S
o)
3]
=
©
>
=
c
o
(72]
Z
©
=

At a Glance

About half of companies
plan to reverse salary and
hiring freezes in the next
six months.

While most companies
are making new hires, one
in five is still contemplating
further layoffs.

Retention of key talent
will be a major concern for
employers in the recovery
and beyond.

WVatson Wyatt
Worldwide

Effect of the Economic

Crisis on HR Programs
Update: October 2009

About the Survey

In October 2009, Watson Wyatt continued our ongoing research on the economic
crisis based on survey responses from HR executives at 201 U.S.-based
companies. This is an update to our bimonthly reports that began in October
2008 to understand what adjustments they are making to their HR programs
(e.g., staffing, pay, benefits) in response to the economic downturn.

A little more than one year after the financial crisis began,
employers are beginning to lift freezes on hiring and salary
increases. The percentage of companies reversing freezes has
increased markedly from our June and August surveys.

Almost all companies have made offers to new hires in the past
three months, and the vast majority anticipates making offers in the
next three months. However, approximately one-fifth still anticipate
making layoffs in the remainder of 2009 or in 2010. This number is
significantly less than six months ago, but reinforces that
companies are at different stages in a recovery that promises to be
uneven. But as the labor market slowly begins to thaw, almost two-
thirds of employers report that they are more concerned about the
retention of critical-skill and top-performing employees than they
were before the economic crisis hit.
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Fifty-four percent of the companies that have made salary freezes are
planning to restore them in the next six months, compared with 33 percent two
months ago.

Almost half of respondents (49 percent) plan to reverse hiring freezes in the
next six months, compared with 38 percent in August 2009.

An increasing number of employers are planning to reverse reductions to
401 (k) match contributions in the next six months; this number has increased
to 35 percent, from 24 percent two months ago and 5 percent in June.

Almost all companies (96 percent) have made offers to new hires in the past
three months, and the vast majority (93 percent) anticipates making offers in
the next three months.

Approximately one-fifth of companies still anticipate making layoffs in the
remainder of 2009 or in 2010.

Almost two-thirds (65 percent) report that they are more concerned about the
retention of critical-skill and top-performing employees than they were before
the economic crisis hit.

In light of the recession, 44 percent of employers have encouraged managers
to make increased use of recognition plans. Of those that did, 64 percent
expect the increased use to remain permanent.

Only 37 percent of employers plan to organize a holiday party in 2009,
compared with 47 percent that organized one in 2008 and 70 percent in 2007.
Two in five (41 percent) of those that are planning a holiday party have
decreased their budgets relative to prior years.
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Figure 1 | With regard to the recession, when do you think your company's
results will "bottom out" and begin to improve?
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Figure 2 | If you have made changes to your hiring and pay practices, when
do you expect to reverse/reinstate the changes?
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Figure 3 | If you have made changes to your benefits programs, when do you
expect to reverse/reinstate the changes?
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Figure 4 | If you have made changes to worker hours, when do you expect to
reverse/reinstate the changes?
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Figure 5 | If you have made changes to other programs, when do you expect
to reverse/reinstate the changes?
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Figure 6 | Have you made any new hires in the last 3 months? Do you

anticipate making offers to new hires in the next 3 months?
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Figure 7 | Does your organization anticipate layoffs?
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Figure 8 | Compared to your level of concern about retention before the
economic crisis hit, to what extent are you concerned about losing critical-
skill or top-performing employees when the economy begins a recovery?
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Figure 9 | In light of cutbacks on other reward programs because of the
recession, has your company encouraged managers to make increased use
of recognition plans?

Do you expect managers to continue the

increased use of recognition after other
reward programs have been restored?
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Figure 10 | Looking ahead three to five years at your company, do you
expect any of the following to permanently change compared with pre-
economic crisis levels (September 2008)?

Increase No change Decrease
Gt o bt e 83% 17% 1%
::ir:’:ir;tae?:pﬁ;::uh care costs 72% 25%, 4%
Eli]:fti’tl:;llt‘:(e;etaining critical-skill 55% 41% 3%
E;\;Lt;[::sent programs for 51% 41% 8%
Erirflf'i)(I::)I/teyezttracting critical-skill 50% 47% 4%
Salary increase levels 35% 38% 27%
Staff sizes 28% 29% 43%
E::&Ii(:)yne;;c;ntributions for 11% 73% 17%
S contors o % 82% 1%

Figure 11 | In the last two months, what changes have you noticed in
participant activity in 401(k) or 403(b) plans?

Increased Stayed the same Decreased
Rate of hardship withdrawals 42% 55% 3%
Rate of lending to participants 40% 58% 2%
eP:;ci:;:;age of assets invested in 9% 56% 35%
:::::izin’::gtesof pay contributed by 3% 65% 32%
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Figure 12 | Did your organization host a holiday party?
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Holiday party
budgets decreased
from 2007 to 2008
and are expected
to decrease again
in 2009.

Effect of the Economic Crisis on HR Programs | 9




watsonwyatt.com

Figure 13 | Indicate your organization’s merit increase budget for 2009 and
projection for 2010 (as a percentage of your total payroll):

In October, 40% reported
a 0% increase for 2009,
and 10% reported a 0%
increase for 2010.
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Figure 14 | If your organization offers a short-term incentive plan, how was it
funded in the most recently completed year, and what is the projected
funding for the current year?

Funded Expect to

last year fund this year
Median STI funding 79% 79%
Mean STI funding 71% 68%
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The general economic picture is brighter than it was just a few months ago.
Companies are beginning to reverse some program cuts and lift salary and hiring
freezes. But even as hiring begins to pick up, it will be done selectively, and
companies may still need to make cuts. This dichotomy of hiring while still
making some layoffs will likely continue into 2010 as employers adjust their
workforces for the new business environment amidst a potentially choppy
recovery.

Employers remain concerned about their ability, both currently and in the long
run, to attract and retain critical-skill employees. The increased use of recognition
programs is one way to help keep key talent engaged and motivated. Having the
right people in place and productive will be a key differentiator for companies
looking to outperform competitors in a recovery.
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Watson Wyatt Worldwide

Watson Wyatt is the trusted business partner to the world’s leading organizations
on people and financial issues.

Our client relationships, many spanning decades, define who we are. They are
shaped by a deep understanding of our clients’ needs, a collaborative working
style and a firm-wide commitment to service excellence.

Our consultants bring fresh thinking to client issues, along with the experience
and research to know what really works. They deliver practical, evidence-based
solutions that are tailored to your organization’s culture and goals.

With 7,700 associates in 33 countries, our global services include:

B Managing the cost and effectiveness of employee benefit programs

Developing attraction, retention and reward strategies that help create
competitive advantage

B Advising pension plan sponsors and other institutions on optimal
investment strategies

B Providing strategic and financial advice to insurance and financial
services companies

m  Delivering related technology, outsourcing and data services

on research related to the economic crisis, call Watson
Wyatt at 800.388.9868 or visit watsonwyatt.com.

Copyright © 2009 Watson Wyatt Worldwide. All rights reserved.
WT-2009-13754
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