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TRENDS IN GLOBAL
COMPENSATION AND BENEFITS

Companies that operate internationally are truly globalizing
their operations by adopting best practices in all regions—
and not just on the production side of
the business. Increasingly, they are
applying the same philosophy when
structuring their executive pay, long-
term executive incentives and
employee benefits programs.

Centralizing some aspects of
compensation can reduce costs and
help improve a company’s overall
performance. But there are no
cookie-cutter solutions. A new study
produced jointly by Watson Wyatt
Worldwide and WorldatWork,
Effectively Managing Global Compensation and Benefits,
looks at what companies are doing. Steve Kueffner, senior
international consultant in Watson Wyatt’s office in
Southfield, Mich., explains the key findings.
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What prompted the study?

North American companies have gone through a surge in
global acquisitions, mergers and joint ventures in recent
years, and the trend continues. In some cases, their foreign
operations are now larger than their North American opera-
tions. They are determining which aspects of their business
should be managed centrally, regionally or locally.

At the same time, Sarbanes-Oxley requirements are
putting much stronger emphasis on the reporting of exec-
utive pay, benefits and such things as non-U.S. pension
plan liabilities.

We wanted to see how companies are responding, so
we surveyed 275 multinational organizations—meaning
those with significant operations in two or more regions—that
together employ almost 10 million people. Half the compa-
nies we studied have operations in at least 11 countries, and
nearly one in five operated in more than 50 countries.

What were the key findings?

Two-thirds of multinationals we surveyed have globally
consistent HR strategies, and half intend to move to a more
centralized structure in the next two years. But there are
significant differences in their focus.

We found that financially high-performing companies—

those with an average three-year total return to shareholders
of 30% —follow strategies that emphasize long-term perfor-
mance goals related to attracting and keeping key talent,
linking performance to company results and nurturing a
common corporate culture. Low-performing companies,
which have an average three-year shareholder return of only
4%, tend to focus on implementation and administration.

Which human capital programs make the
most sense to manage globally?

Compensation has many components, and not all are candi-
dates for centralized management. Base pay, for example,
must be driven at the local country level. On the other hand,
more than 90% of the companies we surveyed handle exec-
utive compensation globally, and nearly 80% do the same
with long-term incentives. These are rewards that are linked
to the performance of
the organization over-
all, so global consis-
tency is important.

We also have
noticed a recent rise in regional management, especially for
such elements as perquisites, health/welfare programs and
retirement plans. Many factors determine which balance is
best, so there is no single solution among companies or
even within industries. One thing is clear, however: The
optimal balance will shift as a multinational company
expands and moves into and out of local markets.
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How can multinationals achieve consis-
tency in their HR strategies?

It begins by building a formal global strategy for pay,
benefits, learning and development with an understand-
ing of the local culture and work environment.

Almost one-third of the multinationals we studied have a
formal global total awards strategy, and another 20% have
an informal strategy. But the same proportion (most of them
highly decentralized organizations) have no total awards
strategy and don'’t plan to develop one.

Our research shows that companies with a consistent
plan to reward their best employees with above-average
compensation—and which are effective at communicating it
to their workforce—deliver superior return to shareholders
compared to companies that don’t.

For a copy of the Watson Wyatt-WorldatWork study, please
contact Steve Kueffner at steve.kueffner@watsonwyatt.com
or (248) 936-7580.
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