Beat the crisis

How executives are responding to economic
shocks and talent shortages
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Cautious optimism prevails
despite continued headwinds

The post-pandemic recovery and
other inflationary shocks have
brought a new set of challenges
for organizations. In response,
business leaders are drawing on
their experiences from previous
crises to prepare their companies
for a turbulent 2023. A perfect storm
is forming from the combination

of central banks rapidly increasing
interest rates to slow inflation,

a gradual deglobalization of
supply chains given the growing
geopolitical tensions, and a
persistent shortage of key skills —
which is having a significant impact
on both local and global markets.

Given this economic uncertainty, executives are
presented with difficult choices. Should they invest
for tomorrow or cut costs today? Should they

focus on improving workforce engagement and
efficiency, health protections, and internal talent
flows, or should they slash headcount and pull back
on wages? Would it make sense to sell off parts

of their business to free up capital to help expand
their footprint? Or should they increase their
strategic partnerships?

In late 2022, Mercer surveyed more than 400

CEOs and CFOs on the global economic outlook.
They were asked what actions they would take to
position their businesses and workforce strategies
for the year ahead. A series of more in-depth
interviews with selected executives expanded upon
the survey findings. Read on to see what Mercer's
Executive Outlook Study highlights in terms of
actions required for organizations to overcome the
challenges ahead.
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C-suite leaders seek to
strengthen enterprise resilience
in readiness for a global
downturn. Despite this, they
still expect to be able to grow
earnings. In October 2022, 87%
of CEOs and CFOs believed the
world economy was already in
or about to enter a recession.
Just less than half (49%) said
they were more concerned
about the impact of inflation
compared to a recession,
while 43% were optimistic that
inflation would be short-lived
and were expecting lower
inflation rates in 2023.

CEOs/CFOs globally predict an economic downturn,
with a recession posing a higher business risk
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Even though over half of C-suite leaders expect wages
and supply costs to continue to rise, 63% believe they
can pass increased costs on to their customers.
However, increased scrutiny of corporate profits during
the ongoing cost-of-living squeeze is likely to impose
limits on this practice. Executives must act responsibly
if they are to maintain the trust of all their stakeholders,
not least their own employees.

Of course, there are concerns on the horizon. CEOs are
most worried about labor market challenges and
the impact of climate change on their businesses.
They also have key concerns about cybersecurity.

CFOs are more worried about persistent inflation
and workforce safety in an environment where the
pandemic's effects are still present.

44

What we did learn in the pandemic

was that decisions are better [made]
closer to the business. We don’t want
to go back to centralized control if we

can help it.

CFO, global insurance firm

Ability to pass increased costs to customers

Total

I 637

Financial services and insurance

I 75%

Automotive and manufacturing

—— 65%

Construction

— 649

Retail

I 63%

Other
. 629

Education

L JEt

Technology
N 57%

Energy
— 56%

Logistics and supply chain

I 43%
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Staying close to demand
drivers requires unprecedented
customer insights and
enterprise-wide market sensing

Consumer demand has always been
notoriously fickle. While the boom
In e-commerce has stoked more
volatility, an explosion of online
content and social media marketing
has heightened buyers' expectations
for instant gratification. Supply
chains, already bruised by the
pandemic, are struggling to keep
up, and consumers are quick to shop
elsewhere if they are disappointed.
Meanwhile, in the public sector,
government spending that has
spurred recent investment is now

under threat in a number of markets.

As inflation and recessionary pressures take hold,
businesses must focus more than ever on staying
relevant — for example, by better understanding
customer needs and preferences, and offering
new products and services that meet the market’s
evolving expectations.

In light of these challenges, it is not surprising that
many of the CEOs and CFOs interviewed highlight
the importance of advanced market/customer
research, sustainable product redesign and an
enhanced consumer experience as ways to stay
ahead of shifting expectations. This, in turn, is
driving up demand for critical skills in these areas.

Anticipating new trends is key to growth, but
organizations must also be nimble enough to
redirect their operations and workforces quickly to
respond to these new conditions. They must also
take stock of the potential impact of any necessary
changes on their employees. With timelines for
adaptive change being increasingly shortened and
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99%

of CEOs/CFOs expect customer demand for their
organizations’ products or services to increase in 2023.

v

©50%

anticipate their
organizations will
struggle to meet
demand with their
current talent models.

O Ability to meet 2023
5 5 A) demand varies by
sector. The technology
sector is the least likely
to struggle, whereas
construction, auto and
manufacturing are
most challenged.

say wage
expectations
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To mitigate risk in response to
recessionary pressures, 56% of
organizations are focusing on increasing
cost controls and 43% on increasing
accountability. To manage costs, the
number-one focus will be reducing travel
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Elusive and more expensive
labor reveals inadequate
talent models

Over half of CEOs and CFOs
anticipate wage inflation to
continue into 2023, even though
three-quarters expect overall
inflation to remain the same or
decline during the same period.
Most are making short-term tactical
moves to weather this period.

But will these go far enough?

Business leaders need reliable compensation
market data to develop pay strategies that account
for various inflation scenarios. Such strategies
should consider what factors are driving higher
wage demands — are such demands related

to talent shortages, the higher cost of living or
individuals’ perception of the macro economy?
Wage increases are sticky. As a result, business
leaders hoping to address workforce unrest or
talent shortages through unplanned or off-policy
raises may themselves be contributing to the
problem of accelerating wage growth. This could
prove counterproductive, as the issue may only be
a short-term phenomenon.
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. It's vital to be transparent about any reward
More than a third of v 5P out any rew
) strategy — what it is rewarding and how to
Su rveyed com pan|es earn more. A clear and open approach will help

reduce uncertainty among employees. This, in

are InCreaSIng fnanC|a| turn, will help avoid industrial action, higher

- - - staff turnover or absenteeism (and the unseen
Ince nt|VeS fO r feXI b I e costs associated with employees’ perceptions of
WO rkl ng ’ Ofe ri ng new inequity). With a rising cost of living and greater

i scrutiny, disclosure, and transparency on pay, there
p h ased retirement is no doubt that wage equity — in all its forms —

will be a focus in 2023.

options and investing in
educational tools related
to fnancial well-being.

Address supply Address demand through

Add ly th h th | iti
ress supply througn the value proposttion ., ,ugh sourcing  new work models

Financial fixes Benefits and experiences  People strategy Work design

e Pay premiums « Flexible working « Strategic e Work reinvention

« Increasing « Enhanced benefits, workforce planning to optimize the
. . I use of talent
internal perquisites, allowances  Talent acquisition
minimum wages and time off and sourcing « Alternative sourcing

. . strategies
» Referral bonuses < Inclusive, convenient and 9

affordable health options < Identifying skill
« Paid time off adjacencies and

« Incentive pay career pathways
 Increased pension

contributions

 Hiring bonuses

e Adjust pay for
in-demand skills
e Phased retirement options

e Financial
well-being training

» Total rewards
communication and
employer branding
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Lessons from Latin America’s
high-inflation environment

In Central and South America, many
countries have seen elevated inflation

13
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The war for talentis now

a war for skills

In many cases, reductions in
headcounts and compensation

will not reduce employment

costs enough to maintain overall
profitability — and may actually
compromise financial growth
targets. A sustainable model
focuses on workforce deployment,
optimization and flexibility. These
are the key strengths that can help
a business weather uncertainty and
be ready for whatever lies ahead.

14
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Those companies expecting a relatively short
downturn are prioritizing automation as a key
workforce strategy to tackle wage bills and improve
efficiency, while those expecting a longer period of
pain are more focused on talent retention during the
difficult times ahead.

So how should leaders build a talent model that
can cope with sudden changes in direction?
Strengthening the agility muscle requires a reset
around two key issues: who can do the work and how
talent can flow to work.

As automation increases and companies explore
the future of a digitally shaped workplace, there has
been a noticeable shift away from traditional jobs.
Instead, skills are fast becoming the new currency

15
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Talent intelligence is driving our
strategy — we’ve identifed the pivotal
roles where we need top talent and we
will pay a premium for talent with the

right skills to fll these roles.

CEQ, insurance industry
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There is clear evidence that traditional workforce
structures based on permanent jobs are failing
to deliver the organizational agility required in an
age of volatile demand. Indeed, nearly half of
organizations plan to adopt variable staffing
models in 2023.

A variable staffing model need not mean the use of
gig or temporary workers. In an uncertain economic
environment, fewer employees are prepared to

risk losing the security of an employment contract
in favor of gig working. The flexibility offered by

gig working has also become less appealing as
more businesses expand flexible working to their
full-time employees.

16

More strategic focus is required to embrace

different talent models and contract types — not

just gig working, but also part-time, remote and job
shTEBDC B.OLang (en-GB)/MCEMC /P <iwellP <iETcollabonot

44

Defning what roles can be agile has
created more capacity in the system
talent-wise.

CHRO, technology industry “



Beat the crisis 17

The growing trend In using
talent marketplaces to
optimize talent costs

44

Talent marketplaces are no longer a ‘should we’ or
a ‘shall we’ discussion, but a ‘how do we?’ question.

CHRO, financial services industry “

Our research found that executives who
have been with an organization for over 11
years are more likely to have faith that they
can pivot talent to new areas of opportunity
(when compared to executives who have
been in a firm for less time). This may, in
part, be because they know their talent
better or because they have themselves
benefited from internal moves.

However, these executives often rely on traditional talent models
that require a robust social network built up over time (to
effectively spot talent and move them towards opportunity). Such
models are limited in both reach and speed. In addition, the use of
traditional talent models often leads to difficulties sourcing scarce
skills externally. Such models also present challenges to managers
who oversee a mix of permanent, part-time and contract workers.

These issues are encouraging organizations to take a fresh look at
how their internal talent can contribute to a more agile resourcing
approach. An increasing number of companies are building “talent
marketplaces” to mine pools of internal skills and allow talent to
migrate fluidly within their organization. This allows people to be
deployed where their talents can have the most positive impact.
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Talent marketplaces address a major barrier to

deploying talent and skills effectively — inter93j()o( phi.)-(Jo t
Moving to a pay-for-skills philosophy
makes us agile — we pay for
people’s capabilities and look at
their accountability as separate
operating models.

CPO, European financial technology industry | I
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Dynamic scenario planning
allows organizations to
see ahead in changing
market conditions

Annual strategic workforce planning is fast giving
way to dynamic multi-factor workforce planning.
One CEO in the insurance industry reported that
rather than settling on a single set of inputs, their
budgets this year are linked to a number of different
scenarios with clear triggers, such as local bank
rates and GDP growth. Today's economic conditions
have highlighted the need for sophisticated
scenario building. “Think the unthinkable” should
prevail as an ethos in all boardrooms.

44

We've always been in a volatile industry.
The recession just reminds us that there
is always someone in front of the door —
meaning we need to always be ready

for change.

CEO, construction industry
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2023 is the year for new experiments. Each and
every organization will have to try something new.
Therefore, innovation skills and a lab mindset

20



Beat the crisis

21

Maintaining productivity during
health and well-being crises
and periods of austerity

Well-being is a top concern for
many CEOs and CFOs, and it is
influencing their 2023 business
planning. According to our

survey, people’s safety ranked in
importance above many other
factors, including financial market
volatility and high energy costs.
One of the reasons for this is
highlighted in Mercer’s 2022 Global
Talent Trends study, which showed
the percentage of employees
feeling energized at work dropped
from 74% to 63% over the two
years of the pandemic’s peak.

The message is clear: Employees
who consider themselves to be
“thriving” — which is associated
with higher intent to stay and
greater productivity — are

three times more likely to say
their companies take mental
health seriously.

Business leaders and managers are increasingly
aware of the impact that poor physical, mental

and financial health of employees can have on
organizational performance. However, a third plan
to reduce well-being investments if faced with

a deepening recession. In this labor market and
economic environment, shifting costs may be viewed
as a last resort, which makes cost management
efforts to optimize care critically important.

In particular, employers will need to take care to
protect vulnerable segments of the workforce, such
as those nearing retirement, those with young
families, those with a lower income, and those in
primary caregiver roles or with disabilities. Firms
will need to provide such staff with help and advice,
and ensure that they understand their options when
they select their benefits.

As the world slides into a recession and the ongoing
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As joint ventures and
partnershipsrise to the
fore, leaders and managers
must be equipped to make

them a success

During 2022, spikes in input
prices, and increases in economic
uncertainty, have highlighted
both the increased vulnerability
of extended supply chains and the
threats posed by over-concentrated
markets. This has led to enhanced
C-suite interest in corporate
transactions designed to increase
both the scope (54%) and scale
(48%) of their business. It is clear
that greater control of the supply
chain is an advantage during an
economic downturn. It is also
apparent that businesses are
using both diversification and
consolidation as strategies to
prepare for the future.

An array of strategies are being used to protect and
grow the bottom line during the current downturn.
Among these, two very different styles are
emerging. One is a cost-containment approach; the
other employs an investment-minded methodology.

One-third of CEOs and CFOs plan to increase
M&A activity over the next 12-15 months, and
42% are evaluating new opportunities that
might be leveraged through joint ventures

and partnerships. While midsize companies are
generally focusing on the scope of their operations
and on developing partnerships, large organizations
are designing turnaround strategies for distressed
business units. In a drive to squeeze efficiencies
from earlier transactions, half of CEOs and CFOs
also plan to accelerate the integration of new
businesses into their existing operations.

44

We are not just a construction company,
but also a building materials company.
We have quarries, gravel pits and
asphalt-mixing plants. The advantage
of supplying our own materials has
been critical in helping us weather

the current climate.

A4

CEOQ, construction industry
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Tactics to guide your business and workforce planning:

F Know where value is generated in
your organization and selectively use
targeted and creative rewards to retain
pivotal talent.

F Re-validate your EVP and talent
attraction thinking. Use fresh data, as
perceptions about flex, culture and benefits
are changing as we speak.

F Reconfirm your trajectory on remote/
flex/hybrid working and de-couple
key salaries from location to gain
a talent advantage.

F Evaluate new work models and
automation/Al and how they can help
to mitigate short-term and longer-term
demand fluxes. Consider designing
feeder roles.

F Rethink reward design for value
and impact, leveraging statistical
drivers of turnover.

F Establish clear two-way communication
with employees to reduce uncertainty.
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Déja new — Same same,

but diferent

In a constantly changing world, executives face hard
choices, especially now as they deal with the impact
of inflation and a global economic slowdown. In
times like these, managing costs is critical because

it's a key way to protect profits and reward investors.

Inevitably, headcount reductions will happen across
many sectors as companies “right size” to face
tomorrow's challenges. However, this time around,
many executives are being more selective and
applying what they have learned from past crises
to lead with resilience and empathy.

The pandemic provided strong evidence that savvy
businesses can survive and grow, even in the darkest
of times, by investing, innovating and looking after

their people. These switched-on organizations are,
almost without exception, well connected to internal
and external skills ecosystems. They have flexible
workforces that allow them to adapt quickly to new
drivers of demand. They nurture innovation and
skills through dynamic talent marketplaces. They
also develop sustainable resilience to a multitude of
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