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Webster’s Dictionary defines “uncertain” as, among other things, being indeterminate, not 

having certain knowledge, not being constant. Any one of these phrases could describe the 

economies of most countries today. The certainty of worldwide economic uncertainty is 

having a profound and pervasive impact on how companies manage their workforces. 

In this edition of Global View, our consultant authors offer insights into the proactive role 

corporate HR must play in this management effort.

The first article focuses on changes in benefit program designs for UK companies that 

reflect the advent in the United Kingdom and throughout Europe of a new employer/

employee partnership that is less paternalistic but more empowering toward employees. 

Our second article brings the workforce management focus across the Atlantic for all those 

non U.S.-based companies with U.S.-based employees. 

Finally, the five articles in our country-specific section look at how economic forces are 

reshaping workforce management practices in France, Japan, Korea, Spain, and the United 

Kingdom. We hope you find these timely articles informative. 
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One popular use for salary sacrifice 

involves the personal contributions 

employees make to an employer-

provided retirement savings plan.  

Salary Sacrifice: The Basics

In the UK, employees pay income tax and National 

Insurance (NI) contributions based on a percentage of 

their earnings. These NI contributions entitle employees 

to certain social security benefits such as State Pensions, 

Incapacity Benefit, and Jobseeker’s Allowance. Employers 

also pay NI contributions, generally 12.8 percent of 

employees’ earnings. 

One popular use for salary sacrifice involves the personal 

contributions employees make to an employer-provided 

retirement savings plan. In this instance, employees 

agree to a reduction in their contractual salary by an 

amount equal to the contributions they make to the 

plan. In return, the employer agrees to make those 

contributions on the employee’s behalf in addition to 

any amounts that it normally makes into the plan for 

the employee’s benefit. 

The advantage of salary sacrifice is that it generally 

increases employees’ take-home pay compared to what 

it would be had they continued to contribute directly 

to the retirement savings plan. Their higher take-home 

pay results from paying NI contributions based on their 

reduced salary rather than their original salary. 

Salary sacrifice also benefits the employer who can 

now make its 12.8 percent NI contribution based on the 

employee’s reduced earnings. Typically, an employer 

will agree to pay part or all of these savings in NI 

contributions into employees’ retirement savings plans. 

Some employers choose another option: using some 

or all of this saving to provide other benefits to the 

employee.

Salary Sacrifice: How It Works

The tables below and on page 29 quantify how the 

employee and employer benefit. Specifically, they 

compare an employee’s take-home pay and an 

employer’s total outlay before and after salary sacrifice. 

The example assumes an employee earned £20,000 

and contributed five percent of salary (£1,000) to the 

retirement savings plan before choosing to reduce that 

£20,000 by £1,000, the amount the employer pays into 

the plan on behalf of the employee. 

It also assumes that the employee, before salary 

sacrifice, contributed £1,000 to a contract-based 

retirement savings plan, for example, a group personal 

pension plan or group stakeholder pension plan. As 

stated, the contribution gross of tax relief is £1,000, 

which is £800 net of basic rate income tax. (Employee 

contributions are paid net to contract-based retirement 

savings plans in the United Kingdom.)

How the Employee Benefits

Before salary 
sacrifice

After salary 
sacrifice

Salary (A) £20,000 £19,000

Personal tax allowance (B) £5,435 £5,435

Taxable income (C) [A-B] £14,565 £13,565

Income tax payable (D) £2,913 £2,713

NI payable (E) £1,599 £1,489

Net salary (F) [A-D-E] £15,488 £14,798

Retirement savings plan 
contribution (G)

£800 Nil

Take-home income (H) [F-G] £14,688 £14,798

In this example, the employee’s take-home pay is 

increased by £110 after the employer takes over the 

£1,000 contribution, and the employee pays less in both 

income tax and NI. 
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The employee can choose to sacrifice a higher amount 

of salary with the employer making a correspondingly 

higher retirement savings plan payment, so that the 

take-home pay is unchanged. Employees who pay UK 

income tax at the higher rate benefit further, as they 

receive immediate relief by paying less tax on their 

reduced salary instead of waiting to claim the difference 

between the basic and higher rate tax on the personal 

retirement contribution on their end-of-year tax return.

How the Employer Benefits

Before salary 
sacrifice

After salary 
sacrifice

Salary £20,000 £19,000

NI payable £1,861 £1,733

Retirement savings plan 
contribution

Nil £1,000

Total outlay £21,861 £21,733

As noted, the employer may choose to pay part or all of 

the NI savings (in this case, £128 or £1,861 vs. £1,733) 

into the plan to boost benefits further.

The employer would continue to record the higher (pre-

sacrifice salary), usually referred to as the notional or 

reference salary. Typically, employees do not lose out on 

earnings-related payments and benefits, such as life and 

disability cover, since these payments and benefits are 

based on the higher notional salary. The notional salary 

is also commonly provided to mortgage lenders and 

other financial institutions seeking salary verification. 

Are There Any Drawbacks to Salary Sacrifice?

HM Revenue & Customs in the United Kingdom imposes 

strict guidelines to ensure that the sacrifice is valid. For 

example, employees’ employment contracts must be 

permanently changed to reflect the revised terms before 

the sacrifice takes place and it is generally not possible 

to revert back to the original (higher) salary level for at 

least a year. 

There are some employees for whom salary sacrifice 

might not be appropriate. For example, employees who 

earn less than £10,000 might be disadvantaged. Wages 

in the United Kingdom cannot fall below the minimum 

hourly wage, currently £5.52 for most people. Therefore, 

no employee whose annual earnings total a little more 

than the minimum hourly wage should consider salary 

sacrifice. In addition, some State benefits are paid only 

to employees earning more than £4,680 a year. Other 

State benefits linked to earnings and NI contributions 

paid may also be adversely affected by a reduction in 

salary, or if earnings fall below £4,680. Clearly, for some 

employers who employ people predominantly on low 

wages, salary sacrifice would not be suitable. 

Conclusion

Although this article concentrates on one use for salary 

sacrifice, there are others where the earnings sacrificed 

are replaced by benefits that qualify for tax and NI 

exemptions, such as childcare vouchers and bikes-for-

work schemes.

Salary sacrifice has already been adopted by many small 

and high-profile employers in the United Kingdom, 

including Tesco, British Airways, and the BBC.
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Encouraging employees to take responsibility for the 

cost of their healthcare has yet to take hold in the 

United Kingdom, but employers are unlikely to sustain 

an ever increasing healthcare expense in the long-term. 

The point will eventually come when employers focus on 

contributing a defined amount of money to employees 

which they will use to cover their healthcare expenses. 

Another potential win/win cost-cutting solution will be 

employers’ sponsorship of complimentary employee 

wellness initiatives that focus on prevention rather 

than cure. 

Absence Management: Absence is one of the largest 

hidden costs an employer faces. As the economy 

turns down, absence rates often begin to increase 

because of employee anxiety and stress. This increases 

the cost of sick pay and related long-term disability 

or income protection insurance. Therefore, in such 

times of cost consciousness, identifying problem 

absences and managing the consequent cost takes on 

greater importance. 

For most line managers, dealing with absence usually 

takes a back seat even — or, maybe, especially in a 

weak economy. Therefore, HR teams are increasingly 

turning to outsourced occupational health and absence 

managers to help manage their employers’ exposure 

to this liability, and bring costs under control. The 

outsourced approach can ensure impartiality and rigour 

in the absence management process and, at the same 

time, it enables “problem” employees to be quickly 

identified and managed. It also brings much greater 

visibility in identifying the number of days lost, and can 

help highlight work or management practices that may 

require modification.

Long-term Disability: Employers’ investment in 

proactive wellness programs can have several long-

term benefits. One of them is an effective program’s 

ability to help control the number of employees 

moving onto some form of government or employer-

funded long-term disability benefit. In the past, many 

incapacitated employees were covered under an ill-

health early retirement pension. However, that option 

has largely disappeared. Today, about seven percent 

of the UK’s working population — mostly in larger 

and multinational corporations — receive long-term 

disability benefits. In those organisations that offer it, 

about 85 percent of schemes provide benefits up to a 

normal retirement age, typically 65 years of age. 

There is now a debate about how to manage an expense 

that typically adds between 0.5 percent and 1.0 percent 

to payroll. In fact, HR teams are increasingly being 

asked to consider the future of this benefit. Specifically, 

they are asked whether or not it makes sense to offer 

long-term benefits to an increasingly mobile workforce. 

Whilst there is no clear trend emerging, certain industry 

sectors, such as retail, have discontinued the benefit 

altogether or are considering limiting the claim period to 

between three and five years.

Conclusion

Paternalism, as reflected in the benefit programs 

employers provide, may not be dead, but it is certainly 

showing its age. Faced with economic necessity and 

changing employee attitudes, employers are gradually 

redefining the benefits they offer in ways that limit their 

long-term liabilities. At the same time, many employers 

provide employees with increased choice in the benefits 

they offer and flexibility in how they can be delivered. 

Change rarely occurs overnight, but there are signs 

that the benefits landscape of tomorrow may be very 

different from today’s — at least as different as today’s 

is from yesterday’s. 
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5.	Refine employee incentives: Employees read the 

paper, watch the news, and are anxious about their 

jobs. Unwittingly or not, this apprehension may lead 

them to lowered productivity. Incentives can be 

refined or even enhanced in some cases to reinforce 

the extra attention needed to keep employees 

motivated and focused on the right end results 

during difficult times. 

	 To counter falling morale and lowered productivity, 

companies could consider refining incentive 

programs to recognize performance achievements 

relative to milestones or recognize extraordinary 

contributions. When an employee achieves a 

milestone or makes an exceptional contribution 

beyond expectations, provide a small reward like 

additional paid time off, a gift card, or some other 

award that reflects the company’s gratitude. 

Coordinate with your consultants or another third-

party to determine what is affordable to your 

organization. Further, incentives offer companies 

the opportunity to reward performance without 

increasing the fixed cost base attributable to 

existing employee pay.

6.	Redirect efforts: Instead of simply reacting to 

more challenging times by aggressively lowering 

costs, focus on ways to reposition the business 

so that it can be more effective and efficient 

when the economic environment improves. More 

programmatically, look closely at incentive goals 

and try to tailor them to push key contributors 

to achieve results that improve the positioning 

of the business for the future, rather than solely 

on reducing costs to weather the weak economic 

environment of the present.

7.	Develop and implement an overall employee 

engagement strategy: Employers should maintain 

ongoing communications with their employees. 

Employees are generally astute about market 

conditions and the implications for them as 

employees. As a consequence, honest and forthright 

discussions about the status of the business 

designed to educate as well as inform will help 

ensure that your workforce responds appropriately 

to the realities that the company faces. Don’t wait 

until you are giving them a pink slip to advise 

employees on the state of the corporation, or the 

measures being taken to weather the economic 

storm, or new performance standards, if any. At 

that point, they are not likely to care. On the other 

hand, employees who are engaged by candid and 

regular employer/employee communications and 

understand corporate expectations during times of 

economic uncertainty are likely to be more engaged, 

more realistic, and more loyal employees. 

	 Employers can also conduct team-building activities. 

During times of economic uncertainty, employees 

are anxious and may have heightened sensitivity. In 

difficult times, companies should focus on retaining 

employee loyalty both to the company and to their 

colleagues. It is more likely that employees will file 

employment complaints during these times. In order 

to address their concerns, you can remind employees 

about the positive aspects of the corporate 

environment of which they are a part. Team-building 

exercises keep spirits up and collegiality stable.

Conclusion

Significant contributors to the weakened U.S. economy 

are increasing energy prices, the housing downturn, 

economic uncertainty, tightening credit, and the 

state of the capital markets. Because of the size and 

interrelatedness of the U.S. economy, these conditions 

affect all countries. Therefore, non-U.S. companies with 

U.S. operations should consider the points highlighted 

here, pick up their skis, and face that slalom head on. 
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