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FOREWORD

As the global economy struggles to find a new sustainable growth path, CEOs are
shrugging off considerable headwinds—Iess than encouraging government policies in
many economies, uncertainties about the resilience of customers and consumers, and the
creative destruction brought on by new and sometimes risky technology—and managing
the complexity with a focus on people, performance, reconnecting with customers, and
reshaping the culture of work.

Since 1999, THE CONFERENCE BOARD CEO CHALLENGE® survey has asked CEOs,
presidents, and chairmen across the globe to identify their most critical challenges.

In this year’s survey, there is global convergence around Human Capital, Customer
Relationships, Innovation, and Operational Excellence—four highly related and
interdependent challenges (Corporate Brand and Reputation, a challenge closely related to
winning and retaining customers, is fifth). These four, selected by the 1,020 respondents,
all appear in the top-five list of challenges (in varying order) in every region and
virtually every country in the survey. This suggests some commonality in the big picture
issues confronting the global business environment. However, the strategies CEOs are
employing to meet these challenges highlight the disparity of the issues in their micro
business climates.

Additions to the 2014 survey include two questions: one asking about “hot-button issues”
expected to have an impact on the immediate business environment, and the other

on the critical attributes that future leaders will need to exhibit in an evolving global
business climate.

Globally, CEOs rank big data analytics (more an opportunity than a risk) as their
number one hot-button issue, but again each region has concerns reflecting the unique
political and economic realities on the ground. Number one in the United States is
health care benefits for employees, not a surprise with the advent of the Affordable Care
Act. Their colleagues in Asia are rightly focused on China’s financial instability, while
European CEOs have lingering concerns about economic recession in Europe, and
Latin American CEOs are watching labor relations most closely. Interestingly, diversity
in our leadership ranks is notably high across all regions as CEOs feel the pressure

from shareholders and legislators and the growing mandate of quotas to diversify their
boards, especially to advance more women into real decision-making positions.

Integrity surfaces as the number one attribute that CEOs believe future leaders need

to exhibit to be successful on the ever-changing global stage, followed closely by the
ability to lead change and manage complexity—none of which can be accomplished
successfully without the trust of employees and partners that is generated from personal
integrity: truly walking the talk.
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EXECUTIVE SUMMARY
ENGAGEMENT, ACCOUNTABILITY, CUSTOMER-CENTRICITY

While the economic and business environments remain challenging in most places
around the world, the 2014 edition of The CEO Challenge survey finds business leaders
across the globe more focused on their business performance than in earlier years.
Creating a performance-based management system, developing new skills, and engaging
their people across the ranks and across the enterprise are their focus as they strive to
reshape workplace culture to improve competitiveness, win new customers, and raise
productivity.

The survey results show CEOs are zeroed in on not only what gets done but more
importantly how things get done; they are willing to take a hard look at their own
organizational culture to ensure engagement, accountability, customer-centricity, agility,
and ultimately outstanding performance. Many are seeking strong business leadership
that is able to drive change and are not afraid to boldly innovate (and even fail) in a
performance-focused environment. They also see a renewed commitment to customers
and the corporate brand as keys to driving enterprise growth even in what promises to
be a slow global growth environment for some time to come. And to accomplish this,
they recognize the importance of developing an engaged workforce and a diverse and
accountable leadership team.

As in previous years, we do see a clear recognition among CEOs that Human Capital is
the engine of the enterprise. Globally, Human Capital is decisively the most important
challenge for CEOs—it was either first or second in every region. Human Capital is,

in essence, the thread that runs through the other top-ranked challenges—Customer
Relationships, Innovation, Operational Excellence, and Corporate Brand and Reputation—
and forms the basis for strategic action. After all, without a talented, engaged, and
properly motivated workforce, achieving progress against these challenges is impossible.

In times of slow growth, smart companies are repositioning themselves to win market
share battles against relentless global competition—hence the rise of both Customer
Relationships and Corporate Brand and Reputation in the 2014 survey into top-five
positions. Both of these challenges, especially Corporate Brand and Reputation, were
more afterthoughts than up-front issues for CEOs in previous years’ surveys. Now they
seem to have grabbed the attention of CEOs in every part of the world.

While the challenges listed in this survey represent big-picture issues confronting
organizations, this year we added questions on hot-button issues—more immediate and
tactical events and situations that CEOs believe will require much of their attention in
the coming year. Globally the number one hot-button issue is big data analytics—an
issue that is just starting to emerge that, if executed correctly, can provide competitive
advantage in many ways. In general we find the hot-button issues to be much more
region or even country specific, such as health care in the United States, concerns about
depression in Europe in the Euro Zone, financial instability in Asia, and labor relations
in Latin America.

In addition, we asked CEOs to tell us what they see as the essential traits and behaviors
that future leaders must exhibit to succeed in an evolving business global environment.
The global top-five attributes featured prominently across all regions: integrity,

leading change, managing complexity, entrepreneurial mind-set, and retaining and
developing talent.
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While the focus tends to be on the top challenges selected by CEOs, it is interesting to
look at those challenges mentioned less often. Sustainability (with the notable exception
of China) and in particular Trust in Business have scored consistently low on the lists.
For the second consecutive year (it was introduced as a challenge in the 2013 survey),
Trust in Business finishes at the bottom of the challenge list globally and in every region
except Latin America, where it is next to last before Sustainability.

Even though CEOs may not view Trust in Business as a top challenge, they are
nonetheless working, perhaps below the radar, to build and maintain trust through their
everyday operations and corporate practices. Many of the key strategies that CEOs in
The Conference Board survey are using to meet challenges—from Human Capital (raise
employee engagement) to Customer Relationships (sharpen understanding of customer/
client needs) to Corporate Brand and Reputation (enhance quality of products and
processes, ensure ethical accountability throughout the organization)—are trust-building
actions in and of themselves. In other words, trust building appears embedded in their
organizations and their day-to-day activities—all without a lot of fanfare or credit.

“There’s something | learned from an HR person who used to work for me—
that if you have a garden and you want it to look nice, to just keep planting
new plants with nice flowers isn’t going to cut it. Every now and then you
need to prune the bad ones out. Otherwise you will gravitate towards the
lowest denominator.”

Lee Weng Chong, President, Asia Pacific, Trelleborg Sealing Solutions

Among the findings from the 2014 survey:

° Human Capital as an enterprise-wide driver: In addition to being the top-ranked challenge
globally, Human Capital is closely linked to the next three top challenges—Customer
Relationships, Innovation, and Operational Excellence—in that a talented, engaged, and
properly motivated workforce is critical to success. Corporate Brand and Reputation, also
a challenge where the actions of people can make or break a reputation or brand, rounds out
the global top five.

* Regional ranking: Human Capital is the number one challenge in both Asia and Europe and
number two in the United States (Customer Relationships is tops) and Latin America, where
Operational Excellence is number one. CEOs in India also rank Human Capital their most
critical challenge, while their peers in China rank it second after Innovation, just as they did
last year. All of these challenges are inwardly focused and hence more easily controlled.

* Regional differences: Europe and Latin America as well as China and India introduce
“external” factors into their top five challenge rankings—clear pointers to the challenges
in their regional business environments. Europe ranks Global/International Expansion
fifth—stemming in part from ramifications of depressed local markets but also awareness
among CEOs to strive for continued relevance on the global stage. Latin America includes
Government Regulation in its top five, while China ranks Sustainability fourth and India
puts Global Political/Economic Risk in the number three spot.

RESEARCH REPORT THE CONFERENCE BOARD CEO CHALLENGE 2014 www.conferenceboard.org
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Big data is a big deal: Globally the number one hot-button issue is big data analytics—

an important tool (if used properly) in driving corporate efficiency, developing hedging
strategies, and retaining and gaining new customers by better predicting behaviors, needs,
and trends. In the end, the information derived from big data forces action. There is also

a clear role for big data analytics in the Human Capital space, particularly in strategic
workforce planning. However, CEOs do not appear to be fully aware of or to be embracing its
potential. Require the use of analytics to articulate the business impact of key human capital
initiatives and programs is one of the lowest-ranked strategies to meet the Human Capital
challenge.

Finance and currency worries abound: When it comes to hot-button issues regionally, CEOs
in Asia see financial instability in China and currency volatility as their top two hot-button
issues, while in Europe economic depression in Europe and volatility in energy markets are
ranked one and two. In Latin America, where the concepts of social justice and wage equality
are always near the surface, labor relations and currency volatility take the top spots. In the
United States, health care benefits for employees is number one on the hot-button list by a
considerable margin over big data analytics.

Leadership matters: This year, CEOs were asked to identify leadership attributes and
behaviors critical to future success. Throughout all regions, they agreed on similar traits. The
top five attributes are: integrity, leading change, managing complexity, entrepreneurial mind-
set, and retaining and developing talent. Among the regional differences, CEOs in Europe and
the United States found that articulating a vision particularly resonated, and Latin American
CEOs found inspire innovation a critical leadership component. Asia CEOs selected globa/
thinking/mind-set as their number two future-leader trait after entrepreneurial mind-set.

Toward a performance culture: Performance management is a critical “top five” strategy
to address the Human Capital challenge in every region except Europe. Throughout Asia,
especially in China, staff and leader performance and accountability are top of mind as
CEOs there look at how to counter the slowing productivity trend and improve performance
to move up the global value chain. /Improve performance management processes and
accountability is number one in Asia, up from number seven in 2013. It’s also number

one in slower-growing China. It ranks third in Latin America, but appears lower down the
strategy list in the United States at number four. It receives its lowest ranking in Europe

at number eight—a surprise in a region that must improve productivity to emerge from
recession. Underscoring the Asian focus on performance, enhance effectiveness of the
senior management team is fourth in that region and second in China but sixth in Europe.
Improve effectiveness of front-line supervisors and managers is seventh in Asia, sixth in
China, and a lowly fourteenth in Europe. The importance of developing a performance culture
is underscored by the high rankings of performance management and accountability for
senior and middle management when it comes to addressing the challenge of Operational
Excellence as well.

Being held accountable: As part of the effort by CEOs to build a performance culture,
accountability plays an important role in achieving Operational Excellence. /Improve
performance and accountability of senior management and improve performance and
accountability of middle management are the fourth- and fifth-ranked strategies globally to
meet this challenge. Performance-focused CEOs in China rank these two strategies even
higher at numbers three and four.

RESEARCH REPORT THE CONFERENCE BOARD CEO CHALLENGE 2014 7



8

Employee engagement continues to gain momentum: As a Human Capital strategy, raise
employee engagement, which was ranked third in 2013 (up from eighth in 2012), is now
second on a global basis. Regionally, this trend holds true as well with a move upward of
seven spots in Europe (from fifteenth to a tie for eighth in 2013) to second this year. In the
United States, it is now the top-ranked strategy.

Government regulation less of a concern: A top-two challenge in the United States both in
2012 (it was number one that year) and number two in 2013, Government Regulation drops
down to a fifth-place tie with Corporate Brand and Reputation in 2014—an indication that
CEOs are still battling the headwinds from changes in the regulatory environment and that
they see it as less of a critical factor in their own business success than they did in previous
surveys. CEOs do say they remain concerned about the lack of clarity over jurisdiction
between federal, state, and local regulatory agencies.

Calm after the financial storm: Globally, CEOs in the financial services sector are shaking
off the aftermath of the 2008 financial crisis, appearing to focus more on growth than the
defensive posture of previous years. Government Regulation, their number one challenge in
2013, drops to number five in 2014, while Innovation, almost a dirty word in financial circles
following the global collapse, rises to number three from number six in 2013 as financial
industries work to develop new but less error-prone business models. However, in the United
States, CEOs in the financial services sector still rate Government Regulation as their top
challenge while rating Innovation lower than their peers in other regions.

Customer front-liners ignored: While it is possible to electronically capture and measure
every customer interaction, CEOs are in danger of overlooking a critical element—their
customer-facing, customer-touching staff. Arguably the most effective way to communicate
your brand promise is through front-line employees, yet CEOs are not grasping that the
customer-facing people are the brand. Provide incentives for front-line employees to
improve customer engagement is the ninth-ranked strategy globally to meet the Customer
Relationships challenge. It is a lost opportunity. Instead, their top strategy is to sharpen
understanding of customer/client needs and enhance quality of products and services.

They get social media’s importance to brand: Social media is one of the most immediate
threats and greatest opportunities when it comes to brand and reputation. Except in

China (and to a lesser extent other parts of Asia), CEOs understand the importance of

using the medium to enhance and protect brand and reputation. Use social media and new
communication technologies is the number four strategy globally to meet the Corporate
Brand and Reputation challenge, number two in Europe, and third in both the United States
and Latin America; however, it is only eighth in Asia, eleventh in China, and sixth in India, an
indication that senior executives in these regions may not be as enthusiastic about social
media as their peers.

Looking long term: One notable change in innovation strategies in Asia, a region where
executives seem perpetually to be “putting out fires” and under short-term pressure for
results, is the rise of invest more in long-term research and development as a strategy to meet
the Innovation challenge. It has risen from seventh in 2013 and eleventh in 2012 to fourth in
2014. The regional focus on innovation is reinforced by the selection of entrepreneurial mind-
set as the number one future leadership attribute by CEOs in Asia.
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Shaping culture: The strategies selected by CEOs to achieve Operational Excellence—“the
challenge they control”—are around reshaping the work environment and culture to improve
performance. Seek better alignment between strategy, objectives, and organizational
capabilities is the number one strategy globally as well as in Asia and the United States.
Improve our organizational agility/flexibility and raise employee engagement to drive
productivity are second and third globally and feature highly in all the regions.

A little less tight on the purse strings: Despite the modest outlook for global growth, one of
the most important signs of optimism about future business opportunities is the sharp drop
in ranking for focus on reduction of baseline costs as an Operational Excellence strategy in
2014. While this was last year’s number two global strategy and India’s number one (it was
also third in the United States and in Europe), it falls globally to number twelve this year.

In Europe it is tied for eleventh; in India it is tied for ninth, and in the United States it has
fallen all the way to thirteenth. Obviously CEOs, who had more of a defensive posture post-
recession, are looking at top-line growth to drive the enterprise. In growth-oriented Asia and
China, controlling costs remains near the bottom of the list as it did in 2013.

Mission accomplished? From the significant drop in their rankings, it would appear that
European CEOs believe they have done enough work in the past year to tear down function
silos and hold the line on costs. Break down internal silos, the top ranked strategy in 2013 to
meet the Operational Excellence challenge, and focus on baseline costs, the third-ranked
strategy in 2013, are now both tied for eleventh place. Improve organizational agility/flexibility
and improve accountability of middle management climb to the top.

Human rights risk: Despite the high profile given to such 2013 supply chain disasters as
the fatal Bangladesh factory collapse in April and the fatal fire in October, as well as activist
shareholders seeking supply chain compliance assurance, CEOs around the world, including
India, rank better monitor supply chain for human rights risk dead last as part of their plan

to meet the Corporate Brand and Reputation challenge. CEOs in India, as well as the other
global regions, also rank this far down on their hot-button issue list.

Faced with mounting pressure from stakeholders and the adoption of legislation in many
countries, particularly in Europe, mandating quotas for women on boards of directors, CEOs
rank diversity in our leadership ranks as a top hot-button issue. It ranks third globally, and no
region has it lower than fourth.
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THE CHALLENGES

AN APPETITE FOR CHANGE:

LEVERAGING PEOPLE TO BUILD A CUSTOMER-
CENTRIC PERFORMANCE-BASED CULTURE

The Day-to-Day Battle of Doing Business

More than five years after the global financial and economic crisis, the notion that one
day the global economy will recover to its precrisis growth path may require a leap of
faith on a macro scale. The macro picture is blurred by mostly policy-related headwinds
as many governments in mature and emerging markets are—in different ways—still
struggling with the aftermath of the crisis. Austerity programs, tapering of quantitative
easing, and currency volatility are only some of the factors that make it unclear what a
sustainable macroeconomic growth path is. However, this wouldn’t be the first time that
a long period of slow growth made way for a much more favorable growth path. Indeed,
it seems that CEOs believe they can lead the way.

Strong individual business leadership that is able to drive change, a focus on building a
performance culture that is not afraid to boldly innovate, and a renewed commitment
to customers and corporate brand are seen by CEOs in this year’s survey as the keys to
driving enterprise growth and achieving better performance. They also realize that not
every company can emerge from this crisis in a similarly strong manner. There will be
winners and losers.

Human Capital remains the top challenge, but CEOs are getting more
focused on Customer Relationships and Corporate Brand and Reputation

Global Global 2013*  Global 2012
N=1,020 CHALLENGES 2014 N=729 N=776

2 Customer relationships 4 7

T3 Innovation 3
T3 Operational excellence 2 NA

5 Corporate brand and reputation 8 9

6 Global political/economic risk 5 3

7 Government regulation 6 4

8 Sustainability 9 8

9 Global/International expansion 7 5

10 Trust in business 10 NA

N=Number of overall responses. The response rate varies for each challenge. Each score represents
the mean of the ranks given the challenge. For information about how the scores were created, see
“About the 2014 Survey” on page 73. In addition to other countries, the Asia category includes China,
India, and Australia. T=Tie.

*Operational Excellence was added to the list of challenges in 2013 to replace Cost Optimization.
Trust in Business was also added in 2013 to replace Investor Relations.
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And to accomplish success, CEOs recognize the importance of developing an engaged
workforce and a diverse and accountable leadership team. One message that comes
through loud and clear from this year’s survey responses is the strong appetite

among CEOs to reshape how their organizations work, with an emphasis on people,
performance, and customers. They are focusing on how things get done and are
willing to take a hard look at their own organizational culture to ensure engagement,
accountability, customer-centricity, and ultimately great performance. This manifests
itself in the top strategies selected for such diverse challenges as Human Capital (improve
performance management processes and accountability, raise employee engagement,
enhance effectiveness of the senior management team), Customer Relationships (engage
personally with key customers / clients), Innovation (create culture of innovation by
promoting and rewarding entrepreneurship and risk taking), Operational Excellence
(improve our organizational agility / flexibility, raise employee engagement to drive
productivity, improve performance and accountability of senior management), and even
Geopolitical / Economic Risk (improve our organizational agility / flexibility).

Smart companies are repositioning themselves to win market share battles against
relentless competition—hence the rise of both Customer Relationships and Corporate
Brand and Reputation in the 2014 survey results. Both of these challenges, especially
Corporate Brand and Reputation, were more afterthoughts than up-front issues for CEOs
in previous surveys. Now they seem pivotal and a fundamental part of their growth plan.
Customer Relationships has seen a steady climb from seventh to fourth to second in the
global rankings since 2012, while Corporate Brand and Reputation, a challenge joined at
the hip with Customer Relationships, jumped from ninth in 2012 and eighth in 2013 to
number five—a significant gain.

“There is a lot of room for experimentation and innovation, which makes
human capital more important. That’s why this is all [innovation, customer
relationships, human capital, operational excellence] connected. If | don’t
have the people that are uniquely, distinctly better than my competitors
providing those unique insights, then | can’t compete effectively.”

George Barrett, Chairman and CEO, Cardinal Health

Continuing the trend that surfaced in last year’s survey, CEO concerns about the global
risk environment and the intrusion of government regulation in business continue to
ease. Global Political/Economic Risk, which was the third-ranked challenge globally in
2012 and fifth in the 2013 survey, is sixth in 2014. Also Government Regulation, the top
concern of CEOs in the United States and a top-five challenge globally as recently as
2012, now falls near the bottom of the challenge list globally, though it does make the top
five in the United States and Latin America.
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Hot-Button Issues Vary Much More between Regions
than Overall Challenges
One addition to the 2014 survey includes a question asking which “hot-button issues”

CEOs expect to have an impact on the immediate business environment—those things
that truly “keep them awake at night.”

The hot-button issues underscore the ongoing volatility and uncertainty that dominate
their operating environment and tactical decisions. They are also clear reflections of the
unique day-to-day risks business leaders face in each region.

Big data is a big deal, but finance
and currency issues dominate

Global
N=970

HOT-BUTTON ISSUES 2014

1

Big data analytics

Economic depression in Europe

Diversity in our leadership ranks

Currency volatility

Financial instability in China

Labor relations

Cybersecurity

Volatility in energy markets

O | 0N | o BN

Health care benefits for employees

Activist shareholders/stakeholders

Complying with government regulations
on bribery and corruption

Physical redesign of corporate offices
(open plan)

Human rights risk in our supply chain

Public demand for closing corporate
tax loopholes

NR=Strategy was not ranked by any of the respondents.

12 RESEARCH REPORT THE CONFERENCE BOARD CEO CHALLENGE 2014

The number one hot-button issue is primarily an opportunity, although

it can become a risk. Big data analytics is an issue that is just starting

to emerge for many CEOs. If executed correctly, it can have dramatic

impact on many aspects of the business and fundamentally alter a firm’s
competitive advantage. Big data are key to addressing the number two
global challenge, Customer Relationships, to help sharpen the understanding
of customer and client needs, the number one strategy in all regions except
Latin America. However, it is surprising that CEOs do not appear to be fully
aware of the potential of big data in certain functions. Notably, while there
is a clear role for big data analytics in the human capital space as a valuable
tool in strategic workforce planning, the strategy to require the use of
analytics to articulate the business impact of key human capital initiatives and
programs is one of the lowest-ranked strategies to meet the Human Capital
challenge (it is nineteenth globally out of 22 strategies). One reason, as
human capital practioners tell The Conference Board, is that there appears
to be a credibility gap with the C-suite. Even when data are presented from
the human capital side, there is doubt about their accuracy and methodology
and a reluctance to afford these data the same trust as data from other
departments such as finance or supply chain. Overall, the strategic value of
big data analytics will crucially depend on the involvement of the C-suite and
the CEO in particular. Big data can make the difference between winning
and losing.

Financial issues are top of mind for CEOs across the globe, with ongoing
concerns about economic depression in Europe second, currency volatility
fourth, and financial instability in China fifth.

On a regional basis, CEOs in Asia see financial instability in China and currency volatility
as their top two hot-button issues, while in Europe economic depression in Europe and
volatility in energy markets are ranked one and two. In Latin America, where the concept
of social justice and wage equality is always near the surface, labor relations and currency
volatility take the top spots. In the United States, health care benefits for employees is
number one by a considerable margin over Big data analytics.

www.conferenceboard.org



Leadership diversity a major focus

In the third spot is the human capital-related issue of diversity in our leadership ranks.
CEOs across the globe are clearly concerned about diversity—no region has it lower
than number four on the hot-button issue list. CEOs are certainly feeling the pressure
when it comes to recruiting more women on corporate boards. In November 2013 the
European Parliament voted to require companies with more than 250 workers and
listed in European Union countries to have 40 percent women on their boards by 2020.
Norway, which is not an EU member, imposed a 40 percent quota in 2003, a target
reached in 2009. Spain, the Netherlands, Iceland, Italy, and Belgium already have quotas
in place, and Germany is considering introducing legislation that would allot 30 percent
of nonexecutive board seats to women starting in 2016. In Asia, Malaysia announced in
2011 targets requiring companies to have women holding 30 of the company’s “decision-
making positions” by 2016. And in Canada, the Ontario Teachers’ Pension Plan has
asked the Ontario Securities Commission to require all companies listed on the Toronto
Stock Exchange to have at least three female directors by 2020 or be delisted. While no
quota system has been proposed in the United States, gender diversity is of considerable
interest to many shareholders, who cite improved corporate performance for companies
with female board representation as a driver for more board diversity.

In addition to governmental mandates regarding board diversity, CEOs have come to the
realization that diversity among a company’s leadership team is simply good business.
Diversity of views and experiences allows for greater awareness of customer and
consumer needs and tastes, especially as a company enters new markets, looks to attract
new market segments, or creates new products and services. Diversity is especially
important given the rise in purchasing power among women around the world and with
the emerging middle-class consumers in markets like China and India, where buying
decisions for certain goods will, more often than not, be made by women. Diversity

(or lack thereof) affects the corporate brand and makes a difference to both potential
consumers and “free market” top talent when considering similar products or similar
employers. And CEOs are aware of the research that shows diverse leadership teams
(particularly those with more women on the board) outperform those that are not. In a
seminal study by nonprofit Catalyst, companies with the most women board directors
outperform those with the least on return on sales (ROS) by 16 percent and return on
invested capital (ROIC) by 26 percent. The study also found that companies with a
sustained high representation of women board directors, defined as those with three or
more women board directors in at least four of five years, significantly outperformed
those with sustained low representation by 84 percent on ROS, by 60 percent on ROIC,
and by 46 percent on return on equity.'

When asked about the attributes and behaviors that future leaders must exhibit to be
successful, CEOs rank integrity number one, followed by leading change and managing
complexity. Asian CEOs, underscoring their selection of Innovation as the second top
challenge, rank entrepreneurial mind-set as the most important attribute.

1 Catalyst, “Corporate Performance and Women’s Representation on Boards, 2004-2008,” 2011.
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The Trust Issue

For the second consecutive year (it was introduced as a challenge in the 2013
survey), Trust in Business finishes at the bottom of the challenge list globally
and in every region with the exception of Latin America, where it is next to last
after Sustainability. This outcome is surprising, given the continuous media
attention related to the decline of people’s trust in the way executives conduct
their business, which in many cases follow the letter of the law but are viewed

as wrong in the eyes of the public. The lack of trust seems especially prevalent
among younger generations and, of course, the media and politicians. An October
2013 roundtable conducted by The Conference Board concluded that a key issue
is income inequality and a belief that the system is rigged in favor of the powerful,
breaking the promise of equal opportunity. And according to the 2013 Edelman
Trust Barometer®, public trust that business leaders will tell the truth is below

20 percent. There continues to be debate around what standards for conduct,
beyond compliance with the law, would engender increased trust in business.

During follow-up interviews to this year’s survey, CEOs concede that a lack of
trust in business poses a threat to growth and, taken to its extreme, their very
license to operate.

Research based on the Trust Barometer findings reveals 16 specific attributes
that build trust, many of which are included among the key strategies that

CEOs in The Conference Board survey select to meet various challenges, from
Human Capital (raise employee engagement) to Customer Relationships
(sharpen understanding of customer/client needs, engage personally with key
customers/clients, enhance quality of products/services) to Innovation (create
culture of innovation by promoting and rewarding entrepreneurship and risk taking,
develop innovation skills for all employees) to Corporate Brand and Reputation
(enhance quality of products and processes, ensure ethical accountability
throughout the organization).

So while CEOs may not view Trust in Business as a stand-alone challenge, they
are working perhaps below the radar to build and maintain trust through their
everyday operations and corporate practices. In other words, trust building seems
embedded in their organizations and their day-to-day activities—all without a lot
of fanfare or credit.

continued on next page
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The Trust Issue (continued)

Following are the 16 attributes, grouped in five
performance clusters, that Edelman research says help
build trust. There are considerable overlaps with the
strategies lists contained in the CEO Challenge survey.

ENGAGEMENT

* Listens to customer needs and feedback

* Treats employees well

* Places customers ahead of profits

e Communicates frequently and honestly on the

state of its business

INTEGRITY

¢ Has ethical business practices

* Takes responsible actions to address an issue
or crisis

* Has transparent and open business practices

PRODUCTS & SERVICES

e Offers high-quality products or services

* Isaninnovator of new products, services, or ideas

PURPOSE

* Works to protect and improve the environment
* Addresses society’s needs in its everyday business

e Creates programs that positively impact the local
community

* Partners with NGOs, government, and third parties

to address societal needs

OPERATIONS

* Has highly regarded and widely admired top
leadership

* Ranks on a global list of top companies

* Delivers consistent financial returns to investors

Source: Trust in Business (presentation), The Conference Board, Special
Webcast, May 8, 2013 available at: www.conference-board.org/webcasts/
ondemand/webcastdetail.cfm?webcastid=2987.

www.conferenceboard.org

“Williams does a tremendous amount in
the communities we serve...Part of that is
just the culture of who we are and that we
want to do the right thing. But | will tell you
it’s encouraged even from the bottom-line
perspective because we need people to
realize that we are decent human beings
and we have a lot of the same concerns and
cares for the public and the environment
as they do. I think being there and being a
real person in front of the public is the best
thing that you can do.”

Alan Armstrong, President & CEO, Williams Companies

“When | came out of school 30 years
ago, | certainly didn’t have a view that
corporate America was evil or that they
were intentionally trying to do the wrong
thing. But | think somehow that is more
prevalent today with our young people.
And it is alarming to me, because those
young people are going to be buyers,
decision-makers, government officials who
change regulations, or certainly influence
regulations, certainly voters.”

Shane Fleming, President and CEO, Cytec Industries
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REGIONAL VIEWS
EVERYONE IS GOING TO THE SAME PLACE-IT’S HOW
THEY GET THERE THAT’S DIFFERENT

There is clear global convergence around the most critical challenges of Human Capital,
Operational Excellence, Innovation, and Customer Relationships; all four appear in

the top-five list of challenges (in varying order) in every region and virtually every
country in the survey, which underscores the globalization of the business environment.
While the strategies adopted by CEOs in the individual regions and countries do vary
considerably, there is commonality in the big-picture business environment they all face.?
However, when it comes to the day-to-day hot-button issues, each region has its unique
set of challenges.

The Human Capital challenge cuts across all regions; high performance, strong customers
relationships, and innovation essential for growth

United Latin
Global Asia Europe States America China India
N=1,020 CHALLENGES 2014 N=479 N=105 N=233 N=114 N=139 N=47
1 Human capital 1 1 2 2 2 1
2 Customer relationships 4 3 1 3 5 5
T3 Innovation 2 2 4 4 1 4
T3 Operational excellence 3 4 3 1 3 2
5 Corporate brand and reputation 5 7 T5 8 6 T8
6 Global political/economic risk T6 6 7 6 7 3
7 Government regulation 8 9 5 5 9 6
8 Sustainability T6 8 8 10 4 T8
9 Global/international expansion T9 5 9 7 10 7
10 Trust in business T9 10 10 9 8 10

N=Number of overall responses. The response rate varies for each challenge. Each score represents the mean of the ranks given the
challenge. For information about how the scores were created, see “About the 2014 Survey” on page 73. In addition to other countries,
the Asia category includes China, India, and Australia. T=Tie.

2 Respondents to the survey from outside of the listed regions have been categorized as “rest of the world”
(ROW). Their responses are included in the global results, but results for this category are not discussed
separately. The geographic dispersion and economic disparity between the countries that make up the
ROW category preclude meaningful analysis.
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“There is definitely a difference between leadership in the West and India
[and Asia]. Basically, there is more involvement with employees—not only
professional but personal involvement also. So leadership today is much

more personally engaged and involved with employees and their families,

which is not so prevalent, | think, in Europe or in the US.”

Praveer Sinha, Chief Executive Officer, Tata Power Delhi Distribution Limited

Top hot-button issues vary by region; health care concerns US CEOs while
finance and labor issues top of mind in other regions

United Latin
Global Asia Europe States America
N=970 HOT-BUTTON ISSUES 2014 N=457 N=97 N=217 N=111
1 Big data analytics 3 5 2 4
2 Economic depression in Europe 1 5 7
3 Diversity in our leadership ranks 4 3 4 3
4 Currency volatility 2 6 6 2
5 Financial instability in China 1 8 10 10
6 Labor relations 5 7 7 1
7 Cybersecurity 1 4 3 6
8 Volatility in energy markets 8 2 T8 8
9 Health care benefits for employees 12 NR 1 T12
10 Activist shareholders/stakeholders 6 9 T8 9
Complying with government
1 regulations on bribery and 9 10 12 5
corruption
12 Physmal redesign of corporate 10 12 1 11
offices (open plan)
13 Human rights risk in our supply 13 11 13 T12
chain
NR Public demand for closing NR NR NR NR

N=Number of overall responses. NR=Strategy was not ranked by any of the respondents. T=Tie.

corporate tax loopholes
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Human Capital grew as a challenge in 2014,
concern over regulation receded

THE UNITED STATES
Paying Attention to Customers—and Big Data

Despite the government shutdown, which may have reduced US GDP growth by

more than 1 percentage point in 2013, down to 1.6 percent, there are clear signs of a
strengthening of the business climate in the United States. In an increasingly competitive
battle for market share, CEOs in the United States are focusing on their customers,
employees, and operational efficiencies to succeed. They rank Customer Relationships as
their top challenge, followed by Human Capital and Operational Excellence. Innovation
and Corporate Brand and Reputation—a challenge closely related to winning new
customers—is tied for fifth with Government Regulation.

CEOs in the United States are the only group to give
Customer Relationships top ranking, though it does appear
in the top-five challenge lists of all other regions. Its rise

United United  United to the top has been a steady climb over the past two years;
S;gﬁis §t0a1t§f Sztg:zs it was ranked the sixth most important challenge in 2012
N=233 CHALLENGES N=138 N=248 and number three in 2013. This year, CEOs in the United
o States rank Human Capital second, a significant rise from
1 Customer relationships 3 6 y . . . .
last year’s fifth-place ranking, putting them in alignment

2 Human capital ° 4 with CEOs in other regions where it is ranked either first

3 Operational excellence 1 NA or second.

4 Innovation 4 3 . .

It should be no surprise that health care benefits for

T5  Corporate brand and reputation 8 8 employees ranks as the top hot-button issue for CEOs in

T5  Government regulation 2 1 the United States. The lack of clarity surrounding the

7 Global political/economic risk 6 2 precise impact the Affordable Care Act is likely to have on

o Sustainailit 0 0 business-supplied benefits in the short and medium term

ustainabili
Y has CEOs concerned.
9 Global/international expansion 7 7
10 Trustin business 9 NA * Personal comm!tmen.t to customers: Tc? |m.prove
Customer Relationships, CEOs are making it a personal
N=Number of overall responses. The response rate varies for each challenge. challenge to engage with customers to sharpen their

Each score represents the mean of the ranks given the challenge. For
information about how the scores were created, see “About the 2014 Survey”

understanding of future wants and needs. Sharpen

on page 72. T=Tie. understanding of customer/client needs is the top-ranked
*Qperational excellence was added to the list of challenges in 2013 to strategy, but engage personally with key customers/clients
replace Cost optimization. Trust in business was also added in 2013 is number two—the highest of any region for this highly

to replace Investor relations.

personal commitment.

° Big data is a big deal: Considering their emphasis on Customer Relationships as a
challenge, it’s not surprising that US CEOs cite big data analytics as their second most
important hot-button issue after health care. In a slow-growth environment, being good
at forecasting and planning becomes critical, which underscores the emerging role of big
data as a tool to better predict customer behaviors and to be able to market to them more
effectively. The media and consultant attention to big data as the next big thing helps
to explain its relatively high rank in the United States—the highest in any global region
or country.

* Leaders at all levels: In the United States, there is emphasis on leadership, with four of
the top ten Human Capital strategies focused on improving leadership performance and
development for three levels of leaders: the senior management team, front-line supervisors,
and managers. Two of the strategies, enhance the effectiveness of the senior management
team (third) and improve leadership development programs (tied for fifth) are among the top
five; last year they were eighth and seventh, respectively.
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Health care, big data are the
issues grabbing CEO attention
in the US

N=217 HOT-BUTTON ISSUES 2014

Health care benefits for
employees

2 Big data analytics

3 Cybersecurity

Diversity in our leadership
ranks

Economic depression in
Europe

6 Currency volatility

7 Labor relations

T8  Volatility in energy markets

Activist shareholders/

T8 stakeholders

10 Financial instability in China

Physical redesign of
corporate offices (open plan)

Complying with government
12 regulations on bribery and

corruption

Human rights risk in our
13 .

supply chain
NR Public demand for closing

corporate tax loopholes

N=Number of overall responses. The
response rate varies for each challenge.
Each score represents the mean of the
ranks given the challenge. For information
about how the scores were created, see
“About the 2014 Survey” on page 73.
NR=Strategy was not ranked by any of the
respondents. T=Tie.
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The importance of an engaged workforce: CEOs in the United States see the
development of an engaged and motivated workforce as a critical element to lead
organization growth. They rank raise employee engagement as their top strategy for
Human Capital and raise employee engagement to drive productivity as their number two
strategy to drive Operational Excellence. Create culture of innovation by promoting and
rewarding entrepreneurship and risk taking and find, engage, and incentivize key talent for
innovation are two of their top five strategies to meet the Innovation challenge.

Turnover concerns: Moving from ninth last year to a tie for fifth this year, the selection

of increase efforts to retain critical talent as a top-five strategy signals recognition of the
importance to not only attract top talent but to retain it. Meanwhile CEOs in the United
States are more willing than their peers elsewhere to look outside their corporate walls to
fill talent gaps. They rank hire more talent in the open market as their ninth most favored
strategy to meet the Human Capital challenge—the highest ranking in any region.

Building workforce readiness: Perhaps with a now clearer-eyed view of the skills
shortage, US CEOs rank invest in educational systems for workforce readiness more highly
than any of their regional counterparts while recognizing some of the widely publicized
weaknesses of the US education system. While their eyes are on the future, they are

not interested in a shorter-term solution as there is relatively little support for the use of
contingent or nontraditional workers, in a tie for fifteenth but still much higher than any of
their counterparts in other regions. Of all regions, CEOs in the United States are the least
concerned about labor relations issues.

Government Regulation less of a concern: The number one challenge in 2012 and
number two in 2013 drops down to a fifth-place tie with Corporate Brand and Reputation
in 2014. However, CEOs say they remain concerned about the lack of clarity over
jurisdiction between federal, state, and local regulatory agencies.

Cybersecurity surfaces as an important hot-button issue in both the United States (third)
and Europe (fourth), which underscores the concern over intellectual property protection
as well as a paradigm shift that makes commerce, not just military advantage, a highly
valued target for governments. However, members of The Conference Board Corporate
Security Executives Council say the view from the C-suite may still be too narrow to
effectively attack the problem. Too often companies view the threat as emanating
primarily from technology while ignoring human behavioral aspects. While much of the
worry is about faceless hackers breaching the system from outside, the reality is that
internal theft and internal espionage pose a more challenging and more frequent risk.

An IT department can roll out the tools to limit breaches from the outside, but the cyber
threat really emanates from people—and needs to be viewed as an enterprise risk issue,
not just an IT issue.®

“Data mining and using it much more in an open-book manner is mutually
beneficial if you get it right. After all, the customers realize being out of
stock is really bad for them, and we realize our product collecting dust

on a customer’s shelf is really bad for us. And | just think that’s often an
underrated, underestimated, or overlooked critical success factor in the
development, introduction, and sell-through of any new product.”

John Lundgren, President and CEO, Stanley Black & Decker Inc.

Reframing the Issue: New Ways to Think About Cyber Risk and Security, The Conference Board, Council
Perspective 51, December 2013.
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Canada and the United States: Shared Long-Term Challenges;

Differences on Hot-Button Issues

While CEOs in Canada and the United States are in
basic agreement about the top challenges to growth,
there is considerable difference when it comes to the
hot-button issues vying for their attention in the coming
year. The differences reflect both the political issues
confronting each country and the realities of business
environments driven by different industry sectors.

Where CEOs in the United States cite health care
benefits for employees as their top hot-button issue,
CEOs in Canada, where a national single-payer health
service is in effect, are most concerned about /abor
relations. A bill winding its way through parliament
would make sweeping changes to a number of labor
laws, including the Canada Labour Code and Public

CEOs in the US and Canada face similiar
challenges

United

States Canada
CHALLENGES 2014 N=233 N=74
Human capital 2 2
Customer relationships 1 3
Innovation 4 4
Operational excellence 3 1
Corporate brand and reputation T5 5
Global political/economic risk 7 8
Government regulation T5 T5
Sustainability 8 7
Global/international expansion 9 T9
Trust in business 10 T9

N=Number of overall responses. The response rate varies for each
challenge. Each score represents the mean of the ranks given the
challenge. For information about how the scores were created, see
“About the 2014 Survey” on page 73. T=Tie.

RESEARCH REPORT THE CONFERENCE BOARD CEO CHALLENGE 2014

Service Labour Relations Act. The bill would change
collective bargaining rules by allowing the government
to determine which services are essential and make it
illegal for those workers to strike.

While CEOs in both countries cite big data analytics,
cybersecurity, and diversity in our leadership ranks
among the top five hot-button issues they expect to
confront in the coming year, CEOs in Canada, a country
heavily dependent on extraction industries, are much
more concerned about volatility in energy markets than
their peers in the United States, who fear economic
depression in Europe much more than their Canadian
counterparts do.

Different issues are keeping CEOs up at night
in Canada and the US

United
States Canada

HOT-BUTTON ISSUES 2014 N=217 N=73
Health care benefits for employees 1 6
Big data analytics 2 2
Cybersecurity 3 5
Diversity in our leadership ranks 4 S
Economic depression in Europe 5 9
Currency volatility 6 T10
Labor relations 7 1
Volatility in energy markets T8 4
Activist shareholders/stakeholders T8 8
Financial instability in China 10 T10
Physical redesign of corporate

‘ 11 7
offices (open plan)
Complying with government
regulations on bribery and 12 12
corruption
Human rights risk in our supply 13 13
chain
Public demand for closing NR NR

corporate tax loopholes

N=Number of overall responses. The response rate varies for each
challenge. Each score represents the mean of the ranks given the
challenge. For information about how the scores were created, see
“About the 2014 Survey” on page 73. NR=Strategy was not ranked
by any of the respondents. T=Tie.
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Human Capital remains the top challenge in Europe,
but concern over global risk and regulation lessens

EUROPE
People Strategies to Fuel Innovation and Reconnect with Customers

Years of slow growth (and recession in some countries) have led CEOs in Europe to
focus more intently on their internal operations and staffing to weather the storm.

In 2014, European CEOs are again looking to people-driven strategies to improve
operational efficiency, fuel innovation, and reconnect with customers to drive growth
as demonstrated by their selection of Human Capital as their top challenge. In 2013,
we saw a dramatic rise in the Human Capital ranking from seventh to first, and a shift
in emphasis from an external focus on the challenges of Government Regulation and
Global Political/Economic Risk to a more internal focus on Human Capital, Innovation,
Customer Relationships, and Operational Excellence. That trend continues in 2014 with
one critical exception. CEOs in Europe are eyeing the opportunities for growth beyond
their borders, as exemplified by the fifth position of Global/International Expansion,
which is up from seventh position in 2013.

As the European economy slowly recovers from the
sovereign debt crisis and global financial upheaval, CEOs
want their businesses to reconnect with customers who

Europe Europe  Europe will ultimately lead the revival of Europe’s domestic
2014 2013~ 2012 . The Cust Relati hi hall h
Nei05 CHALLENGES No136 Net58 economies. The Customer Relationships challenge has
steadily gained in importance over the last three years,
1 Human capital 1 7 . .. ..
moving from six in 2012 to five in 2013 and now to number
2 Innovation T3 2 three in 2014.
3 Customer relationships 5 6 L .
P Another hurdle for the Euro Area, which is heavily
4  Operational excellence 2 NA dependent on exports, is the lack of strong growth
5 Global/international expansion 7 T4 elsewhere around the globe, limiting export opportunities,
6 Global political /economic risk 13 1 and therefore further cooling off its potential to recover
. Corporate brand and reputation 9 8 .throughilts industrial core. Noneth.eliess, pursuit of
international markets remains a critical focus for CEOs
8  Sustainability 8 ? in Europe. It is also the only global region to rank Global/
9 Government regulation 6 3 International Expansion as a top-five challenge, citing

10 Trust in business

N=Number of overall responses. The response rate varies for each challenge.
Each score represents the mean of the ranks given the challenge. For

10 NA acquisition of companies in new markets and entering
those markets with existing products and services as the
top two strategies to achieve it.

information about how the scores were created, see “About the 2014 Survey”

on page 72. T=Tie.

Obviously there is still considerable skittishness among

*Operational excellence was added to the list of challenges in 2013 to CEOs about the future of European economies. CEOs
replace Cost optimization. Trust in business was also added in 2013 in Europe give economic depression in Europe the top

to replace Investor relations.
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ranking among their hot-button issues, accepting the
reality that an acceleration of Europe’s growth may be a long (and less than guaranteed)
event. Concerns about energy are reflected in the ranking of volatility in energy markets
as their number two hot-button issue. This clearly is a nod to the region’s dependence
on imported energy, the regional impact of the global shale gas and oil revolution,
and different national energy strategies in Europe, such as the aggressive transition to
more renewable energy sources in Germany versus heavier reliance on nuclear power in
France and the United Kingdom.

In Europe there is a continuation of last year’s trend of ensuring a strong leadership cadre
to guide the organization through tough times. Improve leadership development programs
is now the top-ranked strategy to meet the Human Capital challenge, having dropped from
fifth in 2012 to twelfth in 2013. This shift in focus signals a realization that leadership
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Depressed markets and
energy volatility are top of
mind for European CEOs

N=97 HOT-BUTTON ISSUES 2014

Economic depression in
Europe

2 Volatility in energy markets

Diversity in our leadership
ranks

Cybersecurity

Currency volatility

4
5 Big data analytics
6
7

Labor relations

Financial instability in
China

Activist shareholders/
stakeholders

Complying with
10  government regulations on
bribery and corruption

Human rights risk in our
supply chain

Physical redesign of
12 corporate offices (open
plan)

13 Health care benefits for
employees

N=Number of overall responses. The
response rate varies for each challenge.
Each score represents the mean of
the ranks given the challenge. For
information about how the scores were
created, see “About the 2014 Survey” on
page 73. NR=Strategy was not ranked
by any of the respondents. T=Tie.
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talent, almost always in short supply anywhere in the world, will only become more
scarce in a labor market where an aging population sees greater numbers of retirees and
fewer entrants into the workforce. Given that European CEOs gave Global/International
Expansion the highest rankings of any region, they recognize that expansion is only
possible with strong leaders to drive the business strategy into new geographies.

Engagement is critical: Raise employee engagement continues its rise in importance and
is now the second most favored strategy (having moved from fifteenth in 2012 to eighth
in 2013) to meet the Human Capital challenge. In a slow-growth economy, discretionary
effort can mean the difference between survival and success. European CEOs have finally
ranked engagement as highly as their human capital professionals have for years.

Diversity focus: CEOs in Europe, where cross-border transactions and marketing are
essential, are the only group to rank increase diversity and cross-cultural competencies as
a top ten Human Capital strategy (it’s ninth), which reflects their greater recognition of the
importance of diversity and inclusion in today’s global business environment compared
to their peers. Not only do they give the highest global rank to diversity in the human
capital space, but they also cite enhance corporate brand awareness and understanding
across different cultures as their number one strategy to meet the Corporate Brand and
Reputation challenge—by far the highest ranking of any global region and the only region
to include it in its top ten. Further, diversity in leadership ranks third among hot-button
issues—a choice most likely driven by already passed or impending quota legislation to
up the number of female board members—signaling CEOs in Europe’s commitment to
diversity and inclusion.

Expanding the talent pool: While hire more talent in the open market, which dropped from third
in 2012 to seventh in 2013 to tenth in 2014, is no longer seen as an effective strategy to meet
the Human Capital challenge, casting a wider net is. CEOs in Europe give expand talent pools
by recruiting nontraditional workers highest ranking for this strategy in any region (it is twelfth),
reflective of a labor regional market with narrowing options and mismatched skills sets.

Quality trade-off: The recession (and slow uneven recovery) puts pressure on
organizations to be aggressive in their pursuit of customers and to bring new products

to market quickly, and CEOs in Europe are dealing with the speed-versus-quality trade-
off faced by most companies in highly competitive markets. They rank enhance quality of
products and services as their second strategy for improving Customer Relationships,
while listing increase speed of products and services to market at number four. Making the
decision as to when a new product or service is “good enough” for general release can

be risky. While time-to-market decisions can determine a product or service’s success

or failure, it is certainly not the only factor, and the competitive landscape is littered with
companies that have learned the “haste makes waste” lesson the hard way.

Can’t do it alone, an innovation cultural shift: Supporting their top-ranked innovation
strategy of create culture of innovation by promoting and rewarding entrepreneurship and
risk taking, CEOs in Europe make pursue open innovation concepts a top-five strategy—the
only global region to do so (it ranks no higher than eleventh anywhere else). They also rank
another outside-looking strategy, engage in strategic alliances with customers, suppliers,
and/or other business partners, in their top ten. Taken together, these strategies show the
willingness of CEOs in Europe to use all the tools available to them, even those outside the
corporate walls, to spur the innovation process.

Less regulation concern: Still hampered by an array of divergent regulations between
countries, European CEOs nevertheless have their priorities focused elsewhere as they
apparently become more accepting of the regulatory environment. They give Government
Regulation, at number nine, the lowest ranking of any region. This reflects a steady
year-over-year decline in their concern about this issue (three in 2012, six in 2013) and is
consistent with the low ranking (number 10) of complying with government regulations on
bribery and corruption on their list of hot-button issues.
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“Every company needs to create a culture that plays to its strength and its context
...Trying to Daimler-ize an Infosys would not work, just as trying to Infosys-ize or
Indian-ize a Daimler would not work. Both have their strengths and their local contexts.
It’s tremendously important that you play on the strengths and work on the weakness.”

Franz-Josef Schurmann, Country Head, Infosys Germany

Avoiding the Digital Desert

Globally, technology developments are taking place at
an unprecedented and ever-increasing pace, but in many
respects, European policies and attitudes seem frozen

in time. If nothing is done, one thing is sure: Europe will
end up missing the boat on many of the benefits the new
wave of information and communication technology (ICT)
can offer the economy and society. This puts not only
the region’s future growth and competitiveness at risk,
but also its ability to innovate and to maintain the living
standards of European citizens.

Europe has certainly experienced positive effects from
ICT on its economy, business growth, and living stan-
dards. However, technology has lost some of its steam
as a driver of growth since the mid-2000s. First, the
economic and financial crisis hampered investment and
the creation of new or expanded markets for products and
services that benefited from new technology. In addition,
regulatory policies, the lack of technology-related skills,
underinvestment in ICT infrastructure, and even cultural
constraints may have brought the innovation and growth
effects of this technology to an early standstill. Many of
the latter bottlenecks are related to the implementation
and adoption of the technology (not the technology itself),
regulatory barriers, and various deficiencies, including a
lack of vision and a lack of entrepreneurial skills.

How bad is it?

* Between 2006 and 2011, European-based companies
lost 21 percent of the total ICT industry profit pool to
companies from other regions.

* Inthe handset market, European manufacturers lost 22
percent of their worldwide market share to Asian and
North American companies between 2007 and the first
half of 2012.

* Today’s industry leaders on the services and applications
side are mostly from outside the European Union. Most

www.conferenceboard.org

of the leading internet companies—Google, Facebook,
eBay, Yahoo, Baidu, and Tencent—are based in either
the United States or Asia.

* None of the ten most visited internet sites hails
from Europe.

Europe now faces a clear choice: take action to become
an important player in the technology market or watch
from the sidelines as other regions reap the benefits
that technology, and particularly ICT, offers.

The good news is that many of the measures to optimize
Europe’s potential require reforms to existing situations
and not large investments, a welcome finding given
current budgetary pressures. Many of these actions are
related to reducing regulatory barriers, improving market
integration, simplifying administrative rules and proce-
dures, and improving the allocation of funding budgets
already available. Among the necessary actions:

* Preconditions for reaping ICT growth benefits can be
secured by a high-quality and affordable infrastructure
in all sectors capable of supporting the growth of cloud
computing, big data, and high-speed fixed and mobile
broadband. This must be matched by investments in the
soft infrastructure to equip people with much-needed
skills, including the ability to analyze and synthesize
big data and use them to create new business
opportunities.

* Government and business can work together to develop
and foster the skills and willingness to use ICT within the
context of a fully integrated single market, including for
digital and other services.

* Governments will need to focus increasingly on fostering
a regulatory environment in which businesses both inside
and outside the ICT sector can thrive.

Source: Desirée van Welsum, Willem Overmeer, and Bart van Ark, Avoiding the
Digital Desert, The Conference Board, Executive Action 42, November 2013.
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CEOs in Asia are becoming more aware of customers
and brand and reputation, though Human Capital remains

their top challenge

ASIA

Innovation and More Efficient Use of Human Capital Are the
Ways to Move Up the Global Value Chain

The times, they are a-changin’ in Asia, as the hypereconomic growth of earlier decades
begins to give way to a more moderate (but still enviable rate by mature-economy
standards) and sustainable pace for the foreseeable future. According to The Conference
Board 2014 Economic Outlook, China’s economy remains subject to significant policy
challenges. Though some policy responses may provide a short-term upside through a
continued reliance on more investment-intensive, less-efficient state-owned enterprises,
at the same time they may present an increased risk of instability, especially in the
financial system—a possibility clearly on the minds of regional CEOs.* Financial
instability in China is the number one hot-button issue for CEOs in Asia as well as China
(though CEOs in India rate it near the bottom of their lists in favor of the broader issue
of currency volatility—a reflection of their diversified global market base).

So in a slower-growth environment, CEOs in Asia sense
the urgency of moving up the global value chain to spur
faster growth, even if the demographic, environmental,
regulatory, and political forces prevalent throughout
the region will make this difficult. Many of the Asian

Asia Asia Asia economies (with some exceptions such as Singapore,
2014 2013 2012 which already has a knowledge-based economy) recognize
N=479 CHALLENGES N=395 N=259 .\ . .
that to be competitive they must become more innovative
1 Human capital ! 2 as they evolve from being a source of cheap, low-end
2 Innovation 2 1 production to one of more value-added, higher-tech
3 Operational excellence 3 NA manufacturing and services.
4 Customer relationships 5 8 To get there, they see the need for a people-driven
5 Corporate brand and reputation 8 9 strategy that enables not only meaningful innovation,
T6  Global political/economic risk 4 5 but oYerall business performance as underscored by their
R selection of improve performance management processes
Té Sustainability 9 T3 . . .
and accountability as their number one Human Capital
8 Government regulation 7 7 strategy. This is supported by enhance effectiveness of
T9  Global/international expansion 15 T3 the senior management team and improve effectiveness of
79 Trustin business 10 NA front-line supervisors ai?d managers as thelr. f'ou.rth- and'
seventh-ranked strategies, respectively. Crisis is one driver
N=Number of overall responses. The response rate varies for each challenge. of innovation, and Asia is in constant crisis. Success in the
Each score represents the mean of the ranks given the challenge. For information . . . e1qe
about how the scores were created, see “About the 2014 Survey” on page 73. region is about speed, and companies are willing to take

T=Tie.

risks to get new products to market faster.

*Operational excellence was added to the list of challenges in 2013 to replace
Cost optimization. Trust in business was also added in 2013 to replace This regional focus on innovation is reinforced by the

Investor relations.

selection of entrepreneurial mind-set as the number one
future leadership attribute by CEOs in Asia.

As 2015 and the realization of the ASEAN Economic Community nears, business
leaders face an array of challenges tied to the reality of economic integration.
Competition for talent and for innovative goods and services will likely intensify because
of the free movement of skilled labor, the abolition of tariffs and customs regulations,
and the opening of regional markets stimulated by the free flow of virtually all goods

4 StraightTalk®Global Economic Outlook 2014: Time to Realize the Opportunities for Growth, The Conference
Board, November 2013.
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except those from “sensitive” industries (i.e., automobiles, electronic consumer goods)
traded within the community. ASEAN leaders have told The Conference Board that
among their top concerns is a shortage of leadership talent and high-skill workers—a
situation shared by most other countries throughout Asia-Pacific.

China’s financial instability
and volatile currency markets
are drawing the focus of CEOs
in Asia; they are also keeping
an eye on labor relations

Asia
N=457 HOT-BUTTON ISSUES 2014

1 Financial instability in China

2 Currency volatility

3 Big data analytics

Diversity in our leadership
ranks

5 Labor relations

Activist shareholders/
stakeholders

Economic depression in
Europe

8 Volatility in energy markets

Complying with government
9 regulations on bribery and
corruption

Physical redesign of
corporate offices (open plan)

1 Cybersecurity

Health care benefits for

12

employees

Human rights risk in our
13 .

supply chain
NR Public demand for closing

corporate tax loopholes

N=Number of overall responses. The
response rate varies for each challenge.
Each score represents the mean of the
ranks given the challenge. For information
about how the scores were created, see
“About the 2014 Survey” on page 73.
NR=Strategy was not ranked by any of
the respondents.
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“China wants to move away from a reputation as being strictly a copier
of other people’s ideas. I’'m sure we will see an increasing number of
innovations coming out of Asia.”

Bill Gisel, Jr., President and Chief Executive Officer, Rich Products Corporation

Performance driven: The top three strategies selected by CEOs in Asia to deal with

the Human Capital challenge—improve performance management processes and
accountability (a move up from seventh place last year, as well as the highest ranking in
any region and the top strategy in China), provide employee training and development, and
focus on internally developed talent to fill key roles (the highest ranking of any region)—
put the focus again this year on internal talent but signal a shift toward exerting greater
control over worker effectiveness.

Asia’s revolving door slowing? The slowing economy may mean that the perpetual
revolving door of talent may not be swinging as fast, indicated by the drop from fourth to
sixth of increase efforts to retain critical talent as well as the drop of improve corporate
brand and employee value proposition to attract talent from sixth last year to a tie for
seventh. Dropping to fifth, the raise employee engagement strategy, which jumped from
ninth in 2012 to third in 2013, seems to have taken a back seat to the more tangible

(and perhaps immediate) strategy of improve performance management processes and
accountability.

Rewards and benefits: CEOs in China give the highest ranking (third) among all global
regions to redesign financial rewards and incentives, which is in line with expectations of
members of The Conference Board councils on human resources, talent management, and
compensation and benefits in the region. Members expect to see the runaway double-
digit pay raises typical in China in recent years begin to level off as adjustments are made
to reflect slower regional growth. The next highest ranking for this stratgey is in Asia at
number nine. Managing reward and internal equity in the region, particularly in China,
remains difficult since even within the same country different business lines experience
varying degrees of success, but employees still expect compensation to be pegged to a
company’s overall growth rate, not a specific business line or even individual performance.
Weaning employees off yearly double-digit raises and tieing compensation packages more
closely to individual and business unit performance is still an emerging concept and one
difficult to sell to employees.

Missed opportunity: Despite the reality that education institutions can be a key resource
to solve talent shortages and skill mismatches, CEOs in Asia rank invest in education
systems to improve workforce readiness a lowly eighteenth out of 22 listed Human Capital
strategies. With a pressing need across Asia-Pacific to coax the education system away
from an addiction to academic results to the development of more business-ready skills
and practical applications, ignoring the potential of public/private educational partnerships
can be a missed opportunity. So, too, is the private sector’s reluctance to help educational
institutions enhance English-language training—perhaps the biggest obstacle to developing
global leaders in both multinational companies and large Asia-based firms.
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Looking for assistance to innovate: The laser focus of CEOs in China’s on Innovation as
their number one challenge underscores their (and the government’s) goal of moving up

the global value chain and pushing the economy toward a more consumption-driven model
and away from an (inefficient) investment-driven one. The selection of engage in strategic
alliances with customers, suppliers, and/or other business partners as their number one
innovation strategy and find, engage, and incentivize key talent for innovation as number two
is a significant break from previous years, when the main focus was on technology as the
chief innovation enabler. This year apply new technologies (product, process, information,
etc.) is their number three strategy. However, there is one clear sign that CEOs in China are
not yet prepared, unlike their counterparts throughout Asia and the rest of the world, to
accept what an embedded culture of innovation can contribute to their organizations. While
they are eager to spread innovation skills among all employees, they put create culture of
innovation by promoting and rewarding entrepreneurship and risk taking as their tenth-ranked
strategy, the lowest of any CEO group in the world.

Tech driven: The rest of Asia (excluding China) is still focused on the quick gains that
technology can add to productivity in emerging labor-intensive economies. CEOs rank apply
new technologies (product, process, information, etc.) as their number one strategy to drive
Innovation. In the Operational Excellence category, they also give the highest ranking
among their global peers to a tech-driven solution. /nvest more in new technologies is their
number four strategy to improve operational performance.

Sustainability matters: Asia gives the highest rank of any region to the Sustainability
challenge (tied for sixth and up from number nine in 2013), while CEOs in China rank it as
their number four challenge (same as in 2013). However, it ranks last in Latin America, a
continent suffering from unregulated (or at least environmentally unfriendly) extraction
industries. There may be a touch of irony here considering the sustainability-conscious
Chinese are big players in Latin American extraction industries, where they have been
criticized for their environmentally unfriendly methods.

India and sustainability—ready for action: India is the only country where CEOs commit
to physical action to reduce pollution and conserve resources rather than attacking

the problem through “softer” approaches such as incorporating it in communication

and branding strategies. CEOs in India rate invest in new technologies to reduce both
environmental impact and exposure to resource scarcity as their number three strategy and
reduce consumption of energy, water, and other scarce resources at number four. Even their
counterparts in China, where pollution has forced major cities such as Beijing and Harbin to
declare emergencies and restrict services, favor the softer approach. Reduce consumption
of energy, water, and other scarce resources comes last in China. It is also last or near the
bottom globally and in the United States, Asia, and Latin America. Only in Europe does this
strategy rank in the top five. The other regions look to manage their sustainability efforts
through branding, incorporating into corporate values, or stakeholder engagement.

India and China—differing concerns: CEOs in two of the world’s fastest-growing emerging
markets have disparate views of the hot-button issues facing their organizations. CEOs in
China are mostly concerned about the financial instability in their own country, while India’s
CEOs are ambivalent to the issue—they rank it thirteenth on their list. However, they are

far more concerned about Europe as a market, giving depression in Europe the fourth spot.
Their top concern is currency volatility, which features less prominently in China, where the
currency is more stable and less dependent on the movement of the US dollar. Also CEOs in
China are more concerned about labor relations than their counterparts in India are. Big data
analytics, does, however, feature highly on both their agendas.
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* Leadership attributes: As Asia businesses expand across borders, CEOs in the region
believe global thinking/mind-set will be a critical attribute for future leaders. They give it
the highest ranking by far compared to their global peers, who may be more confident that
this trait is already present in their leadership bench. It is second in Asia but no higher than
seventh anywhere else. To underscore the importance of innovation to the future, they rank
entrepreneurial mind-set as the top attribute required of future leaders in the region. Change
leadership, integrity, and managing complexity round out the top five.

“So, when we’re talking about talent or lack of talent, for many organizations
and for ours, too—it creates a barrier to growth. In other words, growth is very
dependent on the talent that we have. So, if we have good talent available,
then we seem to achieve a lot more.”

Lee Weng Chong, President - Asia Pacific, Trelleborg Sealing Solutions

Social Media in Asia Underappreciated

Of all regions and countries in the survey, attention to social media is lowest

in Asia—by a considerable margin. In Asia, social media-related strategies are

near the bottom of the lists for most relevant challenges: use social media and

new communication technologies is the twelfth-ranked strategy for Customer
Relationships (eighth in the United States, tenth in Europe and Latin America) and
eleventh in Asia for Brand and Corporate Reputation (number two in Europe, third
in the United States, and fourth in Latin America). Encourage use of social media for
talent recruitment and acquisition is ranked nineteenth in Asia for Human Capital
(though it seems few CEQOs “get” social media in the HC space—it ranks no higher
than seventeenth anywhere). Use social media tools for internal knowledge sharing is
number twelve in Asia for Innovation (same as in the United States and Europe and
one rank worse than Latin America). For Trust in Business, better manage use of
social media is ranked eighteenth in Asia, but fourth in Europe and tied for tenth in
the United States, though it is near the bottom in Latin America.

Social media management does present organizational challenges for business.
Companies are seeing a convergence of the public relations, marketing, customer
experience, corporate communications, and human resources functions—all of
which play some role in communicating through social media. Unifying the message
and managing social media effectively means breaking down internal silos, a task
CEOs know is not easy. Also in China, government censorship of social media is

a dampener.
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The concern over Human Capital reflects a still competitive labor market in the region; CEOs in China are
focused on /nnovation to move up the value chain; Singapore is looking to raise its global business profile

Global Asia China India Australia Singapore Eg:g Thailand
N=1,020 CHALLENGES 2014 N=479 N=139 N=47 N=82 N=88 N=27 N=39
1 Human capital 1 2 1 3 1 1 1
2 Customer relationships 4 5 5 1 3 2 T3
T3 Innovation 2 1 4 5 4 4 T3
T3 Operational excellence 3 3 2 2 2 3 2
5 Corporate brand and reputation 5 6 T8 4 Té 5 9
6 Global political /economic risk T6 7 3 8 9 9 5
7 Government regulation 8 9 6 6 T6 7 8
8 Sustainability Té 4 T8 7 8 10 7
9 Global/international expansion T9 10 7 10 5 6 6
10 Trust in business T9 8 10 9 10 8 10

N=Number of overall responses. The response rate varies for each challenge. Each score represents the mean of the ranks given the challenge.
For information about how the scores were created, see “About the 2014 Survey” on page 73. T=Tie.

CEOs in India and China have very different hot-button issues

Asia China India
N=457 HOT-BUTTON ISSUES 2014 N=139 N=47
1 Financial instability in China 1 13
2 Currency volatility 6 1
3 Big data analytics 2 2
4 Diversity in our leadership ranks 5 3
5 Labor relations 3 7
6 Activist shareholders/stakeholders 4 8
7 Economic depression in Europe 10 4
8 Volatility in energy markets 12 6
Complying with government

9 regulations on bribery and 7 5
corruption

10 Physmal redesign of corporate 11 10
offices (open plan)

1 Cybersecurity 8 9

12 Health care benefits for employees 9 14

13 Hurpan rights risk in our supply 1 11
chain

NR Public demand for closing 13 12

corporate tax loopholes

N=Number of overall responses. The response rate varies for each challenge. Each
score represents the mean of the ranks given the challenge. For information about how
the scores were created, see “About the 2014 Survey” on page 73. NR=Strategy was
not ranked by any of the respondents.
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CEOs in Latin America see
Operational Excellence and
Human Capital as key growth
drivers

Latin
America
N=114 CHALLENGES 2014

1 Operational excellence

2 Human capital

3 Customer relationships

4 Innovation

5 Government regulation

6 Global political /economic
risk

7 Global/international
expansion

8 Corporate brand and
reputation

9 Trust in business

10 Sustainability

N=Number of overall responses. The
response rate varies for each challenge.
Each score represents the mean of the ranks
given the challenge. For information about
how the scores were created, see “About the
2014 Survey” on page 73.
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LATIN AMERICA
Gaining Efficiencies and Sustainable Growth by Focusing
on Excellence in Execution

During the 2000s, the major Latin American economies have seen an impressive
strengthening of their economic and business environment. External factors, such as the
rise in demand for commodities from China, have certainly helped. However, in contrast
to previous growth booms, most Latin American economies (with the notable exceptions
of Argentina and Venezuela) have seen important structural reforms in key markets such
as manufacturing, retail, transportation, and infrastructure that have created a more
conducive environment for competition, productivity, and growth.

In addition, social programs in education and health care have helped to significantly
reduce poverty in several Latin American countries. While inequality in terms of income
and especially access to education and capital remains a key concern, the tide has lifted
all boats more than during previous growth booms. As a result, more jobs and higher
incomes have made domestic demand a more important driver of growth.

However, for many Latin American economies the easiest basic reforms have already
been achieved. Now the tougher reforms need to happen; for example, in labor markets
(rebalancing the protection of those with a job with the lack of access for those
without), simplifying tax codes, and reforms in strategic sectors such as energy and
telecommunications. Indeed labor relations is ranked as the top hot-button issue for
CEOs in Latin America, something not seen in any of the other regions.

Clearly visible from the view of CEOs in Latin America—which is being included as

a separate region for the first time this year—is the need for greater efficiency and
productivity of firms. They make Operational Excellence their top challenge selection,
followed by Human Capital. They, like their peers in other regions, are emphasizing the
importance of the customer (Customer Relationships is third) and Innovation (fourth).
Again, these challenges are primarily approached through the lens of strengthening
Human Capital. They along with their counterparts in the United States rank
Government Regulation at number five.

However, CEOs in Latin America cannot only focus internally; the push for better
business results means dealing effectively with a uniquely challenging external regional
environment. While including Government Regulation in its top five challenges, it is the
only region to have complying with government regulations on bribery and corruption in its
top five hot-button issues. Also currency volatility, which is the second hot-button issue
for CEOs in Latin America, points at the continued macroeconomic disruptions that
Latin American economies still experience from the global economy.

* Sustainability and reputation: CEOs in Latin America rank the Sustainability challenge
last—the lowest ranking of any region. Also there is less focus on Corporate Brand
and Reputation (a challenge that is easily linked to sustainability) in Latin America than
elsewhere. They rank it eight on the challenge list. It is fifth globally and cracks the top five in
both Asia and the United States.

* People and process driven: CEOs are looking at a mix of process and people-driven
strategies to meet the Operational Excellence challenge. Their top strategy is improve
our organizational agility/flexibility—itself a mix of people and process—followed by the
people-centered strategies of raise employee engagement to drive productivity and improve
performance and accountability of middle management. Tied to their concern over agility (and
their focus on customers) is their fourth-ranked strategy, improve speed to market. Rounding
out their top five is a desire to seek better alignment between strategy, objectives, and
organizational capabilities.
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Labor relations and currency
volatility are the two hot-button
issues keeping CEOs in Latin
America up at night

Latin
America
N=111  HOT BUTTON ISSUES 2014
1 Labor relations
2 Currency volatility
3 Diversity in our leadership

ranks

4 Big data analytics

Complying with
5 government regulations on
bribery and corruption

6 Cybersecurity

Economic depression in

7 Europe

8 Volatility in energy markets

9 Activist shareholders/
stakeholders

10 Financial instability in

China

Physical redesign of
1 corporate offices (open

plan)

Human rights risk in our

T12

supply chain

T12 Health care benefits for
employees

NR Public demand for closing

corporate tax loopholes

N=Number of overall responses. The
response rate varies for each challenge.
Each score represents the mean of the
ranks given the challenge. For information
about how the scores were created, see
“About the 2014 Survey” on page 73.
NR=Strategy was not ranked by any of the
respondents. T=Tie.
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Internal focus on talent strategies: Provide employee training and development topped the
list of strategies for the second-ranked challenge in Latin America of Human Capital. This
internal focus is clearly evident; only in this region are all of the top ten strategies inwardly
focused on both employees and leaders. Increase efforts to retain critical talent, improve
performance management processes and accountability, improve leadership development, and
improve effectiveness of front-line supervisors and managers round out the top five strategies.

Building an innovative culture: Culture is uppermost in the minds of Latin America’s CEOs
when it comes to fostering the conditions in which Innovation can thrive. Three of the top
five strategies for this challenge are people related; of note, CEOs in Latin America ranked
develop innovation skills for all employees more highly than did their counterparts elsewhere
in the world, indicating that in these emerging markets, fueling growth will take the collective
efforts of all employees. This is in contrast to other regions where CEOs select find, engage,
and incentivize key talent for innovation much more often for their top rank-and-file option.

Getting personally involved: CEOs are looking to lead by example in Latin America by
promising to personally engage with customers and lawmakers as part of their strategies
to meet both the Customer Relationships and Government Regulation challenges.
They rank engage personally with key customers/clients as their number four Customer
Relationships strategy and personally spend more time with regulators as their number
two Government Regulation strategy—the highest ranking globally.

Diversity concerns: Like CEOs across the globe, those in Latin America rank diversity in
our leadership ranks as a top hot-button issue (it is third after /labor relations and currency
volatility). The lack of women in key decision-making roles and, specifically, on corporate
boards, is a primary concern throughout the region. A 2013 report by the consultancy
McKinsey & Company, “Why Top Management Eludes Women in Latin America,” found
that the majority of respondents to their survey believe their regional cultures hinder
women’s career advancement. Women are often expected to balance work and family
responsibilities, are less consistently available outside of working hours, and are less able
to travel for work—all important factors for advancement. Furthermore, most respondents
believe women’s role as family caretakers often causes them to leave their jobs. That

this is a top hot-button issue should be encouraging for the advancement of women in
business in the region.

Compliance and regulation: Despite recent prosecutions and high-profile media
attention given to such anticorruption legislation as the US Foreign Corrupt Practices
Act and the UK Bribery Act, CEOs in Latin America are the only group to rank complying
with government regulations on bribery and corruption as a top five hot-button issue,
which is consistent with the relatively high ranking given to Government Regulation as
a big-picture challenge.

Leadership traits: /ntegrity is considered the most important attribute for future leaders
in Latin America, who also see leading change, developing talent, and managing complexity
as critical skills for tomorrow’s leaders. They are also the only regional group to rate
inspire innovation as a top-five future leadership trait.

“For us leadership development is a global investment. In times of
ambiguity and information overload it is necessary to have innovation
embedded in day-to-day thinking. It is not an extra thing. We have an
approach at the company called: 3D Leader --the leader must be a
manager, pragmatic with a focus on results; educator who develops the
team; and transformer who thinks differently and leads change.”

Ricardo Loureiro, President in Brazil and Managing Director for Latin America, Serasa Experian
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Brazil and Mexico: Can They Live Up to Their Star Billings?

After a remarkably long period of economic growth and
optimism, Brazil’s economy and society are once again suf-
fering the dual disappointments of unfulfilled promises and
missed opportunities. The movement that began with the
economic reforms in the 1990s, and significant investment
in social cohesion that lifted some 35 million Brazilians out
of poverty in the 2000s, has stalled yet again. In the past
three years, GDP growth has slowed significantly; it was
only about 2 percent in 2013.

Mexico in the meantime saw strong economic performance
during 2011 and 2012, along with the installation of the

new administration led by Enrique Pefia Nieto, which has
increased hopes that, after two decades of slow growth, the
country is finally making the transition to a higher growth
path. However, a disappointing 2013 performance—a growth
rate of less than 2 percent—has led to renewed concerns
about whether Mexico is again living up to its reputation as a
“perennial underachiever.”! Especially the performance of the
external sector has been disappointing, as the contributions
from remittances, foreign direct investment, and tourism to
Mexico’s GDP have all been under pressure in recent years.

Both Brazil and Mexico face similar problems with
inadequate infrastructure, a poorly educated labor force,
lack of innovation, and doubts about the ability of their
governments to make the necessary structural reforms
to set each country on a sustainable growth path. At

the heart of the concern is also the ability (and political
will) of the respective governments to make the required
infrastructure investments while ignoring vested interests.
Both countries are vulnerable to political and social
disruptions, and the issues of social justice and wage
inequality cannot be ignored.

Brazil’s road back to sustained growth will be bumpy. The
growth outlook for the Brazilian economy is not as strong as
in the previous decade, when it realized 4.5 percent growth
per year on average from 2005 to 2010. The growth pro-
jections for the remainder of the decade are between 2.5
and 3 percent, and the trend will not accelerate beyond 3
percent unless new sources of growth are activated in the
next few years. The country also runs a serious risk of falling
into the classic middle-income trap as it may not be able to
modernize its economic structure fast enough to be truly
competitive in a global environment

1 “Sefores, Start Your Engines,” The Economist, November 24, 2012.
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“We’ve seen some pretty dramatic shifts in
the last couple of years, even following the
so-called end of the recessionary period.
Brazil is an example of one market that has
experienced challenging economic forces
during the past few years. The concern is that
as economic circumstances decline, there’s a
stronger temptation for political intervention.
The combination of those things can change
the rules and the dynamics of business in
different parts of the world.”

Bill Gisel, Jr., President and Chief Executive Officer,

Rich Products Corporation

If Mexico takes full advantage of the North American Free
Trade Agreement accords and pursues both reform and
investments in tandem, it could break out of its pattern of
underachievement. Only recently, the amount of private
credit in the economy has started to grow beyond 25
percent of GDP, though still at less than half of India or
Brazil. Enhanced competitiveness and productivity will
lead to increasingly higher wages for workers, making
Mexico increasingly attractive not only as a central hub

in the global value chain but also as a destination market
for products and services and hence propel the growth of
domestic consumption.

Job creation remains key for both countries. Growth needs
to be increasingly based on productivity improvements to
encourage entrepreneurship and integrate informal sector
activity into their formal economies, and regulatory reform
needs to focus on clearer property rights and allow new busi-
ness to scale up and become eligible for long-term financing.
A good-faith effort to tackle red tape, corruption, and crime
could significantly reduce the cost of doing business and
lower barriers to growth and competitiveness in both coun-
tries. It would also help to limit the risk of social unrest and
political instability.

In the end, whether these two potential powerhouses
achieve their long-term potential depends on the tough
choices and political will of the governments in charge.
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CHALLENGES BY INDUSTRY
FINANCIAL SERVICES NO LONGER SHY

Government regulation less of a concern for financial services;
leadership diversity a hot-button issue in all three sectors

While CEOs across all industry groups generally agree on the top challenges they face
to achieve sustained growth, their hot-button issues show a range of concerns that
highlight the day-to-day tactical challenges peculiar to each sector. While Human
Capital is the top challenge in all three sectors—manufacturing, financial services, and
nonfinancial services—the strategies CEOs in each sector cite to meet that challenge
vary considerably.

* Challenge convergence: Human Capital, Customer Relationships, Innovation, and
Operational Excellence make the top five challenges in each sector. CEOs in the
manufacturing sector, where supply chains now stretch around the globe, rank Global/
International Expansion as their number five challenge.

® Calm after the storm: On a global basis, CEOs in the financial services sector are shaking
off the aftermath of the 2008 financial crisis, appearing to focus more on growth than
the defensive posture of previous years. Globally, Government Regulation, their number
one challenge in 2013, drops to number five in 2014, while Innovation, almost a dirty
word in financial circles following the global collapse, rises to number three from number
six in 2013 as financial industries develop new but less error-prone business models.
However, in the United States, CEOs in the financial services sector still rate Government
Regulation as their top challenge, and they are less enthusiastic about Innovation than their
peers globally.

Human Capital tops in all industry sectors: financial CEOs still challenged by the
regulatory environment

Financial Nonfinancial

Global Manufacturing services services
N=1,020 CHALLENGES 2014 N=292 N=106 N=564

1 Human capital 1 1 1

2 Customer relationships 4 2 2

T3 Innovation 2 3 4

T3 Operational excellence 3 4 3

5 Corporate brand and reputation 7 7 5

6 Global political/economic risk 6 6 7

7 Government regulation 9 5 6

8 Sustainability 8 8 8

9 Global/international expansion 5 10 9

10 Trust in business 10 9 10

N=Number of overall responses. The response rate varies for each challenge. Each score represents the mean of
the ranks given the challenge. For information about how the scores were created, see “About the 2014 Survey” on
page 73. T=Tie.
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The human capital link: CEOs in manufacturing rank Human Capital, Innovation, and
Operational Excellence as their top three challenges, reinforcing the notion that innovation
and true operational efficiency can only take place with an engaged and committed
workforce.

Data services: As a hot-button issue, big data analytics is number one in both the financial
and nonfinancial services sector. It ranks seventh in manufacturing, where the top concerns
are around currency and energy market volatility as well as labor relations.

Diversity mandate: The only hot-button issue to make the top five across all three sectors
is diversity in our leadership ranks, a requirement for effective growth in new and diverse
markets.

Honesty is a good policy: CEOs in both the financial and nonfinancial services sector rank
integrity as the top leadership attribute. CEOs in all three sectors rank /eading change as
number two.

Service sectors focus on big data; financial CEOs concerned about
cybersecurity issues

Financial Nonfinancial
Global Manufacturing services services
N=970 HOT-BUTTON ISSUES 2014 N=269 N=103 N=543

1 Big data analytics 7 1 1

2 Economic depression in Europe 2 6 4

3 Diversity in our leadership ranks 5 3 3

4 Currency volatility 1 5 7

5 Financial instability in China 6 4 2

6 Labor relations 4 7 5

7 Cybersecurity 1 2 6

8 Volatility in energy markets 3 12 10

9 Health care benefits for employees 10 T9 8

10 Activist shareholders/stakeholders 8 T9 9
Complying with government

1 regulations on bribery and 9 8 12
corruption

12 Physmal redesign of corporate 13 1 1
offices (open plan)

13 Human rights risk in our supply 12 13 13
chain

NR Public demand for closing NR NR NR

corporate tax loopholes
N=Number of overall responses. The response rate varies for each challenge. Each score represents the mean of

the ranks given the challenge. For information about how the scores were created, see “About the 2014 Survey” on
page 73. NR=Strategy was not ranked by any of the respondents. T=Tie.
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CHALLENGES BY COMPANY SIZE
BIG DATA NOT JUST FOR BIG FIRMS

Human Capital is the top challenge across three of the four revenue groups. However, the
largest companies, with revenues of US$5 billion and above, rank Human Capital fourth
(down from number one in 2013), with CEOs focusing first on Operational Excellence,
always a challenge in complex organizations spread across the globe. Their relatively low
ranking of Human Capital may be an indicator that the talent squeeze in some regions is
easing. Government Regulation, 2013’s number two challenge for the largest firms, drops
to sixth in 2014, in yet another indication that CEOs have come to terms with the global
regulatory environment.

* No more innovation gap: In 2013 there was considerable disparity in how CEOs of the
smallest and largest firms ranked Innovation. For 2014, Innovation has climbed in the
ratings among the largest firms, moving up from number five in 2013 to number three in
2014, the same ranking that smallest company CEOs give it this year.

* Sustainability—are we there yet? CEOs of the smallest firms give the highest ranking to
Sustainability as a challenge (tied for sixth) while CEOs of the largest firms rank it last,
which some CEOs suggest is an indication that the biggest firms believe they are getting a
better handle on sustainability overall within their organizations.

* IP protection: Only the largest firms have cybersecurity as a top-five hot-button issue,
which underscores their concern over intellectual property protection and the continuous
threat of internal and external espionage and theft of proprietary information in large
global organizations. The smaller the organization, the easier it is to maintain effective
cybersecurity practices.

* International market concerns: When it comes to hot-button issues, there is considerable
divergence between the smallest and largest revenue groups, with the largest firms most
concerned about economic depression in Europe, while the smallest firms, perhaps looking
to Asian markets (especially China) for accelerated growth, rate financial instability in China
as their top concern. Both are concerned about big data analytics, with the smallest firms
ranking it second and the largest third. Its selection ties back to the relatively high rank of
Customer Relationships (number two in each category) as a long-term challenge for both
small and large firms.
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Smaller firms see Human Capital as their top challenge; CEOs of larger firms see operational
efficiency and innovation as key growth drivers; global risk is also on their radar

Less than $100 million to  $1 billion to $5 billion
Global $100 million  under $1 billion under $5 billion  and above
N=1,020 CHALLENGES 2014 N=583 N=205 N=102 N=92

1 Human capital 1 1 1 4
2 Customer relationships 2 3 T5 2
T3 Innovation 3 4 2 3
T3 Operational excellence 4 2 3 1
5 Corporate brand and reputation 5 7 T5 8
6 Global political /economic risk T6 6 7 5
7 Government regulation 8 5 9 6
8 Sustainability Té 8 8 10
9 Global/international expansion 10 9 4 7
10 Trust in business 9 10 10 9

N=Number of overall responses. The response rate varies for each challenge. Each score represents the mean of the ranks given
the challenge. For information about how the scores were created, see “About the 2014 Survey” on page 73. T=Tie.

Smaller firms show concern over China’s possible financial stress;
cybersecurity is a critical issue for the largest firms

Less than $5 billion
Global $100 million and above
N=970 HOT-BUTTON ISSUES 2014 N=552 N=86

1 Big data analytics 2 3

2 Economic depression in Europe 5 1

3 Diversity in our leadership ranks T3 4

4 Currency volatility T3 5

5 Financial instability in China 1 6

6 Labor relations 6 9

7 Cybersecurity 8 2

8 Volatility in energy markets 10 8

9 Health care benefits for employees 7 10

10 Activist shareholders/stakeholders 9 1
Complying with government

1 regulations on bribery and 1 7
corruption

12 Physmal redesign of corporate 1 12
offices (open plan)

13 Human rights risk in our supply 13 13
chain

NR Public demand for closing NR NR

corporate tax loopholes

N=Number of overall responses. The response rate varies for each challenge. Each score
represents the mean of the ranks given the challenge. For information about how the scores were
created, see “About the 2014 Survey” on page 73. NR=Strategy was not ranked by any of the
respondents. T=Tie.
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1 Human capital

MEETING THE TOP CHALLENGES
AN ENGAGED AND MOTIVATED STAFF ALONG
WITH CLEAR ORGANIZATIONAL ALIGNMENT
ARE CRITICAL STRATEGIC ELEMENTS TO MEET
CEOS’ TOP CHALLENGES

Top Five Strategies to Meet the Top Five Challenges

2 Customer
relationships

3 Innovation

4 Operational

excellence

5 Corporate brand

and reputation

Provide employee
training and
development

Sharpen understanding
of customer/client
needs

Create culture of
innovation by promoting
and rewarding
entrepreneurship and
risk taking

Seek better alignment
between strategy,
objectives, and
organizational
capabilities

Communicate
corporate values to
customers and key
stakeholders

Raise employee
engagement

Enhance quality of
products/services

Apply new technologies
(product, process,
information, etc.)

Improve our
organizational agility/
flexibility

Enhance quality
of products and
processes

Improve performance
management processes
and accountability

Engage personally with
key customers/clients

Find, engage, and
incentivize key talent
for innovation

Raise employee
engagement to drive
productivity

Increase investment
in corporate brand
communication
externally

Increase efforts to
retain critical talent

Tailor marketing,
promotion, and
communications
campaigns to key
customer needs

Engage in strategic
alliances with
customers, suppliers,
and/or other business
partners

Improve performance
and accountability of
senior management

Use social media and
new communication
technologies

Improve leadership
development programs

Broaden range of
products/services

Develop innovation
skills for all employees

Improve performance
and accountability of
middle management

Improve alignment of
business practices/
management behavior
with corporate values
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1 HUMAN CAPITAL

The Critical Link to Enterprise Performance

HUMAN . United Latin . .
CAPITAL Global Asia Europe States America China India

In addition to being the top-ranked challenge globally, Human Capital is closely linked
to the next three top challenges—Customer Relationships, Innovation, and Operational
Excellence—in that a talented, engaged, and properly motivated workforce is critical
to success. It is, in essence, the thread that runs through the other top challenges and
forms the basis for strategic action.

Human Capital is the number one challenge in both Asia and Europe and number two
in the United States and Latin America. CEOs in India also rank it their most critical
challenge, while their peers in China rank it second after Innovation, just as they did
last year.

While response numbers are smaller, Human Capital is the first- or second-ranked
challenge for CEOs in developed economies like Canada, Hong Kong, Singapore, and
the United Kingdom as well as in the emerging markets of Brazil, Colombia, India,
Malaysia, Peru, and Thailand.

“If we don’t have a highly engaged workforce and we don’t give people
latitude or don’t give them enough scope to grow and learn, they just find
another place to grow and learn.”

Ramakrishnan Mukundan, Managing Director and Chief Executive Officer, Tata Chemicals Limited

* Toward a performance culture: Performance management is a critical “top five” strategy
to address the Human Capital challenge in every region except Europe. Throughout Asia,
especially in China, staff and leader performance and accountability are top of mind as
CEOs there look at how to counter the slowing productivity trend and improve performance
to move up the global value chain. Improve performance management processes and
accountability is number one in Asia, up from number seven in 2013. It’s also number
one in slower-growing China. It ranks third in Latin America, but appears lower down the
strategy list in the United States at number four. It receives its lowest ranking in Europe
at number eight—a surprise in a region that must improve productivity to emerge from
recession. Underscoring the Asian focus on performance, enhance effectiveness of the
senior management team is fourth in that region and second in China but sixth in Europe.
Improve effectiveness of front-line supervisors and managers is seventh in Asia, sixth in
China, and a lowly fourteenth in Europe. The importance of developing a performance culture
is underscored by the high rankings of performance management and accountability for
senior and middle management when it comes to addressing the challenge of Operational
Excellence as well.
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Leadership Matters

This year, CEOs were asked to identify the leadership attributes and behaviors they
believed critical to future success. There is a great deal of convergence about what

it means to be an effective leader in any region, with the global top five found in each
region; the five attributes or behaviors are: integrity, leading change, managing complexity,
entrepreneurial mind-set, and retaining and developing talent. Regional differences include
CEOs in Europe and the United States who believe in the greater value of articulating

a vision and CEOs in Latin America who believe that to inspire innovation is a winning
strategy. Asia CEOs selected global thinking/mind-set as a key quality for leaders,
perhaps in line with the cultural nuances necessary to be an effective leader in the heady
mix of cultures in Asia even if global expansion is less of a priority this year.

Future leadership attributes reflect the future business focus in each region; integrity,
leading change, and managing complexity are foundational for any future leader

United Latin
Global LEADERSHIP ATTRIBUTES AND Asia Europe States America
N=1,018 BEHAVIORS 2014 N=477 N=105 N=233 N=114
1 Integrity T4 1 2 1
2 Leading change 3 S 1 2
3 Managing complexity T4 2 & 4
4 Entrepreneurial mind-set 1 5) 6 7
5 Retaining and developing talent 6 17 5 3
6 Global thinking/mind-set 2 17 T9 10
7 Articulating a vision 14 4 9
8 Inspire innovation 8 6 7 5
9 Learning agility 7 12 8 1
10 Collaboration 9 T10 T9 12
1 Creativity 12 9 12 6
12 Self-awareness 13 T15 T9 15
T13 Focus on sustainability T10 T10 T14 14
T13 Influence skills T10 T15 13 8
T15 Cultural sensitivity 16 13 T14 13
T15 Building networks 15 14 T14 16
17 Address government regulation 17 NR 17 17

N=Number of overall responses. NR=Strategy was not ranked by any of the respondents. T=Tie.
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* Inward-looking talent strategies: On a global basis, nine of the top ten strategies selected
by CEOs to tackle their Human Capital challenges—provide employee training and
development, raise employee engagement, improve performance management processes
and accountability, increase efforts to retain critical talent, improve leadership development
programs, focus on internally developed key roles, enhance effectiveness of the senior
management team, improve effectiveness of front-line supervisors and managers, and
improve succession planning for current and future needs—are all internally focused and
put an emphasis on current employees and their leaders. Four were also in the top five in
last year’s survey, indicating that there is a “stay the course” mentality when it comes to
people-related matters.

* Employee engagement continues to gain momentum: As a Human Capital strategy, raise
employee engagement, which was ranked third in 2013 (up from eighth in 2012), is now
second on a global basis. Regionally, this trend holds true as well with a move upward of
seven spots in Europe (from fifteenth to a tie for eighth in 2013) to second rank this year. In
the United States, it is now the top-ranked strategy after being at number four for two years
in a row, and it has also reached the top spot in India.

° Motivate workers to meet other challenges: Underscoring the importance of employee
engagement as a strategy in the minds of CEOs, the top strategy for the challenge of
Operational Excellence is raise employee engagement and productivity. Again this year, a
critical strategy to meet the challenge of Innovation is find, engage, and incentivize key talent
for innovation, followed by develop innovation skills for all employees in fifth place. Trumping
all of the strategies for this challenge is create culture of innovation by promoting and
rewarding entrepreneurship and risk taking at number one.

* More leaders needed: Improve leadership development programs, which had dropped from
second as a strategy in 2012 to tenth in 2013, now sees a resurgence as the fifth strategy
globally in the current survey. Looking for strong leadership to guide organizations through
Europe’s underperforming economy, CEOs in that region give it a number one ranking. It also
cracks the top-five strategy list in Latin America at number four.

° Data disconnect: In what appears to be a disconnect between big data-hungry CEOs and
those responsible for talent management, the strategy most closely tied to human capital
analytics (require the use of analytics to articulate the business impact of key human capital
initiatives and programs) finishes at the bottom of the heap globally among CEOs and is
little changed in other regions. Although human capital professionals continue to tout such
analytics as a critical factor in helping their function contribute to business success, CEOs
simply don’t share that view. Also the HR function has not done a very good job preparing
people to manage the analytics side of the business.

* Hiring of key talent from outside is out of fashion: It appears that hire more talent on the
open market continues to lose favor as a strategy to meet the Human Capital challenge as
organizations focus on building a talent pipeline from within. In Asia it drops to twelfth from
ninth in 2013. In Europe it drops to tenth from seventh, and in the United States it is ninth,
down from the sixth spot the previous year. It ranks eleventh in Latin America, India, and
China. The shift of focus to internal development in a talent-scarce market makes sense.
Not surprisingly, CEOs in China give the highest strategy ranking of any region or country
to redesign financial rewards and incentives at number three.
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* Shunning contract workers: Despite the growth of contract workers in both the United
States and Europe and the apparent willingness of new generations of workers to embrace
nontraditional work arrangements, CEOs in the United States, Europe, Latin America, and
Asia do not place a high value on the strategy to increase the use of contractual or contingent
workers as a viable measure to cope with talent shortages. A tightening of the laws regarding
contact workers in China has also dampened enthusiasm for this strategy, while CEOs in
India have it tied for nineteenth as a Human Capital strategy.

* Expat, go home: The use of expats is decidedly not a top strategy when it comes to the
Global/International Expansion challenge. /ncrease the use of expats to manage businesses
locally is one of the lower-ranked strategies to meet the expansion challenge, while develop
local management talent for top roles is number two globally and is a relatively highly rated
strategy across the regions.

* Unconventional strategies: CEOs in the financial services sector are looking to outside
hires and nontraditional talent pools to meet their human capital needs. They rank expand
talent pools by recruiting nontraditional workers as their number two Human Capital
strategy (it is twentieth in manufacturing and fifteenth in nonfinancial services) and hire
more talent on the open market at number four (thirteenth in manufacturing and twelfth in
nonfinancial services).

* Grow your own for small firms: The smallest firms are looking to employee training and
internal development as the answer to their human capital needs, while CEOs in the largest
firms are more focused on leadership development and succession planning. Small-firm
CEOs rank focus on internally developed talent to fill key roles as their number two strategy,
while big-firm CEOs have it fifteenth.

“| also believe—and I’'ve worked in Anglo-American, German, and emerging
markets—that the art is not to create the perfect manager with all the
versatility and skills, but rather to equip leaders with the skills to identify
complementary teams. The art is to put leadership teams together which can
outperform the competition through collaboration, not creating two or three
individuals who are the best leaders with all the right traits.”

Franz-Josef Schurmann, Country Head, Infosys Germany

40 RESEARCH REPORT THE CONFERENCE BOARD CEO CHALLENGE 2014 www.conferenceboard.org



Performance Management 3.0

The evolution of performance management (PM)
processes in large enterprises continues to be unsure
and episodic at best. A recent survey of 110 organizations
conducted by The Conference Board highlights serious
issues regarding the contribution PM processes make

to overall business performance. There is a need for
greater “signal strength” from the information generated
in the feedback process so that it becomes more
actionable knowledge.

Survey results show:

* Almost 80 percent of respondents still assess
performance only on an annual basis, despite operating
in dynamic environments with changing business
strategies where more frequent assessment makes
good business sense.

* Only about one-third of human capital professionals
agree that their PM processes significantly help their
organizations’ business performance. Earlier surveys by
other researchers have found equally lukewarm results.

* Slightly more than one-half of respondents say they
are displeased with their current PM processes, and
more than two-thirds have significant changes under
way. While the challenges associated with making
scaling or calibration changes can be formidable in a
global organization, even modest improvements can
pay dividends.

* The PM process is not tightly linked and integrated
with other core HC practices and processes used
in the business. For example, the use of teams as
the basic unit for getting work done is widespread in
many organizations, yet 39 percent of participants
disagreed or strongly disagreed that their PM processes
accommodated difference due to individual versus
team-based effort.

Survey data also suggest a mismatch between
expectations and process design. As a result, the
process cannot be as supportive of adaptive change as
possible, particularly at a time when the global workplace
is changing so rapidly. The evolution from PM 1.0—the
classic top-down, HR-driven process—to PM 2.0,

where two-way information exchange occurs with line
management ownership, is slow at best.
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Some modest movement toward PM 2.0 is occur-

ring. There is a definite movement away from forced or
“stacked” rankings, for example, which proved damag-

ing for talent retention in some companies. Others have
streamlined reporting requirements to give more room for
constructive face-to-face dialogue and increased the num-
ber of times each year those conversations occur. Some
organizations have improved manager and employee train-
ing, particularly on how to give and receive feedback in
“crucial conversations” to increase feedback richness.

Nonetheless, there are important reasons to work much
harder to better integrate the individual-level PM process
with other human capital practices such as selection, suc-
cession planning, and leadership development while also
better feeding knowledge up the organization—what we call
horizontal integration and vertical integration, respectively.
Performance management as a critical HC practice has to
support both overall HC performance and enterprise-level
business performance. This is PM 3.0, the next generation
performance management process still in infancy.

Evolving to PM 3.0 requires companies to:

* Encourage and capture rich information through
frequent, focused dialogues and conversations between
line managers and employees about performance
and the factors present in the workplace that affect
performance;

* Assure that the captured information is linked
horizontally to other human capital practices that both
seamlessly support employee development and improve
the delivery of those human capital practices for the
larger organization; and

* Create appropriate, high-business-value metrics and
analytic tools to move the captured information up the
organization to provide actionable knowledge for decision
makers about issues, trends, opportunities, and chal-
lenges that impact overall business performance.

A huge opportunity is being missed for having one of

the most critical knowledge-generating processes in the
organization effectively contribute to enterprise-level
business performance.

Source: Joseph McCann, Performance Management 3.0: Building Performance

Management Systems for the Emerging Workplace, The Conference Board,
Research Report 1525, July 2013.
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The DNA of Leaders: What Makes Them Great Leaders and How You Can Develop

Them to Reach Their Full Potential

Companies known for consistently developing great
leaders—whether determined by financial performance,
employee metrics, or comparisons with their peers—can
be assumed to have much in common:

* aclarity of vision about what strong leaders need to be
and to do (both now and in the future) that is intricately
linked to core values;

* adeeply involved senior leadership team;
* holistic, systematic processes; and

* dedicated professionals who will lead the hard work of
forging leaders in a turbulent environment.

DNA of Leaders: Leadership Development Secrets,

a report by The Conference Board, is the result of a
research study to define the characteristics—the DNA, if
you will—of successful leaders. What are the elements of
leadership development programs at companies for great
leadership? To answer this question, the authors created
a list of companies that had appeared at least once in the
past two years in one of three different annual rankings
of top leadership companies. Of the 60 companies that
were identified and contacted using this list, 19 agreed
to participate in a survey. Out of the 19, 17 also agreed

to engage in follow-up interviews and provide the basis
for case studies. Finally, the authors fielded a different
survey for 92 business-line executives and human capital
executives who lead development efforts at some of the
world’s most reputable companies for leadership.

Among the 17 companies that fully participated in this
study, we found:

* While global thinking/mind-set was the attribute they
selected as most critical for successful global leaders,
collaboration and integrity are also considered critical
attributes.

* Regional differences in leadership, while nuanced, still
matter. Respondents to the survey indicate integrity and
leading change as the top two attributes for regional
leaders.

* Based on the case studies, the operating model for
leaders, especially for regional ones, has evolved from
strict rules to a “freedom in a framework” paradigm

RESEARCH REPORT THE CONFERENCE BOARD CEO CHALLENGE 2014

that relies on guiding principles to increase local market
success and foster an entrepreneurial mind-set.

Leadership development programs and processes are
evolving. More specifically, they are being streamlined,
simplified, and becoming even more closely aligned with
corporate values.

The success of leadership development programs and
processes is increasingly measured by business linkage
and impact.

In addition to case studies and a literature review, the
report also provides the common characteristics of
leadership—the 23 pairs in the DNA helix, if you will—
that are easy to describe but difficult to do.

1

Visionary There is clarity and consistency about the
kind of leaders they must develop, they review and
continually update their leadership models to meet
changing business needs, and most (13 out of 19) have
“refreshed” their leadership models within the past
three years. They identify, develop, and consistently
drive adherence to core behaviors and competencies
expected of leaders.

Process oriented Successful processes are in place
to identify talent early in their careers, and they
implement programs to increase visibility and identify
candidates several levels down in an effort to find high
potentials early.

Values driven Customized in-house initiatives
and programs that are focused on action learning,
underpinned by the company’s core values and
developed for the individuals they target.

Operationally excellent Relentless, continual
improvement processes underscore the programs, and
changes are made to improve quality and impact.

Data driven Reliance on data to evaluate success by
business results is a hallmark of these companies. They
use advanced human capital analytics to determine
candidates’ fit for key roles.

Collaborative Openness, transparency, and seeking
mutual benefit are cherished values, and the companies
share programs with customers, suppliers, and other
stakeholders to “bring the outside in.”

continued on next page
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The DNA of Leaders: What Makes Them Great Leaders and How You Can Develop Them to Reach Their Full Potential

(continued)

7 Leader led Senior leaders “own” and “drive” leadership
processes and initiatives. Virtually all of the case study
companies surveyed reported senior leaders who are
“highly involved” in the process in such activities as the
initial design of programs, speaking and/or facilitating
programs, serving as a mentor (either formally or infor-
mally), serving as a champion for special programs, and
participating in succession management conversations.

8 Integrated Leadership development processes and
programs are embedded in the organizational DNA and
culture, the leadership model is institutionalized, and all
internal and external processes are aligned to reinforce
(both internally and externally) the organization’s
commitment to create a consistent leadership brand.

9 Globally focused There is a mantra of a “global
mind-set” at all levels and functions, and it is seen as
the critical quality for global leaders.

10 Cross-functional Proactive, “intentional” lateral
opportunities are used to develop cross-functional
capabilities.

11 Diverse There are robust, integrated processes
(internally and externally) to identify, recruit, and
develop diverse talent; and most companies (14 out of
19) have different approaches to identify, select, and
support women and minorities in their programs.

12 Intentional The use of intentional, systematic, corpo-
rate-led activities around the “three e’s” (exposure,
education, and experience) for identified talent with

active involvement of senior leaders is common.

13 Future focused There is a relentless focus on the future,
and the companies ensure a sustainable talent pipe-
line through strategic and highly advanced workforce
planning (SWP), and there are processes to identify key
openings and potential candidates in advance.

14 Mobile The use of global assignments to expose leaders
to new regions was common, and several companies
now require experience abroad for advancement.

15 Action oriented One of the most common approaches
was the creative and consistent use of customized rota-
tions to increase cross-functional knowledge. As leaders
move through the ranks, the emphasis shifts to on-the-
job and action learning from formal or classroom training.
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16 Flexible There is targeted support for “leaders at
all levels” through different programs, instead of a
one-size-fits-all approach through the creation of
specific programs for senior executives, high potentials,
and lower-ranking employees that span across or within
functions.

17 Adaptive Adaptation of common best practices to
specific organizational needs and business strategies
was the preferred mode rather than completely
reinventing the wheel.

18 Holistic Companies promote a holistic approach to
leadership development as an ongoing process, they
integrate their leadership development efforts into
other elements of talent management and into business
strategy (which is the case in 17 of the 19 companies),
and what is done to develop leaders is just as much
a part of the organization’s DNA as new product
development.

19 Big The scale is large enough in terms of employees
and global footprint to be able to rotate leaders through
cross-functional/cross-regional roles without significant
risk to the business.

20 Mature For the most part, these companies are long-
term players that take the long view. Over the years,
they have tried and failed, regrouped and relaunched,
and, through it all, remained resilient.

21 Savvy They have sophisticated systems and processes
but many have, or are in the process of, simplifying and
streamlining models and leadership frameworks. In
doing so, they have become more focused and targeted.

22 Bold These companies are willing to take risks, to
be unafraid, and to be different. Rather than being
preoccupied by the latest trends, they focus on what’s
best for their unique business models.

23 Humble These executives are quick to point out that
the journey is not finished, that they have much to
improve on, and that they are not resting on past
accomplishments but rather striving to better serve
their companies and leaders.

Source: Rebecca Ray and David Learmond, DNA of Leaders: Leadership

Development Secrets, The Conference Board, Research Report 1530,
August 2013.
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CEOs in Asia focus on performance management and leader effectiviness; CEOs in Europe stress leadership
development; US looks to employee engagement to spur growth

United Latin
Global Asia Europe States America China India
N=738 HUMAN CAPITAL STRATEGIES 2014 N=335 N=72 N=169 N=95 N=90 N=38
1 Provide employee training and development 2 T4 2 1 5 3
2 Raise employee engagement 5 2 1 6 8 1
3 Lngzﬁapbe”riit’?rmance management processes and 1 8 4 3 1 5
4 Increase efforts to retain critical talent 6 3 T5 2 4 2
5 Improve leadership development programs 1 1 5 4 10 T6
6 Focus on internally developed talent to fill key roles 3 7 10 7 7 10
7 Enhance effectiveness of the senior management team 4 6 3 8 2 4
8 Improve effectiveness of front-line supervisors and managers 17 14 7 5 6 8
9 Lrn;z;z\t/iaclzgp;orate brand and employee value propositions to 17 T2 12 13 9 16
10 Improve succession planning for current and future needs 10 T10 8 9 15 Té
1 Hire more talent in the open market 12 T10 9 1 1 1
12 Redesign financial rewards and incentives 9 19 13 12 3 12
13 Promote and reward entrepreneurship and risk taking 13 13 1 10 12 9
14 Increase diversity and cross-cultural competencies 14 9 T15 17 14 T14
15 Expand talent pools by recruiting nontraditional workers 17 12 18 19 18 T14
16 Invest in education systems to improve workforce readiness 18 T17 14 15 17 13
17 Pay more attention to labor relations issues 15 16 21 16 13 T19
18 Manage multigenerational workforce T20 15 20 14 T20 22
o fuereseomMieoIMEStES v w61
T20 Increase the use of contractual or contingent workers T20 T21 T15 21 22 T19
1720 Ezgziusri;%i use of social media for talent recruitment and 19 T17 19 22 19 18
22 Decrease the use of contractual or contingent workers T20 20 22 20 T20 T19

N=Number of overall responses. The response rate varies for each challenge. Each score represents the mean of the ranks given the challenge. For information about
how the scores were created, see “About the 2014 Survey” on page 73. T=Tie.
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Financial services CEOs looking at outside hires and expanded nontraditional talent pools to fill
their human capital needs

Financial Nonfinancial
Global Manufacturing Services Services
N=738 HUMAN CAPITAL STRATEGIES 2014 N=213 N=76 N=413
1 Provide employee training and development 4 17 1
2 Raise employee engagement 1 6 6
Improve performance management processes and
3 - 5 1 3
accountability
4 Increase efforts to retain critical talent 2 17 5
5 Improve leadership development programs 3 3 7
6 Focus on internally developed talent to fill key roles 10 14 2
7 Enhance effectiveness of the senior management team 6 9 4
8 Improve effectiveness of front-line supervisors and managers 7 12 8
Improve corporate brand and employee value propositions to
9 8 " 9
attract talent
10 Improve succession planning for current and future needs 9 10 10
1 Hire more talent in the open market 13 4 12
12 Redesign financial rewards and incentives 12 16 "
13 Promote and reward entrepreneurship and risk taking 14 13 13
14 Increase diversity and cross-cultural competencies 1 15 16
15 Expand talent pools by recruiting nontraditional workers 20 2 15
16 Invest in education systems to improve workforce readiness 16 17 14
17 Pay more attention to labor relations issues 15 T18 T19
18 Manage multigenerational workforce T18 5 21
Require the use of analytics to articulate the business impact
19 e 17 20 18
of key human capital initiatives and programs
T20 Increase the use of contractual or contingent workers T21 T18 17
720 Enco_ur'a'ge use of social media for talent recruitment and T18 21 19
acquisition
22 Decrease the use of contractual or contingent workers T21 NR 22

N=Number of overall responses. The response rate varies for each challenge. Each score represents the mean of the ranks given the challenge.
For information about how the scores were created, see “About the 2014 Survey” on page 73. NR=Strategy was not ranked by any of the
respondents. T=Tie.
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Smallest firms looking to employee training and internal development as the answer
to their human capital needs; CEOs in the biggest firms are focused on leadership
development and succession planning

Less than $5 billion
Global $100 million and above
N=738 HUMAN CAPITAL STRATEGIES 2014 N=396 N=70
1 Provide employee training and development 1 T3
2 Raise employee engagement 5 7
Improve performance management processes and
3 . 3 2
accountability
4 Increase efforts to retain critical talent 7 12
5 Improve leadership development programs 10 1
6 Focus on internally developed talent to fill key roles 2 15
7 Enhance effectiveness of the senior management team 4 14
8 Improve effectiveness of front-line supervisors and 6 13
managers
Improve corporate brand and employee value propositions
9 8 T9
to attract talent
10 Improve succession planning for current and future needs 9 T3
1 Hire more talent in the open market 1 5
12 Redesign financial rewards and incentives 12 17
13 Promote and reward entrepreneurship and risk taking 13 T9
14 Increase diversity and cross-cultural competencies T15 1
15 Expand talent pools by recruiting nontraditional workers T15 6
16 Invest in education systems to improve workforce readiness 14 16
17 Pay more attention to labor relations issues 17 19
18 Manage multigenerational workforce 21 8
Require the use of analytics to articulate the business
19 . e 18 21
impact of key human capital initiatives and programs
T20  Increase the use of contractual or contingent workers 20 20
720 Enco.ur.a.ge use of social media for talent recruitment and 19 18
acquisition
22 Decrease the use of contractual or contingent workers 22 NR

N=Number of overall responses. The response rate varies for each challenge. Each score represents the mean of the
ranks given the challenge. For information about how the scores were created, see “About the 2014 Survey” on page 73.
NR=Strategy was not ranked by any of the respondents. T=Tie.
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2 CUSTOMER RELATIONSHIPS

Rise of the Value-Conscious Customer

CUSTOMER . United Latin . .
RELATIONSHIPS [ SE ECE States  America Sl Ll

It looks like 2014 is the year customers are finally getting their due. CEOs around the
globe appear to have refocused on the importance of customers and their relationship
with them. In many regions, especially in emerging markets, the key to future growth
(and survival) centers on connecting with the emerging middle class and their changing
needs as more sophisticated and quality- and value-conscious consumers. More and
more people want a better quality of life—and two cars, air conditioners, an SUV, and
a big-screen TV. The aspirational part of consumer demand is growing, especially in
countries such as China and India.

Globally CEOs rank Customer Relationships as their second most critical challenge
after Human Capital. Even in China, a country not particularly well known for its
customer-centric approach to business, CEOs rank Customer Relationships as a top-five
challenge—recognition that growth and market share will be harder to win as the
economy slows. While jumping to the number two spot globally, Customer Relationships
also moves up the ranks in the regions, jumping to number one in the United States
from number three in 2013 and number six in 2012. It moves up one spot to fourth in
both Europe and Asia (up from eighth in Asia in 2012; it was sixth in Europe in 2012). In
China and India as well, it moved up one spot in the rankings to number five. In Latin
America, CEOs see it as their third most critical challenge.

More importantly, CEOs speak of a clear shift in the nature of the relationship with
customers. On the business-to-business side, it is moving from a relationship-based
culture to a value-driven one. While relationships are still important, you have to prove
constantly that you are bringing value—an edge—to your customers. It is no longer
just about quality products or services; it is about exceeding the customer’s very high
expectations—and customers have long memories. The supplier-buyer relationship is
evolving to more of a partnership that is centered on strategic goals (sustainability, for
example, to make the supply chain less carbon-intensive) rather than just financial ones.

On the business-to-consumer side, as traditional brick-and-mortar retail gives way to
online shopping around the world, sellers need more than ever to concentrate on their
customers. While big data—a top hot-button issue for CEOs globally and especially in
the United States—is critical to efficiently targeting customers and clients, there is a
tendency (as exhibited by the low ranking of incenting customer-facing employees as a
strategy to meet the Customer Relationships challenge) to lose focus on the “high-touch”
part of customer relations. In Asia especially, the combination of “high tech” and “high
touch” is a cultural imperative.
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“They [our customers] are desperately looking for partners who are insight
providers rather than just suppliers able to do the job. They’re also ready to
experiment and innovate with you. I’'ve seen more receptivity in the last year
to new ideas and saying ‘let’s just try this’ than I've ever seen in my career.”

George Barrett, Chairman and CEO, Cardinal Health

“It’s been a steady change. Ever since the onset of the Great Recession,
we’ve seen increasing pressure in our industry. Consumers are more
value-oriented these days. They’re exercising greater care in how they use
their discretionary income. There is a higher expectation. It is a tougher
environment than ever, and that’s just a function of the marketplace right
now. The participants in the supply chain at every level are having to raise
their games to be successful.”

Bill Gisel, Jr., President and Chief Executive Officer, Rich Products Corporation

* Mixed strategies: CEOs across the regions are looking at a mix of greater understanding of
the needs of their customers coupled with personal commitment and better quality products
to meet this challenge. Sharpen understanding of customer/client needs is the number one
strategy globally and in every region except Latin America. Plus CEOs in all regions see
personal outreach as critical. Engage personally with key customers/clients is a top-five
strategy in each region and a key to developing a truly customer-centric organization. While
CEOs in India rank it second, their counterparts in China are the least likely of any CEOs
globally to personally engage with customers or clients. They have that strategy at number six.

* Customer front-liners ignored: While it is possible to electronically capture and measure
every customer interaction, CEOs are in danger of overlooking a critical element—their
customer-facing, customer-touching staff. Arguably the most effective way to communicate
your brand promise is through front-line employees, yet CEOs are not seeing that the
customer-facing people are the brand. Provide incentives for front-line employees to
improve customer engagement is the ninth-ranked strategy globally to meet the Customer
Relationships challenge. It is a lost opportunity. Instead, their top strategy is to sharpen
understanding of customer/client needs and enhance quality of products and services.

* Dealing with diverse markets: Leave it to the market-savvy CEOs in the United States to
place greater emphasis than their peers globally on addressing market segmentation and
fragmentation when it comes to Customer Relationships, their number one challenge. They
rank tailor marketing, promotion, and communications campaigns to key customer needs as
the number three strategy to meet that challenge—the highest rank of any region.

* Competitive intelligence: CEOs in Latin America rank use competitive intelligence to better
understand customer/client needs as their number three strategy to meet the Customer
Relationships challenge—the highest ranking of any group. They also give a relatively high
ranking to leverage competitive business intelligence as part of their Innovation strategies.
While it may be counterintuitive and even against conventional wisdom, CEOs in Asia give
the lowest ranking of any regional group to both these strategies. CEOs in China, where
the copying of products, processes and business models is a way of life, also have it at the
bottom of their lists. Use competitive intelligence to better understand customer/client needs
is tenth in Asia and eleventh in China.
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* Speed and quality for financial CEOs: CEOs in the financial services sector are more
focused than their peers in manufacturing and nonfinancial services on speed to market
and quality products to win the customer relationship battle. Their top strategy is enhance
quality of products/services, while increase speed of products and services to market is
third and increase user-friendliness of products/services fourth. They also give the highest
ranking of any sector to increase transparency of customer relationship processes in a
clear nod to regulatory issues and consumer criticism of the complexity and perceived
lack of transparency in the industry. On the other hand, CEOs in both manufacturing and
nonfinancial services are more likely to engage personally with key customers/clients than
their peers in finance, who have it sixth compared to third in manufacturing and second in
nonfinancial services.

° Revenue groups converge: There is a clear convergence of strategies across all four revenue
groups when it comes to strategies to meet the Customer Relationships challenge. CEOs
from the smallest to the largest firms agree on the top three strategies (albeit in slightly
different order). Sharpen understanding of customer/client needs is number one across all
revenue groups, while engage personally with key customers/clients and enhance quality of
products/services are also among the top three. Perhaps because of increased regulatory
pressures and more intense media scrutiny of large corporations, only the very largest firms,
those with revenues above US$5 billion, have increase transparency of customer relationship
processes as a top-five strategy at number four.

“I believe that in the balance between value realization and relationships, the
balance goes more towards value. | think we are seeing a paradigm shift. You
continuously have to prove that you will bring that edge of more value to your
customer, compared to the competition.”

Franz-Josef Schurmann, Country Head, Infosys Germany

“Our ability to bring value to the customer is based on those two things, and
there’s always competition trying to take a shot at the leader in the market.

Staying on top of what the major market drivers are, what the macro trends

are that are driving customers’ decision-making, and making sure that we’re
relevant with our products, our technology, and the total service offering we
bring to the customer. It is something | spend a lot of time on.”

Shane Fleming, Chief Executive Officer, Cytec Industries
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Understanding the needs of the customer and better quality goods and services are common drivers across the
geographies to improve customer relationships; CEOs in Latin America favor competitive intelligence while CEOs
in China recgonize the importance of customer-facing staff

United Latin
Global Asia Europe States America China India
N=699 CUSTOMER RELATIONSHIPS STRATEGIES 2014 N=305 N=76 N=183 N=74 N=90 N=29
1 Sharpen understanding of customer/client needs 1 1 1 2 2 1
2 Enhance quality of products/services 2 2 4 1 1 3
3 Engage personally with key customers/clients 3 3 2 4 6 2
4 Tailor marketing, promotion, and communications campaigns 5 5 3 7 5 9
to key customer needs
5 Broaden range of products/services 4 7 5 T 8 17
6 Increase transparency of customer relationship processes 7 6 1 9 7 4
7 Increase speed of products and services to market 9 4 9 5 9 5
8 U§e competitive intelligence to better understand customer/ 10 9 7 3 11 17
client needs
9 Provide incentives for front-line employees to improve 6 1 12 6 4 10
customer engagement
10 Increase user-friendliness of products/services 1 8 6 8 10 13
1 Use social media and new communication technologies 12 10 8 10 12 1
12 Promote sustainable products/services 8 13 13 T 3 12
13 Employ new metrics on customer engagement and retention 13 T 10 13 14 6
14 Lower price of products/services 14 14 14 14 13 14

N=Number of overall responses. The response rate varies for each challenge. Each score represents the mean of the ranks given the challenge. For information about
how the scores were created, see “About the 2014 Survey” on page 73. T=Tie.
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CEOs in the financial services sector are more focused than their peers in manufacturing and nonfinancial
services on speed to market and quality products to win the customer relationship battle

Financial Nonfinancial
Global Manufacturing Services Services
N=699 CUSTOMER RELATIONSHIPS STRATEGIES 2014 N=184 N=77 N=399

1 Sharpen understanding of customer/client needs 1 2 1

2 Enhance quality of products/services 2 1 3

3 Engage personally with key customers/clients 3 6 2
Tailor marketing, promotion, and communications campaigns

4 6 7 4
to key customer needs

5 Broaden range of products/services 5 9 5

6 Increase transparency of customer relationship processes T10 5 T6

7 Increase speed of products and services to market 4 3 1

8 Use competitive intelligence to better understand customer/ 7 8 8
client needs

9 Provide incentives for front-line employees to improve 710 T12 16
customer engagement

10 Increase user-friendliness of products/services 9 4 10

11 Use social media and new communication technologies 12 T12 9

12 Promote sustainable products/services 8 1 12

13 Employ new metrics on customer engagement and retention 13 10 13

14 Lower price of products/services 14 NR 14

N=Number of overall responses. The response rate varies for each challenge. Each score represents the mean of the ranks given the challenge.
For information about how the scores were created, see “About the 2014 Survey” on page 73. NR=Strategy was not ranked by any of the
respondents. T=Tie.
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CEOs in both the largest and smallest revenue groups are ready to make personal
commitments to engage with their customers

Less than $5 billion
Global $100 million and above
N=699 CUSTOMER RELATIONSHIPS STRATEGIES 2014 N=419 N=59

1 Sharpen understanding of customer/client needs 1 1

2 Enhance quality of products/services 3 3

3 Engage personally with key customers/clients 2 2

4 Tailor marketing, promotion, and communications campaigns to 4 9
key customer needs

5 Broaden range of products/services 5 8

6 Increase transparency of customer relationship processes 8 4

7 Increase speed of products and services to market 9 5

8 Use competitive intelligence to better understand customer/ 6 10
client needs

9 Provide incentives for front-line employees to improve customer 7 7
engagement

10 Increase user-friendliness of products/services 12 6

1 Use social media and new communication technologies 10 12

12 Promote sustainable products/services 11 13

13 Employ new metrics on customer engagement and retention 13 1

14 Lower price of products/services 14 14

N=Number of overall responses. The response rate varies for each challenge. Each score represents the mean of the ranks
given the challenge. For information about how the scores were created, see “About the 2014 Survey” on page 73.
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3 INNOVATION

It's Not about Money; It’s about Culture

INNOVATION Global Asia Europe Sl Latlp China India
States America

Investment in R&D and science and technology is the key for emerging markets to
escape from the race to the bottom of having to compete on labor-intensive, low-value
goods production even while labor costs are rising as the economies advance. Many
emerging economies, for example China and Mexico, are making those investments, but
they take time to pay off—a challenge in a slow-growth global economy.

Culture is overtaking technology as the critical enabler of innovation. The scarcity
within economies is not the technology tools needed to innovate but rather the ability,
the people skills, to do this correctly. In other words, you need an innovative culture

to make use of the technology tools—most importantly, you need the people. All of

this is manifested in the strategy choices of CEOs in this year’s survey. Create culture of
innovation by promoting and rewarding entrepreneurship and risk taking is the number one
strategy globally as well as in Europe, the United States, and Latin America. It is third
in Asia, where CEOs still rank technology as the top enabler—an indication that tech
can still play a more important role in fueling growth in labor-intensive economies than
it can in the more mature capital-intensive ones.

* The link to human capital: Three of the top five global strategies to support innovation are
related to people. Create culture of innovation by promoting and rewarding entrepreneurship
and risk taking; develop innovation skills for all employees; and find, engage, and incentivize
key talent for innovation are in the top five globally as well as in the United States, Latin
America, and Asia. Based on these high-ranked strategies, it is clear that the human capital
function plays a critical role in developing the proper environment that allows innovation
to flourish. Often this connection is underappreciated in organizations. The high ranking
of develop innovation skills for all employees (top five globally and in all regions except for
Europe) points to the realization that truly innovative companies open innovation to the
entire enterprise rather than reserving the task of creativity for a specially chosen few in an
organization.

* Not a Western monopoly...but: Innovation is the second-highest ranked challenge in Asia
(and in Europe). For Asia, the focus on innovation underscores the attempt of emerging
economies to move up the global value chain as they transform from cheap sources of
product manufacturing to product creators and innovators. For many of these emerging

Defining Innovation

Innovation is creating value through new products, new processes, business
models, and organizational structures to meet and anticipate customer demands
and remain competitive in a global marketplace.
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economies, the quest is no longer a product label that says “Made in” but rather one that
boasts “Designed in” or “Created in.” But executives based in the region tell The Conference
Board that innovation is still focused on an “East for East” model, meaning they are
conducting more region-specific incremental innovation of product and services, rather than
developing new output for the rest of the world. In the case of Western multinationals with
R&D centers in Asia, legal issues about technology sharing and concerns about IP protection
mean these centers often only have access to older technology and cannot truly compete
with R&D centers in more secure regions that employ the latest tools and software in an
open and sharing environment. The scarcity of entrepreneurial engineers comfortable with
risk taking also holds back more profound and basic innovation in the region.

“It’s not about the money you throw at innovation—it’s about the time
you invest. So, we’ve seen the success come where the leadership has
spent time on an idea, engaged with the teams a lot more, invested more
in terms of personal effort. Where that has not happened we’ve seen the
projects fail.”

Ramakrishnan Mukundan, Managing Director and Chief Executive Officer, Tata Chemicals Limited

* No government help: CEOs do not see government playing a role as an innovation partner,
even in China, where innovation is a pillar of economic transformation. Seek government
support and funding for research and development is the bottom-ranked Innovation
strategy globally and in every region except Latin America, where it is ranked thirteenth
out of fifteen strategies.

* Looking long term: One notable change in innovation strategies in Asia, a region where
executives seem perpetually to be “putting out fires” and under short-term pressure for
results, is the rise of invest more in long-term research and development as a strategy to
meet the Innovation challenge. It has risen from seventh in 2013 and eleventh in 2012
to fourth in 2014.

* Cocreation: CEOs across the globe recognize that to maximize their innovation potential,
they need to pursue partners outside their corporate walls. Engage in strategic alliances
with customers, suppliers, and/or other business partners continues to be a critical strategy.
It is fourth globally and a top-six strategy in every region (number one in China, two in the
United States, and three in India).

* Open innovation: Unlike their peers in the services sectors, CEOs in the manufacturing
sector are determined to find outside partners and even pursue open innovation concepts
as part of their strategies to meet the Innovation challenge. They rank engage in strategic
alliances with customers, suppliers, and/or other business partners and pursue open
innovation concepts within their top five strategies—the only group to do so. Finance CEOs
are the least willing to take in outside partners (concerns over IP protection and data
confidentiality)—neither of the two strategies so favored by manufacturing CEOs make their
top five. In the nonfinancial services sector, CEOs, while more open to engaging strategic
alliances than their peers on the financial side, are the least likely to pursue open innovation
concepts, ranking that at number twelve of fifteen.

° Bit by bit: CEOs in the largest firms are more focused on incremental innovation than their
small-company peers are. They rank encourage more product specific incremental innovation
for the short term fourth on their strategies list, and smaller-firms CEOs have it eleventh.
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* Consistent strategies: There is little variance in strategies selected by CEOs across all
revenue groups—they are a solid mix of technology and a people-driven focus. CEOs in the
smallest firms ($100 million or less) are more eager than their peers in the largest firms
(more than $5 billion) to spread innovation skills across the enterprise. They rank develop
innovation skills for all employees as a top-five strategy, unlike the large-firm CEOs, who
have it in a tie for seventh.

“Innovation has no geographic, gender, or age barriers. The USA.. still is the
center of innovation. Companies like Apple, Google, and Facebook show this.
The key is to promote innovation as a corporate obsession and core value
and to give staff space and resources for new ideas and their execution. Top
management has to drive people to try new methods, even when current
ones are delivering good results.”

Carlos Mario Giraldo Moreno, President, Grupo Exito, Colombia

“Developing and maintaining a culture of innovation takes three things.

It takes a process. It just doesn’t happen randomly where a bunch of
folks go work on what they want and come up with the next greatest
idea. Number two, it takes recognition. You’ve got to measure it...and
the third thing it requires is the support of the board of directors, not just
your senior management team. ... to have a process that encourages and
supports thinking outside the box, developing new products, developing
new processes, just developing new ways to solve old problems is

pretty important.”

John Lundgren, President and CEO, Stanley Black & Decker Inc.
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CEOs across the globe (except in China) see creating a culture of innovation as a key enabler of success

United Latin
Global Asia Europe States America China India
N=648 INNOVATION STRATEGIES 2014 N=301 N=61 N=149 N=77 N=99 N=31

Create culture of innovation by promoting and rewarding

1 . - : 3 1 1 1 10 2
entrepreneurship and risk taking

2 Apply new technologies (product, process, information, etc.) T 2 3 3 3 5

3 Find, engage, and incentivize key talent for innovation T 5 5 T4 2 1

4 Engage mlstrateglc alliances with customers, suppliers, and/or 6 6 2 T2 1 3
other business partners

5 Develop innovation skills for all employees 5 8 4 2 5 4

6 Change business model 8 3 10 10 4 1

7 Invest more in long-term research and development 4 7 9 9 6 6

8 Leverage expertise of senior leaders to develop high potentials 7 9 7 7 7 T9
and transfer knowledge

9 Encourage more product specific incremental innovation for 9 10 6 6 8 7
the short term

10 Pursue open innovation concepts 1 4 1 12 9 8

1 Leverage competitive business intelligence 14 1 8 8 14 T9

12 Use social media tools for internal knowledge sharing 12 12 12 1 12 15

13 SupporF the strengthening of intellectual property and patent 10 1 13 14 11 13
protection

1 Increase use of third-party providers to conduct research and 13 13 1 15 13 12
development

15 Seek government support and funding for research and 15 15 15 13 15 1

development

N=Number of overall responses. The response rate varies for each challenge. Each score represents the mean of the ranks given the challenge. For information about
how the scores were created, see “About the 2014 Survey” on page 73. T=Tie.
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Unlike their peers in the services sectors, CEOs in the manufacturing sector are determined to find
outside partners and even pursue open innovation concepts as part of their strategies to meet the
Innovation challenge

Financial Nonfinancial
Global Manufacturing Services Services
N=648 INNOVATION STRATEGIES 2014 N=197 N=57 N=358

Create culture of innovation by promoting and rewarding

1 . - : 1 5 1
entrepreneurship and risk taking

2 Apply new technologies (product, process, information, etc.) 2 2 2

3 Find, engage, and incentivize key talent for innovation 5 1 3
Engage in strategic alliances with customers, suppliers, and/or

4 - 3 6 T4
other business partners

5 Develop innovation skills for all employees 6 3 7

6 Change business model 7 4 8

7 Invest more in long-term research and development 8 1 6
Leverage expertise of senior leaders to develop high potentials

8 10 7 T4
and transfer knowledge
Encourage more product specific incremental innovation for

9 9 8 9
the short term

10 Pursue open innovation concepts 4 9 12

1 Leverage competitive business intelligence 1 10 1

12 Use social media tools for internal knowledge sharing 14 12 10
Support the strengthening of intellectual property and patent

13 . 12 14 13
protection

1 Increase use of third-party providers to conduct research and 13 13 1
development

15 Seek government support and funding for research and 15 NR 15

development

N=Number of overall responses. The response rate varies for each challenge. Each score represents the mean of the ranks given the challenge.
For information about how the scores were created, see “About the 2014 Survey” on page 73. NR=Strategy was not ranked by any of the
respondents. T=Tie.
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CEOs, regardless of firm size, see the development of an innovative culture and the
use of technology as keys to success in innovation; bigger firms are more willing to
focus on incremental innovation

Less than $5 billion
Global $100 million and above
N=648 INNOVATION STRATEGIES 2014 N=361 N=57

Create culture of innovation by promoting and rewarding

1 . - : 1 2
entrepreneurship and risk taking

2 Apply new technologies (product, process, information, 2 1
etc.)

3 Find, engage, and incentivize key talent for innovation 4 3
Engage in strategic alliances with customers, suppliers,

4 . 3 6
and/or other business partners

5 Develop innovation skills for all employees 5 17

6 Change business model 8 5

7 Invest more in long-term research and development 6 10
Leverage expertise of senior leaders to develop high

8 : 7 9
potentials and transfer knowledge
Encourage more product specific incremental innovation for

9 11 4
the short term

10 Pursue open innovation concepts 13 17

1 Leverage competitive business intelligence 12 1

12 Use social media tools for internal knowledge sharing 10 12
Support the strengthening of intellectual property and

13 . 9 14
patent protection
Increase use of third-party providers to conduct research

14 14 13
and development

15 Seek government support and funding for research and 15 15

development

N=Number of overall responses. The response rate varies for each challenge. Each score represents the mean of the
ranks given the challenge. For information about how the scores were created, see “About the 2014 Survey” on page 73.
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4 OPERATIONAL EXCELLENCE

Reshaping Organizational Culture and the Work Environment
to Improve Performance

13 3 4 3 1 3 2
OPERATIONAL [P Asi : United Latin Chi i
EXCELLENCE [N o8 UOPE T States  America na ndia

While CEOs may not be able to exert personal control over economic or political risks,
customer purchasing decisions, government regulations, competitor behaviors, or
game-changing technology developments, they can control how their company operates.
Operational Excellence is truly “the challenge they control,” and in a slow-growth
economic environment, the ultimate key to competitive advantage. Just as there is a
culture of innovation, so is there a culture of excellence—and often the two can clash.

“What we are struggling with is how do we sort of keep this culture of
operational excellence going, and at the same time build a culture of
innovation where actually variation has to be encouraged? So, it’s a tough
journey when you’ve got to keep high levels of operational excellence at the
same time you’ve got to say, ‘We want you to be innovative,” which means
you are allowed to fail.”

Ramakrishnan Mukundan, Managing Director and Chief Executive Officer, Tata Chemicals Limited

One struggle CEOs face is managing the trade-off between driving innovation and
maintaining high-quality execution of day-to-day operations. Sometimes the two can
get in the way of each other and there is a natural tension between innovation-focused
staff and operational-focused staff—the creatives versus the doers. Innovation is
disruptive, and those involved have a much different view of risk than those responsible
for operational execution. Much also depends on the specific business involved;
commodity-type businesses such as low-tech manufacturing are driven by excellence in
execution to maintain margins, while other businesses such as electronics or technology
are innovation driven. Even the maturity of a business or product line can dictate

the managerial approach and the type of culture needed to succeed. A newly created
business, for example in the services sector, which is more knowledge driven, may

find that culture clearly developed with an innovation bias. But then as the product or
service offering ages, it becomes more and more driven by operational excellence to

be successful. The challenge is maintaining both cultures in the same company with a
diverse product line.

* Shaping culture: The strategies selected by CEOs to meet “the challenge they control” are
around reshaping the work environment and culture to improve performance. Seek better
alignment between strategy, objectives, and organizational capabilities is the number one
strategy globally as well as in Asia and the United States. Improve our organizational agility/
flexibility and raise employee engagement to drive productivity are second and third globally
and feature highly in all the regions.
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* People driven, too: Three of the top five strategies globally to meet the Operational
Excellence challenge are people related: raise employee engagement and productivity,
improve performance and accountability of senior management, and improve performance
and accountability of middle management. This emphasis on people and their performance
as the means to achieving operational excellence is echoed in regional rankings. These three
people-related strategies all feature in the top ten in every region.

* Being held accountable: As part of the effort by CEOs to build a performance culture,
accountability plays an important role in achieving Operational Excellence. /Improve
performance and accountability of senior management and improve performance and
accountability of middle management are the fourth- and fifth-ranked strategies globally to
meet this challenge. Performance-focused CEOs in China rank these two strategies even
higher at numbers three and four. CEOs in Europe, where improving productivity is critical
to economic recovery, also give these two strategies relatively high ranking compared to
other regions.

* Opening the purse strings: What a difference a year and a few positive, if small, signs
of growth can make. Focus on reduction of baseline costs, last year’s number two global
strategy and India’s number one (it was also third in both the United States and Europe)
is much less of an issue for CEOs in 2014. Globally it tumbled down to number nine on
the strategy list, and in Europe it is tied for eleventh. In India it is tied for ninth, and in the
United States it has fallen all the way to thirteenth. Obviously CEOs, who had more of a
defensive posture post-recession, are looking at top-line growth to drive the enterprise. In
growth-oriented Asia and China, controlling costs remains near the bottom of the list as it
did in 2013.

® Quality improvement: CEOs in the United States are the only group to rank continual
improvement (Six Sigma, total quality, etc.) as a top-five strategy—it is number four
and indicates a more formal process-driven approach to improving operations in their
organization through the use of established methodologies. Interestingly, CEOs in Asia,
China, and India—where quality issues are of major concern—rate this strategy far down on
their lists.

* Tech as a silver bullet: CEOs in Asia, who consistently give the highest ratings to
technology-enabled solutions compared to their peers (they gave the number one ranking
to technology as an innovation enabler) are the only group to rank invest more in new
technologies as a top-five strategy at number four.

* Mission accomplished? From the significant drop in their rankings, it would appear that
European CEOs believe that enough work has been done in the past year in the Operational
Excellence category regarding tearing down function silos and holding the line on costs.
Break down internal silos, the top-ranked strategy in 2013 to meet the Operational
Excellence challenge, and focus on baseline costs, the third-ranked strategy in 2013, are
now both tied for eleventh place. Improve organizational agility/flexibility and improve
accountability of middle management climb to the top.

* To scale: CEOs in Asia rank achieve economies of scale through product/process
standardization and harmonization as their number three strategy—a clear pointer to the
growth orientation of the region. As ASEAN economic integration approaches in 2015, the
notion that there will be an increase in mergers and acquisitions as companies strive for
economies of scale and global and regional relevancy in ASEAN is likely driving this strategy.
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Process driven in finance: CEOs in financial services view Operational Excellence
predominantly through a process and tech-driven lens compared to their peers in
manufacturing and the nonfinancial services sectors. Four of their top five strategies are
process oriented. They rank invest more in new technologies, better align IT with business
goals, and seek better alignment between strategy, objectives, and organizational capabilities
as their top three strategies to meet this challenge, with redesign business processes fifth,
sandwiched around raising employee engagement. Both manufacturing and nonfinancial
services CEOs are more concerned about organizational flexibility.

Poles apart: There is clear divergence between the smallest and largest firms when it comes
to strategies designed to meet this challenge. CEOs of the largest firms (more than US$5
billion in revenues) are fully driven by process compared to CEOs in the smallest firms, who
see more of a people-driven aspect to achieving operational excellence. The first human
capital-related strategy for the biggest firms, improve performance and accountability of
middle management, comes in at number nine on the strategy list, while CEOs of the smallest
firms have three people-related strategies in their top five—raise employee engagement

to drive productivity, improve performance and accountability of senior management, and
improve performance and accountability of middle management.

“We know at Cardinal Health that at times we have struggled as an
organization with cross-unit collaboration. I’'m seeing more collaboration
today than I've ever seen before. Why? Because our customers are asking for
unigue solutions, and our people are realizing that we have them inside the
enterprise, and not their business unit.”

George Barrett, Chairman & CEO, Cardinal Health

“You are going to be judged on the results that you have for this year, and if
you don’t survive this year you may have the best laid-out plans for the next
three to five years, but not so much attention will be given to them. So, yes,
we have to take care of the short term. But | think if you are clear and can
define one or two kind of longer-term issues that you want to invest in, then
you will definitely get the support for them.”

Lee Weng Chong, President - Asia Pacific, Trelleborg Sealing Solutions
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CEOs in Asia are in growth mode, looking to use economies of scale to improve efficiency; better organizational
alignment and agility are seen as critical to achieving Operational Excellence; only CEOs in the US see a formal quality
process as a key to success

United Latin
Global Asia Europe States America China India
N=754 OPERATIONAL EXCELLENCE STRATEGIES 2014 N=335 N=75 N=183 N=92 N=95 N=31
1 CS);egeakn:)Zeatttizrnz:iigg;ebr;ltitki):stween strategy, objectives, and 1 T2 1 5 2 1
2 Improve our organizational agility/flexibility 5 1 3 1 5 4
3 Raise employee engagement to drive productivity 2 4 2 2 1 3
4 Inrqna%r:g:n?:;ftormance and accountability of senior 17 5 5 8 3 16
5 Ir:a[;r:élzrssrr;ormance and accountability of middle 77 T2 76 3 4 T6
6 Invest more in new technologies 4 8 Té T10 10 T9
7 Redesign business processes 6 7 T10 6 1 T
B Standardisaton and marmonization 3 L BT
9 Continual improvement (Six Sigma, total quality, etc.) 12 9 4 7 12 8
10 Achieve economies of scale through organic business growth 10 10 T10 T10 9 1
A Better align IT with business goals 15 6 T10 12 18 5
12 Focus on reduction of baseline costs 14 T 13 16 19 T9
13 Break down internal silos 18 ™ 8 21 16 12
14 Improve cash management 9 24 15 15 8 16
15 Reduce management layers 16 14 20 14 17 T21
16 Ejgigiigpr;refﬁ?#;vceecompensation and incentives with 13 21 16 9 6 15
17 Improve speed to market 23 19 14 4 26 14
18 Enhance the effectiveness of board governance 1 25 T17 18 15 T18
19 Improve capital investment decision process 20 T21 T17 T19 14 T21
20 Ensure supply chain integrity 19 20 21 17 13 T18
T21 Deepen integration of global operations 17 23 22 T19 22 NR
21 Qﬁgigzzjgic;ir;%mies of scale and/or synergies through mergers 29 13 19 123 20 721
23 Secure lower costs for materials and other input resources 21 17 T25 25 21 13
24 Consider sourcing sourcing opportunities globally 25 16 24 123 NR 25
25 Better manage outsourced operations and offshore operations 24 18 23 22 25 17
26 Optimize number of global suppliers 26 27 T25 26 23 24
27 Decrease carbon footprint/resource use 27 26 27 27 24 NR

N=Number of overall responses. The response rate varies for each challenge. Each score represents the mean of the ranks given the challenge. For information about
how the scores were created, see “About the 2014 Survey” on page 73. NR=Strategy was not ranked by any of the respondents. T=Tie.
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CEOs in financial services view Operational Excellence predominantly through a process and tech-driven
lens compared to their peers in manufacturing and the nonfinancial services sectors

Financial Nonfinancial
Global Manufacturing Services Services
N=754 OPERATIONAL EXCELLENCE STRATEGIES 2014 N=214 N=76 N=422
1 Seek better alignment between strategy, objectives, and 4 3 1
organizational capabilities
2 Improve our organizational agility/flexibility 1 7 2
3 Raise employee engagement to drive productivity 2 4 4
4 Improve performance and accountability of senior 6 6 3
management
Improve performance and accountability of middle
5 5 T9 5
management
6 Invest more in new technologies 10 1 8
7 Redesign business processes 8 5 7
Achieve economies of scale through product/process
8 o S 9 " 6
standardization and harmonization
9 Continual improvement (Six Sigma, total quality, etc.) 3 8 10
10 Achieve economies of scale through organic business growth 1 T9 9
A Better align IT with business goals T15 2 16
12 Focus on reduction of baseline costs 7 T15 12
13 Break down internal silos 20 19 1
14 Improve cash management 13 T15 13
15 Reduce management layers T17 T17 14
16 BetFer align executive compensation and incentives with 15 T17 17
business performance
17 Improve speed to market 14 14 T18
18 Enhance the effectiveness of board governance 24 13 15
19 Improve capital investment decision process 12 T20 22
20 Ensure supply chain integrity 19 T25 21
T21 Deepen integration of global operations 23 24 T18
21 Achieve epppomles of scale and/or synergies through mergers 29 23 20
and acquisition
23 Secure lower costs for materials and other input resources T17 22 24
24 Consider sourcing sourcing opportunities globally 25 12 23
25 Better manage outsourced operations and offshore operations 21 T20 25
26 Optimize number of global suppliers 27 T25 26
27 Decrease carbon footprint/resource use 26 NR 27

N=Number of overall responses. The response rate varies for each challenge. Each score represents the mean of the ranks given the challenge.
For information about how the scores were created, see “About the 2014 Survey” on page 73. NR=Strategy was not ranked by any of the
respondents. T=Tie.
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CEOs of the largest firms (more than US$5 billion in revenues) are fully driven by
process compared to CEOs in the smallest firms, who see more of a people-driven
aspect to achieving Operational Excellence

Less than $5 billion
Global $100 million and above
N=754 OPERATIONAL EXCELLENCE STRATEGIES 2014 N=418 N=75
1 Seek better alignment between strategy, objectives, and 1 13
organizational capabilities
2 Improve our organizational agility/flexibility 5 5
3 Raise employee engagement to drive productivity 2 T10
4 Improve performance and accountability of senior management 3 T10
5 Improve performance and accountability of middle 4 9
management
6 Invest more in new technologies 6 2
7 Redesign business processes 9 6
Achieve economies of scale through product/process
8 o S 8 1
standardization and harmonization
9 Continual improvement (Six Sigma, total quality, etc.) 10 13
10 Achieve economies of scale through organic business growth 7 20
1 Better align IT with business goals 18 T3
12 Focus on reduction of baseline costs 17 18
13 Break down internal silos 15 15
14 Improve cash management 13 19
15 Reduce management layers T19 17
Better align executive compensation and incentives with
16 . 12 24
business performance
17 Improve speed to market 14 21
18 Enhance the effectiveness of board governance 1 26
19 Improve capital investment decision process 21 14
20 Ensure supply chain integrity 16 22
T21 Deepen integration of global operations 23 17
Achieve economies of scale and/or synergies through mergers
T21 . 22 16
and acquisition
23 Secure lower costs for materials and other input resources T19 25
24 Consider sourcing sourcing opportunities globally T24 12
25 Better manage outsourced operations and offshore operations T24 17
26 Optimize number of global suppliers 26 27
27 Decrease carbon footprint/resource use 27 23

N=Number of overall responses. The response rate varies for each challenge. Each score represents the mean of the ranks
given the challenge. For information about how the scores were created, see “About the 2014 Survey” on page 73. T=Tie.
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5 CORPORATE BRAND AND REPUTATION
Doing Well by Doing Good

o) 9 / 5 8 6 T8
CORPORATE . .
BRAND AND [BRNEI Asia Europe g”'ted ALat'f‘ China -
REPUTATION tates merica

T=Tie.

Despite the avalanche of social media tools, consumers are harder than ever to reach.
In a slow-growth global economy with increased competition and more consumer
awareness of “what a company stands for,” organizations that can distill the complexity
of their business into a simple and compelling message and brand win over employees
and grow market share.

Brands can sometimes seem to be rather ephemeral and intangible, but ultimately all
brands rest on something solid and concrete. Hence the presence of such strategies as
enhance the quality of products and processes in developing an organization’s reputation.
And while quality products and services are the basic foundation of a customer-worthy
brand, true and effective brand building takes strong and ethical leadership. Brands (and
companies) today must stand for something beyond just good products. Connection to

a social vision, a desire to make your customers’ lives easier or happier or more efficient
while respecting their right and society’s right to grant any company a license to operate,
means you can do very well while doing good. Both customers and employees that are
able to see the higher purpose of products and services are more engaged and loyal to
your brand.

“There are certain things we will not accept in order to do business. And
certain things that some of your competitors do, especially in foreign
countries, are grounds for termination if you do it as part of this company. If
you want to say we’re disadvantaged, that’s fine. That’s the way we’ll protect
our corporate reputation.”

John Lundgren, President and CEO, Stanley Black & Decker

“Corporate social responsibility is a primary topic of conversation now for
our executives and in conversations between our executives and our board.
Making mistakes in that area means that you not only have to worry about
your reputation being damaged for the short term or an individual relationship
with a customer going awry. A mistake in this area can brand you for life.”

Shane Fleming, President and CEO, Cytec Industries
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The rise of Corporate Brand and Reputation: After being mostly an afterthought of sorts
compared to other CEO challenges in recent years, Corporate Brand and Reputation
climbs into the top five globally in 2014 while rising in importance in every region,
particularly in the United States, where it went from number eight in 2013 and 2012 to a
tie for fifth spot this year.

Asia brand awareness: The CEO focus on the importance of brand and reputation as a tool
to improve bottom-line results and retain customers seems especially prevalent in Asia (and
to a somewhat lesser extent in China, where luxury brands are king), where CEOs see brand
and reputation as a tool to assist in meeting the Human Capital, Sustainability, and Trust in
Business challenges. For example, improve corporate brand and employee value propositions
to attract talent is the number three Human Capital strategy in Asia. It ranks no higher than
ninth elsewhere.

They get social media’s importance to brand: Social media is probably one of the most
immediate threats and greatest opportunities when it comes to brand and reputation,
and CEOs, with the exception of CEOs in China (and to a lesser extent other parts of
Asia), understand the importance of using the medium to enhance and protect brand and
reputation. Use social media and new communication technologies is the number four
strategy globally to meet the Corporate Brand and Reputation challenge, number two in
Europe, and third in the United States and Latin America. However, it is only eighth in Asia,
eleventh in China, and sixth in India, an indication that senior executives in these regions
may not be as tech savvy as their peers. Also relatively strict controls and censorship in
China may be seen by some CEOs as limiting the potential impact of social media, though
there are numerous stories of reputational disasters in China sparked by “netizens” using
social media to urge boycotts and protests. By the same token, there are also incredible
examples of commercial success in Asia through the use of social media.

Sustainability branding: CEOs are showing more focus on the importance of brand and
reputation as a tool to show their commitment to sustainability. Ensure sustainability is part
of the corporate brand identity and culture of the organization is the number one sustainability
strategy globally and in every region except China, where it is number two.

Branding not for HC: Surprisingly, while human capital practioners are focused globally on
building and leveraging a strong employer brand and employee value proposition to attract
and retain talent, especially in highly competitive labor markets in emerging economies such
as Asia-Pacific and China, CEOs in the United States and Latin America do not see it as an
essential tool to meet the Human Capital challenge. Improve corporate brand and employee
value propositions to attract talent is the twelfth-ranked strategy in the United States and
thirteenth in Latin America in the human capital space. It is tied for fourth in Europe and
seventh in Asia.

Indian CEOs are less focused on branding and reputation: Unlike their peers in other
global regions, CEOs in India are less concerned about corporate reputation as a challenge;
it is tied for eight. When it comes to using the corporate brand as a talent retention tool or
as a means of conveying a commitment to sustainability, it is relatively low on their lists
compared to their peers elsewhere.

Trust in Business: Create image campaign emphasizing good corporate behavior, values, and
social mission is the number three strategy globally and number one in both Asia and China

when it comes to meeting the Trust in Business challenge. It is ranked no higher than ninth

in any other region or country.
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Human rights failure: Despite the high profile given to such supply chain disasters as

the fatal Bangladesh factory collapse in April and fatal fire in October as well as activist
shareholders seeking supply chain compliance assurance, CEOs around the world rank
better monitor supply chain for human rights risk dead last as part of their plan to meet the
Corporate Brand and Reputation challenge. The low ranking also applies to CEOs in India
as well. CEOs there, as well as the other global regions, also rank this far down on their hot-
button issue list.

Brand matters most in services: Only in the nonfinancial services sector does Corporate
Brand and Reputation crack the top five. It is seventh in both manufacturing and financial
services. CEOs in the nonfinancial services sector are primarily focused on ethical
accountability and the external communication of their brands. Ensure ethical accountability
throughout the organization is their top strategy to support the brand. Communication-
related strategies communicate corporate values to customers and key stakeholders,
increase investment in corporate brand communication externally, use social media and new
communication technologies, and enhance corporate brand awareness and understanding
across different cultures make up four of the top six actions selected by financial CEOs to
meet this challenge.

Small firms care more: Smaller firms are more concerned about their brand and reputation
than the largest companies. Firms with revenues under $100 million rank Corporate Brand
and Reputation as their number five challenge, while the largest companies, those with
revenues in excess of $5 billion, have it well down the list at number eight. For smaller firms,
developing a recognizable brand in a crowded marketplace is a first step toward growing the
company. Smaller firms see enhanced product and service quality as most important to their
brand, while CEOs in the largest firms are more focused on communication strategies to
boost the brand.

“The Tata brand name gives tremendous comfort to people who look at
joining the company and retiring from there. | have colleagues who are
second-generation, third-generation, and some fourth-generation employees
working in the company. So we’ve been able to build this brand equity with
the employees. Poaching doesn’t take place because empowerment and
opportunity are being provided.”

Praveer Sinha, Chief Executive Officer, Tata Power Delhi Distribution Limited

“This firm runs on very high ethical standards...and it pays dividends.”

John Klein, Chairman, Cognizant Technology Solutions
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Protecting the Home Team: China and an Increasingly Uneven
Playing Field

Multinational corporation (MNC) consumer brands in China appear to be coming
under attack from regulators and state-sponsored media—if not overtly, then at
least with aggressive, “non-national treatment.” While China’s economic transition
will undoubtedly be very difficult—as admitted by China’s leaders—stress points
are becoming increasingly visible and pronounced. And as financial stress builds on
heavily indebted local governments and domestic firms, some MNCs report facing
increasing regulatory predation and protectionism.

Meanwhile, China’s central government accounts are also under stress, as rescue
operations with liquidity injections and subsidies rise, making nonstandard tax
extractions and large fines for MNCs seem attractive tactics for regulators.

Many believe that this dynamic will ultimately give way to domestic business
failures in many sectors, followed by consolidation, and pro-market reforms that
will eventually see business conditions for MNCs gradually improve. But a plausible
downside scenario, however, is that the recent non-national treatment campaigns
against MNC consumer brands represent the beginning of a more fundamental
closing of the door to foreign investors.

However, Chinese consumer interests and MNC interests are increasingly aligned,
and thus curtailing market access for MNC brands may lead to pushback from
consumers who are showing stronger and stronger preferences for foreign brands.
A closing—if it is indeed in the cards—will necessarily be very delicate politically.
The next 18 to 24 months will be pivotal in illuminating which direction China is
going—more open or more closed.

As a result, business planners will need to watch guideposts very closely and
C-suites will need to prepare their organizations for utmost agility. At this
juncture, compliance should be an obsessive focus for senior management—
almost irrespective of the costs. And so should brand promotion, as consumer
support is likely to be very important, maybe even pivotal to success and even
survival in China.

Source: Protecting the “Home Team”: the Flagging and Flogging of the Foreign-Invested Dairy Sector, Quick Note,
The Conference Board China Center for Economics and Business, September 2013.
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Ethical accountability is important to CEOs in emerging markets; CEOs in every region of the globe rate monitoring
the supply chain for human rights risks a low priority

United Latin
Global Asia Europe States America China India
N=476 CORPORATE BRAND AND REPUTATION STRATEGIES 2014 N=242 N=37 N=113 N=38 N=78 N=16
1 Communicate corporate values to customers and key 1 4 1 7 3 4
stakeholders
2 Enhance quality of products and processes 2 3 4 1 2 8
3 Increase investment in corporate brand communication 6 5 2 To 6 3
externally
4 Use social media and new communication technologies 8 2 3 3 1 6
Improve alignment of business practices/management
5 L 3 6 5 4 9 1
behavior with corporate values
6 Ephance corporate brand awareness and understanding across 7 1 T8 T9 10 13
different cultures
7 Ensure ethical accountability throughout the organization 4 9 7 2 1 2
8 Redefine corporate brand positioning 5 10 6 6 4 7
Increase investment in corporate brand communication
9 . 9 7 10 14 13 T10
internally
10 Integrate social media into product and service offerings 10 12 T8 12 14 9
1 Improve enterprise risk management programs/oversight 12 1 1 13 5 12
T12 Ensure comph{ance VYIth corporate brand |den.t|ty and values 13 1 12 5 8 13
among strategic business partners and suppliers
T12 Strengthen compliance with regulatory requirements 1 13 13 1 7 5
14 Promote.a green or environmentally friendly image for 14 8 14 8 12 T10
corporation
15 Better monitor supply chain for human rights risk 15 15 15 15 15 NR

N=Number of overall responses. The response rate varies for each challenge. Each score represents the mean of the ranks given the challenge. For information about
how the scores were created, see “About the 2014 Survey” on page 73. NR=Strategy was not ranked by any of the respondents. T=Tie.
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Financial services sector CEOs see ethical accountability and compliance as the foundation of their brand

Financial Nonfinancial
Global Manufacturing Services Services
N=476 ~CORPORATE BRAND AND REPUTATION STRATEGIES 2014 N=118 N=49 N=284
Communicate corporate values to customers and key
1 2 2 1
stakeholders
2 Enhance quality of products and processes 4 4 2
Increase investment in corporate brand communication
3 3 9 4
externally
4 Use social media and new communication technologies 5 7 5
Improve alignment of business practices/management
5 . : 7 3 3
behavior with corporate values
Enhance corporate brand awareness and understanding across
6 . 1 10 6
different cultures
7 Ensure ethical accountability throughout the organization 6 1 8
8 Redefine corporate brand positioning 8 1 7
Increase investment in corporate brand communication
9 . 9 8 10
internally
10 Integrate social media into product and service offerings 14 T12 9
1 Improve enterprise risk management programs/oversight 12 5 13
Ensure compliance with corporate brand identity and values
T12 - . . 1 T12 "
among strategic business partners and suppliers
T12 Strengthen compliance with regulatory requirements 13 6 12
14 Promote.a green or environmentally friendly image for 10 14 14
corporation
15 Better monitor supply chain for human rights risk 15 NR 15

N=Number of overall responses. The response rate varies for each challenge. Each score represents the mean of the ranks given the challenge.
For information about how the scores were created, see “About the 2014 Survey” on page 73. NR=Strategy was not ranked by any of the

respondents. T=Tie.
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Smaller firms see enhanced product and service quality as most important to their
brand, while CEOs in the largest firms are more focused on communication strategies
to boost the brand, though they are not looking to up their budget to do it

Less than $5 billion
Global $100 million and above
N=476 CORPORATE BRAND AND REPUTATION STRATEGIES 2014 N=311 N=32
Communicate corporate values to customers and key
1 2 2
stakeholders
2 Enhance quality of products and processes 1 8
3 Increase investment in corporate brand communication 4 10
externally
4 Use social media and new communication technologies 6 6
5 Improve alignment of business practices/management behavior 3 4
with corporate values
Enhance corporate brand awareness and understanding across
6 . 10 1
different cultures
7 Ensure ethical accountability throughout the organization 5 7
8 Redefine corporate brand positioning 7 3
9 Increase investment in corporate brand communication 8 11
internally
10 Integrate social media into product and service offerings 9 5
1 Improve enterprise risk management programs/oversight 1 9
Ensure compliance with corporate brand identity and values
T12 . . . 12 13
among strategic business partners and suppliers
T12 Strengthen compliance with regulatory requirements 13 12
Promote a green or environmentally friendly image for
14 : 14 14
corporation
15 Better monitor supply chain for human rights risk 15 NR

N=Number of overall responses. The response rate varies for each challenge. Each score represents the mean of the
ranks given the challenge. For information about how the scores were created, see “About the 2014 Survey” on page 73.
NR=Strategy was not ranked by any of the respondents. T=Tie.

Www.conferenceboard.org RESEARCH REPORT THE CONFERENCE BOARD CEO CHALLENGE 2014 71



ABOUT THIS REPORT
Survey Methodology

This report is based on responses from CEOs, presidents,
and chairmen to The Conference Board CEO Challenge®
survey, distributed between September and October
2013. Respondents were asked to rank order their top five
challenges from a list of ten.

To reach the aggregate ranking of challenges and to
develop an importance-adjusted score, two additional
computations were conducted. First, to reflect the
ranking of the challenges by the respondents, each
challenge was assigned a weight: if a particular challenge
was ranked one, it was given a weight of five, a number
two rank was given a weight of four, and a ranking of
number three was given a weight of three, and so forth
through the top five. (Challenges that were not ranked by
respondents among the top five received zero weight.)

Second, each weighted score was then assigned an
additional weight based on the share of respondent’s
country GDP as a proportion of all countries represented
in the survey sample relative to the share of that
country’s respondents in the total of 1,020 responses.
Similar weights were assigned to regions, industry
sectors, and revenue groups.

For greater insight into how CEOs plan to meet their
challenges, respondents were also asked rank order five
critical “strategies” (or strategic priorities) for meeting
each of their top five challenges, which were weighted in
the same way as the challenges.

We acknowledge that a survey of 1,020 respondents
creates limitations regarding the statistical significance of
the rankings. Therefore, the results presented are mostly
for groupings of more than 50 respondents. In particular,
for the smaller samples, the rankings provide a qualitative
and directional indication of the importance of challenges.

Two additional questions were added to the 2014 survey;
one asking respondents to identify their top three “hot-
button” issues, those events or issue that will require the
attention of respondents in the coming year. A second
question asked respondents to select three attributes or
behaviors that they felt future leaders must exhibit to be
successful in an evolving business environment.

Changes were also made in several of the strategy lists to
better reflect the reality of the business environment.
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Definition of Challenges

Corporate brand and reputation How your organization
and its product and services are viewed by stakeholders.

Innovation Creating value through new products,

new processes, business models, and organizational
structures to meet and anticipate customer demands and
remain competitive in a global marketplace.

Global political /economic risk Dealing with social,
political, economic, and physical and cyber-security
factors in the global business environment.

Global/international expansion Seeking growth in
multiple markets outside your home country.

Operational excellence The measure of effectiveness,
efficiency, and alignment of an organization’s processes,
strategies, tactics, culture, and methodologies in such
functions as finance, talent, governance, and operations
that must be optimized to achieve business objectives
and goals.

Trust in business The faith and expectation that
corporations and business leaders will do the right thing,
will operate in an ethical manner, and meet the social,
moral, and environmental expectations of stakeholders by
doing business according to societal norms, values, rules,
and laws.

Customer relationships How your company interacts
with customers; winning and retaining customers.

Sustainability Corporate commitment to accountability
for the triple bottom line of financial, social, and
environmental obligations and opportunities. These
include elements of corporate citizenship, environmental
sustain ability, and green business.

Government regulation he impact on the business
environment of government rules, regulations, and
reporting requirements.

Human capital Addresses the full spectrum of the
employee/employer experience, which includes under-
standing global labor markets and workforce readiness;
determining the skills and competencies companies need
to compete and win; creating a compelling employment
brand; managing compensation, benefits, and wellness
programs; attracting, developing, rewarding, engaging,
and retaining diverse talent; managing performance;
growing leaders at all levels; managing succession; and
articulating the impact of these efforts in business terms.
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ABOUT THE 2014 SURVEY

Valid Valid
Region Frequency Percentage Industry Frequency Percentage
Asia 479 47.0% Manufacturing 292 30.4%
Europe 105 10.3 Finance 106 1.0
United States 233 22.8 Service 564 58.6
Latin America 114 1.2 TOTAL 962 100.0%
Rest of the World 89 8.7
TOTAL 1020 100.0%
Valid
Revenues Frequency Percentage
Less than $100 million 583 59.4%
$100 million to under $1 billion 205 20.9
$1 billion to under $5 billion 102 10.4
$5 billion and above 92 9.4
TOTAL 982 100.0%
Asia Europe United States Latin America Rest of the world
Revenues by Region Count % Count % Count % Count % Count %
Less than $100 million 296 64.6% 54 52.4% 150 66.7% 51 45.5% 32 38.1%
$100 million to under $1 billion 99 21.6 12 1.7 32 14.2 36 321 26 31.0
$1 billion to under $5 billion 33 7.2 19 18.4 18 8.0 13 1.6 19 22.6
$5 billion and above 30 6.6 18 17.5 25 1.1 12 10.7 7 8.3
TOTAL 458 100.0% 103 100.0% 225 100.0% 112 100.0% 84 100.0%
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