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Compensation 2011: Global strategies for five critical
planning questions

The global recession is morphing into a global recovery — some countries are already there while
others are cautiously optimistic. When it comes to setting compensation strategy for next year,
one equally powerful message throughout all regions shines through: Talent reigns supreme.

Around the world, organizations are focused on engaging key talent through thoughtful spending
- a back-to-basics approach, if you will - to quickly spur growth and gain a competitive advantage.

Many, however, are struggling with decisions about where to invest — whether to focus more on
base pay, funding the incentive pool, or training and career planning programs.

Mercer insight from around the world

To help you with planning a 2011 compensation strategy and remaining globally competitive, we
asked our compensation experts around the world to provide Mercer survey data and insight into
compensation trends. Our objective is to help you design and implement a compensation program

that aligns with current business strategy, is affordable and sustainable, drives productivity, engag-
es key talent and minimizes the chance for pay inequity.

Five critical planning questions for 2010

1. What is the current mindset regarding base pay increases for 2011?
2. What is the status of pay for performance?

3. How are companies managing employee expectations for 2011?

4. How are employers incentivizing and engaging high-potential employees?

5. Where will employers place their compensation investment bets in 2011?




1. What is the current mindset
regarding base pay increases for
20112

Summary:

Around the world, generally speaking, the mindset
is cautious optimism. Still, there is a growing reluc-
tance in parts of Asia and the Middle East to sustain
double-digit base pay annual increases. In countries
that were more affected by the economic downturn,
organizations are weighing restraint regarding base
salary increases against playing “catch-up” after a
year or two of frozen salaries. Yet, in both situations,
employers are concerned about retaining talent and
the tug of war between cash, career programs and
retention.

Actions to consider:

B Determine the distinct employee groups or work-
force segments (for example, business units, job
functions or geographies) that are most critical in
creating value for your organization.

B Differentiate the reward types and opportunities
for these “performance drivers.”

B Help your line managers understand how seg-
mentation helps them deliver better business
results.

Country/region specifics:

ASEAN: In this region, Singapore has had a strong
economic rebound, and most of the countries are
most concerned about retaining talent. This is caus-
ing pressure on salary increases and retention strat-
egies.

Australia: The mindset here is to stay with the
market. Fiscal years 2008 and 2009 had some salary
freezes (mostly at the executive and management
levels and, in some organizations, at the salaried
staff level), but this has not been evident in 2009 and
2010. Affected organizations are now considering
"catch-ups," and some sectors, such as Resources,
are likely to have larger increases.

Canada: We are seeing a generally positive mindset
regarding base pay increases for 2011. Significantly
fewer salary freezes are anticipated, indicating that
overall confidence in the strength of the economy
has increased. The public sector stands out, howev-
er, because it is projected to have the lowest increas-
es as governments struggle to recover from budget

deficits created in the past year.

China: Given the quick recovery and expansion of
business to capture the benefits of the economic
recovery, the competition in the talent market has
been picking up more quickly than expected. Many
organizations experienced higher turnover in the
first half of this year than they had a year ago and
are now in hiring mode; however, it is hard for them
to find the appropriate talent at an ongoing market
rate. We expect pay increases will be in high single
digits and maybe 50 to 75 base points higher than
this year, with significant industry differences. The
electronics and mechanics industries may stand out
as the highest pay increase industries. Also, local
companies may have pay increases 50 to 100 base
points higher than those for multinational compa-
nies. Given the double-digit minimum wage increase
in most provinces this year, we expect a much high-
er pay increase for this segment of employees than
others.

France: Unpredictability is the current mindset here.
For 2010, we anticipated 2.5% increases, but the
actual increase was only 1%-1.5%.

Germany: After salary freezes, mainly for execu-
tives in 2009, a moderate average base pay increase
of around 2.5%-3% is expected. Nevertheless, some
companies have been more affected by the econom-
ic downturn than others - as such, this will define
the appropriate increase factor for each company.

GCC: Since the financial crisis of 2008, much has
changed in the Gulf Cooperation Council (GCC)
region (Saudi Arabia, United Arab Emirates, Qatar,
Kuwait, Oman and Bahrain). Many companies
downsized, inflation rates slowed to single digits,
and compensation increases underwent careful
consideration. Although most companies reported
targeting higher increases (8%), in reality these
numbers weren'’t reached. In the coming years, we
expect average growth in compensation to vary
around 5%-6% annually for the region - Qatar and
the United Arab Emirates may have slightly higher
percentages, and the remaining countries may have
slightly lower percentages.

India/Sri Lanka/Bangladesh: Drastic changes to the
current trend in salary increases are not expected
for 2011 in these countries. In fact, budgets for
salary increases might be slightly tightened as
companies deal with other aspects of rewards. In
India, many multinationals are reluctant to con-
tinue granting double-digit increases in the future.
Meanwhile, the talent market is getting hot with

an increase in hiring and growing attrition. There is



also concern that the high rate of salary increases
will severely hamper the attractiveness of India

as a destination for business, particularly for out-
sourcing and software development. Mercer’s salary
increase forecasts for 2011 for India, Sri Lanka and
Bangladesh are 11%, 11% and 12%, respectively.

Japan: Companies are still very cautious about
granting base pay increases for domestic employ-
ees. Overall corporate financial performance has
improved since 2009, but many of our clients are
fully aware that profits have come from overseas
operations that are growing — not from domestic
operations that are shrinking.

Mexico: We have seen relatively flat annual salary
increases in the last few years. Next year, the fore-
cast is a 5% annual increase, whereas 2009 actual
and 2010 projected increases were 4.7%.

UK: Few organizations have frozen pay in 2010 or
anticipate freezing pay in 2011. In terms of com-
pensation, there has been some re-emphasis on
the total value of the package (that is, stressing the
intangible elements because organisations can't
afford tangible increases in cost).

US: Organizations plan to adjust their remuneration
practices for 2011 in response to concern about los-
ing top talent after the past year of pay freezes and,
for some, signs of economic recovery. According to
Mercer data, more than 98% of companies plan to
award base pay increases in 2011. Moreover, there
should be a clear decrease in the number of com-
panies freezing pay - only 2% of companies are
planning across-the-board salary freezes next year,
compared with 13% in 2010 and 31% in 2009. Of the
employers planning to grant base pay increases,

the average increase is expected to be 2.9% in 2011,
up from an actual 2.7% in 2010 but down from 2009
levels (3.2% on average). This indicates that the US is
not back to pre-recession pay increase levels

2. What is the status of pay for
performance?

Summary:

For many organizations, paying for performance is
easier said than done. The many roadblocks in place
include cultural (more focus on team), financial (not
enough funding of the pool), target setting (defining
performance parameters) and pay equity. Yet, when
done right, pay for performance effectively allocates
limited rewards investments and retains top per-
formers. It is a back-to-basics approach to pay strat-
egy that results in thoughtful spending.

Actions to consider:

B Many business strategies have changed the last
12-24 months. If so, it’s time for new performance
measures. Select targets that are meaningful (an
outcome that results in corporate value) and rel-
evant (a set of results that appropriately reflects
short- and long-term performance, and individual or
team contributions).

B Don't jump back into business as usual. The
recession led your organization to new strategies
and tactics, so consider which ones should remain
and which ones should not, such as putting more
pay at risk or making base pay increases only every
two to three years as job responsibilities change.

Country/region specifics:

ASEAN: A number of the ASEAN countries have
displayed a continuing drive for performance pay,
and this can be expected to continue if the outlook
remains positive.

Asia Pacific: While every country and industry sec-
tor in Asia Pacific is diverse in terms of its economy
and human capital planning and reactions, for most,
skill acquisition and retention are essential to cap-
turing the opportunities open to Asia. Pay for per-
formance is a smaller priority, especially in rapidly
growing markets such as China, India, Indonesia
and Vietnam.

In addition, the pay-for-performance agenda can be
influenced by cultural factors, including:

B Communist background (Vietnam), where perfor-
mance pay is viewed somewhat skeptically

B More emphasis on team-based culture (Japan)



B Progression focused more around the individual
than the job (Japan and Korea)

®m Different dynamics between multinational and
local companies in terms of compensation planning
and reactions to market needs (even in China)

Australia/New Zealand: Pay for performance in
these regions has largely been unchanged the last
two to three years. Short-term incentive payouts
were consistently lower in 2009 and 2010 than in
previous years. Some concerns about corporate
results in 2011 may affect bonuses.

Canada: We have not seen any change in the com-
mitment to pay for performance in the Canadian
market. Perhaps a year of weaker performance will
reinforce the link between rewards and organiza-
tional performance in the market. Establishing rea-
sonable and meaningful objectives will be critical

to maintaining confidence in pay for performance -
particularly in sectors such as manufacturing, where
the recovery is occurring more slowly.

China: Differing from many other countries, organi-
zations here have very aggressive expansion plans
for their business in China. Leadership development
is one of the top themes, because China lacks quali-
fied leaders and talent. Another theme will be total
rewards, which will focus more on non-cash com-
ponents such as work/life balance and development
and learning.

Japan: The pay-for-performance boom is over. The
introduction of pay for performance was widely
criticized, as it was perceived to have ruined the
team-based culture that many Japanese companies
believe is one of their core strengths.

France: The expected growth is 1.2%, and pay for
performance can be applied only if it is associated
with two other key elements: pay equity and collec-
tive increases of the lowest salaries. Pay allocations
in general — and merit increases in particular - are
functions of three elements together: pay equity,
pay for performance and collectively low salary
increases. Pay equity is going to be an even stron-
ger theme in 2011 - the same level of pay will have
to be ensured for the same levels of position, skills
(knowledge), responsibility and exposure to stress.

Germany: Employers are struggling to find the
balance between bonus funding and target set-
ting. Companies have reviewed their performance
management systems and aligned them better to
the overall company goals. For top management, a
focus on more sustainable growth was introduced

by the amended stock corporation law. Listed com-
panies have increasingly introduced this focus in
their business practices, in addition to the long-term
incentive bonus deferrals or midterm incentives that
measure performance on a three-year basis.

GCC: Pay for performance has become an important
theme for most companies in this region, where the
focus is on talent development and performance-
driven compensation. Most of our clients are making
it very clear to their employees that the future is for
those who perform.

Mexico: Roughly one in three companies is planning
to modify the design of its pay-for-performance pro-
gram, mainly by fine-tuning financial measures and
increasing the weighting of the company’s perfor-
mance versus individual performance.

UK: Pay for performance is certainly a visible theme,
but many organizations are finding it difficult to
identify performance measures and targets in light
of the economy.

US: There is a tug of war between limited resources
and the need to retain critical employees - recogniz-
ing top performance is still clearly a driving factor.
Differentiating salary increases among employee
groups is a necessity, as it allows employers to make
investments in those employees who will advance
the organization. To that end, the gap between
high-performing employees and those in the lower
performing categories is widening significantly. The
highest-performing employees (14% of the work-
force) are expected to receive average base pay
increases of 4.3% in 2010, compared with 2.6% for
average performers (35% of the workforce) and 0.5%
for the weakest performers (7% of the workforce).



3. How are companies managing
employee expectations for 20112
What are the key messages?

Summary:

Managing expectations and facilitating frequent
communication are essential ingredients for
employee engagement — a top concern of many
organizations. But what and how are employers
communicating about their compensation programs
these days? For the most part, the channels of com-
munication are as diverse as the messages, which
include discussion of the business situation, total
rewards concepts, career development, job mobility
opportunities and pay for performance.

Actions to consider:

B Has your employee value proposition changed?
Maybe you are keeping more pay at risk or focus-
ing less on pay and more on employee training and
development. Articulate the new value proposition,
moving from tactical employee communications to
more strategic total rewards discussions.

B Equip managers with talking points to help with
such discussions.

B Tailor the messaging to your current and future
workforce values; consider generational differences.

B Be realistic and straightforward in your messag-
ing; do not overpromise and under deliver.

B Vary the communication medium to include in-
person, video, online and e-mail.

Country/region specifics:

Australia/New Zealand: In Australia and New
Zealand, the main theme is maintaining variable
pay that is linked to performance.

Canada: Most employers in Canada have found that
taking a clear, straightforward approach to commu-
nicating compensation adjustments is received best
by employees. Communicating the organization's
business situation along with a view of the market
(based on credible data sources) is most effective.

China: Managing employee expectations is going to

vary by sector and location. In the high-growth mar-
ket, it will be difficult to restrain expectations. Many
companies are in this mode already; their key com-

munication messages include:

B Focus on people's efforts and the company's
bright future

B Emphasize productivity and pay for performance

B Introduce the total rewards concept and the
focus on talent development

France: Communication of the compensation phi-
losophy, policies and rules to all employee remu-
neration committees and work councils is going

to be instrumental in managing expectations and
avoiding tensions. In 2011, organizations will rely
even more on practical tools, such as compensation
management guides, that include clear definitions
of key talent and precise rules of how pay funds are
allocated and distributed.

GCC: In this region, the communication focus varies
based on the workforce mix. For example, in Qatar
and the United Arab Emirates (Abu Dhabi), the key
challenge is to induct local nationals into the work-
force. The number of local nationals available for
recruitment is still low, and the quantity coming out
of schools, colleges and universities is not sufficient
to meet market demands. As a result, there is a race
for local talent, leading companies to offer more
competitive packages along with career growth and
talent-development opportunities. In Saudi Arabia,
Oman, Kuwait and Bahrain, the picture is slightly
different. In these countries, local nationals com-
prise a considerable size of the workforce; thus, the
challenge is to develop existing employees through
training and career planning without offering very
large compensation packages.

Germany: Employers will focus on company perfor-
mance and the impact of individual contributions
in employee communication. They will also look to
total rewards messages such as career and personal
development.

Japan: Key messages from companies are “job
security” for average performers and “development
opportunities” for high performers. Employees will
not expect significant pay increases if the economic
landscape continues to be weak in 2011.

Mexico: Because annual salary increases have been
relatively flat for the last two years and the same is
anticipated for next year, messaging will focus on a
total rewards theme of skill building, career develop-
ment, work/life balance and variable compensation.

UK: There is widespread focus on transparency, as
well as fine-tuning and communicating the reward
philosophy, which most companies have reviewed in



the last 12 months.

US: Now more than ever, employees desire a
straightforward message about their company’s
business prospects and their role in its success.
Companies need to remain realistic, deliver simple
messages and use all of the communication tools
available to rebuild engagement. Both cash and non-
cash (career planning, training, work/life) communi-
cation messages will help reduce post-recessionary
flight.

4. How are employers incentivizing
and engaging high-potential
employees?

Summary:

As they say, cash is king ... at least for areas least
affected by the economic downturn, for companies
able to play “catch up” and for workforce segments
offering high-growth potential for their company.
But cash - in the form of base and incentive pay -
can only go so far. Many organizations around the
world are using a total rewards philosophy and are
fine-tuning and communicating their employee
value proposition.

Actions to consider:

B Use all reward levers available; cash compensa-
tion is not the only way to encourage employee
engagement.

B Consider creating career paths to provide devel-
opment opportunities. Alternatively, employ special
project opportunities that elevate an employee’s cor-
porate visibility and develop new skills that enhance
employment security.

B Fine-tune your performance management pro-
gram, through manager training and technology, to
enhance processes and analytics.

B Implement an employee communication plan to
minimize distractions and increase productivity.

Country/region specifics:

Asia: For much of Asia, cash remains king. There
will be a strong focus on the overall value proposi-
tion to support retention, and high potentials will be
the subject of increasingly targeted strategies.

Australia/New Zealand: There is an increasing and
genuine consideration given to creating and com-
municating the employee value proposition. Total
reward strategies are being reviewed, now that the
tax benefits of packaging are extremely limited.

Canada: Increasingly, employers are assessing both
their workforce requirements and their people to
ensure that they have a clear view of which jobs are
critical and exactly which employees are key (critical
role, top performer, high potential). We see greater
thought and structure around development pro-
grams and mentoring programs for high-potential
employees. We believe that more organizations



should be directing salary dollars to key talent, dem-
onstrating to those employees that they are highly
valued.

China: Cash is first, such as retention and deferred
bonuses. Also popular are career planning, including
job rotation and leadership development programs,
and supplemental medical and pension plans; other
benefits, such as education and car benefits, are also
on the rise.

Japan: Companies are incentivizing and engaging
high-potential employees mainly through non-mon-
etary measures, such as training and career oppor-
tunities. Overseas assignments can be an effec-

tive way to develop global leaders, who are scarce
resources, to achieve a company’s global strategies.

France: High-potential employees are nurtured - in
ways other than pay - mainly through career path-
ing and global mobility. For example, in addition to a
5% pay increase, a high-potential employee will also
be offered career development and national/interna-
tional mobility opportunities.

Germany: The focus is on total rewards, especially
increased job responsibilities, career development
and, if possible, career opportunities.

GCC: In this region, trends are changing for the lon-
ger-term retention of employees. The primary focus
is on investing in people through talent develop-
ment - that is, offering employees opportunities for
development and growth. At the same time, there is
a growing trend toward short- and long-term incen-
tives, with companies creating or seriously consider-
ing schemes (primarily cash-based). Also, the trend
of not offering expatriate employees any form of
pension benefits may change in the years ahead to
help retain certain categories of employees.

Mexico: The most common practice used to retain
high-potential employees is positioning them above
the midpoint of the salary structure. In addition, we
find that proportioning international assignments
and providing accelerated career plans are common
company practices.

UK: Businesses want to laser-guide money to the
most deserving, such as high performers or those
who are not paid competitively. There is pressure
on income, given increased taxes for most and high
inflation, although it’s due to drop.

US: The risk of losing key employees is top of mind
as the economy recovers and certain labor markets
improve. And while non-monetary awards such as

career development and training are effective in
retaining employees, employers realize that top-per-
forming employees may resent going another year
without a pay increase. Companies will do well to
balance all levers of total rewards and deliver holis-
tic value propositions to their employees.



5. Where will employers place their
compensation investment bets in
20112

Summary:

Ensuring that people resources are optimized is

a top priority for many organizations around the
world. In response, careful and direct investments
are being made in talent development, including
training and career planning, and infrastructure

- that is, processes to ensure equitable pay, track
return on investment and assist line managers
with decision making and employee conversations
regarding remuneration.

Actions to consider:

B Ensure that your rewards strategy aligns with
your business strategy.

B View your compensation program holistically
to include career development, training and other
intrinsic work factors (for example, work-life bal-
ance).

B Focus on retaining mission-critical talent and
reward the talent most responsible for creating
value for your organization.

B Use analytics to support human capital decision
making; combine multiple sources of financial and
HR data from systems, surveys and external bench-
marks into a single view to help track, measure and
monitor internal and external workforce trends and
reward program effectiveness.

Country/region specifics:

Australia/New Zealand: Companies primarily want
to maintain their market positioning through retain-
ing and developing staff. Some are focusing addi-
tional spending on employee learning and develop-
ment.

Canada: We expect that most leading employers

will continue to spend more of their remuneration
budgets on top performers. We also believe that 2011
should be the year to reassess base salary programs
to ensure that the objectives are clear and that the
salaries delivered are competitive and fair. After

all, for most employees, their regular paycheck is
the most immediate and tangible indication of how
much their employer values them.

China: Organizations, including both multinationals
and local companies, are funding leadership and tal-
ent development, and more are beginning to show
interest in flex benefits and employee annuities
(supplemental pension plans).

France: Smart investments are likely to be made in
career planning and in short-term and long-term
incentive pools.

Germany: Companies are focusing on job grading
and market benchmarks to more effectively create
a base pay budget. Many organizations also review
their target-setting and bonus-allocation processes.

GCC: Companies are investing heavily in talent
management, pay for performance and initiatives
to develop the local workforce. By law, companies
in Qatar or Abu Dhabi, for example, have to hire
local nationals up to a certain percentage of their
total workforce — which continues to increase. This
is leading to competition for local talent and forc-
ing companies to institute plans for development
opportunities for such categories of employees.
Meanwhile, the expatriate workforce is still abun-
dant.

Japan: Companies are focusing on acquiring man-
agement talent for overseas operations. They are
also investing more in leadership development for
selected high-potential employees.

Mexico: We anticipate that employers will focus on
high-potential employees, building critical skills,
career development, work/life balance and variable
compensation.

UK: Many organizations will focus on correcting a
growing issue - inconsistent application of compen-
sation budgets, a product of years of larger budgets
and poor pay governance. Inconsistency means over
and under spending, and both have a cost. It’s also a
significant barrier to increased transparency, which
is a real goal for most companies. Many are showing
a strong interest in emphasizing that HR\reward has
a major role to play in managing expenses and risk.

US: In the US, it looks like the use of salary increas-
es are back. However, employers will remain cau-
tious about this investment, wisely focusing on
salary increases as well as short- and long-term
incentives for top performers and critical workforce
segments. A cautious mindset regarding the eco-
nomic recovery will continue to influence actions of
both employers and employees in 2011. We continue
to see the use of contract, part-time employees, and
a trend in reduced hiring levels.
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