury select 

committee involvement on 

this side of the Atlantic alone, 

it is obvious this is brewing to 

be Hurricane Katrina. 

 

can send clear and open signals to 

manage people’s expectations. 

4. Develop the process started in due 

diligence by identifying key synergies, 

and establishing areas of overlap and 

duplication. Keep line managers very 

close and well-informed and supported 

during this process – employees trust 

their line managers far more than 

Corporate HR, and will usually continue 

to listen to them. 

5. If you make plans for redundancies or 

conversely, battlefield promotions, 

accept that there will be mistakes in 

assessments of people, both good and 

bad, and be sure the corporate line on 

promotions and redundancies is 

respectful of the legacy organisations 

and the work people have done to 

date.  “Evolution not revolution” is the 

watchword. 

6. The acquisitions which work best are 

when leadership is clear about the 

strong reasons for the merger, and are 

persistent and public in saying so. 

Bombard employees, customers and 

managers with messages about the 

future destination of the new 

company, and make use of new forms 

of communications – webcasts, 

podcasts, video messages. Don’t rely 

on a dog-eared photocopied 

newsletter with a smudged black and 

white photo of the new CEO.  

5 .    Executive Pay 

 

Executive pay is starting to look as though it 

will be the Reward professional’s perfect 

storm. Executive compensation is always a 

complex and controversial area, but with 

CIPD, FSA and Treasury select committee 

involvement on this side of the Atlantic 

alone, it is obvious this is brewing to be 

Hurricane Katrina. 

The pressures are building from all sides; 

shareholders want guarantees that 

Executives won’t be rewarded for taking 

excessive risk, but at the same time they 

don’t want to reward for failure. Executives 

want to continue earning market-

competitive salaries, and be rewarded for 

effort and performance in tough times, and 

the Remuneration Committees’ task of 

setting meaningful metrics for 2009 in 

current market volatility and beyond seems 

fraught with difficulty.  So how can the HR 

and Reward professional keep their head 

when all about you are losing theirs (and 

blaming it on you)? 
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Action Plan 

1. In the short-term, conduct a review of 

all aspects of the compensation plans 

and their inter-relationship. This 

means base pay, short-term (annual) 

incentive, LTIP, (long-term incentive 

plan) benefits and pension 

arrangements. What is the Total 

Remuneration picture, and how has it 

changed? 

2. Consider the use of key metrics across 

the plans. Schemes usually cover; 

growth, profitability, efficiency and a 

measure of what the shareholder is 

receiving. Look at the mix between 

‘absolute’ (i.e. Earnings per share 

growth) and ‘relative’ (i.e. 

performance against competitors). In 

the UK we have also seen the growth 

of using a basket of more qualitative 

measures; employee engagement, 

customer satisfaction and internal 

efficiency.  

3. Weigh up the relative outcomes of the 

plans.  Are Executive payments 

proportionate to the levels of 

shareholder return? By conducting 

scenario modelling on the schemes, 

and testing the outcomes of different 

circumstances, it is possible to avoid 

embarrassing surprises for the 

Remuneration Committee. 

Finally, think about changing messages 

– a very high performance against 

annual bonus targets might have been 

cause for congratulation 18 months 

ago. Now it is cause for suspicion, and 

a feeling that the Executives may have 

stored up something nasty in the 

woodshed. By deferring payments over 

an agreed ceiling into a longer-term 

pay-out which is tied to sustained 

performance, Remuneration 

Committees can mitigate the effect of 

short-term risky decisions. 

In all the ‘stormy weather’ about 

Executive pay, don’t forget that a high 

performing executive can literally turn 

the business around, and losing one of 

your top talent to the opposition may 

have ramifications long into the future 

of the business.  We never said it was 

easy! 

 

Remember – no 

skinny-dipping 

allowed! 

 

____________ 

Deborah Rees 

Director of Consulting  

Innecto Reward Consulting 2008 

 

One of a series of articles on topical 
Reward issues – please see our 
website www.innectogroup.co.uk 
and register for resources for 
others.
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About Innecto Reward Consulting 

Established at the beginning of the Noughties, Innecto specialise in Reward Consulting. 

We focus on building strong client relationships, and carry out a range of activities, from acting as an extra pair of hands on salary benchmarking projects to developing detailed Reward Strategy and building 

an employee proposition. Along the way we involve employees in the design of their new pay structures, performance management systems and recognition schemes.  

Our consultants and analysts are highly customer-centric and user friendly, and as most of us have also worked in the ‘real world’ of line management, we do understand the difficulties faced in an 

operational setting, and so strive to ensure our solutions actually work in practice. 

Finally, a quote from our most recent client case-study sums up what we try to deliver;  

άOne thing I especially liked about working with Innecto was the level of support we received; their consultants came over to Northern Ireland to meet with us on numerous occasions and 

their reward analyst worked extensively with us to ensure we had the understanding to interpret market data and manage different scŜƴŀǊƛƻǎ ƛƴ ǘƘŜ ŦǳǘǳǊŜΦέ 

ά¢ƘŜȅ ŀƭǎƻ ŘƛŘ ŀƴ ŜȄŎŜƭƭŜƴǘ Ƨƻō ǎǳǇǇƻǊǘƛƴƎ ƳŜ ƛƴ ƛƴǾƻƭǾƛƴƎ ƻǳǊ ǿƻǊƪŦƻǊŎŜ ƛƴ ǘƘŜ ǇǊƻŎŜǎǎ ŘŜǎƛƎƴ ŀƴŘ ƛƴ ŎƻƳƳunicating our goals and plans for this project. I was impressed at the way they 

were able to reinforce our values and support us develop strong messages around pay and performance that really helped carry ǘƘŜ ǇǊƻƧŜŎǘ ǘƘǊƻǳƎƘ ǘƻ ŀ ǎǳŎŎŜǎǎŦǳƭ ŎƻƴŎƭǳǎƛƻƴΦέ 

Ailsa McNeill – HR Manager – Schrader Electronics Ltd  

 

 
Contact us;  
 

www.innectogroup.co.uk  | Deborah@innectogroup.co.uk  | 0207 268 3664  | 33 Cavendish Square, LONDON W1G 0PW  | 0113 2666611 | 1, Whitehall, Whitehall Road, LEEDS LS1 4HR
 

This article is the personal opinion of the author and does 

not constitute legal advice.  
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