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At a Glance

Cost-cutting plans for the
next 12 months have
decreased across the
board.

Organizations are shifting
to alternative cost-cutting
methods such as reducing
hours through mandatory
shutdowns or reduced
workweeks.

Pay increases are down
in 2009, but employers

expect a rebound in merit
increase budgets in 2010.

WVatson Wyatt
Worldwide

Effect of the Economic

Crisis on HR Programs
Update: April 2009

About the Survey

In April 2009, Watson Wyatt continued our ongoing research on the financial
crisis by surveying HR executives at 141 U.S.-based companies to understand
what adjustments they are making to their HR programs (e.g., staffing, pay,
benefits) in response to the economic downturn. This is an update to our
bi-monthly reports that began in October 2008.

Overall, cost-cutting actions appear to have peaked. Companies
have done what they can in terms of using layoffs, hiring freezes
and salary freezes to combat the recession. Some are now turning
to other measures like reducing hours and in some cases, reducing
salaries. However, many employers are anticipating the eventual
recovery and expect to reduce their cost-cutting measures over the
next 12 months.

Pay increases are down across the board for 2009, with lower merit
increases and short-term incentive funding. Yet, companies feel
more optimistic about the future, projecting merit increase budgets
to be closer to previous years’ levels.



m  The number of respondents that think their organization’s results have
already “bottomed out” has more than doubled from 6 percent in February to
13 percent in April. An additional 12 percent think that they are currently at
the bottom (from 3 percent in February). Approximately half (51 percent)
think that the bottom will come by the end of 2009 or later.

m Merit increase budgets for 2009 are down (median 2 percent), but companies
are anticipating a rebound in 2010 with projected merit increases of 3
percent.

m  Salary reductions jumped from 7 percent in February to 21 percent in April.

m  The percentage of companies that have reduced the employer 401k match
increased from 12 percent in February to 22 percent in April.

m  Employers have decreased hours through reduced workweeks (22 percent),
mandatory shutdowns (24 percent) and mandatory and voluntary furloughs
(17 percent and 11 percent) as methods to cut costs.

m  More than half of companies (53 percent) are no longer planning layoffs in
the next 12 months. Sixty-seven percent of companies surveyed are not
planning any more hiring freezes and 65 percent are not planning to make
any organizational restructuring changes.

m  Approximately one-quarter (23 percent) of companies have decreased their
organization financial performance targets in the last 12 months. One-quarter
(25 percent) will also decrease the organization financial performance targets
in the next 12 months.

m  Only 17 percent of respondents conducted cost-cutting measures with the
intent of protecting bonus pool funding.
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Figure 1 | With regard to the recession, when do you think your company’s
results will “bottom out” and begin to improve?

More respondents think
that their company’s
results have bottomed out

38%

Bottom has Currently at Next 3 Next 4-6 By the end 2010 or later
already bottom months months of 2009
passed

Il February 2009 [l April 2009

Figure 2 | Indicate your organization’s merit increase budget for 2008 and
2009, and projection for 2010 (as a percentage of total payroll)

3.5%
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Figure 3 | If your organization offers a short-term incentive plan, how was it
funded in the most recently completed year, and what is the projected
funding for the current year?

Expected funding
remained steady from
February to April

s

Funded Expect to
last year fund this year

April 2009 72% 69%

February 2009 86% 71%

Figure 4 | Did your organization conduct cost-cutting measures with the
intent of protecting bonus pool funding?

Yes 17%

® No 83%
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Figure 5 | With regard to your organization’s STI programs, how have the
following changed:

In the last 12 months

Organization financial
performance targets

Individual incentive targets

Eligibility for employees

Individual performance
expectations

18%

%

%

24%

Iﬂﬂl

0% 20% 40% 60% 80% 100%

Decreased Stayed the same M Increased

In the next 12 months

Organization financial
performance targets

Individual incentive targets

Eligibility for employees

Individual performance
expectations

19%

27%

0% 20% 40% 60% 80% 100%

Decreased Stayed the same M Increased
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Hiring freeze
Layoffs/reduction in force

Eliminate or reduce the hiring of
seasonal workers

Organization-wide restructuring
HR function restructuring

Voluntary reduction in force

Salary freeze
Salary reductions

Pay at risk (e.g., X% salary
reduction with the opportunity to
earn back based on company
performance)

Reduction in variable pay targets

Raise employee contribution to
health care premiums

Reduce employer 401(k)/403(b)
match

Early retirement window

Mandatory shutdown
Reduced workweek

Mandatory furlough
Voluntary furlough

Increase communication to
employees about their benefits
Increase communication to
employees about their pay

Add/increase restrictions to
company travel policy
Eliminate or reduce training
Reduce or eliminate other
employee programs
Increase use of company
recognition plans

Figure 6 | Given the recent events in the economy and financial markets,
what changes have you already made and do you expect to make?

April
2009

2%
2%
46%

49%
39%
23%

60%
21%

5%

12%

29%
22%

10%

24%
22%
17%
11%

43%

34%

77%
42%

38%

24%

Already made change

February

2009

56%

52%

44%

31%
23%
N/A

42%
7%

5%

N/A

22%

12%

6%

13%
13%
1%
10%

31%

28%

69%
35%

23%

15%

December

2008

47%

39%

28%

23%
14%
N/A

13%
5%

N/A

N/A

20%

3%

3%

N/A
2%
N/A
N/A

32%

16%

48%
23%

12%

N/A

October
2008

Hiring/Restructuring

Expect to make change in next 12 months

April
2009

30% 4%
19% 5%
17% 7%
14% 10%
15% 15%
N/A 4%
Pay
4% 7%
2% 4%
N/A 5%
N/A 8%
Benefits
21% 26%
2% 8%
4% 3%
Hours
N/A 5%
4% 4%
N/A 4%
N/A 5%
Communications
35% 25%
18% 32%

Other programs

34%
10%
8%

N/A

1%
8%
10%

17%

February
2009

10%
13%
9%
20%
22%
N/A

14%
4%

8%

N/A

24%

12%

6%

4%
8%
6%
9%
27%

31%

10%
15%

18%

18%

December

2008

18%

23%

16%

21%
21%
N/A

19%
6%

N/A

N/A

17%

7%

6%

N/A
6%
N/A
N/A

35%

43%

16%
18%

12%

N/A

October
2008

25%

26%

18%

23%
19%
N/A

12%
4%

N/A

N/A

25%

4%

5%

N/A
4%
N/A
N/A

35%

37%

21%
18%

11%

N/A

watsonwyatt.com

Effect of the Economic Crisis on HR Programs | 6



watsonwyatt.com

Figure 6a | Actions taken and planned in April 2009

Actions
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Figure 6b | Given the recent events in the economy and financial markets,
what changes have you already made?
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Figure 7 | If you have already frozen salaries or plan to freeze salaries in the
next 12 months will it be:

For certain
employee
populations 36%

B For employees

paid at or above
Across the board market 2%

58%
B Not

applicable
4%
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Figure 8 | If you have already reduced salaries or plan to reduce salaries in
the next 12 months will it be:

B with a
corresponding cut
in hours 12%

For certain

employee _
populations B Not applicable
44% 12%

No respondents
reduced salaries based

on performance level Across the board
32%

Figure 9 | If you have already reduced salaries, are you considering
reinstating them?

More than half do not
expect to reinstate
salaries until next year

54%

31%

12%

0% 4%

Have already  Expect to in Expect to in Expect to by Don't expect to
done so next 2-3 next 4-6 the end of until 2010
months months 2009
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Figure 10 | If you have already reduced salaries, your next merit increases will:

Reinstate
former salary
levels and
build off of
those 37%

W pon’t
know/Too
soon to tell
44%

Build on the
current, reduced
levels 19%

Figure 11 | Which of the following best describes the future of HR cost-
cutting measures in your organization over the next 12 months?

Cost-cutting
actions will
stay the same

The number of companies
increasing cost-cutting 46%
measures has been cut in
half since February

B Cost-cutting
actions will

Cost-cutting decrease 4%

actions will
increase 26%

B Can’t predict
24%
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Figure 12 | If you are planning to make layoffs in the next 12 months, what
percentage of your employee population will be affected?

DECEMBER 2008 | FEBRUARY 2009 APRIL 2009

5.0% 2.0% 1.0%

The percentage of the workforce companies
have already laid off remains steady at 5.0% in
December, February and April

Figure 13 | What were the key factors your company considered in
determining who to lay off?

77% 72% 31% 29% 27%
Furg:;:ﬁnal Performance Tenure Potential Other
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Figure 14 | If you have already made layoffs, which of the following changes

to severance benefits have you made?

Have reduced
severance
benefits 11%

B Extended Overall, 22% of

benefits companies have
Have not made any coverage 16% increased severance
—— benefits

changes 67%

B Extended pay
10%

H Extended job
search assistance
11%

M Other 4%

Figure 15 | Since the financial crisis hit last fall, what changes have you
noticed in participant activity in 401(k) or 403(b) plans?

79% 78%

0,
45% 47% 350, 44%

Changing investment mixto Increase in the number of Increase in the number of
move out of equities loans taken hardship withdrawals taken

Il reb2009 W Apr2009

Oct 2008 Dec 2008
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Companies have started to move into the next stage of their cost-cutting actions,
but are also looking ahead to an eventual recovery. One in four employers plan
to increase their cost-cutting initiatives over the next 12 months, a sharp decline
from the 51 percent that were planning more cost-cutting measures in February.
Many employers have adopted a “wait and see” attitude, allowing them to make
decisions over the coming months as they get a better sense of how long their
companies continue to be affected by the downturn.
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Watson Wyatt Worldwide

Watson Wyatt is the trusted business partner to the world’s leading organizations
on people and financial issues.

Our client relationships, many spanning decades, define who we are. They are
shaped by a deep understanding of our clients’ needs, a collaborative working
style and a firm-wide commitment to service excellence.

Our consultants bring fresh thinking to client issues, along with the experience
and research to know what really works. They deliver practical, evidence-based
solutions that are tailored to your organization’s culture and goals.

With 7,700 associates in 33 countries, our global services include:

Managing the cost and effectiveness of employee benefit programs

Developing attraction, retention and reward strategies that help create
competitive advantage

B Advising pension plan sponsors and other institutions on optimal
investment strategies

B Providing strategic and financial advice to insurance and financial
services companies

m  Delivering related technology, outsourcing and data services

on research and analysis related to the financial crisis,
call Watson Wyatt at 800.388.9868 or visit watsonwyatt.com.

Copyright © 2009 Watson Wyatt Worldwide. All rights reserved.
WT-2009-12191

watsonwyatt.com Effect of the Economic Crisis on HR Programs | 15




<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /All
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /Description <<
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000500044004600206587686353ef901a8fc7684c976262535370673a548c002000700072006f006f00660065007200208fdb884c9ad88d2891cf62535370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef653ef5728684c9762537088686a5f548c002000700072006f006f00660065007200204e0a73725f979ad854c18cea7684521753706548679c300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /DAN <>
    /DEU <>
    /ESP <>
    /FRA <>
    /ITA <>
    /JPN <>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020b370c2a4d06cd0d10020d504b9b0d1300020bc0f0020ad50c815ae30c5d0c11c0020ace0d488c9c8b85c0020c778c1c4d560002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken voor kwaliteitsafdrukken op desktopprinters en proofers. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /PTB <>
    /SUO <>
    /SVE <>
    /ENU (Use these settings to create Adobe PDF documents for quality printing on desktop printers and proofers.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /NoConversion
      /DestinationProfileName ()
      /DestinationProfileSelector /NA
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure true
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles true
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /NA
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /LeaveUntagged
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


