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The numbers haven’t been good
the last few months—in fact,
they’re downright depressing.

Maybe it’s because that new big box
sporting goods store opened up
across town.  Maybe it’s because
you’re caught in a price squeeze by
your biggest vendor and you’d lose
your competitive edge if you tried to
pass those cost increases on to your
customers.  Maybe you’re suffering
from a local economic depression that
has sales slumping like a sullen
teenager.  Whatever the cause, the
numbers don’t lie and this year there
is no money for raises.  Now what do
you tell your employees and what
steps should you take to ensure you
keep your good employees?

Knowledgeable employers under-
stand that their employees have
expectations of receiving ever
increasing compensation.  As their
skills increase and job responsibilities
expand, employees rightfully expect
additional compensation.  As the gen-
eral cost of living increases— witness
skyrocketing gasoline prices—
employees demand more money in
order to keep pace with inflation.
Money is also a means to motivate
employees to higher and more effi-
cient performance.  But when you
can’t pay more, you first need to con-
front these expectations.

The wisest course of action is to
be open and honest with your staff.
The management technique “manag-
ing by walking around” is effective
when managers (or owners) interact
with employees on the employees’
turf.   Talk to each employee, detail the
numbers, explain as best you can why
the numbers are where they are, and
make sure they know that everyone,
especially you, is in the same “no
raise” boat.  Don’t hoard information
because the less they know, the more
suspicious they will be of you and
your efforts.  Talking to your staff
allays fears and cuts down on rumors,
which is good management no matter
what income statement looks like.

Do the math and share informa-
tion about employee business
expenses such as health care costs,
retirement benefits, employer taxes
and the like with your employees.
Demonstrate how these costs can eas-

ily add 50 percent to the base hourly
wage so that your $10 an hour
employee can see that he actually
costs $15 an hour.  A dollar an hour
raise per employee quickly amounts
to a big number when multiplied by
the number of hours and number of
employees.  The more your employees
understand the true costs of their
wages, they still won’t like not getting
a raise but it will be easier for them to
accept the fact.

Should you tell employees that
you’ll give them raises as soon as you
can?  Human resource experts caution
against making such statements
because employees can hear them as
promises instead of hopeful inten-
tions.  If those “promises” go unful-
filled in the coming months because
your business has not yet turned
around, huge morale problems can
arise because your employees will
think you broke a promise.  Better to
make no such statements no matter
how tempting they seem.

Instead, seek your staff’s sugges-
tions about office practices such as
billing and collecting and shop prac-
tices like work scheduling.  Make sure
they understand all the tasks that
must be accomplished and time
frames for doing so, then stand back
and give your employees an opportu-
nity to find the best ways to get them
done.  They might find cost saving
methods which immediately help the
bottom line or time saving methods
which could result in shaving minutes
off everyone’s work day.  Working 35
hours a week for 40 hours of wages

doesn’t put more money in your
employees’ pockets but it does give
them something of value—more free
time.  Employment studies reveal that
once basic compensation needs are
met, free time is more valuable to
employees than money.

If you sense that employees are
reticent about making suggestions
face to face, bring out the time-hon-
ored suggestion box.  Of course, for
the suggestion box to be effective, you
have to implement employee sugges-
tions from time to time.  Give some
thought to giving a financial award to
each employee that makes a success-
ful suggestion.

When there is no money for raises
to motivate employees, skip the holi-
day trinkets.   Instead, provide a psy-
chological paycheck for your employ-
ees by preparing lunch as a inexpen-
sive way to show you care and appre-
ciate them.  Notice I said prepare, not
cater, lunch.  Bring a grill, don your
apron and cook some hamburgers
and hot dogs for the staff.  It works
best in the spring and summer
months, but could even be fun on a
January day in Green Bay if you can
keep the condiments from freezing.  It
costs but a few bucks per employee,
and allows socializing during business
hours without impinging on personal
and family time.  Depending on the
size of your business, you can invite
family to attend.  The concept is sim-
ple—treat your employees as the valu-
able assets that they are.

A longer term psychological pay-
check that works best over a period of
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months is an “employee of the month”
program.  Sure, these programs work
best in large organizations but smaller
companies can take advantage of
them as well.  Winning criteria can be
outstanding customer service, job
attendance, or creating a better
method or process.  To take full
advantage of the program, make sure
the employee is recognized within the
company and in your community as
well through a press release, complete
with photo.  The company benefits
internally through improved morale
and externally through greater busi-
ness visibility which makes it easier to
correct the bottom line.

Try meeting individual employee
needs in lieu of raises.  If you have a
part-time employee attending college,
in addition to flexible work schedul-
ing, think about a textbook allowance
if he maintains a predetermined min-
imum grade point average.  If an
employee commutes by public trans-
portation, consider buying a monthly
transit pass.  In areas where public
transportation isn’t available or is
impractical, a monthly gas allowance
can mean the difference between los-
ing or keeping a valued employee.
These allowances are cheap in the
long run when you consider the high
cost of finding and training replace-
ment employees.

One factor to consider when giv-
ing raises, is once given, they cannot
be taken back without creating ill-will
amongst your employees.  No one suf-
fers a pay cut without sprucing up
their resume and wearing interview
clothes to work in the days following
the cuts.  An acceptable alternative to
“set in stone” pay raises, is a bonus

system where an employee is reward-
ed for doing something to bring in
more money.  In small businesses, the
bonus can be designed to reward indi-
vidual employees.  In larger compa-
nies, it may make sense to design a
system that rewards groups or depart-
ments which has the added benefit of
developing a team spirit.

If you opt for a bonus system,
develop one that is not easily manipu-
lated.  For example, if you set a sales
goal of $1,000 per day and award a
percentage of each dollar above that
goal, employees might be tempted to
save up sales, then book them all in
one day.  A better system may be to
use a longer sales period, like a week,
or give a predetermined bonus every
time a specific goal is reached, with no
additional bonus for exceeding the
goal.

Make sure you keep tabs on
whether the bonus system is accom-
plishing the intended goal of motivat-
ing and retaining employees.  If
employees are getting bonuses but
still leaving for other employers that
pay higher (and regular) wages, then
it’s simply not an effective strategy
and should be scrapped.

Let’s take a look at some other
perks in your employment quiver that
can salve the no money for raises
wounds.  Royalty has long understood
the value of having a title.  The value of
titles within your organization
depends on its size.  Making your one
employee “manager” probably won’t
go far, but may mean more in a ten
employee store.  Employees should
never underestimate the value of a
title because perks such as compensa-
tion, benefits and vacation time are

typically tied to the title.  If you don’t
believe me, look at the military and all
the benefits afforded a Chief Petty
Officer or Master Sergeant.

Consider a flexible approach to
scheduling employee work hours.
Make an effort to work around a single
parent’s getting-the-kids-off-to-
school schedule.  Switch the night owl
employee to the late shift and let them
close.  Let the early bird up at dawn
employee open the store and take
advantage of all that early morning
energy.  No question that all this flexi-
bility takes some of your management
time and effort but then, so does hav-
ing to find and train replacement
workers.  Getting to know your
employees better and learn their spe-
cial needs and talents allows you to be
a better manager and it makes your
employees more likely to be loyal to
your company.

Some form of retirement plan, be
it a 401(k), defined benefit, defined
contribution, profit-sharing or other
vehicle is a possibility.  Not only does
these plans benefit employees, they
can provide huge financial advan-
tages to business owners.  The nature
and scope of such plans are best
explained by a qualified business
advisor so that you can determine
which plan is best for you.

A no-cost motivator and morale
booster too often overlooked by
employers is a simple “thank you for a
job well done” letter.  Mail it to the
employee at home and make sure she
knows a copy will be placed in her
personnel file.  To get more bang for
the buck, write the letter by hand and
make certain you sign it.

Using some or all of these sugges-
tions will go a long way towards creat-
ing well informed, well treated and
appreciated employees who can be
counted on to stick by the company to
weather the “no raise” climate and
work with you to restore your busi-
ness to sunny times.

Editor’s Note: David Williams has
resolved legal issues for small busi-
nesses and their owners since 1979.
He can be reached at The Williams
Lawfirm, P.O. Box 1455, Bellevue, WA
98009. On the web you’ll find him at
DPWLaw@earthlink.net or call (425)
990-8800.

Here are a few do’s and don’ts that will help calm the waters:
Do express appreciation to each employee for the contribution they make

to the success of the company.
Do approach the problem with creativity.
Do keep employees apprised of progress in righting the financial ship.

Don’t buy yourself a new, expensive car.  If you absolutely, and I mean 
absolutely have to buy a replacement car, get one that is less expensive 
than your current model.

Don’t throw a posh holiday party at a fancy restaurant because your staff 
would rather have the money instead of a nice dinner.

Don’t take the family on a chic ski or beach vacation no matter how disap
pointed your family or friends will be that you won’t be joining them 
this year.
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