VARIABLE
PAY IN A
CHANGING
WORLD
Nine ways to
enhance your
program design.

INTRODUCTION

It is unsurprising, then, that our research has identified
short-term incentive and bonus pay design as one of the
top five areas of focus for organizations over the next six
months to two years. In this whitepaper we will discuss
short-term incentive and bonus pay design, as well as
long-term incentives, to address these critical areas of
focus for organizations today.
Changes made to variable pay in the immediate aftermath of
the COVID-19 outbreak reflected sudden and rapid changes
in organizational performance. Our first COVID-19 rewards
pulse survey, in March, revealed that 8% of respondents had
reduced, deferred, or delayed short-term incentives and
annual bonuses; that figure rose to 18% two months later
in May.1 This makes sense as many of these programs are
designed to rise and fall in line with how organizations
perform. (For similar reasons only 7% of organizations
surveyed in May had made adjustments to long-term
incentives.)
Now, as the economic volatility seen at the start
of the year has tempered to some degree and
organizations have adjusted to a new reality, they
have a rare opportunity not only to step back and
reevaluate their variable pay plans but also to drive
through significant program changes that could help
them survive and thrive within a rapidly changing
global economic environment.
While in terms of cost, variable pay may be dwarfed
by fixed pay and benefits, it packs an incredibly strong
emotional punch that can be invaluable to employers
in times of crisis. Good variable pay plans incentivize
remarkable contribution. They communicate strategic
priorities and drive the right behaviors. And they
ensure that the best talent is adequately insulated
from competitor moves.
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MAPPING THE
CHANGING WORLD
OF REWARDS
Between March and May 2020,
Korn Ferry conducted pulse surveys
with 7,660 respondents from 99
countries to gauge the impact of
COVID-19 on rewards and benefits.
Our research identified five key
areas, including variable pay,
in which organizations plan to
implement significant changes
over the next six months to
two years.

Key focus areas:
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Fit-for-purpose total
rewards strategy.
Performance
management
programs.
Short-term incentive/
bonus pay design.
Job architecture, job
evaluation, and career
development frameworks
External pay
benchmarking
processes.

The emotive power of variable pay means that it also needs to be handled with care. As conditions continue to
change rapidly over the coming years, organizations are likely to have to react by making frequent adjustments
to their variable pay plans. When doing so, it is vital that they communicate plans effectively, keeping people
informed of what is changing and why.
Here we look at nine ways organizations can optimize their variable pay design.

WAYS TO OPTIMIZE
VARIABLE PAY DESIGN

1

DOES IT MOTIVATE
ACTION?
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In combination with base
salary, the bonus or incentive
opportunity should be consistent
with the employee’s role and
their ability to influence the
achievement of performance
goals.

4

7

IS IT FAIR?
Good plans are in line
with the organization’s
reward philosophy, are
legislation-compliant,
and take account of
market pay levels.

IS THE PLAN AS
OBJECTIVE AS
POSSIBLE?
Minimizing areas of
interpretation while
ensuring that the plan
remains sensible in a
range of situations will
ensure maximum time
spent on activity rather
than activities to game
the plan.

IS IT EASY TO
UNDERSTAND?

3

Plans that have the
strongest impact are
those that can be quickly
and easily communicated,
those that have three or
fewer measures, and those
where progress is regularly
communicated.

5

CAN PERFORMANCE
BE TRANSPARENTLY
TRACKED?

Plans that directly align everyone
with the individual/team/unit
goals and the business’s strategic
objectives create the opportunity
for value delivery.

6

Anyone who can
understand how
they are doing within
performance periods,
particularly salespeople,
can adjust performance
appropriately.
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IS THE PLAN
SELF-FUNDING?
Funding and individual
payments are sensitive
(variable) to business and
individual performance;
rewards are based on
economic contribution.

DOES IT ALIGN WITH
ORGANIZATIONAL
PRIORITIES?

IS THE GAP BETWEEN
ACTION AND REWARD
MINIMIZED?
Reward outcomes must
be linked to the performance
cycle; timely payouts ensure
that people feel the benefits
of their actions.

9

IS GOVERNANCE
STRONG?
The governance
process should be robust,
responsibilities should be
clear, and plan approvals
and changes must be made
in a controlled fashion with
appropriate monitoring
for success.

ANNUAL BONUS PLANS
Organizations should focus on clarifying team and individual
priorities and performance expectations and objectives,
in line with their annual timetables. We know from our
third COVID-19 rewards pulse survey, in May, that many
organizations had already begun doing this—46% reported
making changes to key performance metrics, including
moving from growth metrics to profitability and
operational efficiency metrics.2
In challenging economic times, many organizations
establish a tighter line of sight in metrics and payouts,
focusing on individuals and teams rather than the
enterprise level. We anticipate greater use of individual
and team performance modifiers as well as management
discretion (within a framework) in determining variable
pay, particularly in the immediate future. Businesses
hardest hit by the financial crisis can consider lowering
performance thresholds—and the payouts associated
with them. By providing employees with more frequent
and achievable incentives, they can continue driving
business performance even through cash-strapped
times.
Communications also need to be enhanced in order
to communicate strategic priorities and drive the
right behaviors. As well as establishing genuine
two-way communication channels with employees,
organizations should connect variable pay to
broader organizational performance messages and
better equip leaders and managers to deliver those
messages effectively.
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SALES INCENTIVES
The pandemic has had a significant (and generally
negative) impact on sales in organizations, requiring
rapid and substantial change on multiple fronts. Chief
among these is a move away from in-person selling
to increased use of digital channels. Through ongoing
dialogue with sales leaders we are learning that:
• Face-to-face interactions are now seen as less
critical for building networks, finding prospects,
and qualifying opportunities for business-tobusiness sales.
• Customer buying models increasingly rely more
on information and data than on sales-rep
interaction.
• Product specialists, deal architects, and engineers
are moving to telesales or digital channels.
• Salespeople are increasingly using contact-based
web tools and social media to sell more effectively
and with less cost.

At the same time, we are also seeing changes
in sales incentives. On the one hand, these
reflect the transformed trading environment.
On the other, they are designed to keep sales
forces engaged and motivated in these challenging
times—better, after all, to be able to earn some level
of variable compensation through modest payouts
than nothing at all.
As organizations adapt and simplify their variable sales
compensation plans, they need to keep self-funding
as a fundamental design principle (per item 8 on page
3). Likewise, they should retain a razor-sharp focus on
distinguishing and prioritizing the genuine sales roles
that need to be incentivized from those that enable
the sales process or its execution. It is also critical that
high performers continue to see a link between what
they can influence in the sales process and how they
are rewarded. Top line, volume, and margin remain solid
financial measures, but only when placed in the context
of quarter-on-quarter growth and absolute in-quarter
performance—not when judged year-on-year or against
targets set pre-pandemic.
Another key consideration is how variable pay
can be used to drive and embed the new ways of
selling that are emerging, particularly the evolved
skill sets required for increased virtual engagement
with potential and existing customers. To secure an
effective, long-term transformation, organizations
should focus on both the how and the what, and look
at rewarding collective outcomes as well as individual
behaviors. The reward dynamic is also likely to be
affected by the growing use of CRMs to automate
and digitize the long tail of smaller transactions,
alongside the revision of sales channels to be
more targeted, all of which rely more heavily
on collaboration.

It is critical that high
performers continue to see
a link between what they
can influence in the sales
process and how they
are rewarded.

INCENTIVES FOR EXECUTIVES
Special care needs to be taken with incentive awards
for executives. For larger corporations, these annual
and long-term incentives represent the largest part
of their executives’ total direct compensation, and
disclosure requirements mean that the ultimate
payouts are highly visible and subject to considerable
scrutiny and second-guessing, particularly during a
crisis like the one we are currently experiencing.
Compensation committees must carefully weigh the
impact of their decisions and the explicit and implicit
messages they are delivering. This applies both to the
end-of-year decisions they make for the current year
and to changes they may be contemplating for the
next. They must also be aware that well-intentioned
actions can have unintended consequences.
Questions that organizations need to ask when
evaluating their near-term decisions for the current

As organizations contemplate changes to their
executive compensation program moving forward,
we think they should consider not only the usual
questions about reward competitiveness and
alignment with financial goals and priorities,
but also the following:
• Are the executive compensation philosophy,
strategy, and program design consistent with
current enterprise priorities?
• Are incentive plans an accurate reflection of
the organization’s purpose and values, and do
they focus executives on the things of value?
• In a listed company, are leaders rewarded for
total shareholder return to the detriment of
other measures of long-term organizational
health (both financial and otherwise)?
• Is the internal fairness of executive rewards
considered as well as the external competitiveness?

performance year include:
• Are awards consistent with and properly reflective
of company and executive performance?
• Are executives benefiting, in part, at the expense
of others in the organization (e.g., due to cost
savings from layoffs, furloughs, salary cuts, etc.)?

• Have the structure and rationale for incentive
arrangements been clearly described, including the
balance between fixed and variable arrangements
and between annual and longer-term incentives,
and are they clear to executives and other key
stakeholders?

• If departing from the established performance
payout schedule to generate executive awards, is
there a clear rationale for doing so? Would the same
approach be taken if there were a positive external
event that generated a windfall?
• If using discretion to determine awards, is there a
clear and objective set of criteria to use to guide
judgement, and are the criteria consistent with
those used for others receiving incentive awards?
• If long-term incentives are granted using company
stock, are steps taken to mitigate the potential for
an unplanned windfall due to grants being made
when the stock price is temporarily depressed?

Compensation committees
must carefully weigh the
impact of their decisions
and the explicit and implicit
messages they are delivering.

SUMMARY

FIND OUT MORE
At Korn Ferry, we provide variable pay consulting in the areas of
strategy, design, and implementation. We create programs that
deliver optimal return on investment and align with business strategy.
We use gap analysis, external benchmarking, and impact analysis to
identify more effective ways to assess performance. And we create
strategic and tactical implementation plans that are well communicated
and practical to implement.
Contact us to find out more about developing variable pay programs
that will enable your organization to thrive through challenging economic
times and beyond.

LEARN HOW WE CAN HELP YOU:

CONTACT US
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ABOUT KORN FERRY
Korn Ferry is a global organizational consulting firm.
We work with organizations to design their organizational
structures, roles, and responsibilities. We help them hire
the right people and advise them on how to reward,
develop, and motivate their workforce. And, we help
professionals navigate and advance their careers.
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