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The Human Resources Agenda for CEE & CIS
Trends, challenges and opportunities, 2009-2014

About the Survey

In July and August 2009, The Amrop Hever Group surveyed the HR agenda of the lead-
ing investors already established and operating in Central & Eastern Europe (CEE)
and/or the Commonwealth of Independent States (CIS). This survey aimed at comparing
their last five years' key priorities with today's main concerns, ambitions and targets for
the five year period until 2014. More than 300 CEOs and Regional and Country Human
Resources Directors covering most industrial sectors responded. This survey addresses
the main areas of strategic HR Management: regional governance (centralization vs
decentralization), expatriate policy, talent management, training & development, and
executive search & recruitment.

Key findings

+ Despite the global economic downturn, the strategic appetite for CEE and CIS remains
almost intact for investors who already operate in the region. 61 % of respondents said
they would maintain their initial investment plan, while the rest of the sample decided to
postpone it; only a very few decided to stop investing altogether. Overall, investors
seem to have maintained their confidence in the significant long-run potential of the
region.

* The upgrading and restructuring of sales and marketing functions come first in the
ranking of priorities as initiatives to recover performance in the region, ahead of cost-
cutting programs.

+ Management development, personnel cost optimization and strategic HR planning
constitute the three main areas where investors are willing to concentrate their attention
to by 2014.

Main focus in the HR agenda for CEE & CIS

Redesign of the HR organization & key and processes
Implementation of shared services center for support functions
Corporate culture change

Communication effectiveness

Strategic HR planning ———

Downsizing to adjust to economic downturn

Flexibility of workforce

Personel costs optimization with innovative salary & bonuses policy [re—
Professionalization of HR function —

Managment development r

Mass recruitment & training to sustain fast growth
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Evolution of Regional Headquarters’ role over the next
five years in CEE & CIS regions

B Greater decentralization by giving higher
degree of freedom & autonomy to
country level

B Greater centralization by limiting the
degree of freedom & autonomy at
country level

B Hyper centralization by allocating all
decision making power at regional level

» The role of regional headquarters will be reinforced by 2014. 61% of respondents
declared their intention to implement a higher degree of centralization in the near
future. The motivation is mainly financial. The move towards reinforcing management
control is seen as a clear way to enhance the implementation of savings programs,
and implementing and coordinating new synergies at the regional level.

» While the results of our research show a high importance placed on management
development, 60% of surveyed companies have already or plan to freeze their training
budget. The development of management will look for new alternatives and approach-
es; such as in-house engagement programs rather than traditional executive education.
For instance, the demand for coaching is to increase by 25 % during the next five years
in the region.

* One third of the studied sample plans to decrease the contingent of expatriates in CEE
and/or CIS region(s). This movement illustrates the desire to empower the local country
management team and save on costs.

Impact and influence of the downturn on HR Policy

Re-localization of expatriate jobs

Stop cooperation with HRM consultants
(Re)-internalization of executive search function
Training & Development expenses freeze
Recruitment freeze

Salary cuts

Bonus freeze

Staff downsizing
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» Recruitment freezes and staff downsizing are the main measures widely implemented
by organizations operating in CEE and/or CIS to recover profitability affected by reces-
sion. 75% of surveyed companies already did it or plan to do it.

* 43% of the surveyed organizations believe that attracting and recruiting top talent for
key positions will be as difficult or even more difficult in the period to 2014, despite the
current downturn as compared to the recent fast growth context in the region.

Talent retention, development & engagement: a triptych

for success in CEE & CIS
to deliver short term performance and make long term growth sustainable

45% of respondents estimate that the identified population of talent, high potentials and
best performers in their organization is not managed as such in the region. One-third
even emphasizes the absence of appropriate retention policies.

Optimization and rationalization become fashionable concepts when organizations strive
for the optimum balance between their workforce and the workload generated by shrink-
ing business portfolios. By freezing bonuses and cutting training and development
expenses in the downturn, companies send a clear message to their personnel and face
the risk of enhancing the gap between employee and employer expectations. Change
has always been synonymous with “uncertainty”. Thus business leaders understand that
top talent might be more likely to leave as a result of such a negative environment at
work.

Key people reviews conducted recently by The Amrop Hever Group in the CEE and CIS
region have demonstrated that these categories of “key employees” (top talent, high
potentials and best performers) are above all looking for "prestigious" challenges; in other
words: opportunities to achieve goals that will contribute to their own professional growth
and make them visible to their superiors and within the company as a whole. They are
eager to work hard provided they will see the results of their input, while at the same time
being supported and recognized by their management for their achievements. The value
of the assignment itself and its relation to the company as a whole, the quality of the
organizational climate, top talent involvement in decision making, the quality of the mana-
gement team and the work-life balance are the first ranked factors that can make a real
difference in long term retention; more than the remuneration package and attached
social benefits if used as the only incentives.
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Do key employees benefit from approriate care/retention policies in CEE & CIS?

3%

H Not at all

H Rather no

M Rather yes

u Definitely yes

H Dont’t know/no opinion

Despite many concerns with retention, the survey results show that the external mobility
(leaving rates) of key employees has not increased in CEE & CIS since the beginning of
the recession. In fact, retention is perceived as a major and harder issue to cope with for
the next five years. Almost half of respondents believe that the risk of losing staff is
greater today than before the crisis.

The risk of losing valuable managers is actually higher in the case of best performers and
high-potentials for two main reasons. Firstly, these categories of employees are usually
aware of their market value and confident when applying for new positions; whether hunt-
ed or not.

Secondly, thanks to the depressed labor market and companies' reaction to it, competi-
tors can more easily recruit skilled and experienced talent , who are, on the contrary,
more difficult to recruit in prosperous economic times. One reason why high achievers
are more likely to leave their employer in a crisis can be found in the way a company
treats employees who leave and stay; those who stay can be adversely affected psycho-
logically if layoffs are not handled well and will carry these memories into better times
when job offers might be more plentiful. The feeling of affiliation to the team and to the
company depends a lot on the management style and dominating behaviors.

For that reason, companies surveyed are keen to invest more than before in manage-
ment development, coaching and mentoring. By doing so, they want to reshape or
strengthen new key competencies, such as shaping and driving change, fixing objectives
and motivating people under uncertainty. Above all, they are keen to leverage the positive
impact these programs have on individuals. Hence management would like to improve
the quality of the follow-up on key employees' concerns, expectations, as well as take
care of their “self-realization”.
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Recruitment: attracting talented executives is to become
more demanding

Employers in CEE and CIS see their ability to guarantee employment stability and pro-

vide clear career development opportunities diminishing over the next five years. At the
same time, finding and attracting top talent will remain difficult. Hand-in-hand with, this,

a major obstacle to attracting the best managers will be the company's inability to meet
candidate expectations. However, the survey does show that the respondents feel there
will be some modest improvement in this area over the next five year period.

What factors limit an organizations’ ability to attract talented executives?

Significant cuts in salary and bonus packages

Lack of challenges and professional growth opportunities
Inappropriate work-life balance

Lack of carrer opportunities and development paths

Inability to satisfy salary and/or benefits package expectations
Scarcity of candidates with appropriate skills and track records
Inability to guarantee employment stability

Lack of clarity (Vision, strategy not defined yet)

Organizational climate

Corporate image on the market
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43% of respondents estimate that the recruitment of talent for key positions will be hard-
er, and even much harder, over the next five years in comparison to the recent fast
growth period. However, the executive search process will be partially (re)internalized.
The movement is motivated by savings programs mainly if not exclusively.
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Human resources development in CEE & CIS:
Sales is “king” more than ever before

In the recent fast growth context, the real performance of the sales function was masked
by the high market demand dynamic in CEE & CIS. The downturn has revealed the real
value of each contributor. Consequently, a significant number of companies have initiated
major restructurings of their sales and marketing departments.

What functions definitely need to be restructured and remodeled?

None

Customer services
Security

IT

Research & Development
Operations

Legal

Human Resources
Marketing

Sales

Finance

Risk management
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Customer satisfaction, quality service and innovation are also strategic areas where most
surveyed organizations want to make rapid progress. It seems that the downturn has
contributed in a major way to the spreading of the “customer care” culture in the region.
At least, the collective awareness is rising.

Assignments subcontracted to external specialists in CEE & CIS

Internal/external communication
Incentives & motivation system
Hi-Po & talent management

HR Strategic planning
Compensation & benefits survey
Outplacement

Restructuring

Crisis & conflict management

Change management

Management development
Management assessment

Executive coaching

On-boarding of new executives

Executive search
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Internal promotion and in-house development and/or engagement programs are preferred
to external sourcing and traditional executive education.

What key leadership competencies drive organizations’ success in CEE & CIS?

Performance management
Risk management
Convincing & influencing

Shaping & driving change

Strategic thinking & visioning

/
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® Non influence  ® Limited influence B Important M Critical O Not planned

30% of the surveyed companies estimate that the leadership skills required to introduce
and lead change effectively is missing among the existing management teams. Strategic
thinking, “visioning”, shaping and driving change are identified as the main leadership
competencies that can lever companies' performance in the CEE & CIS region.

To what exent do organizations already own these key
leadership competencies in CEE & CIS?

Performance management
Risk management
Influencing

Shaping & driving change

Strategic thinking & visioning

/
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u Definitely yes B Rather yes B Rather no u Definitely no O Not planned

In addition, the current downturn raises a need for greater support and external assis-
tance to deal with crisis and conflict management, change implementation, executive
development and coaching.
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Conclusion

The word used for "crisis" in Chinese has the meaning of both danger and opportunity.
This has never been more true than today.

Without a doubt the majority of organizations investing in the CEE and/or CIS today has
to cope with difficult trade-offs and make uneasy decisions that will shape their business
trends and condition their performance over the next five years.

However, investors who look for new opportunities and alternatives to cost cutting prog-
rams, adopting a positive approach to their talent and business initiatives, should over-
come the recession more easily than others, having prepared the groundwork for growth
and recovery with an advanced “people advantage” once the downturn is over. Actually,
the ability of any organization to take over and develop further market share lost by com-
petitors will require an adequate “HR reservoir’, which is strong, engaged and motivated.
Therefore, the winners will be the ones who keep investing in talent. Consequently, HR
Directors will have to show their creativity and ability to innovate to tackle the downturn
by combining approaches that focus not only on making savings, but also and above all
on talent development and engagement.

In other words, developing talent and enhancing employees' commitment are to become
the number one topics over the next five years.

Amrop Hever's key recommendations to enhance performance through people

* Benchmark the key positions of your organization with what the market may offer to
guarantee the “best in class” level,

» Conduct talent reviews on a regular basis to speed up the professional growth of indi-
viduals (promotion, cross-functional move, job enrichment), structure the retention plan
and update the succession planning;

+ Identify and segment the key contributors: top talents, best performers, high potentials,
critical jobs;

+ Qualify the main motivation driver and consider long-term individual expectations of key
contributors;

 Structure and reinforce the follow-up on an individual basis for key contributors (coach-
ing, mentoring);

+ Test the organizational climate, monitor perceptions and reshape the management style
when needed;

+ Make sure of the alignment between individual objectives and the company strategy;

* Invest in engagement programs to enhance performance: improved retention will be an
immediate outcome;

* Involve key contributors in the development of Progress Plans; participative manage-
ment will lower resistance to change and motivate commitment to achieve and deliver.
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About The Amrop Hever Group

One mission: deliver performance through talent

The Amrop Hever Group is a global executive search network with over 80 offices in
some 50 countries. With offices throughout the CEE and CIS regions, Amrop Hever is
truly the leading firm in executive search in Central and Eastern Europe. As a strong pro-
ponent of leadership development and human capital solutions, Amrop Hever provides
outstanding search services for top-level management and board positions. From
Budapest to Moscow, from Tallinn to Sofia, Amrop Hever has a strong local team to meet
your executive search needs.

To satisfy its clients' development needs, Amrop Hever also offers a range of complemen-
tary and innovative services that aim at enhancing HR performance, such as: new execu-
tive on-boarding, mentoring and executive coaching, engagement programs for best per-
formers and top talent, management assessment and talent development.

Jerome Touiller leads Amrop Hever's Human Resources Services for the
CEE/CIS region, which offers consulting in four main areas: Talent
Management (identification, development, retention, succession plan-
ning), HR Acquisition & Integration, Management Development, and
Performance & Engagement. Jerome has 13 years of experience and
managed more than forty assignments in these areas, including seven
years in Central and Eastern Europe. He has an MBA degree awarded
“with distinction” at Warsaw University of Technology jointly with HEC Paris & London
Business School (2004). Jerome is also a graduate from the University of Texas (USA)
and INSEEC Paris. In addition to his native French, Jerome speaks English and Polish
fluently.

Your local contact

l — David Young AMROP HEVER

I Managing Partner

Amrop Hever _— —_—
Hungary GLOBAL EXECUTIVE SEARCH

Tel: +36 1 391 0950
Email: david.young@amrop.hu
www.amrop.hu

The main findings of this survey will be discussed, put in perspective and completed through a cycle of panel discussions,
conferences, workshops and face-to-face interviews with top decision makers from various industries and politicians by the end of this
year. If you want to receive the full report in January 2010, please contact your local Amrop representative.



