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Executive Strategy

Taented individuas are arguably the most valuable resource in today's globa economy.
Y et just when the success of companies increasingly depends on the knowledge they produce,
finding and keeping the right talent isincreasingly difficult. Companies face a shortage of people
capable of generating new technological innovations, of turning these ideas into viable busness

enterprises and then effectively leading and staffing these businesses once they are established.

How can large organizations compete successfully for talent in today's fast-moving,
highly comptitive global labor markets? What strategies can they use to attract, develop,
motivate and retain key executives who have the option of moving to e-business or sarting their
own firms? What new gpproaches are needed to manage talent when an increasingly mobile
workforceiswel networked interndly and externdly, and views "the world," not the company,

asits career playing-fidd?

This new study provides answers to these questions and many others through an in-depth
andysis of more than 4,500 knowledge workers and managers. Theseindividuals work in an
array of technology-intensive businesses operating across a variety of sectorsin North America,

Europe, Asaand Isradl.

In today's globa economy, the workforce cannot be treated as a homogeneous group. In
order to understand how better to retain and manage talent, we examine the factors that are
important to the employment relaionship for various subgroups within these globa firms. We
break the sample into three age groups, corresponding roughly to three career stages. early career
(ages 30 and below), mid-career (ages 31-50) and late career (ages 51 and over). We aso
contrast maes with females, non-managers with managers and the factors important to

employees in various geographies.



The results of our andys's indicate some fundamentd differences among these various
segments of the workforce. The findings adso show that thereis amajor gap between what
individuas say isimportant - and the factors that actually do relate to retention and employee

commitment.

The study suggests thet to attract and retain talent and gain commitment to the
organization, companies must develop a deeper understanding of what current and future

employees redly want, taking into account that:

Some key festures of the employment relationship apped to dl segments of the

employees we studied;

Other aspects of the employment relationship have asgnificantly different impact on
various subgroups--for example, the factors that motivate or retain mid- career femade

workers differ subgtantialy from those that are attractive to young mae employees--and

The human resources policies and organizationd features that are the most important for
generating employee commitment are often not the same as those that actudly help retain

talent.



Challenging Conventional Wisdom: The Good and Bad News

Good News

Bad News

Good News

Bad News

Good News

Bad News

Good News

Bad News

Good News

Bad News

Organizations are doing more to encourage individuals to
manage their own careers.

Many individuals are managing themselves out of these
companies

Companies are tying pay and rewards more closely to individual
performance.

Pay-for-individual performance does not enhance commitment
to the company- and actually discourages knowledge-sharing.

The Internet offers the potential for companies to improve their
understanding of employee needs and tailor the employment
relationship to better motivate and retain individuals.

Most companies are failing to mine their employee data-using
the Intranet instead to standardize, rather than customize, their
human resources policies.

Companies are making a major investment in developing
selected high-potential employees.

High potentials are much more likely to turn over than the rest of
the population.

Organizations are doing more to help employees balance their
work and personal lives.

Enhanced satisfaction with work/life balance does not improve
retention for any employee group.

Based on the results of the research and the practices from companies that have built

some of the world's leading employment brands, we have devel oped a 10-step approach to

creating a successful talent Sirategy:

1 Cregate a clear and compelling strategy and vison for the company.




10.

Identify the core capabilities needed to excd at this Srategy and to continuoudy improve
performance-distinguishing between those kills available externdly from those that must
be developed in-house.

Seek out the best sources of these skills wherever they are available globaly-and offer
these individua's opportunities to advance and contribute, regardless of nationality.
Undergtand the factors that are most important in atracting and retaining individuas with
these key capabilities and in gaining their commitment to the enterprise.

Recognize that different groups of employees want different things from work and that
ther priorities are likely to shift asthey progress through the various stages of their lives
and careers.

Create multiple career paths { e.g., technical ladders, rotationd assignments, opportunities
to join new interna ventures) to replace the declining number of managerid promotion
dotsin today's flatter organizations.

Craft individua development opportunities so employees can build the capatilities that
create maximum value for themsalves and the company.

Hold both employees and management accountable for meeting development objectives
and sharing the knowledge they gain with the organization.

Tie rewards and recognition to organizationa and team performance and enhancement of
skills, rather than placing too strong an emphasis on pay-for-individua performance.
Seek opportunities to rapidly enhance the company’s talent through strategic acquisitions,
recognizing that these acquisitions need to be managed differently than traditiona

mergers.



The Talent Shortage Challenge

Today, financid capitd is readily available throughout the developed world, and the price
of most raw materids hasfalen in real terms over the past two decades. Againgt this backdrop,
the value of companiesincreasingly resides in the knowledge they produce, just at atime when
tdent isin increasingly short supply. As one successful American venture capitalist puit it,
"There is an over-supply of money to invest, and no shortage of ideas to fund. What isin short
supply are people capable of ddivering on these idess.”

And the chalenge may be even grester for the leeders of large globa organizations.
Despite the recent collapse of the first wave of dot.coms, multinationas are finding it more and
more difficult to attract and retain the best knowledge workers in competition with new, more

agile Sart-up enterprises.

What the Statistics Tell Us

The competition is particularly fierce for top technica talent. In the United States, the
Bureau of Labor Statistics has projected a shortage of more than 300,000 people to fill the 1.3
million new information technology (IT) jobs likely to be created between 1996 and 2006. And,
with the spread of the Internet and other related new digita technologies, these estimates have
continued to be revised upward--even though the United States has twice raised the annua
immigration quotas for individuas with these skills. The latest projections for Europe are even
more dire, indicating that there will be asurge in demand for IT and e-businessjobs from 14.5
million in 2000 to 22 million in 2003. A projected shortfal of 3.8 million individuasto fill these

positions could reduce European economic growth by as much as three percent during this

period.



While adowdown in the globa economy would certainly ease key skill shortagesin the
short term, the longer term demographic trends suggest that competition for employees will
remain fierce for the next two decades. In the United States, there are roughly 44 million
members of Generation X to replace the over 76 million Baby Boomers who are beginning to
reach retirement age. Thanks to recent economic expangon that has helped welfare reform to
succeed and crested new, more attractive career opportunities for women and minorities, the rate
of labor force participation is dready a 67 percent, an dl-time high. This suggeststhat it will be

difficult to make up for the drop in population by encouraging even more people to work.

The longer term picture for other leading indudtridized economies, such as Japan, Italy
and much of Northern Europe, isfor even more severe employment shortages. With very low
birth rates and much more limited immigration than the United States, these countries are facing
an absolute decline in the Size of the workforce, not just a dowing of the labor force growth rate

expected in the United States.

Focusing on aMore Diversified Workforce

In order to fill their key technica positions and develop the next generation of business
and technicd leaders, large companies will need to make themsalves more dtractive to groups

that are currently under-represented in today's technica workforce:

Women. While women make up a mgority of college graduates in most indudtridized
countries, they have been under-represented in technicd fields and leadership positions
because of work environments and career paths designed around the needs of their mae
colleagues.

Over-55s. Over the past two decades, the easiest way for large organizations to downsize

has been to layoff or offer voluntary retirement packages to their most senior experts and



managers. It is not uncommon for these individuas to then reappear a short while later as
outside consultants-as the organization belatedly recognizes that these are the only people
with akey set of skills or the company-specific knowledge that they need. The over-55s
will be the most rapidly growing segment of the population in Europe, the United States
and Japan+ and companies will have to create new types of employment relationships and
roles (e.g., as full-time coaches and mentors) for the most talented of this group if they
want to retain their vauable expertise.

The Internet generation. In the next few years, organizations will begin recruiting the
firg generation of workers who have grown up using the Internet. But many of the
characteristics associated with traditiond large corporations-dow bureaucracies, age-
driven advancement, centralized control of information, absence of entrepreneuridism
are the opposite of what motivates these young people.

The global workforce. As globdization escal ates, managers face the chalenge of how to
meet the needs of a globa workforce that isincreasngly diverse and integrated. Today,
with the cogts of rgpid and reliable digital communicetion faling to nearly zero,

companies can relocate dmost any activity where they can find the best taent a the right
price. They are dso using the new digita technology to more closely integrate the work

of employeesin different companies, sarting to work in aglobal team. We are dso
seaing greater movement of people--for example, Chinese and India-born engineers have

founded or now run one-quarter of al the high technology businessesin Silicon Vdley.

Knowing What Employees Want

Successve waves of downsizing, restructuring, outsourcing and mergers and acquisitions

have undermined job security and trust-and the basis for employee attachment to a company.



Employees, particularly technicd tdent, have learned to manage their own careers, maximizing

the vaue of their human capitd by sdling it to the highest bidder.

Our study suggests that, if manegers wish to retain talent and rebuild the basis for
employee commitment, they must develop a degper understanding of what their current and

future employeesreally want, recognizing that:

What employees say isimportant, in many cases, is very different from what actually

drives commitment or retention,

Some key features of the employment relationship apped to al segments of the

employees we studied,

Other aspects of the employment relationship have a sgnificantly different impact on
different subgroups-for example, the factors that motivate or retain mid-career femae

workers differ subgtantialy from those that are attractive to young mae employees-and

The human resources policies and organizationd features that are most important in
generating employee commitment are often not the same as those that help retain

individuas.
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What Do We Mean by Retention and Commitment?

Throughout the study, we use the terms "retention” and "commitment to
the company.” Here is how we have defined these two key factors that are
at the heart of the employee/ employer relationship.

Retention. To understand how successful companies have been in
retaining employees surveyed for this study, we measure the desire
of the workers to remain with the company and their willingness to
change jobs. Employees' intent to turn over is a good predictor of
retention rates, although not all those who are considering moving
actually do so.

Commitment. Does the employee have an emotional commitment
to the company and its success? We measure this concept by
asking such questions as whether employees agree that "this
organization really inspires the very best in me in the way of job
performance” and "l am proud to tell others that | am part of this
organization." Commitment is a strong driver of performance in
areas where the employee can have an impact.

Technology-intensive enterprises must find ways to attract and retain knowledge workers
and gain their commitment to the organization if they are to succeed. Traditiona managerid
control mechanisms, like direct supervison of workers, are unlikely to produce the desired
results when companies rely on knowledge workers who may be working anywhere, a any hour.
These companies require workers not just to do their jobs, but also to share their expertise with
othersin the organization. Thus, leaders need to understand what will motivate their employees

to help make the organization successful and what will encourage them to remain with the

company.
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What Employees Say is | mportant
The most driking finding is that when asked to assess the importance of different agpects
of the employment relationship, every subgroup in our sample-whether men or women, young or
old-rates work/life balance as the most important. In fact, overall, 86 percent consider work/life
baance to be ether "very important” or "extremdy important” in their careers.
Overdl, employees rate satisfaction with job security (74 percent) and financid rewards
(71 percent) asthe next two most important items to them. These extringc factors are generdly

consdered more important than the intrinsic elements of the work itsdf, such as professond

career satisfaction (51 percent) or the degree of influence they have over their work (57 percent).

Opportunities for career advancement and internationa assgnments, with one or two exceptions,

are rated as the least important factors by the different groups-47 percent and 32 percent,

respectively.

What the Different Age Groups Say

In many respects, priorities are quite smilar no matter what the age: All age groups rate
work/life balance as the most important factor, followed by job security and financid rewards-
with the over- 50 group, not surprisingly, placing somewhat more importance on job security and

ahit lessimportance on financia rewards than those aged 50 and below.

However, clear differences among the age groups are gpparent in the areas of career
advancement and professiona development. More than twice as many employees under the age
of 31 say they condder career advancement to be very important, as compared to their most
senior colleagues- with those aged 31 to 50 faling in between. The study shows asimilar pattern

when employees are asked about the importance of a professond career environment.

M ale and Female Prefer ences
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In genera, women place more importance on work/life balance, job security, the ability
to influence the organization and professond development, while men rate internaiond
opportunities higher. But the differences between sexes are more striking when we bregk them
down by age groups. At the earliest stage of their careers, women place far more importance on
job security and less emphasis on financid rewards than their male counterparts. When they
enter their 30s and 40s, they attach less importance to career advancement or internationa
opportunities than their mae colleagues, instead placing greater weight on work/life balance and
control over their work. While we have avery smdl sample of women over 50, reflecting the
limited number of women in senior positionsin the organizations sudied, it isin thisfind sage
of their careers that women place greater importance on career advancement and professional
development than men, perhaps reflecting their desire to make up for being sidetracked by

family respongibilities earlier in their carears.

Preferences by Region

There are afew clear differencesin what employees from different countries say is
important that appear to reflect the wider culture and context in which they operate. The starkest
contrast isin the priority placed on internationa opportunities, which more than 80 percent of
Asans and nearly three-quarters of Europeans consider important, compared to just 23 percent of
American respondents. This may reflect not just the greater globa orientation of European and
Asan workers, but aso the fact that snce most of the companiesin our survey are headquartered
in the United States, those in foreign units may be equating internationa assgnments with

opportunities for career advancement.

Yitis important to note that our Asian sample is relatively small and, thus, may not be representative of
the wider region. Because of the small sample, we do not include Asians in the subsequent analysis.



Americans attach sgnificantly lessimportance to career advancement and professiona
career satisfaction than their Asian and European counterparts. In contrast, European and Asan
employees place |less importance on job security and work/life baance, perhaps because of the
greater protection in these areas provided by their nationd labor laws. Asian employees dso
attach somewhat less importance to financid rewards than their European or American

counterparts.
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What Actually Drives Commitment and Retention
When we turn from what employees say isimportant to andyzing what factors actually
influence their attitudes and behaviors, the study reved's a surprising gap between popular

perceptions (what employees rate as important) and redlity (what does indeed

drive retention and commitment).

Common to All, No Matter the Age or Gender
There are asmall st of factors that have a smilar impact on commitment and retention:

Satisfaction with work/life balance. Surprisngly---despite the importance that dl groups
give to work/life balance, the redlity isthat this does not have a positive effect on

retention for any subgroup.

Strategic clarity. According to our study, employees surveyed-no matter what age or
gender- identify more dlosdy with the company if they believe it has a viable and well-
communicated strategy for success. On the other hand, a clear Srategy does not result in

improved retention- again, across the board.

Financial rewards. Pay-for-organizationa performance has a postive impact on
commitment for al groups except Europeans. Rewards such as stock options or profit-
sharing, which give employees a persond financid stake in how well the company
performs, do increase how much individuds identify with the compary. In contrast, pay-
for-individua performance does not affect the commitment of any employee group,

except for men under 30.
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Differences by Subgroup

The study aso reveds very interesting differences in what drives the attitudes and behaviors of

different subgroups.
By Career Sages

As employees age, they go through different life and career stages, valuing and
responding to different aspects of the employment relationship. These life-stage differences,
which have aways been present in the workforce, may now be accentuated by generationa
differences - as new entrants to the workforce, who grew up on persona computersin an
increasingly globa economy, have undergone avery different set of formative experiences than

their predecessors.
Early Career: Ages 30 and Under

Employees aged 30 and under have entered the workforce after the collapse of the
relatively stable, long-term employment contract. Job security does not have a positive effect on
ether retention or commitment for this group; in fact, job security may actudly be consdered a
drawback, asit probably means the company has kept a more senior workforce and thus new

hires have fewer opportunities for challenging work and rapid advancement.

The under-30s are out to establish and prove themselves-and to increase their persona
vaue. Not surprigngly; career advancement isindeed very sgnificant to the retention of this
group. Providing them with good opportunities for skill development dso helps gain their
commitment, no doubt because part of the chalenge for new employeesisto learn enough to
make themsalves more vauable. But it does not reduce their willingness to move, snce it dso
serves to make them more marketable. Ther ability to influence the organization and their

satisfaction with their professond work environment aso help build their commitment to the

16



company. Being part of an innovative organization isimportant both to retention and
commitment. These young employees are dso heavily influenced by financid rewards-both pay-
for-individua performance and pay-for- organizationd performance have a positive effect on

ther retention.

Mid-career: Ages31to 50

Employeesin the 31 to 50 age group are busy establishing themsalvesin leadership roles.
They are less concerned than their younger colleagues with developing their persond vaue---
neither adequate development opportunities nor pay-for-individua performance have alarge
impact on ther retention or commitment. Commitment to the company does increase, however,
if they are able to manage their own careers-and professond satisfaction results in greater

retention for this age group than for ether their younger or older colleagues.

Late Career: Ages Over 50

Many in this age group arein the fina stages of their careers, beginning to think about
retirement- dthough their skills and experience are till vauable assets. This group stands out
because for them, professond satisfaction relates to neither retention nor commitment.

Additiondly, thisis the only group for whom job security drives retention.
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Differences by Age

In Descending Order of Importance (italics indicate differences among all three

groups)

WHAT THEY SAY IS IMPORTANT

Under 30

Work/life balance
Financial rewards

Job security
Professional satisfaction
Career advancement

Age 31-50

Work/life balance
Job security
Financial rewards
Influence/autonomy
Professional
satisfaction

Age 51 and Older

- Work/life balance

- Job security

- Financial rewards

- Influence/autonomy

- Professional satisfaction

ACTUAL DRIVERS OF RETENTION

Under 30

Career advancement
Pay-for-organizational
performance
Pay-for-individual
performance
Innovation and risk

Age 31-50

Career advancement
Pay-for organizational
performance
Innovation and risk
Professional
satisfaction

Age 51 and Older

Pay-for-organizational
performance

Job security

Career advancement
Innovation and risk

ACTUAL DRIVERS OF COMMITMENT

Under 30

Pay-for-organizational
performance

Strategic clarity
Adequate development
opportunities

Innovation and risk
Influence/autonomy
Professional satisfaction

Age 31-50

Pay-for-organizational
performance
Strategic clarity
Influence/autonomy
Professional
satisfaction

Innovation and risk
Opportunity for career
self-management

Age 51 and Older

Pay-for-organizational
performance
Innovation and risk
Influence/ autonomy
Adequate development
opportunities

Strategic clarity
Opportunity for career
self-management

Like their younger colleagues, their commitment relates to how well they perceive thet

the organization is developing their skills, no doubt reflecting the fact theat this group is the most

18



at risk in the dynamic economy. Pay-for-individua performance is not important to this group.
They are more likely to stay commiitted if they are able to influence the kinds of job assgnments

they receive.

By Gender

The priorities of the men and women in our sample differ in anumber of ways. For
example, higher levels of professond satisfaction produce higher levels of commitment for both
men and women, but it helps retain only women. in contragt, an innovative climate isimportant
for the retention of men but not women-and only men display higher levels of commitment when

they are given greater influence over their work and the tools to manage their own careers.
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Differences by Gender

In Descending Order of Importance (italics indicate differences among groups)

WHAT THEY SAY IS IMPORTANT

Men

Men

Work/life balance

Job security

Financial rewards
Influence/autonomy
Professional satisfaction

Women

Work/life balance

Job security

Financial rewards
Influence/autonomy
Professional satisfaction

ACTUAL DRIVERS OF RETENTION

Career advancement
Pay-for-organizational performance
Innovation and risk

Women

Professional satisfaction
Pay-for-organizational performance
Career advancement

ACTUAL DRIVERS OF COMMITMENT

Men

Pay-for-organizational performance
Influence/autonomy

Strategic clarity

Innovation and risk

Professional satisfaction
Opportunity for career self-
management

Adequate development opportunities

Women

Pay-for-organizational performance
Adequate development opportunities
Innovation and risk

Strategic clarity

Professional satisfaction
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The differences between men and women in the mid-career stage are particularly griking.
(Unfortunately, there aren't enough early or late-career women in the sample to dlow for
andysis of these two groups. )

Men aged 31 to 50 are strongly focused on optimizing their careers, their professiona
satisfaction and their income. Companies are more likely to retain them if they offer
opportunities for career advancement, rewards tied to both individua and organizationa
performance and an environment for innovation. An innovative climate is so a good way to
gan the commitment of mid-career maes, dong with offering influence, support for career sdf-
management and professiond satisfaction. Interestingly, job security aso helps drive

commitment for this group.
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Differences by Gender: Mid-Career Employees (Age 31-50)

In Descending Order of Importance (italics indicate differences among groups)

WHAT THEY SAY IS IMPORTANT

Men

Work/life balance
Job security
Financial rewards
Influence/autonomy
Career advancement

Men

Career advancement
Pay-for-organizational performance
Pay-for-individual performance
Innovation and risk

Men

Pay-for-organizational performance
Influence/autonomy

Strategic clarity

Innovation and risk

Professional satisfaction
Satisfaction with job security
Opportunity for career self-
management

ACTUAL DRIVERS

Women

Work/life balance

Job security

Financial rewards
Influence/ autonomy
Professional satisfaction

ACTUAL DRIVERS OF RETENTION

Women

No significant drivers

OF COMMITMENT

Women

Pay-for-organizational performance
Innovation and risk

Adequate development opportunities
Strategic clarity

Opportunity for career self-
management

Work/life balance
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Mid-career women provide a very different picture. Thereis no clear profile of factors
that impact retention for this group, which indicates that mid-career femae employees are a
much more heterogeneous population than mid-career men. Since women are more likely to
experience tenson between work and persond life, commitment occurs more frequently when
companies support work/life balance, provide the ability to manage their own careers and help
them update their skills-athough none of these factors actualy help retain them.

For the women surveyed, neither career advancement nor professond satisfaction are
ggnificant drivers of ether retention or commitment. Like the men, they tend to be more
committed to the company if they are paid for organizationd performance and if they believe the

company has aclear drategy and a climate that fosters innovation.

Managers vs. Non-Managers

Whether or not an individual is a manager does not appear to have a
major impact on what is important to them. When asked to rate the
different elements of the employment relationship, managers attach
slightly more importance to career advancement, influence and
international opportunities, while non-managers attach more importance
to job security and their professional career development. In looking at
what actually drives behavior, the study confirms that professional career
satisfaction is indeed related to the retention and commitment of non-
managers, but not managers. The study also suggests that non-
managers display more commitment to the organization when they
perceive good support in helping them manage their own careers.
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By Nationality: Europeans vs. Americans

Satisfaction with career advancement opportunities improves retention on both sides of
the Atlantic, and professiond satisfaction, support for skills development and dtrategic clarity

enhance commitment for both groups.

However, in the United States, a climate of innovation and the extent to which pay is
based on organizationa performance help drive both employee retention and commitment. In
contrast, in Europe, pay-for-individua performance helps reduce turnover, but pay-for-

organizationa performance has no impact on retention or commitmen.

In Europe, those who fed they have more influence in the organization are actudly more
likely to turn over. Thismay reflect that, in these countries where the vast mgority of employees
are not inclined to be mobile, manager-level employees are the ones mogt likely to leave for
opportunities a other companies. Thisfits with the finding thet, in Europe, job security isrelated
to commitment.

In the United States, influence and career salf-management are both related to

commitment, perhaps reflecting the trend in the States of having employees control their own

career degtiny, rather than having the company make decisons for them.
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Differences by Region: United States and Europe

In Descending Order of Importance (italics indicate differences among groups)

WHAT THEY SAY IS IMPORTANT

United States

Work/life balance

Job security

Financial rewards
Influence/autonomy
Professional satisfaction

Europe

Work/life balance

International opportunities

Financial rewards

Professional satisfaction

Job security and influence/autonomy

ACTUAL DRIVERS OF RETENTION

United States

Pay-for-organizational performance

Satisfaction with career advancement

Innovation and risk

ACTUAL DRIVERS

United States

Pay-for-organizational performance
Innovation and risk

Strategic clarity

Influence/autonomy

Adequate development opportunities
Opportunity for career self-
management

Professional satisfaction

Europe

Adeguate development opportunities
Pay-for-individual performance
Career advancement
(Influence/autonomy*)

OF COMMITMENT

Europe

Professional satisfaction

Adequate development opportunities
Strategic clarity

Satisfaction with job security
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When individuas with the capabilities that companies required werein plentiful supply
and large corporations were consdered the employers of choice, top executives often delegated

personnel issues to the human resources department. Business leaders would set the company

Building a Talent M agnet

drategy, and then human resources professionals would find or develop the skills needed to

execute it. But with human capital ever more essentid to sustaining growth and creating

shareholder value, executives have to play as active arolein creating an employment brand that
attracts the best talent as they do in creating a consumer brand that builds customer loyalty. This

is particularly true for today's large globa corporations, which often are no longer viewed as the

employers of choice by top graduates.

Creating a Talent Magnet: The Total Approach

HR Ownership:
Staffing
Strategy

& HR Systems

—>

Top Management Ownership:
Total Organizational Approach

Strategy

/\

Rewards

People

Structure

Processes
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Leaders of these multinationd firms must find ways to attract this new generation of
workers, while maintaining the commitment and retaining the key talent in their existing
workforce. Our study indicates thet this entails far more than Smply offering a competitive pay
package or stock options. The chalenge isto design an entire organization that meets the needs

of different segments of the workforce and becomes amagnet for attracting and retaining talent.

Setting Talent Priorities

The process of building a successful talent magnet must begin with the company's current
and future strategy-in order to single out the key activities where the company truly is or needsto

be world-class.

Once these core organizationa capabilities have been defined, the next step isto trandate
them into the truly vita leadership and technica skills that cregte the company's distinctive
competitive advantage. Thislist of competenciesis the blueprint for the talent strategy. This
blueprint, which must be redrawn to keep pace with changesin the business strategy, can serve
multiple functions- guiding hiring, development and succession planning decisons and

answering such key questions as:

What sills can we hire for on the open market?

Which skills do we need to develop interndly?

Which new capabilities should we seek by acquiring other companies and their talent?

Which types of jobs/work does it make most sense to outsource or to access by forming

partnerships with other suppliers of tdent (e.g., temporary staffing firms, contractors)?
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Defining a Talent Strategy

Core
Competency
Requirements

Business

Strategy

(Organizational
and Individual)

Talent Strategy

Hiring
-New grads
-Experienced
talent

Development
Retention
Acquisition

Attraction and Retention

Our findings suggest that the current approach many companies are taking to employee

retention has some serious deficiencies. For example, one company in our study had high levels

of turnover for employeeswith certain "hot" skills. The human resources department responded

by identifying the top remaining performers with these skills and providing each with arestricted

gtock grant that would vest if they remained with the firm for another five years. But as one

human resources manager observed, "1'm not sure what we achieved. We probably rewarded

those who would have stayed anyway."

A potentidly more effective approach would be to:

Proactively identify the company's top taent before individuas begin looking € sewhere,

Andyzethe real causes behind why employees are leaving and

Cregte individual development plans, rewards and recognition and other eements of the

employment relationship tailored to what this core talent actudly vaues, rather than
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providing just financid rewards-to be redized far in the future-that are relatively easy for

competitors to match.

The good news for |leaders seeking to build acompany that can attract, retain and build
the commitment of its best talent is that there appears to be a set of common organizationa
features that gppealsto most segments of this workforce. These are clear win-wins that enhance

both the organization's effectiveness and employee satisfaction and motivation:
A clear and compelling Strategy,
An innovative environment thet is low in bureaucracy,
Chalenging work assignments that enable employees to grow their capabilities and

Rewards based, in part, on how well the organization performs.

Beyond these common features, our findings suggest it is crucia for employersto
recognize the differences among various segments of the population and to tallor the
employment relationship accordingly. Thus, when trying to apped to maes under the age of 30,
it may be beneficid to provide pay that is more closdy tied to their individua performance and
clear opportunities for career advancement. Mid-career women are likely to respond more
positively (and are thus more effective on the job) when they have the opportunity to manage
their own careers and to balance work and home responsibilities, through policies like

teleworking, job-sharing and flexible hours.

As companies look for ways to more effectively meet the diverse needs of their
employees, the Intranet becomes a potentialy very powerful tool. Just as the leading business-to-
consumer and bus ness-to- business companies are continuoudy mining the data they collect

from the Internet and building persondized portals to dlow them to build much closer
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relationships with individua customers, companies too can harness their own Intranet's capacity

to develop a much more sophisticated understanding of their business-to-employee relationships.

For example, andlysis of Intranet data can help leaders answer questions such as: Which
benefits do employees make the most use of ? Which human resources policies or practices
receive the most complaints from employees? Which managers produce the highest turnover
rates and who are the most successful in developing individuals to progress in other parts of the
firm? And once companies have gained enhanced knowledge of what drives employee behavior,
they can aso use the Intranet to manage the complexity that comes with cusomizing the
employment reationship to more closdy match individua preferences. Individuas could each be
given awider menu of rewards, benefits and other options from which they could choose the

package that best meets their needs.

Unfortunately, most companies are failing to take advantage of the potentid of the
Intranet to enhance the business-to-employee relationship. There are severd reason for this

falure

Many human resources departments view the Intranet as away to reduce costs and
automate the delivery of employee transactions, rather than a chance to build richer

relationships with individua employees,

Most human resources departments lack the staff and data mining skills needed to

andyze the data effectively and

Too often, the focusis on standardizing human resources policies, rather than creating

options that alow for customizing to individua needs.
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A Multi-tiered Approach to Building a Talent Strategy

Feel goods Extras

Morale boosters

A
ngh Core employees
Target Grou
Differentiated skills g P
Priority Differentiated packages
All Employees Broad Approach
Win-wins
More desirable, more productive place to work

Low

Asleaders seek to build an employment "brand'-the combination of employment festures
that create an image that the company is a desirable place to work-they may want to consder
other perks. But athough alowing pets at work or wrapping employees holiday gifts may
generate positive publicity and help get people in the door, it isthe core features of the
employment contract that are important-such as providing exciting work in an innovetive
environment, creating ongoing opportunities for skills development and giving employess a

financiad stake in the company through broadly based stock options.

Skills Development

Skills development plays two vitd rolesin acompany's talent Srategy. Firs, it isthe way
for employeesto build skillsthat are not reedily available on the labor market-and, thus, those
mogt likely to create a digtinctive competitive advantage. And, second, skills development has

become the most plausible basis for acompany to rebuild the psychologica contract with
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workers. In a"learning contract,” both employee and employer commit to an ongoing investment
in building individua capabilities-recognizing thet if the company is no longer able to offer that
person ajob, these transferable skills will make it easier for the employee to find another

position.

Skills Development and Employee Expectations

High
employee
commitment
and retention
Supportive
Environment

Participation

Are employees
rewarded for the

skills they develop?

in skills
development

Low
employee
commitment
and retention

Our research indicates that building a successful learning contract requires amuch
broader view of development than the traditional focus on classroomtraining. According to our
study, the number of days spent in forma courses has no positive impact on retention,
commitment or company performance. On the other hand, creating a corporate environment that
supports continuous learning-through strong mentoring rdationships, chalenging work
assignments and managers who provide the time and encouragement for individuals to develop

their kills-is a strong predictor of employee commitment and business effectiveness.
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Recognizing this, many leading firms are pursuing innovative gpproaches to developing

employee ills:

e-Learning. A large new industry has been created in the past three yearsto provide
companies with online learning. A number of issues-lack of broadband infrastructure and
costs of creative course development-have so far prevented e-learning from ddivering to
itsfull potential. However, it offers the opportunity to provide just-in-time content when
individuas requireit for their work, rather than the typica classroom training that occurs

severd months before or after a person needs a certain skill set.

Smulations. Prait & Whitney, for example, is creating computer smulations of the core
business decisons involved in developing new aircraft engines. The Ssmulation provides
hands-on indruction in some new business tools-and alows employees from dl the
different functions involved in this complex process to gppreciate the wider busness
context, to see the issues from many different perspectives (including the customer's) and

to better understand where ther role fitsinto this system.

Project-based learning. Ford Motor Company has designed a unique leadership program
for its high-potential middle managers from around the globe. They ddliver dl the
traditiona course materid online, with participants usng new eectronic toolsto
fundamentdly reinvent the way they work. The most innovative aspect of the program is
that the projects are intended not only to enhance business results, but aso to alow

individuas to find more time for themsedlves.

Corporate universities. In order to emphasize their commitment to learning, hundreds of
companies have now created corporate universities. Often formed in partnership with

higher education ingtitutions, the best of these corporate universities offer the chance to



customi ze content to the needs of the business, with participants receiving course credits
for the more genera knowledge they acquire. Many corporate universities are now
investing heavily in moving their content online and increasing the experientid learning

component of their face-to- face courses.

Carear Advancement

As organizations cut out levels of bureaucracy and move to flatter, more flexible project-
and team based dructures, there are fewer traditional promotiona opportunities available within
companies. Y et our research clearly shows that most employees are more likely to leave a
company if they are not satisfied with their career advancement opportunities. How then can

companies both retain their talent and benefit from these new, leaner organizational structures?

Solving this puzzle has become more difficult in an erawhere careers are no longer
defined within a company, but rather consst of a series of jobs that span firms and entail ongoing
changesinindividua skill ssts. Workers of the future will worry about their employability-and
will move where there are interesting opportunities that afford growth and the devel opment of
new capabilities. So companies mugt invest in the capatilities of their people--and create an
environment where these investments do not walk out the door. To do this, they need to develop
amore varied set of career paths and a broader view of advancement than the traditiona

movement through hierarchica levels and broader spans of control.

Large corporations are sarting to take advantage of their size and new information
technologies to provide amore fluid and open interna marketplace for jobs. Recognizing that the
career advancement needs of their employees can't be addressed within one business unit, they
are making it easer for employees to move within the corporation to secure the kinds of jobs that

fit thair interests and aspirations. Companies such as Hewlett Packard and Lockheed Martin have



committed to corporate-wide job posting systems-and are encouraging their managers to help
place their employeesin other parts of the corporation. Others, like AT &T, are going further,
cresting detailed databases that dlow them to match individuas with the requirements of each

new job opening or project.
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One Company's Experience with the "Employability"” Contract

After repeated rounds of restructuring, a leading technology firm began to advocate
"employability” policies that promised workers opportunities to keep their skills current
and learn new skills to ensure they could find jobs elsewhere in the event of a layoff.
The cornerstone of these policies is an ambitious tuition-reimbursement program that
pays for school and gives time off to employees to pursue degrees or professional
development programs, regardless of their current job or business need. Employees
receive a significant one-time bonus when they complete a degree.

Our study finds that:

This generous educational support has helped the company actively recruit top
talent who see development opportunities as a significant draw for joining the
company.

Development programs are very popular with the workforce. From 1996 to 2000,
over one-third of the salaried workforce participated in the tuition-reimbursement
program and nearly 10 percent of employees earned a degree through the
program.

Those who receive a degree have higher performance ratings, earn greater
merit pay increases and advance more rapidly than other employees.

The tuition reimbursement program is also a significant retention tool while
individuals are undertaking their studies. The turnover rate for those
participating in the program was only eight percent, compared to 13 percent for
those not involved. Since a part-time degree course typically takes at least four
years to complete, this can be a significant benefit in retaining high- potential
workers who are most attracted to these development opportunities and are
willing to invest their own time to pursue them.

Through this heavy investment in individual development, the company has increased
the general skill level of employees. At the same time, it has also increased the external
marketability of the highly ambitious and mobile employees attracted by the program.

The study finds that decisions to stay or leave the company depend heavily on whether
employees feel the new skills they have developed are used and rewarded. Of those
who have completed a degree sponsored by the company, fewer than four percent who
subsequently received a promotion and/ or a significant pay increase left the firm,
compared to over 20 percent of those who did not.
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These companies recognize that individuas now have a choice of hundreds of Internet
recruiting Stes that enable them to price their skills and find jobs that metch their capabilities.
Ironically, it is often eesier for employeesto find anew postion in their own company on one of
these externd Stes rather than through their current interna job-posting system. To help control
turnover, companies must make it as least as easy for their employees to identify and move into

new opportunities within the company as they can now do externdly.

Managing High Potentials: The Double-edged Sword

Given the importance of career advancement in retaining early and mid-career
employees and the limited promotion opportunities in today's flatter
organizations, many companies have chosen to focus their development and
career management efforts on a select group of high-potential employees.

This strategy is in many respects a double-edged sword-particularly for the
young, high-potential group characterized by lower commitment and higher
willingness to turn over. Even those who are achieving career success, as
measured by moving rapidly through organizational levels and grades, are more
likely to leave. In one company, we found that "high potentials” are four times
more likely to quit than others, despite receiving more "fast track" promotions.
This is a group that orients its behavior to what will allow advancement-and will
move wherever required to achieve career advancement.

These high potentials consistently receive the highest ratings for their individual
performance. In essence, companies are wooing them, giving them large
amounts of attention and opportunities and then living with the high rates of
attrition in order to ensure that they have their share of the best talent to fill key
leadership positions. And this focus on the high potentials can, in some cases,
cause other problems--such as under-development, underutilization and
demotivation of the rest of the workforce.
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Acquiring Talent

Mergers and acquisitions have typically been the surest ways to lose talented employees.
This can be particularly costly when the primary source of vaue in the acquired company isthe
knowledge and persona relationships of its managers and employees. Many factors can cause

key individuas to leave a company that is acquired, including:

Perceived unfair competition for leadership postions,

A clash of company cultures,

Loss of the acquired company's digtinctive identity and

Perceived failure to deliver on the promises at the time of the merger.

A few companies, however, have found ways not only to avoid many of the pitfals
associated with acquisitions, but have actualy turned the process of acquiring firms into amgjor
source of competitive advantage in the competition for talent. Firms like Cisco Systems, Texas
Instruments and Generd Electric have al made acquisitions a central part of their strategies for

obtaining the talent and innovations needed to ddliver consstent growth.

These leading companies are willing to pay a substantia premium over the market
vauation of the acquired company because they recognize that speed to market is often critical
in order to capture the mgority of the vaue when introducing a new technology. Acquiring a
company--one that aready has a viable product or service and the intact team of talent that
developed it-is often amore rapid and certain way to get to the marketplace than attempting to
grow it interndly. In fact, as companies increase in Size, it becomesincreasngly difficult for
them to generate sufficient top- line growth through internal new business crestion-and they are

thus actudly forced to turn outside.
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The Do's and Don'ts of Acquiring Talent

Undertaking acquisitions as an explicit part of a talent strategy entails a new
approach. We have synthesized the best practices from a number of leading
firms and the lessons from the many acquisitions completed by companies in
our study to identify a set of key success factors, along with a list of potential
pitfalls to avoid when purchasing and integrating firms into their organizations.

Do's
Acquire early-stage firms. As DaimlerChrysler and others have learned
the hard way, it is far more difficult to integrate two large organizations.

Check for cultural fit. Due diligence is critical, not just on the financials
and market potential, but on whether the cultures of the two
organizations are compatible

Create a dedicated M&A team responsible Jar continuously improving
the acquisition process. Even the leaders in acquisitions report
learning from early mistakes

Leverage the company's capabilities to create early successes. Show
the members of the acquired firm the benefits to offset the
independence and identity they've given up.

Don'ts

Promise nothing will change. That's a promise that will later be broken,
creating mistrust and an accompanying loss of talent and commitment.

Let the quiet period last too long. Failure to communicate sufficiently
often gives rise to uncertainty and rumors that can undermine morale
and fuel turnover.

Lose sight of the deal's strategic purpose. The only way to justify the
premium paid in acquiring new ventures is to maintain the focus on
retaining talent after the deal is done.

Neglect your long-time employee base. Too much special treatment for
new acquisitions risks alienating loyal, key talent within the existing
workforce.
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Ten Stepsto a Successful Talent Strategy

Based on the results of the research and our study of the practices of companiesthat have
built some of the world's leading employment brands, we have developed a 10-step approach to

cresting a successful talent strategy:

1 Cregate a clear and compdlling strategy and vision for the company.

2. Identify the core capabilities needed to excd at this Srategy and to continuoudy improve
performance-digtinguishing between those skills avallable externdly from those that must

be developed in-house.

3. Seek out the best sources of these skills wherever they are available globaly-and offer

these individuas opportunities to advance and contribute, regardless of nationdity.

4. Understand the factors that are most important in attracting and retaining individuas with

these key capatiilities and in gaining their commitment to the enterprise.

5. Recognize that different groups of employees want different things from work and that
ther priorities are likely to shift as they progress through the various steges of their lives

and careers.

6. Create multiple career paths (e.g., technica ladders, rotationa assgnments, opportunities
to join new interna ventures) to replace the declining number of managerid promotion

dotsin today's flatter organizations.

7. Craft individua development opportunities o employees can build the capabilities that

create maximum vaue for themsalves and the company.
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10.

Hold both employees and management accountable for meeting development objectives

and sharing the knowledge they gain with the organization.

Tie rewards and recognition to organizationd and team performance and enhancement of

skills, rather than placing too strong an emphasis on pay-for-individua performance.

Seek opportunities to rapidly enhance the company's talent through strategic acquisitions,
recognizing that these acquiSitions need to be managed differently then traditiona

mergers.
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Appendix: Study Method

Thisreport is based on a mgor research project that includes three waves of data
callection from 10 large, technology-intensive corporations. The study presents the results of the

first two phases of the project. Included in the data we gathered are:

An extensveindividuad survey of more than 4,500 knowledge workers and managers,

Interviews and focus groups with more than 500 business and technology |eaders and

individua contributors in these ten organizations,

Written documentation of knowledge management and human resource practices and

Objective performance indicators.

In order to get as representative a picture as possble, we recruited companies from a

wide array of sectors and geographic locations. Among the different industries represented are:

Aerospace,

Software,

Energy,

Chemicas and pharmaceuticas and

Trangportation equipment.
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These companies had sgnificant operaions in the three largest geographic regions of the world

economy. Among the specific countriesincluded in the udy are:

North America (United States and Canada)

Europe (Germany, Italy, Great Britain, France and Luxembourg),

Asa(Thaland and Indonesia) and

lsrad.

The datidticd findingsin this report are based on a common survey administered to the
companies knowledge workers. Identifying what factors are most likely to retain and gain the
commitment of employees can be done in two ways. The most straightforward gpproach isto ask
people to rate how important different dements of the employment relationship, such as
work/life balance or job security, are to them. This has the advantage of smplicity, but the
disadvantage that what employees rate as important may not be the same as what drivesthe
attitudes and behaviors companies care about. To find these key factors, we conducted a more
sophigticated regresson andyss. This dlows usto look smultaneoudy a many different
elements of the employment relationship to determine for each subgroup of employees (for
example, males under 30) the factors that are the strongest predictors of commitment and

retention.

For each demographicaly defined subgroup (e.g., mae or femae), two-step multiple
regression analyses were used to determine the factors that are the most important contributors to
employee commitment and turnover intent. The first step controlled for dl other demographic

characterigtics (e.g., nationdity, company, age group, status as manager or individua
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contributor, educationa levd), so that the regressions revea patterns for the demographic group
in question while controlling for other demographic memberships that might be unevenly
digtributed in the groups in question. In the second step, twelve independent variables were
entered that represent aspects of employment that we hypothesized to be predictive of retention
and commitment. Throughout the body of the report, wherever we refer to a sgnificant
relaionship, thisis based on a gatigicd anayds at the .05 leve of sgnificance. This meansthat
there is less than five percent probability that the relationship has occurred by chance. The vast
mgority of relationships reported have a Sgnificance leve of .001, which meansthat thereis

less than a one in athousand chance that the relationship has occurred by chance.
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