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Preface

People for growth: The talent challenge in emerging
markets is an Economist Intelligence Unit report,
sponsored by SAP. The Economist Intelligence Unit
bears sole responsibility for this report. The Economist
Intelligence Unit’s editorial team executed the survey,
conducted the interviews and wrote the report. The
findings and views expressed here do not necessarily
reflect the views of the sponsor. The research drew on
two main initiatives:

@ We conducted a wide-ranging online survey in
February-March 2008. In all, 944 executives took
part, of which 357 came from emerging economies.

@ To supplement the survey results, we
also conducted in-depth interviews with
senior executives and independent experts
knowledgeable about talent management.

The author of the report was Sarah Murray and
the editor was Denis McCauley. Mike Kenny was
responsible for design and layout.

Our sincere thanks go to the executives who
participated in the survey and interviews for sharing
their time and insights.

May 2008
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1. Acompanion study from
the Economist Intelligence
Unit explores the talent-
management challenges
facing firms in developed
markets: Talent wars: The
struggle for tomorrow’s
workforce.
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Executive summary

hile the shadow of recession looms across

rich-world markets, companies in emerging

economies are in an acquisitive mood and
are spreading their reach globally. Most emerging-
market firms could, until recently, count on an
abundant supply of labour to support growth, but
international expansion and competition is creating
an entirely new set of workforce challenges. Despite
healthy population growth in many developing
countries, and the large numbers of young people
entering their workforces, competition for talented
employees continues to increase.

Bridging the talent gap in emerging markets is
only going to get tougher. Four-fifths of executives
from emerging markets surveyed for this report expect
domestic recruitment and retention of employees in
their respective functions to grow more difficult over
the next three years, and 43% think this will become
significantly harder. It is not surprising, in this
context, that emerging-market firms are increasingly
embracing talent management as an integral function
of the business.

These are among the major findings of a
programme of research, conducted by the Economist
Intelligence Unit and sponsored by SAP, into the
nature of the talent challenge in emerging markets
and how companies there are implementing talent-
management strategiest. Other key findings include
the following:

The skills gap is widening. There is no shortage of
workforce entrants in most emerging markets, but
concern runs deep that their skills will not meet
companies’ requirements. Half of surveyed executives
see a burgeoning gap between the skills and talent
domestic universities provide and what industries
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need, and believe this will exacerbate talent shortages
in their country. Many, particularly in Russia and
India, also fear the loss of talent to more attractive
jobs overseas.

“Soft” skills are most desired but toughest to find.
While IT and other technical aptitudes are important
to companies’ success, executives in emerging
markets see the ability to manage change and to
think strategically as the skills most required among
employees to take their firms forward over the next
three years. But they also acknowledge that talent
with these skills will be by far the toughest to find.

Who took the survey?

Atotal of 944 executives participated in the Econo-
mist Intelligence Unit’s Competing on talent survey,
which was conducted in February-March 2008. Of
these, 357 respondents hailed from four of the
world’s largest emerging markets: China, India, Rus-
sia and Brazil. The analysis in this report is based on
the survey results from these countries, as well as
aseries of in-depth interviews with executives and
independent experts based in emerging markets.
The emerging-markets survey sample was senior:
40% of respondents were C-level executives such
as CEOs, CFOs and ClOs, with the balance consisting
of senior vice presidents, heads of business units
and other senior managers. A range of industries
was represented, including financial services,
manufacturing, information technology and
professional services. Most of the firms in the survey
are large: 60% of respondents work with companies
having annual revenue of at least US$500m. For
more detail on the survey sample and results, see the
Appendix to this report.



Firms will be hard put to meet salary expectations
of talented staff. Staff churn is rising in places such
as India and China as firms’ talented employees seek
better remuneration elsewhere, often overseas. Most
survey respondents fear that an inability to meet
salary expectations will be the greatest obstacle at
their firms to successfully recruiting and retaining
staff.

A strong brand is a powerful magnet for potential
employees. Companies need to carefully consider the
image they project and be clear about what it is they
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stand for. Nurturing loyalty to the company’s brand
and values will become an increasingly important
factor in firms’ ability to attract and retain employees.

Explore new approaches to sourcing talent. Firms
need to be more creative in where they find and how
they foster talent. This could mean partnering with
other organisations to create training consortia to
ensure that the pool of required skills continues to
grow; it could also mean providing communications
technology to remote villages to make it easier for
locals to re-enter the workforce.
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2. Russian revival plagued
by skills shortage, Stefan
Wagstyl and Neil Buckley,
FT News, 17 April 2007
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An emerging talent war

ncreasing numbers of companies in emerging

markets recognise the importance of talent

management. The inability to build a skilled
workforce can seriously hamper commercial
expansion. Yet many companies in developing
countries are used to operating in economies where
unskilled labour has traditionally been in abundant
supply. Today, they are competing to attract and
retain skilled workers—both domestically and
globally—and talent management is a new but
increasingly critical part of the business.

Companies in emerging markets expect recruitment
and retention of talent to become tougher. The
vast majority of executives in our survey predict
that recruiting and retaining skilled employees will
become more difficult in the next three years, with
43% deeming it “significantly harder”. Only 4% of
respondents believe the task will become easier.
“Recruitment will certainly become more difficult,”

says Luis Hernandez, senior vice-president for
organisation and human resources at Cemex, a
global building materials company from Mexico. “On
a global basis, there is a shortage of talent because
there are more jobs than appropriately skilled

Looking at your primary function, over the next three years, how
difficult do you expect recruitment and retention of employees
to become in the country where you are based?

(% respondents)

Significantly harder
43
Slightly harder
Y 37
About the same
I 16
Slightly easier
I
Significantly easier
b

Source: Economist Intelligence Unit survey, 2008.
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Which skills or knowledge do you think will be critical to
your organisation’s success over the next three years?
(% respondents, top 5 responses)

Ability to deal with and manage change
Ability to think strategically

Communication and interpersonal skills
37

Project management skills
33

Ability to work in virtual teams (eg, on global, collaborative projects)
30

Source: Economist Intelligence Unit survey, 2008.

people.” Ashish Gupta, chief operating officer of
Evalueserve, an India-based research firm, agrees:
“People have more choices. There is a shortage of
skilled, talented, smart people.”

In some countries, the supply of talent is lagging
behind demand for recruits to such an extent that
rapid salary inflation is becoming a problem as
companies battle with competitors for job candidates.
In Russia, for example, the average monthly wage
has risen 15% in real terms in the past year, and
pay jumps for senior executives in some large firms
have reportedly increased by up to 60% over the
same period.2 And if companies in emerging markets
manage to recruit the people they seek, they must
often offer additional bonuses and attractive benefits
in order to retain them.

Given this highly competitive talent environment,
the need to provide fulfilling and challenging career
paths is pressing. Companies are finding that they have
to move or promote young recruits at a far faster pace
than they did in the past in order to meet employees’
expectations and prevent them from leaving.

A combination of factors lies behind the talent
crunch in emerging markets. For a start, many



developing countries have shifted rapidly from
agricultural to industrial to service-based economies.
Coupled with this has been the rapid expansion

by both multinationals and local companies in
developing countries. At the same time, education
and training institutions are not yet producing
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sufficient numbers of graduates to meet the new

demand for skills.
Warrick Cleine, a managing partner in KPMG’s Ho

Chi Minh City office, cites the example of Vietnam,

whose economy has transformed from one based

on agriculture and commodities to one based on

A diversity of workforce
dynamics

Although analysts and other experts often
refer to emerging markets as though they
were a coherent group, individual coun-
tries have diverse economic and social
profiles. And, when it comes to talent,
these differences can be striking, as often
evidenced in our survey.

The main contributors to future talent
shortages in the respective countries are
one area of divergence. Executives in
India, China and Brazil all point to “the
gap between what universities provide and
what industries need” as the number one
problem. Respondents in Russia, on the
other hand, view the “migration of talent
overseas” as the chief source of talent
shortages.

Of all the emerging-market nations, India
expects to have the toughest time when it
comes to recruiting and retaining talent.
Fully 57% of Indian respondents feel that
it will be “significantly harder” to recruit
and retain talent over the next three years,
compared with Brazil, where only 31% of
respondents believe this to be the case.

“If you look at executive talent,
provisory talent, even blue-collar workers,
there’s going to be a tremendous shortage
in India”, says Leena Nair, executive
director and head of human resources of
Hindustan Unilever, a consumer goods
firm. “We have 320m children between
the age of sixand 16, but only 10% of
them will pass school and go beyond. So
the education system is not capable of
generating as much talent as we need.”

As aresult, salary expectations are
rising in India, as job candidates call the

shots. In our survey 61% of India-based
executives say that inability to meet
salary expectations would be most likely
to hamper efforts to recruit talented
employees over the next three years,
compared with 51% in China.

In China, the workforce is expanding,
relieving some of the recruitment pressures
felt by companies. In our survey, only
33% of respondents see recruiting and
retaining talent becoming “significantly
harder” in the next three years. “A vast
number of young graduates are entering
the job market each year in China,”
says Ramona Yan, Shanghai-based
director of consulting, eastern China for
Hewitt Associates, a human resources
consultancy. “This has created abundant
supply in low-level, white-collar jobs. This
will, and to some extent has, relieved the
pain in getting talent.”

Which of the following factors are most likely to hinder your company’s ability to recruit talented employees over the next three years?

(% respondents, top 5 responses)

Brazil China

Candidates lack appropriate
skills/qualifications

[ 5

Inability to meet salary expectations
47
Inability to meet benefits
package expectations
a1
Undesirable work-life balance (long
hours, frequent business trips, etc)
32
Lack of career opportunities
and development paths
30

Source: Economist Intelligence Unit survey, 2008.

Inability to meet salary expectations
I 5
Candidates lack appropriate
skills/qualifications

Inability to meet benefits
package expectations

Undesirable work-life balance (long
hours, frequent business trips, etc)

Lack of career opportunities
and development paths

India

Candidates lack appropriate
skills/qualifications

Inability to meet benefits
package expectations
38 [N
Lack of career opportunities
and development paths
32 [

30 I, 25

Inability to meet salary expectations

[ c: [ |

Undesirable work-life balance (long
hours, frequent business trips, etc)

Russia

Inability to meet salary expectations

Candidates lack appropriate
skills/qualifications

46 I ©

Inability to meet benefits
package expectations
27

Lack of career opportunities
and development paths
25
Undesirable work-life balance (long
hours, frequent business trips, etc)
24
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Management education
eases the pressure

Although companies are struggling to find
their workforce needs in domestic mar-
kets—and nearly half of our survey sample
say they will need to recruit for selected
positions abroad—the expansion of man-
agement education is likely to ease this
situation in the coming years. In the past,
ambitious and talented young people who
wanted to advance their business careers
were forced to look to the US and Europe for
suitable business schools. However, they
are now finding a better choice at home.
Recent years have seen rapid growth

think about collaborating with stakeholders other
than universities in order to improve workforce skills.
Only a minority of companies in the survey currently
co-operate with partner organisations in this effort,
but nearly half of respondents—46%—say they will
seek to establish training consortia or partnerships

The talent challenge in emerging markets

in the number of institutions based in
emerging markets offering MBAs and other
business degrees to students. Meanwhile,
older schools such as the Indian Institute of
Management at Ahmedabad and the Asian
Institute of Management in the capital
of the Philippines, Manila, are acquiring
international reputations for excellence.
Moreover, US and European business
schools have been establishing
relationships with universities in countries
such as India and China to deliver MBAs to
students there. Examples include the Indian
School of Business in Hyderabad, a joint
venture between the Wharton and Kellogg
schools, while some US institutions have set
up stand-alone facilities, such as University
of Chicago Graduate School of Business,

People for growth

which teaches an Asian international
executive MBA programme from a campus
in Singapore. Such institutions are meeting
a hunger for learning.

In China, a similar demand has driven
rapid expansion in the business education
sector, with a number of schools rising to
prominence, including Peking University’s
Guanghua School of Management and
the Tsinghua School of Economics and
Management. “The percentage of people
with college and MBA education is
increasing in China”, says Ms Yan of Hewitt
Associates. “This will produce an increasing
supply of skilled technicians, professionals
and middle management. Over the next
five to ten years, supply and demand in
China will gradually reach equilibrium.”

with other companies. Over one-quarter will even
consider partnering with a competitor in collaborative
skills training efforts. Emerging-market firms will
clearly need to embark on new and unfamiliar
initiatives with other organisations if the pool of
talent with the requisite skills is to widen.
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Conclusion

ith the prospect of talent shortages in many

emerging markets worsening in the coming

years, locally-based companies are rapidly
introducing talent-management techniques such as
mentoring and coaching, as well as performance-
management techniques that are widely used in
mature markets.

With young workforces, companies not only face
the challenge of meeting expectations in a market
where talent is in the driving seat. They are also
finding that many recruits lack the experience and
knowledge needed to move them into more senior
positions. The biggest problem, when it comes to
talent shortages, is the increasing gap between what
universities provide and what industries need, so
companies also need to build close relationships with
these institutions to help build the pipeline of skilled
employees that can fill their talent gaps.

At the same time, as companies expand their
businesses, through mergers and joint ventures or
through acquisitions both at home and overseas,
recruiting and developing executives capable of
managing change and thinking strategically is
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becoming critical. Internal training and development
therefore needs to be rolled out faster and more
extensively than might be the case in mature
economies. But companies who are struggling to
move young and ambitious executives into positions
that are sufficiently challenging must think ahead to
identify these roles, or else they may risk losing their
highest achievers to their competitors.

This becomes easier for locally-based companies in
developing countries as they expand their operations
overseas, giving them the ability to offer the kind of
global career paths that allow them to compete with
western multinationals. Many companies are also
recognising the need to establish the kind of flexible
working policies seen in mature markets as their
employees start to focus on work-life balance issues.

These kinds of talent-management techniques
are likely to be adopted by more and more emerging-
market companies in the coming years. Those that fail
to address the talent challenges adequately will find
it hard to sustain the rapid growth they have become
accustomed to.
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Appendix: Survey results

In February-March 2008, the Economist Intelligence Unit conducted a survey of 357 executives of organisations
from China, India, Russia and Brazil. Our sincere thanks go to all who took part in the survey. Please note that
not all answers add up to 100%, because of rounding or because respondents were able to provide multiple
answers to some questions.

How important is sourcing talent for the following functions going to be for your organisation in the next three years?
(% respondents)

W Very important [l Somewhat important  MINot important Don’t know/Not applicable
Finance and risk management

60 30 7
Strategy
58 33 7
Sales and marketing
53 36 7
Customer service
IT
R&D
39 36 13
Human resources and legal
36 ) 12
Operations and production
34 47 12
Which skills or knowledge do you think will be critical to Which skills or knowledge do you think will be the hardest for
your organisation’s success over the next three years? your organisation to source over the next three years?
Select up to three. Select up to three.
(% respondents) (% respondents)
Ability to deal with and manage change Ability to think strategically
67 N 50
Ability to think strategically Ability to deal with and manage change
52 Y +7
Communication and interpersonal skills Analytic and problem solving skills
37 29
Project management skills Communication and interpersonal skills
33 I o7
Ability to work in virtual teams (eg, on global, collaborative projects) Ability to work in virtual teams (eg, on global, collaborative projects)
30 I o7
Analytic and problem solving skills Project management skills
27 Lk
Process design and management skills Process design and management skills
16 I 22
Information systems skills Industry knowledge
15 I (o
Industry knowledge Information systems skills
13 Iy
Other Other
K I
Don’t know Don’t know
0 | H
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How important do you think IT skills are to your company’s
ability to succeed?
(% respondents)

Very important
[y
Somewhat important
) /6
Neither important nor unimportant

I ©

Somewhat unimportant

| K

Very unimportant

:

Don’t know

0

Looking at your primary function, approximately what
proportion of your organisation’s new recruits will be in each of
the following categories over the next three years?

(% respondents)

Young professionals (with 3-4 years of experience)

31
Mature professionals (with more than 4 years experience)
25
Graduates (with little or no work experience)
25
Skilled employees (non-graduates)
16
Unskilled employees
I
Other
| H
Looking at your primary function, which of the following
statements best represents your expectations of talent
availability over the next three years?
(% respondents)
We expect to recruit all
the qualified staff we
need domestically 46

We expect to recruit

most of the qualified

staff we need

domestically, but will

need to recruit overseas

to fill selected positions 47

We expect to find some
qualified staff

domestically, but will

need to recruit overseas

to fill a large number of
positions 5

Don’t know 3
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If your organisation will recruit overseas for your job
function, which regions do you expect to be the most
important sources of talent?

Select up to three.

(% respondents)

Western Europe
North America

East Asia (eg, China, Japan)

20
South-East Asia (eg, Singapore, Thailand)
I 1
Latin America

South Asia (eg, India)

Eastern Europe
11
Middle East and North Africa
. :
Oceania
I
Sub-Saharan Africa
0
Don’t know/Not applicable

Looking at your primary function, over the next three years, how
difficult do you expect recruitment and retention of employees
to become in the country where you are based?

(% respondents)

Significantly harder
43
Slightly harder

About the same
16
Slightly easier
| E
Significantly easier

[



Over the next three years, which of the following trends do you
think are most likely to add to talent shortages in the country
where you are based?

Select up to three.

(% respondents)

Increasing gap between what universities provide
and what industries need (eg, software industry)
50
Migration of talent overseas
38
Lack of investment (by organisations) in training and developing employees
32
Shift of personal values (eg, stronger focus on work-life balance)
28
Workforce unable to keep pace with changing technology
I 25
Low or declining standards of education
I >3
Low unemployment rates
P
Other, please specify
15
Ageing population
10
None of the above; I do not expect talent shortages

Ml :

Which of the following steps will probably be most effective in
helping your organisation overcome recruitment difficulties?
Select all that apply.

(% respondents)

Offer higher salaries/better benefits
) 73
Recruit and train internal candidates
) 5
Offer flexible working arrangements (hours and place of work)
53
Increase use of outsourcing
I 3
Recruit and train candidates outside the industry you are in
I 25
Hire/retrain older and semi-retired workers
I
Hire less-qualified candidates
I 3
Increase use of temporary workers
I 3
Other
s
None of the above; | do not expect recruitment difficulties

I
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Which of the following factors are most likely to hinder your
company’s ability to recruit talented employees over the next
three years? Select up to three.

(% respondents)

Inability to meet salary expectations
55
Candidates lack appropriate skills/qualifications

Inability to meet benefits package expectations
38

Lack of career opportunities and development paths
I 29
Undesirable work-life balance (long hours, frequent business trips, etc)
I 29
Candidates lack “fit” with the organisation's culture
I 13
Candidates are unwilling to relocate
I 1 7
Your company or industry has an image problem (perceived by candidates
as being unethical, not eco-friendly, “un-cool”, etc)

12
Other
N
None of the above; I do not expect talent shortages
3

Which of the following factors are most likely to hinder
your company’s ability to retain talented employees over
the next three years? Select up to three.

(% respondents)

Salaries do not compare favourably with industry peers
Lack of career opportunities and development paths

Benefits do not compare favourably with industry peers
33

Undesirable work-life balance (long hours, frequent business trips, etc)
33

Lack of challenging, exciting tasks (job fulfilment)
27

Lack of leadership/support from senior managers
20

Lack of training
12

Image problem of the industry/company
9

Other

K

None of the above; | do not expect talent shortages
I
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