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Editor’s welcome    01 

An inevitable part of any economic downturn is that, 
like the cuckoo heralds spring, we all start to look for 
the first wave of mergers and acquisitions (M&A)  
that signal a return to business confidence. Mergers 
present an enormous volume of work for the human 
resources (HR) function, so it’s sensible to be 
well-prepared for the onslaught, if and when it comes. 
On page 06, Sarah Perrin looks at the evidence that 
M&A activity is already on the increase, and asks  
how HR can prepare itself for challenges ahead. 

Growth, and mergers, brings equal challenges for company branding. We’ve heard 
plenty recently about the importance of company culture to the hard-to-please 
Generation Y. Companies such as Google are seen as a natural fit for younger workers, 
but what happens once a young and innovative company hits the big time?  
On page 10, Liz Loxton looks at how some of the newest players on the world  
stage have struggled to maintain the ‘small employer’ feel as they grow.

Difficult as the past 18 months have been, and unpredictable as the economic conditions 
remain, it’s hard to avoid the feeling that, at last, things are ‘getting back to normal’. 
But what on earth does ‘normal’ mean? The business world is not the same. The recession 
and financial crisis have changed the way business is carried out, and regulated. New 
challenges, such as the rising concerns over retirement and pensions, which Jenny 
Hirschkorn discusses on page 18, are emerging. Technology is advancing at breakneck 
speed and innovations that were unheard of 15 years ago – such as Facebook – have 
become part of everyday life (as Beth Holmes discusses on page 22). HR must not only 
keep up, but lead the way as organisations adapt to the new business landscape.
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Investing in people
With the future still uncertain, we can all learn from the US and concentrate our efforts on improving human capital  
return on investment.

Looking forward Michael Rendell



With so many conflicting opinions on the level of economic recovery it’s hard 
for businesses to know whether they should be planning for growth or preparing  
for further austerity. Recovering from the deepest post-war recession is clearly  
no easy feat and growth is likely to come in fits and starts. Such uncertainty 
only highlights the need for businesses to be nimble, ready to adjust their  
HR plans and strategy without losing sight of overall goals.

Much can be learnt from the US experience. Recent PwC research1 shows 
that organisations in the US have proved far more agile than those in Europe 
at aligning employment costs to market conditions. Data drawn from more 
than 10,000 companies shows that US firms have generated far greater returns  
from the sums paid out in remuneration than their counterparts in the UK and 
Western Europe. US businesses were able to increase their human capital return  
on investment (HC ROI) by almost 20% during the growth years of 2002 to 
2006, compared with a mere 4.6% in the UK and 8.3% in Western Europe. 
Moreover, when the downturn hit, HC ROI held steady in the US but fell elsewhere.

Improving HC ROI is not about slashing jobs at whim. There are many ways  
of flexing labour costs without necessarily reducing staff numbers, allowing 
the workforce to expand more easily when economic conditions improve. 
Adjusting working hours, or even the working week, might be appropriate for 
some businesses and employees. But even less radical steps such as altering 
the balance of full-time and part-time staff, reviewing the use of overtime  
and facilities costs can make a difference. 

As ever, keeping staff engaged during any changes is crucial to ensuring 
immediate savings do not create costs later as valued employees become 
disenchanted and leave. Of course, preventing departures of valued workers 
is more challenging than ever while it remains tough for businesses to improve  
pay. To add to this, people who have sat tight and potentially been overstretched  
during the recession are starting to see new opportunities elsewhere. 

As HR professionals we don’t need to be told how important it is to retain 
talent where we can, but it’s often harder to quantify the real value of our 
people. The value becomes clearer when the costs of replacing an employee 
are considered – an area we recently examined in depth. Our research2 
suggests that the cost of replacing a competent member of staff equates  
to approximately a year of that person’s salary. The research factors in not 
only employment agency fees, but loss of competence before the new  
joiner is fully up to speed, potential customer or client disruption, time spent 
interviewing candidates, not to mention the higher salaries often attached  
to new hires.

Given that salaries average around £25,000 in the UK, it doesn’t take much to 
work out the potential impact of staff departures on a business’ bottom line. 
Indeed with annual resignations in the UK averaging 10.4%, the UK’s failure 
to retain talent to the level of other mature economies costs UK business 
around £42bn per annum.

While the issue is most significant for companies in growth industries, which 
are looking to retain or increase staff levels in a rising market, our figures 
should provide food for thought for all organisations.

The research suggests a pay rise might be a comparatively small price to pay 
to keep a competent employee, but of course pay alone is no guarantee of a 
content workforce. Different individuals will be motivated by different rewards 
and ultimately incentives need to be tailored to the company and individual. 
For many people, career development opportunities can be just as important 
as material gains in preventing the need to seek new opportunities elsewhere.

Having a clear idea of the numbers of people and skills required, not just now 
but in the future, can help ensure any HR and reward strategy can best meet 
the needs of the organisation as we ride through these uncertain times.

 

Investing in people

Michael Rendell is a partner and global head of Human  
Resource Services at PwC.

‘‘ ’’
As HR professionals we don’t 

need to be told how important it 
is to retain talent where we can, 
but it’s often harder to quantify 

the real value of our people.
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1 Key trends in human capital, http://www.pwc.com/gx/en/hr-management-services/ 
hr-management-key-trends-in-human- capital.jhtml

2 PwC research published in The Times, Independent and Wall St Journal  
(among other publications) on 4 October 2010



With mergers and acquisitions on the rise, the pressure is on HR to help their companies through a time of turbulent change  
and uncertainty.

06

When two bec   ome one
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Mergers and acquisitions Sarah Perrin



Merger and acquisition (M&A) activity is on the increase. For HR teams, this 
creates challenges that may be new to many – but also opportunities to have 
a real impact on the success of the deal and the business going forward. 

According to data from Mergermarket, the independent M&A intelligence 
service, M&A activity in the UK in the first three quarters of 2010 totalled 
£62.8bn, up 105.9% from the same period in 2009 (£30.5bn). There were 
647 deals announced in Q1-Q3 2010, compared to 461 during the same 
period in 2009. International M&A activity has also increased, with global 
M&A in the first three quarters of 2010 up 25% by value from the same 
period in 2009 and deal count up 18%.

Though reasons for deals will vary, ranging from achieving synergies and cost 
reductions to accessing new markets, the challenges for HR are substantial. 
Numerous research reports have identified that M&A transactions often fail to 
achieve the desired results. Mercer Human Resource Consulting, for example, 
concluded that 60% to 70% of mergers and acquisitions fail to deliver their 
intended benefits. Reasons for disappointment are numerous, but cultural and 
people issues often play an important part. By addressing these, HR teams 
can therefore have a major impact on M&A success.

“HR has an important role to play from the ‘twinkle in the eye’ stage through 
to post-merger integration,” says Ann Elliot, Head of HR Transactions at PwC’s  
Human Resource Services practice. Even before a transaction gets underway, 
HR can have valuable input in terms of assessing deal opportunities, whether 
there is a cultural fit between the acquirer and the target and whether there 
are likely to be any significant employee-related costs. At this stage HR needs 
to take what Elliot calls “a hardnosed look at risks and opportunities”. 

Once an M&A opportunity passes this initial review, then comes the more 
detailed due diligence prior to deal completion. A range of legal, financial, 
cultural and organisational design issues need to be addressed. PwC director 
Sally Dixon suggests that dealing with HR issues properly during the due 
diligence stage is particularly vital today – more so than a few years ago, 
when making money through private-equity backed acquisitions seemed 
almost inevitable. “Now you can only make money if you do things with the 
business – and that’s always going to involve people,” she says. “So are  
your business plans feasible with the people you have got?”

In addition to this analysis, Dixon calls for more ‘connect’ between HR and 
finance in order to ensure that transactions are correctly priced. “There are a 
lot of HR issues that can have big cost implications,” she says. There can, for 
example, be costs associated with pensions, the equalisation of benefits and, 
if restructuring, with redundancies. There can be a danger, too, of the finance 
team underestimating real employee reward costs in the new business.  
Dixon gives the example of the financial services sector, where recent 
bonuses have been lower than in the past. “In many sectors, people may  
have had pay freezes or even pay cuts,” she adds. “So if you look at last 
year’s numbers, do they give you a reasonable picture of what reward costs 
are likely to be when we return to better times?” HR has a key role to play  
in making sure realistic employee costs are factored into the deal  
assessment and pricing process. 

If the deal is to go ahead, more detailed work on organisational design and 
integration planning commences, so that the ultimate post-merger integration 
can get underway as smoothly as possible from day one. It is important, for 
example, to consider how key personnel can be incentivised to stay with the 

When two bec   ome one
‘‘ ’’

When there is a takeover or merger, 
as an employee, power is taken away 

from you. That is really unsettling.  
So communicating is important  

for supporting people through that  
– communicating even when you 

think there is nothing to say.
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business if their expertise is needed – at least in the short or medium term  
– to enable the ambitions for the integrated business to be fulfilled.

Handling the people aspects of M&A is vital because research shows employees 
feel unsettled when such major change takes place. The Chartered Institute 
of Personnel and Development’s 2009 research report, The impact of 
mergers and acquisitions on employer brands, found that over 50% of survey 
respondents who had been through a merger or acquisition “actively thought 
about leaving their job sooner than they might have otherwise done”.  
The survey covered nearly 300 employees, 37% of whom had experienced 
some form of merger or acquisition. Among the group who had experienced 
M&A first hand, 34% felt the culture had changed for the worse. 

Senior board members are recognising this potential problem. In PwC’s 2009 
Annual Global CEO survey, cultural issues/conflicts feature as the primary 
concern for CEOs during M&A – coming top of the worry list for the third year 
running. HR teams can therefore meet a real need by addressing this area 
early on in the M&A process.

“Cultural differences in organisations impact the pace of change and the 
ability to achieve the business case behind the M&A,” says Elliot. Identifying 
any cultural differences early and agreeing on the way forward is vital.  
PwC helps clients by conducting cultural assessments, through interviews 
and surveys, to help identify critical issues for the integration. “Our culture 
tool looks at the operational norms of the two organisations coming together 
and how that might impact the integration,” Elliot says. “We hold workshops 
with the two senior teams and agree an integration culture going forwards  
– this helps the teams to respect each other’s differences and to start to  
talk the same language.”

As the deal progresses from completion to integration stage, communication 
becomes another important area where HR can have a positive impact. 
Rebecca Clake, CIPD Adviser with a specialist interest in M&A, notes that 
communication is hugely important throughout the M&A process. “When 
there is a takeover or merger, as an employee, power is taken away from 
you,” she says. “That is really unsettling. So communicating is important for 
supporting people through that – communicating even when you think there 
is nothing to say.” 

This is a theme highlighted in the CIPD’s report, which shares the M&A 
experiences of Ewan McCulloch, HR Director at Staples UK and Ireland and 
head of European integration. He refers to the “the marathon effect” when 
describing the potential mismatch between where people were on the 
post-deal, integration journey. The business leaders were “way down the 
track, running at a steady pace and feeling in control whilst there were many 

others who had not even made it to the start line – they were still warming 
up”. Communication needs to take such different levels of understanding  
into account.

HR teams that are regularly involved in M&A transactions appreciate the 
many areas in which they need to be involved. London-listed Essar Energy,  
a flagship company of the multinational conglomerate Essar Group with 
operations in more than 20 countries, has grown from its Indian origins both 
organically and through acquisitions. Kaustubh Sonalkar, Head of HR at Essar 
Oil & Gas, says: “Acquisition has been part of our life and we believe that HR 
needs to be at the forefront of any deal.” HR has to be in the critical team  
that is initially formed to look at any transaction. It is the function that will 
also help to identify who should be on the team for negotiating the deal,  
to identify the right specialists.  

Essar’s due diligence process is comprehensive, taking in systems and 
process as well as cultural factors. Investing considerable time in researching 
the business, the people practices, and the socio-economic factors of the 
location, much before the formal due diligence process, is the suggested 
approach. “We check cultural alignment from a people perspective and 
believe in respecting culture, working on business synergies and combining 
best practices from a business perspective,” says Sonalkar.

Randeep Singh, Head of HR technology and intelligence, looks at the potential 
acquisition’s systems and processes during the due diligence process and 
how integration can be achieved. “The best way to integrate is to have an 
open mindset,” he says, “keeping in the back of your mind that your way  
is not necessarily the best way; be open to learning. We look for a win:win 
solution for both the parties.” Over the years, Essar has adopted an approach 
to assess the overall impact of HR technology decisions on employee 
satisfaction as the successful integration of new employees is critical to  
any acquisition success.

Priya Chakravarty, General Manager, International HR and M&A, leads HR’s 
involvement in Essar’s transactions. She emphasises the importance of 
communication in achieving successful acquisitions. According to her, 
communication is the most critical part of the entire deal process and an 
important tool in building engagement during the transition process. As a 
result, Essar has adopted multiple communication tools to reach out to all 
stakeholders. The group also feels it is helpful to have the buy-in of the 
leadership team and have them as ambassadors who can share the business 
story with the acquired organisation. She says: “This is important so people 
have a level of comfort and understand why we are in their country and  
why we are partnering with them. We want to be fair, objective and tell  
the story as it is.” 
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Sonalkar agrees, noting that the message given on day one needs to be 
consistent with that given further down the track. Partnership with the 
acquired organisation is a not a one day affair but a long-term relationship.  
He says: “It is our endeavour to keep the communication transparent, fair  
and consistent and ensure that we deliver our promise – that’s important.  
We believe in emotionally connecting people to engage them in value creation. 
We build emotional bank balances.” 

Essar has impressive specialist HR expertise for handling M&A – Sonalkar’s 
team also includes a research and analytics manager, Shweta Jammihal,  
and a compensation and benefits specialist, Ambica Chaturvedi, who says: 
“Ensuring continued value for the new member and developing a structure 
that fits into Essar’s people principles is important.” Pensions and social 
security specialist Dev Tripathy feels that “this is one area where HR needs  
to walk the fine line to bring about balance between people’s expectations 
and business rationale.”

However, for some acquirers, completing an M&A transaction may be a new 
experience and specialist expertise may be lacking. Can such HR teams rise 
to the M&A challenge? “Many organisations have not seen the level of current 
restructuring for a long time, so to some extent there is a lack of experience 
in the workforce,” says PwC’s Elliot. “This is reflected in the demand we are 
seeing. In the past, client project teams wanted more junior people to help 
them deliver their own plans. Now they are looking more for people who  
have been there and done it; for more senior resource who can run it  
[the integration plan] for them.”

Learning from the experience is important for the individuals involved, and the 
organisation. “We recommend to HR that they do a review of what worked, 
what didn’t and what could be done differently next time,” says the CIPD’s 
Clake. With M&A activity on an upward curve, there’s a fair chance the  
new insights and understanding can be put to good use again. 
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our life and we believe that  

HR needs to be at the 
forefront of any deal.



The employer brand is a vital ingredient in attracting Generation Y – but how can companies maintain the ‘small employer’  
feeling as they grow?

Keeping it real
10
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Google, Apple, Virgin, Ben & Jerry’s – only a very few companies have 
succeeded in creating brands that are truly recognisable, brands that seem  
to speak loudly not only on what the company does or produces but also  
on what it is like as an employer.

These companies tend to spring from entrepreneurial origins and their 
founders are, from the start, vocal about what makes them different from  
the competition. There is nothing introverted about these companies: it is as 
if nothing happens behind closed doors. Their founders and employees are 
forward about what they do, how they go about it, who they like to work with, 
who they won’t work with, their sustainability policies, their employment 
practices. Everything is open to a high level of scrutiny: and that scrutiny  
is apparently welcomed.

What stands out at Google is a commitment to three qualities in particular: 
technical excellence and innovation; making the right acquisitions; and 
informality and (whisper it) fun. The original ambition of founders Sergey Brin 
and Larry Page has been translated into a $24bn revenue company. And 
although primarily known for its internet search engine, the company actually 
provides a huge suite of internet products and services: Google Earth, Google 
Groups, Gmail and Google Books to name only a few. The company has also 
made some canny acquisitions along the way. In 2006, for instance, Google 
bought YouTube, which at the time was unprofitable. Two years later, YouTube 
was attracting vast audiences – nearly 100m unique users every month, 
according to internet rating company comScore.

Despite its current size, Google offices are far from standard corporate 
affairs. They are mainly open plan and any one of them may feature bicycles 
or scooters for travel between meetings, pool tables, volleyball courts, ping 
pong tables, break out rooms and cafes. “We’re committed to retaining a 
small-company feel,” says the company’s website. “At Google, we know that 
every employee has something important to say and that every employee is 
integral to our success.” The original founders and other corporate officers 
make themselves available to staff at weekly ‘TGIF’ meetings.

These days, food brands are nothing without ethical credentials, but it is easy 
to forget that Ben & Jerry’s, now owned by Unilever, were one of the first into 
this arena. Ben & Jerry’s established its credentials early as a campaigning 
brand. Since, opening in 1978, founders Ben Cohen and Jerry Greenfield  
have focused attention on children’s issues and wildlife protection with the 
company coming out against drilling for oil in the Arctic in 2005. 

Neither Google nor Ben & Jerry’s have remained free of controversy. Google 
has, in the past drawn fire from the revenues it collects from GoogleAd users. 
And Ben & Jerry’s has recently withdrawn the words ‘all natural’ from product 
descriptions due to the fact that its ice creams include ingredients such as 
corn syrup. Clearly growth and its commercial pressures bring challenges. 
Nevertheless, both brands have thrived and Ben & Jerry’s reputation as a 
caring entity seems broadly intact.

So how do brands like these maintain that distinctive culture when growth 
and the added obligations and regulations that come with it would seem to 
militate against successfully keeping to original ideas and edicts?

David Molian, Director of the Business Growth and Development Programme 
at Cranfield School of Management, believes that there are strategies that 
large companies can employ so that they avoid stifling culture and innovation 
“What big companies become very good at is bringing economies of scale 
and scope. They’re very good at maximising efficiencies and optimising  
the steady state. Clearly there can be a tension between that and being 
entrepreneurial,” he says. At Virgin, Molian points out, Richard Branson never 
allows individual business units to grow too large. “That inhibits the growth of 
bureaucracy and is core to his belief that the DNA will be preserved in small 
groups not large ones.”

Keeping it real
‘‘ ’’

When companies grow there is 
a real danger that the original 

voice of the founders becomes 
less distinct. Team leaders 

may then start to lose sight of 
the original vision in favour of 

dealing with the here and now.
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Ann Elliot, Partner in PwC’s Human Resource Services, says when companies 
grow there is a real danger that the original voice of the founders become less 
distinct. Team leaders may then start to lose sight of the original vision in 
favour of dealing with the here and now. “The company’s network becomes 
more bureaucratic and that bureaucracy replaces the free-flowing decision-
making and communication and distinctive culture.” 

Holding on to distinctive cultures while a company grows may be a challenge, 
but it is not an impossible task, says Mark Withers, managing director of 
MightyWaters Consulting. If a company is loud and clear in all its communications  
about the way in which it wants to excel – customer service, say – and can 
find ways of demonstrating that in ways that are well-received in the 
marketplace, then they will attract people who want to be part of that 
enterprise. Leadership is key, he says. “The leaders understand that key bit  
of DNA is what the operation is all about. It’s part of them and it’s part of 
what they talk about,” he says.

That DNA needs to be constantly communicated across the business and 
throughout the recruitment process, he says. The business needs to ensure 
that new employees are able to tap into that distinctive feature. Companies 
that do well at this may put a lot of emphasis on induction training, for 
instance. This should be much more than simply giving presentations and 
introducing key people in the business. Newcomers need to go out and 
experience those critical parts of the culture for themselves and early on get 
involved with projects that enable them to get excited about the concepts.

There is a definite role for HR here, says Withers. HR professionals need to 
focus what they do on the unique features of the business and reflect the 
culture in their activities. HR should be at the heart of sourcing, recruiting and 
managing performance, so seeking out individuals who are a good fit with  
the company culture and rewarding behaviour that is in line with it should  
be well within its remit.

“That’s about being clear about what the company’s DNA is – innovation  
or customer service – and being clear about how that translates into the 
employee experience,” says Withers. Crucially, the company absolutely has  
to deliver the kind of experience that the employee has been led to expect 
through their recruitment and induction. Not every company can be Google  
or Ben & Jerry’s. “You may not have an iconic brand but you can build a 
brand which will pull in the right people who will thrive in that environment 
and help maintain its distinctive feel.”

Recapturing the entrepreneurial spirit

David Molian of the Cranfield Business Growth and Development 
Programme says that just as there are difficulties for growing 
companies as they try to maintain their unique qualities, so there  
are also challenges for large companies that want to recapture their 
entrepreneurial spirit. He has seen three key methods for tackling  
this issue. 

He has seen the first method in action at a big food company that 
was concerned that its innovative pace had slowed. The company 
decided to engage employees not usually involved in innovation in 
the creation of a new sauce in order to revitalise the sense the 
business was a creative place to be. Workers on the factory floor 
tested recipes, made up small batches and experimented in special 
kitchens. “What that did was create a great deal of commitment and 
involvement from people not normally involved in innovation.”

A second method is one employed by a number of retailers. One day 
a year, head office staff visit warehouses and stores, and get 
involved with laying out point of sale stands, merchandising the 
shelves and interacting with customers. “Institutionalising this sort 
of occasion is a good way of re-engaging people with the customer 
service ethic of the business.”

A third method is also one used in the fast moving goods sector. 
Companies create a cadre of ‘interpreters’, employees who are well 
versed in the corporate life of the business, but who also understand 
the personalities and cultures of the outside partners that the 
business works with. These interpreters help to foster dialogue 
between the company and its external suppliers, so helping to 
ensure that the flow of ideas, patents and innovations presented  
to the company are understood and that in turn the company’s 
requirements and culture are understood by those external partners. 
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The rebranding of the UK insurance giant Aviva presented its HR director with the ideal opportunity to transform its internal  
people brand.

What’s in a na   me?
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When Aviva took the bold step in 2009 to rebrand Norwich Union, the UK’s 
largest insurance group, under its own corporate identity, customers saw an 
advertising campaign featuring a stream of celebrities who changed their 
own names before finding fame and fortune. John Ainley, Aviva’s group 
human resources director, saw something else – an opportunity.

So while actor Bruce Willis, model Elle Macpherson, retired Beatle Ringo 
Starr, rocker Alice Cooper and Dame Edna Everage, the Australian housewife 
superstar, preached the message that rebranding had been a positive 
experience for them, Ainley thought the process could mark a step change 
for how Aviva dealt with its workforce. “One of the things we were really 
keen on right from the start is that we would rebrand internally as well as 
externally,” he says.

The idea was hatched in conversations with Aviva’s staff, partly as a 
response to the banking crisis, when the man on the street lost faith in all 
financial institutions for a time. Ainley, a straightforward Yorkshireman who 
has spent 11 years with the firm, sat down with his team to listen to a 
stream of customer stories and soon realised that insurance was more than 
just about processing claims and selling policies. “We came up with the 
concept of the mutual human need for significance. We all want to feel 
recognised, we all want to feel significant, whether we work at Aviva or are 
one of our customers. That was the basis on which everything was done,” he 
says. “You can think of insurance as being a very left-of-brain, logic-driven 
function, but in reality if you sit in the call centre in our healthcare business 
and listen to the claims coming in, you realise we are very much part of 
making the world a better place. Listening to some of the stories that people 
tell when claims have gone really well or Aviva has been at its best really 
shifts the relationship between the company and the individual.”

The parent company has been known as Aviva since 2002 but traces its 
history back to 1696, when it began life as a mutual society based in a 
coffee house in St Martin’s Lane, London. Aviva itself was created by the 
merger of CGU – itself a combination of Commercial Union and General 
Accident – and Norwich Union a decade ago. Ainley said the last vestige of 
employee loyalty to those former firms has all but been swept away. “That 
was an issue for the first two years, when people thought about which 
business they came from, but when we moved to Aviva it was the last nail in 
the coffin of that change, really. It was something new that we could all 
enjoy being part of,” he says.

Perhaps ironically, Ainley’s drive to change the culture of the company also 
stems from a desire to distance Aviva from aspects of its venerable past, 

when the legacy companies were customer-owned. “If you look at our 
mutual history, it was quite a paternalistic culture in those organisations,”  
he says. “We have been working on creating a culture of personal accountability  
and responsibility. When you look for leadership, where is the first place you 
should look? We think employees should look in the mirror.”

How did the change go down? The current Employee Promise survey is still 
being conducted but the last one, from six months ago, was positive. People 
found the changes energising, including those in Norwich, where Aviva 
employs most of its UK staff. According to Ainley, they got the message that 
it had been more than just a name change. It helped that the company 
reinforced its commitment to developing talent at all levels at the same time. 
That includes a regular conversation with every member of staff about their 
own abilities and future. “We are different, we don’t operate so that if you 
are in the top quartile of the talent matrix you get all the attention,” says 
Ainley. “We believe that if you are in Aviva you are talented and we will work 
with you to develop that talent in the way that you and we want. Again, it is 
the concept of significance that covers a lot of what we are doing.”

That balance extends to the staff remuneration programme. From the chief 
executive, Andrew Moss, down, employees typically work towards an 
incentive that is 50% pegged to financial targets, 20% customer and employee- 
related, with the balance linked to personal objectives. Understandably, there 
is some variation, with a greater emphasis for call centre staff on customer 
targets than financial ones, but it is a programme that runs in some form  
right through the organisation.

What’s in a na   me?
‘‘ ’’

We all want to feel recognised, 
we all want to feel significant, 

whether we work at Aviva 
or are one of our customers. 
That was the basis on which 

everything was done.
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As befits the world’s sixth largest insurance group, Aviva deals in large 
numbers. It has 46,000 employees serving 53 million customers in 28 
countries stretching from Asia to the US. In fact, the rebrand might have felt 
like a big deal in the UK, which makes up a third of the business, but it only 
affected the company’s home market, Poland and Ireland. Aviva’s global scale 
meant that income from insurance premiums and the sale of investment 
products was £45bn last year. Its funds arm has £379bn under management.

The strategy that Moss introduced, entitled ‘One Aviva, twice the value’, 
seeks to capitalise on the insurer’s global scale. That has meant driving 
efficiencies. Some £510m was stripped from the cost base in 2009, including 
a reduction in headcount from 54,000 to 46,000. Maintaining morale has 
been a key priority for Ainley: “How do we get that balance right? There is a 
continuing drive for efficiency; a continuing drive for effectiveness. When you 
carry out job losses, it has to be consistent with the brand values and what 
we are trying to achieve. If you do have to leave, you leave with something 
that is valuable in the external world.” In addition to job cuts and offshoring, 
Aviva has taken more tough decisions, such as closing its UK pension scheme 
to future accrual. Aviva might be consciously leaner these days, but  
Ainley says it is important not to come across as meaner too. Quite the 
opposite, in fact.

In the last three years, Ainley has spent time developing a training concept 
around the top 450 members of staff. “I think that those are the very 
influential people in the organisation, particularly when they travel around,” 
he says. “We have worked with a number of external thinkers on how an 
individual reacts to circumstances? What are the techniques you can use  
to help people turn an opportunity into an advantage?”

Ainley sits on the global executive committee which reports to Moss.  
Also on that committee are five regional chief executives for the business. 
Each region has its own HR director, which has a dotted reporting line in to 
Ainley. “We collectively determine the Aviva global agenda and then in the 
regional role they have to implement that,” he says. Each division has a 
degree of autonomy, but Ainley spends 30% of his time abroad to make  
sure the message is getting through in face-to-face meetings. When he is 
back in London, they keep in touch via Skype.

Aviva has no global graduate scheme but instead a graduate programme in 
most countries. That strategy is consistent with trying to attract the best 
people it can in each market. There is diversity among the senior team, and 
scope for transferring talent from market to market, but Ainley isn’t keen  
on doing it just for the sake of it. “We don’t just want to export expatriates 
from the UK into the regions, we want bench strength in the regions too,”  
he explains.
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John Ainley

John Ainley was appointed group HR director of Aviva in April 2006 
after joining the group seven years earlier.

He began his career at Marconi Elliott as a senior personnel officer, 
rising through roles at ICL, GEC Avionics and switching industries  
in 1988 to become group HR director at WH Smith.

Since joining Aviva, the father-of-one has held a number of roles, 
including group HR director for Norwich Union in the UK, and played 
a key part in managing a series of mergers and offshoring moves.

Qualifications: A law degree from the University of Leeds.  
Ainley is also a companion of the CIPD (Chartered Institute of 
Personnel and Development).

Specialisms:  
“I think I’m a broad generalist, but the two areas I find the most 
interesting are organisational people development and I’ve had to 
become an expert in reward. Actually that has been strangely 
enjoyable, something I hadn’t anticipated.”



Back at home, his central team is small, covering a handful of areas including 
talent, organisational development and reward – a potential flashpoint while 
the uncertainty over regulation of bonuses paid in the financial services 
industry continues. “Aviva has always been very open about reward issues, 
and in this climate I think that will pay off,” he says.

Ainley also handles corporate and social responsibility and community 
projects, including climate change. Aviva was the first insurer to become 
carbon neutral. One of his bugbears is bureaucracy. He cannot disguise 
scepticism at how so many layers of HR administration has built up over the 
years. “There is a lot of process in insurance that is very necessary but there 
are also things that we need to do away with. I’m not in favour of rethinking a 
nuance every six months which tends to be where a lot of HR people get their 
satisfaction from,” he says. “We try and simplify everything down to its bare 
essence and try and make sure the processes we do have in place are 
friendly from a user perspective.”

As an example, the company-wide appraisal form was slimmed down from 
four pages to one page this year. It is a tiny detail that has changed on 
Ainley’s watch, but the broader industry has transformed almost beyond 
recognition since he started out in it 33 years ago. “From an employee point 
of view, there was much more of a sense that they were a replaceable cog  
in a machine than there is now,” he says. “When I first started, HR was a 
service to management plus a welfare service. Now it is much more involved 
in the strategic development of the business.” His impact in the 
transformation of Aviva into a global business with a single corporate  
brand pays testament to that.

‘‘ ’’
When you carry out job losses, it 

has to be consistent with the brand 
values and what we are trying to 
achieve. If you do have to leave, 
you leave with something that is 

valuable in the external world.
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The UK will soon follow other countries in abolishing the mandatory retirement age. But is the failure of business leaders to adapt to an 
ageing workforce putting the future success of their businesses at risk?

Aged to perfec   tion
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Theirs was the generation that invented youth culture. They wore flowers in 
their hair, donned miniskirts and smoked unmentionable substances. They 
were championed by the likes of Twiggy, Mick Jagger and Bob Dylan (all of 
whom are still doing just fine, thank you very much). So it is not without irony 
that they should be at the centre of a new shift in generational focus, this 
time toward the opposite end of the age spectrum, as the workforce  
becomes ever greyer.

The fuse on this demographic timebomb was lit over 60 years ago, and even 
without any hint of an economic downturn, governments around the world 
would be facing searching questions about how to fund this explosion in the 
older population. The sheer number of births that gave rise to the expression 
‘baby boomers’ is just one factor that has led to this global dilemma.  
Equally, if not more significant, is the improvement in both life expectancy 
and the quality of that life, thanks to the giant strides that have been  
made in medical science. 

Peter Cappelli, Wharton School professor and co-author of Managing the 
Older Worker: How to Prepare for the New Organisational Order, believes we 
need to rethink the entire concept of what getting old means. The received 
perception, he maintains, is that ‘old’ equals ‘infirm’, and while the population 
might be living longer, they are living healthier, and in this sense the number 
of truly old people is actually shrinking.

While this is undeniably good news, there is no escaping the fact that pensions  
were not designed to fund a 30-year-long, active retirement. Add to this powder  
keg a global economic crisis that is probably the worst since the Great 
Depression and it is easy to see why pensions and the default retirement age 
(DRA) have shot to the top of the political agenda. Canada, the US, New 
Zealand and Australia have all outlawed mandatory retirement ages and  
soon, the UK will follow.

Yet despite the impending abolition of the DRA in the UK and the fact that a 
third of UK workers will be aged over 50 by 2020, recent research published 
by the Chartered Institute of Personnel and Development (CIPD) and the 
Chartered Management Institute found that just 14% of UK managers 
consider their staff prepared for the changes that lie ahead. According  
to the report, Managing an Ageing Workforce, more than a third of the 
respondents claimed that board-level recognition of ageing workforce issues 
is non-existent, even though the vast majority see value in retaining the 
knowledge and experience of older workers.

The failure of UK business leaders to adapt to an ageing workforce, argues 
the report, is putting the future success of their businesses at risk. At the 
heart of the issue is the need for root-and-branch awareness throughout the 

organisation, yet the report found that almost half of managers are not 
well-informed of their organisation’s retirement policies. “A lot of people are 
aware of the contextual issues that are going on but these are not bedded 
down into the psyche of their organisation,” says Dianah Worman, the CIPD’s 
diversity adviser. “You have to implement quite a lot of changes to the way 
people think in your organisation – the way policies are designed and even 
permission from board level to behave differently. The key is to get the board 
on board: “We know that managers aren’t being supported or trained 
appropriately in the management of older workers, but it is also apparent that 
the needs and preferences of older workers have to be better addressed. You 
have to make sure you cultivate and motivate people in different ways at 
different stages of their careers. Flexibility is vital.” 

Although financial drivers will be one reason for carrying on working, she 
explains, people are no longer anxious to retire as soon as they can because 
having an occupation often defines who they are. Still, they may want to step 
back from the responsibility and pressures of their earlier careers and work in 
different ways. This may not simply mean reduced hours but perhaps working 
on a project-by-project basis with breaks in-between. 

This is very much the experience of David Akers, HR director of EDF Energy’s 
Existing Nuclear business. He estimates that over a third of his organisation’s 
5,000-strong workforce is over 50, and a number of retirees have re-entered 
the business on a different footing, often in an advisory capacity. It is an 
arrangement that is mutually beneficial, since Akers’s priority is to ensure that 
the specialist skills and knowledge that many of those people have acquired  
over a lifetime are transferred to new employees as they join the company. 

‘‘ ’’
Although financial drivers will 

be one reason for carrying 
on working, people are no 
longer anxious to retire as 
soon as they can because 
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“There are all kinds of different formulae and I don’t have a preferred model,” 
he says. “It all comes down to what skills an individual has and how we can 
deploy them.”

Age-positive policies are now part of EDF’s new diversity and inclusion 
strategy and Akers sees them as part of a pro-active, positive approach to 
diversity issues of all kinds. It would, no doubt, warm Dianah Worman’s heart 
to learn that all the members of the executive team are reverse-mentored by 
someone with a diversity background.

Another organisation recognised for its exemplary age-positive approach  
is Domestic & General, the UK’s largest provider of warranty protection for 
domestic appliances, which employs over 1,300 people aged from 16 to 73 in 
its two call centres in Nottingham and Brighton. “On the whole, we have had 
a great experience in employing older workers,” says HR manager Tracy 
Burrell. “Where we struggle is from a recruitment perspective. Contact 
centres are often associated with a young culture and we need to get the 
word out that we welcome applications from older candidates.” Advice 
published by ACAS on this point suggests writing recruitment advertisements 
carefully – avoiding the use of words like ‘dynamic’ and ‘lively’ that could 
suggest only young applicants are welcome – and placing them on  
websites that attract the full range of age groups.

Managers might worry that employing older people would mean losing more 
time to sickness, but, in line with wider research, Burrell is quick to dismiss 
that myth: “Not only is punctuality and retention high amongst older workers, 
but days lost to sickness are fewer, too.” 

In the retail sector, companies like B&Q and Asda are well-known for 
recruiting older workers, but Chris Ball, chief executive of The Age and 
Employment Network (TAEN), finds it patronising to see the same examples 
trotted out time after time by both Government and the media. Ball points  
out that not only is it flawed thinking to suggest that these companies could 
absorb the available supply of older workers, but a broader vision of the  
type of work offered to older people is needed if good use is to be made  
of their skills and economic potential.

This is not about being kind to old folk, he says, nor about political 
correctness. It is a cold, hard business proposition. HR professionals have  
to be realistic. Not only do they need to understand what the impact of the 
forthcoming legislation will be, but they also have to appreciate that this is 
part of a bigger picture in which society and the talent pool are ageing, and 
their opportunities to succeed as a business require them to embrace the 
totality of the resources available to them. “It is about making money,” 
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chance to employ people 

with great knowledge and 
skills who happen to be older, 

they would have to be daft 
to turn them down. 

he says, “If an organisation has the chance to employ people with great 
knowledge and skills who happen to be older, they would have to be daft to 
turn them down.” 

The whole issue is one on which Ball believes the HR department should take 
the lead. “It is about understanding that there is a fantastic business case 
here and then having the guts to argue it with their company boards and 
colleagues.” Such is Ball’s conviction on this issue that he suggests taking 
things further than the implementation of a non-discrimination policy on age; 
he believes that pro-active measures should be made mandatory in order to 
encourage the recruitment and retention of older workers. 

But in spite of all this rhetoric, it is clear that many HR managers regard the 
upcoming changes in legislation with dread. They worry, for example, that 
people might be able to hang on to their jobs indefinitely, regardless of their 
ability to work effectively. But guidelines issued by TAEN clearly advise that 
employees must be able to comply with the behaviour and performance 
requirements of the organisation just like any other worker. Of equal concern 
is the ability of younger workers to manage older employees. On this point, 
the CIPD recommends reviewing the training of line managers to ensure they 
get the best from older staff and TAEN even suggests that business schools 
develop appropriate management training courses and modules.

Chris Ball believes that, by and large, the misgivings of the profession  
are unfounded. “There have been numerous dire warnings of difficulties  
for employers once the default retirement age is abolished,” he says.  
“These seem to be highly exaggerated and HR managers should be reassured 
that other countries have handled an absence of mandatory retirement 
perfectly safely.”
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Many companies once blocked their employees from using social media sites such as Facebook at work, but now they are 
embracing the technology. 

Friend or foe?
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When Facebook nabbed its 500 millionth user even its creator Mark Zuckerberg  
would have been hard-pressed not to be astonished at its unbelievable 
success. And while Facebook, and the many other social networking sites  
it spawned, has been seen as some as a threat to productivity on about the 
same scale as having a party at your desk, employees and employers are 
picking up on the benefits that Web 2.0 applications such as social media, 
microblogging, collaborative platforms, web mail, and content sharing  
tools can bring. 

However, just because social media is being adopted as a force for good in 
the workplace does not mean there are no longer issues to be tackled, or 
sensitive areas to address, and once again, HR must be the pioneers of the 
responsible communication and management of this rising technological 
phenomenon. Issues such as how one defines the line between people’s 
social and professional lives – how far can and should employers and employees  
go in information distribution or retrieval, and what the software developers 
are doing to counter concerns over privacy are all critical drivers in what the 
future of social media will look like and how it could transform the workplace.

Richard Doherty, Group Vice President of Solutions at Jobpartners, global 
provider of social media technology, explains how organisations are cottoning 
on to the benefits of social networks as a useful workplace tool. “The use  
of social media for leveraging talent is increasing significantly and, for HR,  
there are two sides,” he says. “The first is its role in leveraging social networks  
to attract talent and the second is how to use it as a tool for retention  
and engagement.”

“Some are more advanced than others in their thinking, others are still quite 
sceptical,” adds Vanessa Robinson, Head of HR practice development at PwC. 
“There is still an inherent nervousness around Facebook.” Doherty, though, 
believes that as far as recruitment goes, companies can use it as a pillar to 
support branding: “So many companies have their own Facebook page.  
It opens a channel of communication. Everyone is doing it so companies have 
to be in the mix pushing their message.” He admits, though, that as a large 
company you don’t want your employees spending hours on Facebook every 
day “which is why organisation must set up their own social media behind the 
firewall. Once employees are on board, it’s all about employee engagement 
and spotting. Companies can use technology to spot future leaders because 
talent will bubble up to the surface in social networks.”

But he warns that even with an intranet social network you need to have 
rules, which are properly communicated through the right channels, which let 
employees know what is allowed and what isn’t. “Social media naturally sits 
with HR,” he says, “because it’s about people, yet companies often lump it in 
with the marketing department. HR needs to step up to the table.”

But is social media simply another thing for HR to worry about?  
“The problems are far outweighed by the benefits,” believes Doherty.  
While this may be true of internal social networks behind a company’s 
firewall, the lines are more blurred when dealing with more traditional 
models, and HR must be prepared to deal with problems with staff using 
social media to air grievances, of which there have been plenty of examples 
recently. The Trades Union Congress (TUC), for example, warns that some 
companies may be over-reacting to the increased level of knowledge they 
have access to, through social media sites such as Facebook, about what 
their employees say about their work. But equally, says the TUC, some 
companies tend to ignore the issue and only work out what they should do 
when faced with a case of an employee making less than charitable remarks 
about their employer – or worse, a client or customer – online.

Of course, if a disgruntled employee or former employee chooses to post 
negative material about his or her employer, a colleague, or indeed a 
passenger online, this has the potential to cause serious damage to the 
company’s reputation. That said, it can be surprisingly easy to have 
defamatory or damaging material removed from the internet by way of a 
suitably worded demand to the website host. Acting quickly is imperative 
because the viral expansion of the undesirable material is extremely hard  
to stop once it has started. 

There are simple measures that HR departments should employ for damage 
limitation as soon as the negative comment is brought to its attention; evidence  
should be collected and it should be determined whether the comment is 
defamatory, a breach of contract or a breach of confidentiality. As with many 
HR practices common sense is key, so consider each case on its facts, and 
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take into account the costs and time associated with disciplinary action that 
may turn into civil proceedings. 

The TUC recommends that employers should negotiate a reasonable conduct 
policy with its employees, and make it clear what it expected of them in the 
private lines, both online and offline. “Employees have a right to a personal 
life, and provided they do not breach reasonable guidelines, employers should 
respect this,” says the TUC in its guidelines on social media. “They wouldn’t 
follow an employee down the pub to check on what they said to their friends 
about their day at work. Just because they can now do something akin to  
this online, certainly doesn’t mean they should.” 

From the employees’ perspective it obviously isn’t clever to refer to customers 
in derogatory terms in public but there is an argument that letting off steam, 
albeit in the public domain, is no different than having a rant in the loos at 
work about a tricky manager. And if that were a sackable offence the UK 
workforce would be half its present size. So where does keeping up with 
what is being said about an organisation by employees turn into immoral 
spying by companies? Few admit – on record – to using social network  
sites to vet potential employees but anecdotal evidence would suggest  
this is commonplace.

“I always Facebook a job candidate to make sure they’re not a complete 
idiot,” admits the commercial director of a London-based media company, 
“and to make sure they look like they’re a good laugh.” It isn’t something the 
industry commentators condone. “Spying on people with Facebook wouldn’t 
be seen as good recruitment criteria,” says Robinson. It seems that there  
are justifiable concerns from both sides about how much information  
should be available, and to whom. But at least companies are aware of  
the security issues.

As recent McAfee report revealed that business leaders worldwide see the 
value of Web 2.0 in driving new revenue – 40% said the tools have boosted 
productivity and enhanced effective marketing strategies. And it’s not  
just technology companies that are discovering the benefits of these new 
communication channels. General Motors, for instance, has embraced a 
popular blog written by its vice-chairman, Bob Lutz, as a helpful new way of 
communicating with customers and getting across PR messages that might 
be more difficult to deliver in the mainstream press. 

Many organisations, though, remain deeply concerned about security threats 
associated with deploying the technology. The McAfee survey of over  
1,000 global business decision-makers in 17 countries found that 50% of 
businesses were concerned about the security of applications while another 
60% were concerned about loss of reputation as a result of Web 2.0 misuse. 
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For this reason, and notwithstanding the obvious advantages for well-
managed involvement by both employees and employers, many businesses 
still block Web 2.0 rather than put policies in place. The survey found that, 
globally 13% of organisations block all Web 2.0 activity while 81% restrict 
the use of at least one Web 2.0 tool because they are concerned  
about security. 

New technology is coming to counter some of the concerns, both from 
established providers and new kids on the block. In October, Facebook 
launched ‘groups’ where users can interact with small groups of people such 
as family, work colleagues and wider friends, rather than everyone at once. 
Members of groups will be able to swap updates rather than broadcasting 
them to all of their ‘friends’  on the network. By default, groups will be private 
– known only to those who are invited – but it will also be possible to create 
public and ‘secret’ groups such as, for instance, one group for out-of-work 
friends and an entirely separate group for professional contacts.

Furthermore, there are an increasing number of new networks that are being 
set up to counter concerns about sharing too much information while still 
enabling people to advance their careers. Executives Place, for instance,  
has launched a free-to-join, online community for high-earning individuals 
where members are anonymous and in full control of their own privacy. 
Member data is limited to the minimum information required by search firms 
for identifying potential candidates. As such, members are able to create a 
profile that is searchable by their individual credentials without disclosing 
their identity. This protects their privacy and prevents them receiving 
unsolicited friend requests and junk mail. Members can network with  
each other by sharing their profile names with associates’ offline and then 
becoming ‘friends’ within the system, or by personal introduction from a 
mutual online contact. This more closely mimics the real world process of 
networking and prevents personal networks becoming meaningless collections  
of unacquainted members, as happens on many social networking sites.

Until the privacy issues are addressed and there is more of a distinction 
between our personal lives and professional lives it seems wise for both 
employer and employee to err on the side of caution – rather like we were 
encouraged to behave properly when we were in school uniform, even 
outside school hours.
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HR professionals across the globe have turned to increasingly weird strategies in their efforts to engage employees.

Are you having   fun yet?
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Are you having   fun yet?

What can employers and employees learn from Kenya’s Maasai warriors? 
Quite a lot, apparently. “The Maasai create an incredible sense of pride and 
responsibility in their children,” explains Chris Howe, CEO of ChangeMaker 
International, and because this is sustained as they grow, “all tribe members 
take high levels of responsibility and act with pride.” If you don’t give it too 
much thought, it sounds vaguely Utopian. So, it’s not hard to see how the 
promise of a similar level of ‘engagement’ might make the Maasai-way seem 
appealing – particularly in business, where cynicism is endemic.

All of which goes some way towards explaining why, one sunny day in July,  
a collection of hopeful business leaders presented themselves at the Institute 
of Directors in London (not Kenya) for a motivational Maasai master class  
on strategy and leadership (organised by ChangeMaker International).  
Howe describes the event as companies learning how “to think nomadically 
by clarifying their cattle [customers and capital], defining green pastures 
[market opportunities] and then focusing on getting the two together,” so  
that they can “ultimately be more successful”. You can decide for yourself by 
watching a video of the big day on YouTube. You can find the link in our 
reference section on page 37.

Money alone is rarely enough to motivate employees, and over the years, a 
weird and wonderful array of options has emerged for the HR professional 
who will try almost anything once in the quest for a more engaged workforce. 
Spoon bending, skydiving, fire walking, horse whispering, motorised 
toilet-bowl racing, learning to play the djembe and forming a drum circle, 
ghost hunting on the Yorkshire Moors, and driving blindfold through a field  
of obstacles, directed by your passengers – to name a few.

Some of these are more effective than others, and some are more effective 
with some people than they are with others. As Paul Daley, a director with the 
talent management specialist Ochre House observes: “If you want to make 
employee engagement initiatives as effective as possible, it’s important to 
segment the workforce,” (on which more, later). “The most important thing is 
for all employees to feel as if they are valued, so the psychological contract 
should always feel the same,” he says, and some organisations go to great 
lengths in pursuit of this.

Southwest Airlines repeatedly features on lists of ‘best places to work’ in the 
US, and attempts to make every employee feel valued start even before they 
join the company, when a member of its ‘University for People’ gets in touch 
to welcome them to ‘the team’. New recruits are carefully selected for their 
enthusiasm and ‘positivity’ ‘you can learn skills; you can’t learn attitude),  
and the airline then tries to create a ‘home from home’, where each employee 
will feel as much ‘ownership’ of the business as the actual owners do.

When Lorraine Grubbs joined the airline this process began at the group 
induction. “There were balloons floating all over the room,” she recalls,  
music was playing, and confetti littered the tables, as 80 employees were 
introduced to Southwest through a series of activities designed to make their 
new jobs seem less like hard work. “When people are having fun they want  
to come to work and be more productive,” says Grubbs, now president  
of her own employee engagement enterprise, Lessons In Loyalty.  
“It’s about finding the kid buried inside people,” she adds.

‘‘ ’’
Managing the employee 

engagement lifecycle is like 
managing the customer 

engagement lifecycle, and 
a lot of the disciplines that 
are employed effectively in 

marketing can be employed 
effectively in HR.
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“At Southwest we strategised so that people could have fun on the job,”  
she explains, while reinforcing what they were at work to achieve: happy 
customers. So, during the induction, a “definite message of seriousness”  
was conveyed in a fun and frivolous manner, and at the end of the orientation, 
the new employees each collected a handful of balloons, took them down  
into the airport terminal, and gave them to children who were travelling with 
Southwest. “It was an immediate chance to interact with our customers in  
a warm fuzzy way,” says Grubbs.

Importantly, according to Grubbs, Southwest also goes out of its way to 
ensure that each individual employee feels as if their work is appreciated, 
knows “the difference they are making in the big picture,” and understands 
that they each “belong to something bigger than themselves.” But an 
approach that succeeds in the US won’t necessarily fly elsewhere. As a survey 
by Infogroup/ORC International recently highlighted, for example, engagement 
among UK workers is woefully low by comparison with those in many other 
countries, and it’s not because UK employers aren’t trying.

“The current economic conditions may have an influence,” comments Sally 
Winston, divisional manager of employee research at ORC International,  
but as she adds that there is “an inherent level of cynicism among UK 
employees,” and their attitudes towards their employers tend to be “negative 
or neutral”. The research indicates that UK employees do not feel they can 
rely their employers (or managers) to balance their interests with those of the 
organisation, nor do they feel as if career advancement opportunities are 
based on merit.

It would be wrong to tar all UK employees with this particular brush, just as it 
would be wrong to treat all employees in the same way when you are trying  
to keep them engaged. “It’s important to be deliver clear messages during  
the entire employee lifecycle, and to be consistent across all touch points,” 
says Daley, “but if you want to motivate staff, you have to take a step  
back and think about their needs and motivations as individuals,” and if 
measurements of its client initiatives by Ochre House is any indication, the 
more segmented your efforts are the more likely they are to succeed.

“Generation X and Generation Y are just the tip of a huge iceberg,” reports 
Daley, who suggests that some HR professionals could do worse than learn  
a trick or two about communications from their colleagues in marketing. 
“Managing the employee engagement lifecycle is like managing the customer 
engagement lifecycle,” he explains, “and a lot of the disciplines that are 
employed effectively in marketing can be employed effectively in HR,”  
to help human resources professionals to better manage their customers.



There are as many ways of measuring the success of employee engagement 
initiatives as there are types of employee engagement initiative, and the 
bottom line is, that you may not be able to judge their effectiveness until the 
chips are down. So when the recession hit in 2008, and The Access Group 
asked every single member of its workforce to go the extra mile, it had no 
way of knowing what the results would be. And this was despite being voted 
one of the best small companies to work for by its employees in 2008, and 
being one of a select band (of just 48) UK companies to be awarded three 
star accreditation for its ‘extraordinary’ workplace engagement.

“We are a very people-driven business, and we’re aware that we are only as 
good as the sum of our parts,” says Jo Sims, its head of HR. The consultancy 
and software developer tries to keep its employees engaged by making 
Access a “very social” workplace, where all of the employees feel that  
their efforts are appreciated. Team-building events have ranged from  
coppice building to paint balling, and a ‘smile file’ in the company newsletter 
congratulates employees when there is good customer feedback or a 
colleague particularly praises somebody.

Clearly none of this is on a par with the balloons and confetti and bells and 
whistles at Southwest Airlines, but Access must be getting something right, 
because when it asked them to ‘go over and above’ the norm in 2009, they 
delivered. “We had our best year on record,” says Sims. “That was entirely  
a team effort,” she says, and in recognition, Access wanted everybody to 
benefit. “We considered giving them all exactly the same monetary reward,” 
she recalls, “but we wanted people to feel recognised as individuals”, so  
it set up a scheme that gave them a choice. 

The options were: £500 cash, money paid into a pension, two days leave, a 
skiing holiday, and a four days of sun-worshipping and golf-playing in Spain 
– and the latter attracted a whopping 115 employees. “They wanted to be 
together on holiday,” says Sims, with understandable pride. “It was a great 
opportunity for everybody to bond, understand more about each other and 
what people do in the business,” she reports; it did wonders for communication  
and employee engagement, and as Sims adds: “It was absolutely one of 
those things you can’t put a price tag on.”
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What the workers say
 
Blindfold driving:  
“Did it make us a more effective team? Yes, I think it did.”

Fire walking:  
“Clearly, my employer would not pay somebody to burn me.” 

Forming a drum circle:  
“This was one of the best things I’ve ever done.”

Ghost hunting:  
“Sort of like Blair Witch... but wearing a head torch.”

Horse whispering:  
“It’s amazing what a sense of achievement it can give you.”

Motorised toilet racing:  
“I felt like Robbie Williams at Wembley.”

Spoon bending:  
“I was trying to tap into my own ESP.”

Skydiving:  
“It was wonderful, but we can’t do it again because of the Corporate 
Manslaughter Act.”
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Clawback arrangements have become more prevalent in the wake of the credit crunch. But do they actually tackle the problems  
they are intended to address?
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Bonuses, and particularly those paid to executive in the financial services 
sector, have been under intense scrutiny over recent months. Fairly or 
unfairly, part of the scrutiny can be traced to the view that bonuses help to 
encourage short-termism and are generally not as successful as once was 
believed in bringing about higher performance over the longer term. 

Clawback arrangements, which allow a company to reclaim all or part of a 
reward bonus in certain circumstances, are not a new phenomenon but 
anecdotal evidence suggests that their use has increased significantly over 
recent months. It might be easy to assume that this is a trend that is almost 
exclusive to the banking sector in the wake of the financial crisis, but in fact 
the trend has been seen much more widely, and not necessarily purely as a 
way of changing employee behaviour. In 2009, for instance, the engineering 
company IMI passed a resolution at its AGM that allowed bonuses to be 
clawed back in the event of either a restatement of accounts showing that 
bonuses had been overpaid or serious criminal activity by employees. 
Companies as diverse as publishing house Reed Elsevier and pharmaceutical 
giant GlaxoSmithKline have also revealed clawback arrangements for  
senior executives.

According to PwC partner Jon Terry, clawback should be seen as a “small  
but emotional subset of the wider regulatory issues” driving reform in the 
financial sector and of executive remuneration more generally. “It’s been 
largely driven by the financial sector from two aspects,” he says. “One is 
where organisations have taken government money during the financial crisis, 
either directly or indirectly through stimulus and support packages. In the US, 
when banks took the money the government required that any bonuses paid 
to a small number of people – maybe no more than 25 or 50 people in a 
company – could be clawed back in circumstances such as fraud or 
misstatement of accounts.”

Although this represented a break with tradition, other sectors took note. 
“People began saying ‘that makes sense – of course if there’s fraud or 
misstatement you should be able to take it back’,” says Terry. “So a number  
of companies now disclose their ability to take back awards, but it’s very  
rare – no one expects to be dismissed for cause.”

However, Terry believes the concept of clawback is now about to go much 
further: the Financial Services Authority (FSA) as recently finished consultation  
around the incorporation of the rules of the European Commission’s latest 
Capital Requirements Directive (CRD3) into its Remuneration Code, which 
recommends that at least 40% of a bonus must be deferred over a period of 
at least three years for all relevant staff. Not only that but deferred awards  
to ‘code staff’, defined as staff senior management and anyone whose 

‘professional activities could have a material impact on a firm’s risk profile’ 
should be subject to ‘performance adjustment’.

The FSA distinguishes between out-and-out clawback arrangements, which  
it defines as repayment of awards already made, and focuses instead on the 
concept of a ‘malus’ (i.e. the opposite of a bonus) in which adjustments are 
made to deferred awards announced but not yet vested. Malus would apply  
in cases of employee misbehaviour or error, a ‘material downturn’ in financial 
performance or a failure of risk management. This, the FSA believes would 
encourage more long-term accountability than the ‘relatively weak’ link 
between employee behaviour and share prices below CEO level. 

Terry believes this will be the start of much wider thinking about performance 
adjustment. “Banks are big players with a lot of influence and there’s a high 
degree of cross-over between non-execs in the financial sector who also sit 
on the boards of other organisations,” he says. “And this makes a lot of 
sense; if there’s been a major reversal perhaps awards should decrease in 
value – if shareholders are suffering you should suffer too.”

The concept would need to be adjusted to the risk factors in different 
industry, but Terry sees obvious examples in, for example, mining: “It could 
be one way of supporting the business agenda of focusing on health and 
safety,” he says, noting that often the impact of major incidents on share 
prices will have passed by the time deferred awards are vested. “I can see 
more and more companies doing this – it could be one of those things  
that become common practice.”

‘‘ ’’
Organisations need to think much 

more broadly about how they 
define their tolerance for risk in the 

governance of their business, and 
not just financial risk but safety and 

reputational risk. That’s likely to lead 
to much better quality decisions 

than mechanical clawbacks.
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However, if performance adjustment is not to have a negative effect on employee  
motivation, it is important that the provisions are applied with judgment and 
only in exceptional circumstances. Otherwise organisations may find themselves  
in the position of paying out high levels of bonuses which have in themselves 
done little to attract or motivate staff. “The issue is that all these things are 
complex enough as it is,” says PwC partner Tom Gosling. “People discount  
the value of their awards very heavily once you start putting uncertainty and 
ambiguity in. Most organisations will be concerned with this perceived loss  
of value and will not want to be the first movers, but let others do it.”

That said, he agrees that there are lessons to be learned from the financial 
sector in how organisations reflect risk in their reward structures. 
“Organisations need to think much more broadly about how they define their 
tolerance for risk in the governance of their business, and not just financial 
risk but safety and reputational risk,” he says. “That’s likely to lead to much 
better quality decisions than mechanical clawbacks.” This approach, he says, 
is actually borne out by the recent crisis. “If you look at the banks, the ones 
that came through better were the ones that had a discretionary approach to 
reward based on good information and using judgment to look at people’s 
performance in the round.”

While there has been a recent move to ‘drill down’ incentives as close as 
possible to the individual employee, this has been undermined by a simplistic 
view of how reward and incentives actually motivate people. “Remunerations 
committees like to use a formula because it gets them off the hook but it 
rarely leads to a reasonable outcome,” says Gosling. “There’s a deeply ingrained 
notion of what reward is but it flies in the face of motivational reality.”

The biggest driver of executive motivation, says Gosling, is not the level of reward  
but its perceived fairness. “Complex schemes rarely produce outcomes that 

are fair,” he says. “They either produce windfalls or results that are perceived 
to be unfair. There’s a problem with a prescriptive approach for a problem 
with incentive pay that says, let’s have more of it but in a more complex way.”

The danger is that clawback provisions will either have unintended consequences,  
or like previous provision, no consequences at all, as the Chartered Institute of 
Personnel and Development’s (CIPD) reward spokesman, Charles Cotton points  
out: “A lot of employees at Lehman Brothers had quite significant shareholdings  
but it didn’t appear the amount of risk-taking was reduced. So did the heads 
of UK banks, but it didn’t stop them taking over other banks at the same time.”

The problem is the overemphasis on the money management of performance 
and trying to control people’s behaviour’s purely through benefits. “There can 
be a disconnect; people tend to focus on the day-to-day and get so much of a 
high from doing deals,” says Cotton. “There’s a need to look wider, at training 
and recruitment: you could argue that high bonuses were a symptom rather 
than a cause of the problem.”

Cotton cites CIPD research that suggests that bonuses in general are ineffective  
when it comes to managing risk. “You can’t just focus on bonuses,” he says. 
“You need to ensure that you have the correct policies and that incorrect 
behaviour doesn’t take place in the first place, rather than trying to claw back 
awards later on.” Regulation hasn’t necessarily helped: “Financial services 
are driven to meet the needs of the regulator so reward has focused on 
delivering excellent services or processes and not value to the organisation.”

But Cotton adds that it would be wrong to blame reward professionals. 
“Where was reward? Reward was doing what it was told,” he says. “Making 
sure people were paid on time, and the most tax-effective way of doing it, that 
rewards weren’t out of kilter. It wasn’t really involved in how bonuses were 
structured, it wasn’t really adding value.” That doesn’t mean that ‘at risk’ 
rewards are always inappropriate. “It has to have validity in the first place,” 
says Cotton. “There’s not much point in delivering a bonus over four years  
if the maximum risk is no more than 12 months. That’s what you need to do: 
look at the risks and work back from there. You need to ask is the way we 
reward people damaging the organisation’s authenticity – how it delivers  
on the employer’s brand and on the customer brand.”

There is, however, now an opportunity to begin to reshape reward structure  
in a way which reflects people’s real-world motivations. “People have to get 
closer to individuals,” says Cotton. “For some, money is the main driver and 
we need to make sure we channel that in the right direction. But you should 
also not assume that it’s money per se, but what the money says about the 
organisation and how the organisation values that individual.”
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The financial crisis and dramatic reforms have challenged businesses to re-evaluate a range of employment practices and trends. 
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The global recession, like the 2010 Atlantic hurricane season, appears to be 
receding, but as we look ahead to the winter holidays and a new year, we 
envision lasting effects and lingering questions from the financial and credit 
crises. The downturn, along with legislative reform in the financial services 
industry and in the area of health care, brings sweeping change to employers 
and employees alike. Retirement readiness, compensation, and the future 
shape of health care benefits all pose challenges that were far less prevalent 
just two years ago. 

Thanks to a convergence of factors: plummeting stock values, the trend away 
from defined benefit plans towards defined contribution 401(k)s (the standard 
form of US retirement savings plan), and a severely compromised housing 
market, many baby boomers see their retirement dreams slip-sliding away. 
Suddenly, your home may be a nest, but not necessarily a nest egg; your 
retirement funds insufficient to sustain you in your remaining years; notions 
of riding off into the sunset with any sense of financial stability on hold.

In addition to the HR management issues this presents, employers also are 
re-evaluating their approach to retirement programmes. Of the companies 
responding to our recent survey, 96% sponsor 401(k) plans; only 36% still 
offer defined benefit plans. Upwards of 80% report seeing retirement ages 
climb beyond traditional targets.3  

To balance concerns over the cost of providing benefits with the cost of 
carrying an ageing workforce, employers will need to think about redesigning 
retirement programmes while communicating the rough realities of inadequate  
savings to less experienced workers. Above all, they need to investigate 
creative, affordable plan designs to curb costs and restore savings safeguards.

Flexibility and innovation will also be the watch-words in health care benefits. 
Even before the new health care mandate was signed into law in  
March 2010,4 many large employers were beginning to embrace so-called 
consumer-directed plans, placing increased onus on employees to choose 
coverage and control costs, and wellness programs designed to stem overall 
rising costs and productivity losses. In addition to these trends, the new law 
will force companies to re-examine how – and even whether – they will 
continue to deliver health care benefits to their workforce.

Another major US legislative development will have far-reaching consequences,  
not only for the financial services sector, but also for all public companies 
with regard to executive compensation and corporate governance. 

The Dodd-Frank Wall Street Reform and Consumer Protection Act, intended 
to overhaul the nation’s financial system in the wake of the downturn, will 
introduce several regulatory requirements for all publicly traded companies, 
with many rules taking effect beginning in 2011. 

Now that the Act has been signed into law, public companies will have to elicit 
shareholder approval for their executive compensation programmes at least 
once every three years (say on pay); they also will have to disclose: 

• information illustrating the relationship between executive compensation  
 and financial performance

• the ratio of annual total CEO compensation to the median annual total   
 compensation for all employees.

Although businesses were moving towards adopting the kinds of behaviours 
legislated by some Dodd-Frank provisions, these compensation mandates 
present companies with further challenges that will demand intensive 
administrative intervention. Yet it remains unclear whether some of the newly 
required information will have much value for comparison purposes, since 
workforce demographics and compensation approaches can vary significantly 
depending on industry and geographic profile. Also undetermined, pending SEC 
rule-making, is the ultimate shape which compensation disclosures must take.

The financial crisis has dramatically altered compensation packages for 
executives, as the need to vigorously justify compensation practices replaces 
the follow-the-market-data strategy. Companies will need to develop practices 
that support their business strategies and validate their programmes  
through rigorous analyses.

Amid all the changes, questions linger across HR today. How will companies 
manage emerging compensation disclosure demands? Will employers continue 
to provide health benefits following the establishment of government exchanges? 
Are we seeing a generation that will be unable to retire? Businesses will have 
to find answers that are right for their strategies as they navigate through  
the coming years – and undoubtedly, more change.

Lingering quest   ions

Scott N. Olsen is a principal in PwC’s Human Resource Services  
practice in New York.

3 2010 US Pension Survey, PwC.
4 Patient Protection and Affordable Care Act.
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