
The phrase “we are all in this together” is increasingly being invoked regarding combatting the novel 
coronavirus (COVID-19). Taken literally, the phrase is unquestionably true in attempting to combat the virus 
through public policy and public health measures intended to flatten the curve. But the phrase also has 
implications for employment and pay.

The key implication concerns the tradeoff between employment and pay, specifically under the condition of 
economic recession, perhaps even depression, that is being induced by the spread of the virus. During past 
recessions, the traditional response of companies (and nonprofit and public organizations) has been to cut 
jobs, with a main consequence being that those who lose those jobs become unemployed and may drop out 
of the labor force altogether. Such job cuts are made in order to reduce labor costs. But there is another 
way to reduce labor costs: cut the pay of those who hold the jobs. Indeed, a particular targeted reduction in 
labor costs—say for example, 25 percent—can be achieved by cutting either jobs or pay.

What is the analytical rationale for cutting pay rather than jobs? The answer is based on the concept of a 
company as a collective with its own organizational culture rather than merely a collection of individuals. 
While it is true that employees are hired individually, are paid individually, have their performance evaluated 
individually, and when necessary are disciplined individually, employees are all members of the company 
for which they work. In this regard, employees often work in teams, including virtual teams, that produce 
products or render services jointly. They are therefore dependent on other employees to complete their 
own work, which reflects the concept and practice of interdependency. 

How does this reasoning bear on the tradeoff between cutting pay rather than cutting jobs in order to achieve a 
labor cost reduction? The answer is based on the definition of an organization’s culture: the values, norms, beliefs, 
and expectations of organizational members. Where the values, norms, beliefs, and expectations are deeply and 
widely shared by employees, a company can be said to have a strong organizational culture. Where the values, 
norms, beliefs, and expectations are deeply but not widely shared, or widely but not deeply shared, a company 
can be said to have a moderate organizational culture. Where the values, norms, beliefs, and expectations are 
neither deeply nor widely shared, a company can be said to have a weak organizational culture. 
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The word “culture” is frequently used by CEOs and other senior executives, who typically claim that their 
companies have strong organizational cultures. Another way to represent this view—and some company 
executives have done so explicitly—is to say that “we are all in this together.” If this is true, then the main 
test of a company’s adherence to its strong organizational culture occurs during an economic downturn, 
and especially a severe downturn. In particular, cutting jobs and the people—organization members—who 
hold those jobs is antithetical to the notion that we are all in this together. By contrast, cutting the pay of 
those holding the jobs and who will continue to hold the jobs supports the notion that we are all in this 
together—or, in other words, the concept of a company as a collective. It also means that retained employees 
will not apply for unemployment insurance payments, thereby achieving social welfare and fiscal benefits. 

An objection to cutting pay rather than cutting jobs concerns employee motivation. Specifically, leaders ask, 
“Won’t employees be demotivated by pay cuts with consequent negative effects on their job performance?” 
If the pay cuts are long-term or permanent, then employees will quite likely be demotivated by them. But 
if the pay cuts are relatively short-term or temporary and are made as an alternative to cutting jobs, then 
employees are likely to be positively motivated and thereby become more strongly committed to their 
companies—and high commitment is a leading characteristic of strong culture companies. Correspondingly, 
during an economic upturn, companies that cut jobs risk losing the trust of the remaining employees, who 
may then look for jobs at other companies as opportunities arise. 

This cutting pay rather than cutting jobs argument is not new—few things are.1 To illustrate, in 1984 
economist Martin Weitzman published The Share Economy, in which he argued that variable pay in the form 
of bonuses and equity ownership should become a larger portion of employees’ total compensation.2 By 
doing so, companies could avoid cutting their workforces during economic recessions, because foregone 
bonuses and lower equity prices in effect represented pay cuts. And, in fact, this is what occurred in part 
during the economic recession in the early 2000s, when millions of employees, especially those working for 
high-tech companies, did not receive bonuses, and the value of their equity ownership in their companies 
declined substantially.

During the Great Recession of 2007 to 2009, some companies cut pay rather than jobs. A leading example 
was Southwest Airlines, which alone among companies in the airline industry cut employee pay by about 
15 percent on average but did not layoff a single employee. Southwest was able to accomplish this mainly 
by reducing and/or eliminating bonuses and profit-sharing payments, cutting executive pay, and freezing 
managerial pay. Also during that recession, the CEOs and other senior executives of Goldman Sachs, 
Citigroup, and Morgan Stanley gave up their bonuses, and the CEOs of General Motors, Ford, and Chrysler 
reduced their salaries to $1 per year. Similarly, FedEx reduced senior executive pay by between 20 percent 
and 7.5 percent depending on job level and function, and cut employee pay by an average of 5 percent. FedEx 
did not layoff a single employee during the Great Recession. 

1  This includes the argument presented herein. See D. Lewin, “Cut Pay, Not People,” The Wall Street Journal (January 29, 2009).
2  M. Weitzman, The Share Economy, Harvard University Press (1984).

If the pay cuts are long-term or permanent, then employees 
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The current coronavirus-induced recession already appears likely to be far deeper than the Great Recession, 
perhaps approaching or even exceeding the Great Depression in its severity. But this is all the more reason 
for companies to cut pay rather than cut jobs—and the former does not prevent companies from subsequently 
doing the latter based on their declining financial performance. The “cut pay” rather than “cut jobs” argument 
can also be applied to independent contractors of companies, such as delivery drivers for gig-economy 
companies, although pay cuts for such contractors can in concept be smaller than for employees because 
contractors typically do not have fringe benefits.

As a final analytical point, the argument to cut pay rather than jobs can be analogized to the role of 
shareholders of companies. At present, the coronavirus-induced economic recession has reduced the value 
of equities by between 25 percent and 33 percent. This reduction in the value of stock shares and the likely 
accompanying reduction, if not elimination, of dividends paid to shareholders in effect represent “pay” cuts 
for these shareholders. While some shareholders of a particular company may choose to sell their shares 
during severe recession, most won’t do so because the value of other companies’ shares has also declined. 
Stated differently, most company shareholders will wait in the hope that the effects of the coronavirus will 
be mitigated, if not eliminated, and economic recovery will ensue. As with employees, shareholders are 
one constituency of a company. These two constituencies, as well as others (for example, vendors), give 
real meaning to the phrase “we are all in this together”—and indeed we are.
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