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INTRODUCTION

The energy sector appears poised for a period of
global growth. At the same time, the industry faces
challenges in meeting its demand for talent to take
full advantage of the growth opportunities around
the world.

Among the principal challenges facing energy
organizations, two of the most well known are:

¢ Anaging workforce, particularly in the highly
skilled segment of the workforce. Recent studies,
such as one completed by the Cambridge Energy
Research Associates, estimate that more than half
of engineers employed by the industry will retire
by 2015."

¢ Alack of talent in the human capital pipeline.
The industry as a whole has “... failed to recruit
or retain sufficient human capital to assure
enough career employees will be available to
meet requirements. ... Nor have energy compa-
nies been able to attract a new generation of

energy workers ...”2

These industry-specific challenges are playing out
against the backdrop of shortages among highly
skilled talent in labor markets across the globe -
shortages that persist even in face of widespread
unemployment. As such, it is unlikely that the
natural mechanisms for equilibrating labor
markets - talent mobility and pay adjustments -
will be sufficient to make these shortages quickly
self-correct. Significant public and private impedi-
ments to talent mobility stubbornly remain. And
with intense competition for highly skilled talent,
nothing short of concerted action by governments,
business organizations, universities and not-for-
profit organizations will suffice to break through
the talent logjam. That will take time.?

Given these pressures, organizations in the energy
sector need to significantly enhance their approach
to workforce management. Specifically, they

need to become as scientifically disciplined and
foresighted in managing the processes by which
they find, access and develop their workforces as
they are with the processes by which they secure,
produce and deliver their energy products and
services. This is not pie-in-the-sky musing about
the future. Itis already happening. As we will see
later in this paper, the energy giant Saudi Aramco
figured this out some years ago and has moved
aggressively to bring a rigorous, quantitative
discipline to managing and deploying its talent
pipeline. Consistent with its engineering culture
and embrace of “systems thinking,” the organiza-
tion uses a sophisticated, evidence-based approach
to strategic workforce management and planning
that helps identify and mitigate talent risks. If an
organization as financially and institutionally strong
as Saudi Aramco feels the need to do this, can
others sit on the sidelines and leave their talent
needs to chance?

An evidence-based approach to strategic
workforce management and planning can
help organizations address their current talent
challenges and pre-empt future talent gaps.
Specifically, it helps them:

¢ Anticipate future workforce requirements

e Measure, understand and manage the dynamics
of the current and future workforce supply

e Prudently invest in building the capabilities
they require

¢ Quickly adjust internal deployment of employees
to minimize unproductive situations of excess
supply and/or excess demand

" Source: Cambridge Energy Research Associates Study, 2007

2 Source: Boyden Global Executive Search, 2011

3 A detailed discussion about the issue of global talent shortages and examples of multistakeholder collaboration to strengthen mobility as an instrument for
closing talent gaps can be found in the World Economic Forum/Mercer report, Talent Mobility Good Practices: Collaboration at the Core of Driving Economic

Growth, Geneva: World Economic Forum, January 2012.



Put another way, this approach enables organiza-
tions to better navigate the external labor markets
with which they interact and to help manage their
own “internal labor markets” (ILMs) to shape their
workforces to their business needs.

This paper explores some of the core components
of evidence-based management of human capital.
It shows how specific analytical methods can be
applied to both the demand and the supply sides
of workforce management and planning and how
the integration of qualitative and quantitative data -
that is, perceptions and realities — can strengthen
the fact base on which decisions are made. The
case of Saudi Aramco is reviewed in depth as an
example of how such an approach is being used
effectively in the energy sector. Finally, we also
review data from recently completed studies of
employee engagement and current compensation
and benefit trends and costs to show how such
information can be tapped to strengthen decision
making around talent. Our goal is to provide
practical insight to help employers gain enduring
competitive advantage in the global competition
for talent in the energy sector.

MANAGING HUMAN CAPITAL
IN TODAY’S ECONOMY

The key workforce imperatives
faced by employers today include:

Since actual labor cost reflects both compensation
expense and workforce productivity, effective cost
management requires tracking and anticipating
changes in compensation levels and trends in
global labor markets as well as measuring and
understanding what actually drives workforce
productivity, including productivity differences
across labor markets. In what follows, we discuss
each of these imperatives in turn.

EVIDENCE-BASED STRATEGIC WORKFORCE
MANAGEMENT AND PLANNING

The first and primary charge of workforce manage-
ment is to help ensure that the organization has
the talent required to support business objectives.
As in all market-related activities, the problem has
both demand and supply dimensions. Future
demand and supply need to be estimated and
gaps between them quantified. That knowledge
can then be used to create a realistic plan that
appropriately balances the quantity, quality, mix
and location of critical talent to deliver the required
workforce at the right cost.

The hallmark of the new approach to strategic
workforce management and planning is its heavy
reliance on empirical evidence to support decision
making. The empirical emphasis plays out for both
the demand and the supply sides of the workforce
planning exercise.

Workforce Planning Quantifies the Gap Between Talent Demand and Supply, Providing

the Basis for the Development of an Effective Workforce Plan

¢ Finding, securing and devel-
oping the right talent - now
and in the future

¢ Motivating and engaging that
workforce in a post economic
crisis and increasingly multicul-
tural world

Talent supply

e Optimizing labor costs CRITICAL CAPACITY

Current and projected internal
and external supply of talent

and skills

Talentdemand

BUSINESS REQUIREMENTS
Future workforce needs based
on business plan (capabilities
and numbers by location)

Workforce plan

« Evaluate alternative strategies to
mitigate workforce risks, balancing
needs and outcomes:

- Quantity
- Quality
- Location

« Design plan and policies to transform

workforce and close critical gaps
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Workforce risks

* Build supporting change-
management model

* Monitor changes to ensure progress




LABOR DEMAND

Traditionally, the focus on the demand side was

on determining the number of full-time employees
in specific roles that were required to meet

future business demand. That was what the old
“manpower planning” was all about. But increas-
ingly, the real challenge for workforce planning is

gauging how and to what extent the quality and mix

of workforce capabilities need to change to support
business objectives. Evidence-based workforce
planning offers a new, more systematic approach
to answering these questions — one that combines
qualitative and quantitative data to provide a more
reliable basis for anticipating future needs.

Since workforce planning is about the future,
expert opinion about future workforce require-
ments is essential. More sophisticated tools for
eliciting expert opinion, such as conjoint analysis,
can now be used to help leaders - those with the
best understanding of where the business is going

and its key strategic differentiators — carefully think

through the human capital implications of their
business design. Specifically, leaders need to

develop a workforce “blueprint” that spells out the

mix of skills, knowledge and experience required
as well as the workforce behaviors and attitudes
needed to make the workforce productive.

For example, to help identify future workforce
requirements, a large energy company used a
formal survey process based on conjoint analysis
to elicit input from business leaders and their HR
partners across the segments. Specifically, they
were asked to indicate which workforce character-
istics and behaviors were most important to future
business performance, selecting from among a
group of paired comparisons offered in the survey.
The company learned from this process that the
more generic capabilities and behaviors - such as
technical knowledge, teamwork and adaptability
to change - were universally judged to be critical
across all their business segments whereas firm-
specific factors — such as employee tenure and
breadth of experience in the company - were
judged to be of little value. This was particularly
striking given the strong orientation of the
company’s current talent and reward strategies

to the development and retention of firm-specific
capabilities. It became evident that the current

talent and reward strategies were simply not
geared to deliver what business and HR leaders
believed they need to be successful. A serious
talent risk had been identified.

Leaders in This Energy Company Rank General Skills and
Behaviors - Including Technical Expertise, Teamwork and
Cooperation — as Most Important to Future Company Success

Please indicate how important the following skills and experiences are for
your workforce to be effective in the future.

Financial and
budget management

. Services and support
. Operations

. Overall

Time/experience in firm

L IR

Years of experience in industry \

Time/experience and
breadth of experience in the
company are not considered
important attributes for
future success. Will this
de-motivate long-tenured,
high-performing individuals?

Risk taking

Education

i

/

Breadth of experience in firm

Managing a cross-cultural
workforce

While firm-specific
knowledge and skills —
garnered through time/
experience with the
company - are considered
important to employee
productivity, general
(transferable) skills were
rated as most important
for future workforce
effectiveness.

Breadth of business experience

Management/supervisory skills

Communication skills

échnicalskills/ \
technical expertise
Teamwork/cooperation with
other groups
Flexibility/adaptability to
|
| | | | | | |

change or hardship
0 50 100 150 200 250 300

Importance score




Sometimes opinion — even expert opinion — is not
enough. Believing that a certain workforce attribute
or capability is important is not the same as
knowing itis important. In this highly competitive
environment, those who know it will have the
upper hand. In the best of worlds, organizations
can go beyond opinion to tap into hard evidence
about what workforce characteristics and behav-
iors actually matter to business performance.

A global professional services firm had the oppor-
tunity to examine the running record of revenue
growth over multiple years to determine whether
there were any clear indications of which work-
force characteristics and management practices
actually created the most value. Using controlled
statistical modeling, the firm was able to discover
linkages between growth in revenue and the way
in which it structured sales and delivery teams.*
Among other things, the analysis uncovered that
length of service of those in customer service roles
was the single biggest driver of year-to-year
growth. It dwarfed almost all other factors in its
contribution to economic performance.

This result surprised business leaders, who tended
to discount the value of employee tenure. If
anything, they were biased against employee
tenure, associating it with an entitlement mentality
and resistance to change - the attitudinal enemies
of a “performance culture.” The facts said otherwise,
as they demonstrated, unmistakably, that the future
workforce profile required more home-grown talent
in customer-facing roles. Most important, they
showed how much it was worth for the organization
to invest in policies and practices designed to grow
tenure in this part of its workforce. Quantification

of the expected impact is what makes an evidence-
based approach compelling. It provides an
economic grounding to workforce management
that has traditionally been absent in the workforce
planning field.

Aside from assessing qualitative changes required
in the workforce, effective workforce planning still
must deliver reliable forecasts of how estimated
future demand translates into future headcount
requirements for relevant roles. From a headcount
standpoint, increasingly sophisticated and agile

Evidence From Business Impact Modeling® Confirmed That Future Growth Depended on Cross-segment Teams Led by

Seasoned Professionals

0%

1-year growth in revenue

10% 15% 20%
l l J

Breadth of relationship

Delivering one additional service to customers

Stability of relationships
Increase in dedicated staff serving customers
Reduction in the turnover of seasoned people

Reduction in voluntary turnover

Key personal attributes
Increase average performance rating

Increase in the tenure of customer service employees

Diversity

Increase in the percentage of non-whites

16%

“The specific methodology used by this organization is called Business Impact Modeling® A detailed explanation of the approach can be found in chapter 6
of the following book: Nalbantian H, Guzzo R, Kieffer D and Doherty J. Play to Your Strengths: Managing Your Internal Labor Markets for Lasting Competitive

Advantage, New York: McGraw Hill, 2004.



Given Current Trends, This Business Will Have a Shortfall of Employees by 2015 - Results From ILM Analysis® Could Help Determine

the Most Effective Way to Close the Gaps

Gap analysis
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forecasting tools enable organizations to project

headcount requirements under various scenarios.

The default may simply be projections from the
current baseline relationship between labor and
output, assuming workforce productivity remains
constant. Other scenarios may take into account
likely changes in workforce productivity over
certain periods and may also allow for altering
assumptions about future turnover or absence
rates - factors that could also affect what the
optimal headcount will be.

But even here, application of more sophisticated
workforce analytics can enhance the quality of
decisions. It is possible in some circumstances to
forecast headcount and staffing mix requirements

based on hard evidence about what is optimal under

alternative scenarios. Take, for instance, the case
of a US equipment rental company under strong
pressure to reduce headcount to lower its labor

costs. The company’s leaders decided they needed
something better than reliance on conventional
wisdom. They needed to follow the evidence trail.

For Rental Company, the Optimal Headcount Increases With
Potential Revenue

For each level of potential business, a trajectory shows the impact of
headcount on annual profit

250% -
Potential annual

£ Revenue =$5M

0/ —i
8 200%— __ Revenue =$3 M
= — Revenue=$1M
2 150% —
S If a location can potentially generate
S 100% — $1Min revenue - due to market
‘g factors - its optimal rental
g 50% — headcount is five

0% T T T T T T T

Headcount

Given their potential, some locations have headcounts that exceed the optimum,
and others have headcounts that are smaller — growth prospects can be best
enhanced by reducing headcount in the former set of locations and increasing it
in the latter.

Potential revenue predicted from a supplementary model that controls for the number
of households and business establishments in area.




Using sophisticated statistical modeling methods,
they examined the running record of profitability
across all their locations to identify optimal head-
count conditional on other internal and external
market factors also affecting profitability. The
external factors related to the characteristics

of customers in each market and the extent of
competition from rival firms — factors that affect
the “potential revenue” available to local opera-
tions. The statistical modeling identified the
most efficient staffing models - relative to market
opportunity — that were already operating within
the organization. It revealed, in effect, what could
be accomplished if internal best practices were
replicated broadly across the firm.

The results showed that many of the units were
operating with significantly larger headcount than
necessary, and some were actually understaffed
relative to what local markets could sustain. Indeed,
revenue would grow significantly in some markets
if headcounts were increased, and it would do so
more than enough to offset the higher costs from
the higher headcount. Management immediately
used this information to inform its new staffing
model. Moreover, these modeling results could be
used to forecast future headcount requirements
based on projected changes in potential revenue
in current and prospective locations. Optimization
based on hard evidence of this kind provides a
powerful platform for more reliable and effective
workforce planning.

LABOR SUPPLY

The same empirical approach can be applied to
questions about labor supply. The proliferation
of workforce data both inside and outside of
organizations along with advances in modeling
capabilities makes possible powerful quantitative
assessments of labor supply and effectiveness.

Obviously, effective workforce planning cannot
take place without careful assessment of the
current and future availability and quality of the
kinds of highly skilled talent required by the
business. The progressive integration of labor
markets across the globe has increased the overall
stock of talent available to organizations, but it has
also rendered the process of talent searching more

complex and competitive. The complexity rises
because decisions about the sourcing of talent
require the evaluation of numerous labor markets
that exhibit different demographics, educational
standards, cultures, work rules, labor unions and
laws. And increasingly, it involves considering the
potential to move jobs to where the talent is — that
is, “job mobility” — rather than simply finding and
moving the people to where the work is currently
located - that is, “people mobility.” Organizations
must constantly evaluate the economics of both
sides of this talent equation.

For all the talk about a mobile global workforce,
recent history shows that it is actually job mobility
that has grown the most. An estimated 2 million
jobs were created through foreign direct invest-
mentin 2010. In contrast, the World Economic
Forum/Mercer survey of mobility patterns and
practices suggests that mobility within firms has
remained largely constant, with overall mobility
limited to a small fraction of organizations’
workforces and traditional geographic mobility
remaining the predominant form of movement.”
Multiskilling, job rotations and moving people
across job families and roles as a means to close
talent gaps remain underutilized.

Interestingly, Mercer’s extensive site-selection
work with large global organizations has
revealed that labor factors increasingly
dominate location decisions.

Labor Availability Is the Most Common Criterion in This Sample
of Site-Selection Decisions

Frequency criteria appears in location decision making

Labor availability 95%
Reduce costs

Labor quality/education

Labor demand
30%
29%
29%
26%

25%

23% Taken from 130 different

Purchasing power/cost of living
Turnover

Labor law flexibility

Risks

Infrastructure

Incentives

Real estate 22% site-selection decisions
Quality of living 21% across industries and
English language capability 18% geographies

18%
15%

[ I I I I 1
0% 20% 40% 60% 80% 100%

Business climate

. . Labor-related factors
Industry experience

% See Talent Mobility Good Practices: Collaboration at the Core of Driving Economic Growth, Geneva: World Economic Forum, January 2012.



Specifically, labor availability trumps all other factors,
including cost, as a prime consideration behind
location choice. And near the top of the list as well
are considerations of labor quality (as measured by
education) and labor demand (quantified by the
level of competition for experienced workers or by
wage growth and turnover).

Besides labor availability, these additional factors
receive the highest weights assigned, on average,
in site-selection decisions. Only cost competitive-
ness tends to be weighted higher.

These trends may pose a greater challenge to
energy companies, particularly producers, than
to employers in many other sectors. Because the
core jobs themselves are tied to where the energy
resources are located, energy companies may not
avail themselves as readily of the
kind of job mobility that helps
other industries address their
talent shortages. Reliance on
such alternatives may be limited
to support functions and other
managerial or professional
positions that do not require
direct proximity to exploration
and production employees. For
most other jobs, the focus has
to be on 1) improving access to
talent available at or near the
production site(s), 2) finding
ways to effectively compete

for the requisite talent at work

in other geographies with
significant energy sectors or

3) investing in broader industry
or country-wide education and
training efforts to develop new
talent with the relevant skills.

Change in labor
competitiveness
in the past year

1 Increasing
4= Stable
§ Decreasing

Changein labor
competitiveness
in the past year

1 Increasing
4= Stable
§ Decreasing

25 e
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Clearly these kinds of efforts are happening in the
energy sector. Reliance on expatriate labor is high,
as is investment in education and development.
Migration of talent has become almost universally
eastward, with competition for talent in the sector
strongest in parts of Asia, Latin America and Canada
- a decided shift from the pattern just five years ago.

Given the global nature of talent sourcing in the
sector, energy companies need to avail themselves
of more readily available data on talent pools and
on competitor activity in relevant labor markets
around the world to identify where the right talent
can be found. Careful prioritization with business
and operational leaders of the relative importance
of various labor factors can provide a more objec-
tive way to determine which markets to focus on
and how to balance people and job mobility.

Trends in Talent Migration in the Oil and Gas Sector Back in 2007

Western
Europe  Former Soviet Union =
lOiI Field Services

Asia T
Middle East
North Africa L §

Central &

South America Sub-Saharan
[ Africa

Source: Mercer Oil & Gas External Labor Market Analysis, September 2007 update

Trends in Talent Migration — More Recently

Western
Europe  Former Soviet Union
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Middle East Asiat
North Africa
-
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- Africa

Source: Mercer Oil & Gas External Labor Market Analysis, May 2010 update



Decisions about expanding the geographic reach

of talent search are contingent on a proper under-
standing of the economic realities of labor markets
at home. One of the large energy companies in

the Middle East meticulously scans its home labor
market to gauge the proportion of the overall pool
of younger workers that is practically available to
the firm. It takes into account such factors as how
well those in the target demographics match up
against key employment criteria, how many of them
are projected to apply, the estimated attrition rate
of candidates during the recruitment process, and
the likely offer and acceptance rates, among other
things. In this way, the organization gets a real
handle on the effective talent pool in its home
market and creates an empirical basis to optimize its
recruitment, selection and development practices.

UNDERSTANDING YOUR ILM

Perhaps the most compelling advance in work-
force analytics related to the supply side concerns
methods that can be used to understand the
dynamics of those all-important labor markets
that reside inside organizations - that is, ILMs.

An organization’s workforce is determined not only
by the availability and quality of talent in labor
markets with which they interact, but, even more
important, by how the organization manages

its own ILM. Organizations do, in fact, run labor
markets of sorts. They draw people in from the

ILM Map

outside. They move them through various assign-
ments, jobs, locations and career levels. They keep
some and lose some through voluntary and involun-
tary turnover. And they reward people in various
ways - in the process, implicitly valuing the host of
skills, abilities, experience, behaviors and attitudes
displayed by employees across time. Rather than
accomplishing these things through arm’s length
transactions of the kind of characteristic of external
labor markets, they rely on administrative processes
and procedures inside the firm. Nonetheless, these
are fundamentally market transactions and they
accomplish the same things that external labor
markets do:

e Match people to jobs

e Motivate effort and diligence to perform
those jobs

e Price those jobs

How well an organization manages its ILM affects
the kind of workforce it has today and the workforce
it will have in the future. Hence, it is incumbent
upon the organization to measure and understand
the dynamics of its ILM to be able to shape the
workforce outcomes to its business needs.

In order to understand your ILM, you should start by
mapping the flows of talent in, through and out of
the organization over time. The following ILM map
is a simple way to capture the core talent flows over
a specified period, usually three to five years.

An organization’s workforce is the outcome of these highly inter-related labor “flows” and associated rewards

Hires

Level 8 »
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Each of the bars in this chart depicts average
annual headcount in the various career levels that
define the organization’s hierarchy. Usually these
are defined to capture significant career events,
such that transitions between them represent a
meaningful change in authority, responsibility,
job scope, impact on the business and, yes, pay.
Arrows in from the left show the average annual
numbers of new hires into each level; arrows out
to the right represent average annual exits, which
can be further broken down into voluntary and
involuntary turnover. The arrows between levels
reflect average annual numbers of promotions.
Finally, the map also displays the average number
of lateral moves per year - job changes that do not
involve promotion.

These are the core talent flows that characterize
the organization’s ILM. They determine who
comprises the workforce and what it is becoming.
The flows depicted in the map are purely descrip-
tive but nonetheless can be revealing about the
nature of the organization’s talent strategy - for
instance, whether an organization is prone to build
or buy its talent, or whether it is hierarchical or flat
in career structure, among other things.

Beyond providing such high-level insights into the
nature of talent management in the organization,
these talent flows can be used to project, for
planning purposes, what the organization’s work-
force will look like in the future. Such forecasts can
help determine the likely distribution of employees
across levels and the cost implications of changes
in that distribution going forward.

And they can speak to other areas of concern, such
as the future demographic makeup of manage-
ment and leadership, with an eye toward meeting
diversity targets.

MOVING FROM DESCRIBING TO EXPLAINING
Being able to manage your ILM requires more than
simply describing it. From planning and manage-
ment standpoints, the real power comes from
learning why your ILM looks the way it does and
how your policy actions can actually change the
outcomes, particularly those outcomes that do not
align with business needs. Statistical modeling of
the drivers of each of these talent flows and associ-
ated rewards - what we call ILM Analysis® - can
provide an empirical understanding of how your
ILM is functioning and what you can do to ensure
that you deliver what the business requires.®

The Information From an ILM Can Be Used to Develop a “Simulator” to Play Out Future Workforce Scenarios
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Disguised case example

6]LM Analysis® s a long-standing, proven approach to modeling and interpreting ILM dynamics. It consists of a set of integrated statistical models of the drivers
of such key workforce outcomes as attraction, retention, promotion, ratings and pay. For a more detailed presentation of this methodology, see chapter 5 in the
following: Nalbantian H, Guzzo R, Kieffer D and Doherty . Play to Your Strengths: Managing Your Internal Labor Markets for Lasting Competitive Advantage, New

York: McGraw Hill, 2004.



Beyond the simple descriptions revealed by an ILM
map, for workforce planning purposes, you need to
know a few core things about what drives your ILM:

1. Know who you are attracting into the organiza-
tion and whether they are the right people.

Understand who tends to be coming into your
organization — both the people’s backgrounds
and experience and from what sources they

are coming from — and what happens to them
over time. Is your target population actually
performing better than comparable employees,
as judged by ratings or measured productivity?
Do they advance faster? Are their pay raises or
bonus payments larger? Are they more likely to
stay with you longer than others?

As an example, one sales organization discovered
that those who performed better on the tests
they used to screen candidates performed

no better than those with lower scores and,

in fact, were more likely to leave. Interestingly,
some of the component factors of the test did,
indeed, correlate well to future performance
and retention, but the way they were
aggregated into a composite score effectively
nullified their predictive power. The evidence
pointed most of all to a need to recalibrate

the aggregate test score to get a more reliable
selection-screening mechanism.

Know Who You Are Selecting ... and How They Fare

This selection instrument not only failed to be predictive of success, it also
tended to select individuals with a higher propensity to quit.

Applicant’s score is not
predictive of future performance

¢ and trends to favor candidates
that are more likely to quit.

Individual sales
Turnover (6 mos.)
Test factor 1
Test factor 2
Test factor 3
Cheating factor
Test factor 4
Test factor 5
Test factor 6
Test factor 7
Test factor 8

[ I I [ I I I I I |
-03 0.2 -0.1 0 0.1 02 03 04 05 06

Correlation with overall test score

2. Know who are you retaining and why.

Identify who is leaving the organization and
whether the pattern is aligned with business
needs. Are top performers more likely to stay
than average or low performers? Are the lower
performers the most likely to leave? Are those
with hot skills, technical expertise and/or lead-
ership capabilities the most likely to stay? And
what management practices most influence
actual turnover? Do they play out differently
for different workforce or business segments?

Know What Retains Employees ... and What They Actually Value
Analysis of actual turnover behavior

Turnover drivers

10% market pay adjustment

1-point rise in unemployment

Hire 20% more from employee referrals
10% base pay growth

1-year decrease in current position
Increase jobs performed (from 1 to 2)
10% reduction in layoffs

Supervisor did not leave within last year
Ifincentives received

If promoted within last year

I I I I I
0% 25%  50%  7.5% 10%

Percentage point reduction in turnover

Previous surveys of perceptions suggested that pay and workload were most
critical to employee commitment (in this organization).

Our analysis of actual behavior showed that career development and management
stability most affected retention.

So, for instance, this services organization
discovered that its high and soaring rates of
turnover were driven by career-related factors -
such as speed of promotion, frequency of job
changes and managerial stability — and not
nearly as much by pay and workload, the two
suspected causes identified from exit interview
data. Predictive modeling of actual turnover
showed that strengthening career opportunities
and reducing supervisor turnover would have,
by far, the biggest effect in reducing turnover
compared with any other interventions. And
subsequent actions in these areas quickly
proved the predictions to be accurate. ’

7 Amore detailed review of this example and the turnover modeling behind it can be found in Nalbantian H and Szostak A, “How Fleet Bank Fought Employee

Flight,” Harvard Business Review, April 2004.



3. Know how vulnerable you are to changes in

labor market conditions.

Understand how much of your unwanted
turnover (or lack thereof) is directly attributable
to changes in labor market conditions. Are you
effectively insulated from outside market pres-
sures or do small changes in outside conditions
translate quickly into changes in turnover in
your organization?

The following chart shows comparable results
from predictive models of turnover likelihood
estimated for six organizations.

Know How Susceptible You Are to Changing Labor Market
Conditions ... and Whether Various Business or Workforce
Segments Respond Differently to Outside Opportunity

Not all companies are equally affected by changes in unemployment rates

Individual companies

A

B

c

D

0%

0%

I I I I I I I I I
0% 2% 4% 6% 8% 0%  12%  14%  16%

Increase in likelihood to quit if unemployment rates drop

The bars indicate the estimated impact on volun-
tary turnover of their own employees of a change
in local unemployment rates across their areas

of operation, all else being equal statistically.

The first two of these organizations have no
sensitivity at all - what we call zero “elasticity.”
Changes in labor market conditions, within the
range of variance they experience, do not spur or
diminish turnover among the workforce. In stark
contrast, the firms toward the bottom of

the chart show very high sensitivity to market
conditions. They seem to be on a hair trigger:
Even small reductions in local unemployment
rates would significantly increase their turnover.

Why these differences? Some organizations
manage to insulate their workforces from
outside market forces, either through back-
loading of pay and benefits or by maintaining
a premium reward proposition or employment
brand. Others are more oriented to the “here
and now” of markets; they don’t link pay and
benefits significantly to tenure but are careful
to meet current market rates. In such circum-
stances, any slowness to adjust pay or other
rewards to market rates will, indeed, tend to
result in higher turnover. There is little to deter
employees from voting with their feet.

We are not suggesting that one of these profiles
is inherently preferable to another. If instability
in your workforce is a problem, and/or if you
have high levels of unwanted turnover, greater
insulation from the vicissitudes of the market
might be desirable. On the other hand, if you
need to change substantial parts of your work-
force, and/or if your sector is so highly dynamic
that you need to constantly import new

ideas and the new talent that generates them,
exposure to market influences can be a benefit
to the business. Insulation from the market can
block you from receiving market signals about
how different workforce capabilities are being
valued among other employers. Missing such
information can make it more difficult for you t
o compete effectively in the future.

Whatever is the right profile for your organiza-
tion, it is very useful to have this information.
Indeed, it is hard to imagine how workforce
planning can be effective without the capacity to
forecast how anticipated changes in labor market
conditions will likely affect turnover within your
workforce. In a time of talent shortages and stiff
competition for the best talent, guessing or using
rules of thumb is not enough. Firm quantitative
estimates based on hard evidence are what the
top competitors will need to have.



4. Know what you are actually rewarding.

Understand what you actually value through
your various rewards programs. Most organiza-
tions have an array of rewards they offer to
employees — some related to pay, some to
benefits and others to career opportunity,
learning and the work environment. While
almost all organizations know well what
programs they have in place and what they
intend to reward, few can look through the
tangle of multiple rewards to see what, on
balance, they collectively value - that is, what,
in effect, determines who in the workforce gets
higher levels of these rewards. Simply put, you
need to know who does better in your organiza-
tion. What are the attributes of those most likely
to be promoted or of those who get the higher
annual merit increases or annual bonuses?

The rewards grid is a practical visual of results
from the statistical modeling of the drivers of

three of the most tangible rewards: promotion
likelihood, annual pay increases and pay level.

Know What Your Organization Actually Rewards ... and
Whether Such Rewards Are Aligned With What Your Business
Actually Needs
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Factors in the upper-right corner, such as high
performance rating or working in the company’s
west coast operations, are associated, all else
being equal, with a higher probability of promo-
tion and larger pay raises. Factors on the lower-left
corner are the opposite — they contribute nega-
tively to those rewards. Factors in blue, such as
higher performance ratings or educational attain-
ment, are associated, all else being equal, with
higher pay levels.

So, for instance, this organization was happy to
find out that it strongly valued higher performers
through all three elements of rewards. It was
surprised to see how thoroughly tenure was
devalued, even with respect to pay levels -
something uncommon in similarly positioned
enterprises. The biggest concern was the finding
of how little higher education benefited employees
once employed by the organization. Sure, these
individuals had higher pay levels - a result of
market realities. But once in the organization,
those with higher degrees were no more likely

to advance or see their pay grow rapidly than
otherwise comparable employees without the
degrees. For an organization developing an
increasingly sophisticated business model with
more complex products and more sophisticated
production and sales processes, there seemed to
be a fundamental misalignment of rewards with
business requirements — one that brought with

it a significant talent risk.

Why is this reward grid important? Because, as in
all markets, prices matter. And rewards are the
equivalent of prices in an ILM. Over time, you
become what you reward. If length of service is a
source of value, but your reward system ceases to
value tenure, you are more likely to lose tenured
workers and far less likely to encourage new hires
to stay and build a career. If your business model
requires a more educated workforce - as this orga-
nization believed - but you allow the market
premium for those with higher degrees to erode
once they are in your organization, you are more
likely to lose those with higher degrees. And this
will affect your ability to effectively compete for
such talent in a world in which highly skilled talent
is in big demand.



5. Know how careers unfold and what ways exist to
effectively accelerate employee development.

Finally, organizations need to understand how
their employees develop, both through formal
education and training and through the process
of job transition that drives their careers. Few
organizations have a real handle on how these
programs and practices actually play out within
their workforces. Does formal education or
training provide a real return to their invest-
ments? Do some types of programs work better
than others in helping employees perform
better and advance up or through the career
ladder? And does the way people move from
job to job affect how well they ultimately do in
both performance and speed of advancement?

A leading energy company was concerned
about future shortages of talent in its engi-
neering ranks, particularly among some
categories of engineers (for example, nuclear
engineers), for which external supplies were
clearly inadequate, largely because of insuffi-
cient attention in university curricula.

Leadership realized that the outside world
offered no magic bullet that would fix this
looming problem. The leaders needed to focus
intently on the management of their ILM and
develop solutions involving a combination of
delaying anticipated retirements among the
relevant populations, improving retention of
talent in the pipeline and, related to that, accel-
erating development of the best among those
same employees.

To support the latter, it helped to gain a better
understanding of what the various development
paths actually were and how long it typically took
employees to pass through them. Career maps,
such as the one depicted in Figure 15, helped
leadership identify, for the first time, the multiple
sequences of progression and transfer actually
employed in the organization.

Know How Careers Unfold ... and Whether There Are Potential
Ways to Accelerate Effective Development

An example of opportunity pathways in an energy company
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Based on actual job transitions. The times shown are the approximate average
timeframes for the job transitions to have occurred.

This was the starting point for deeper dives aimed
at determining what made some alternatives
more successful than others and what conditions
needed to be met in order to maximize the
likelihood of more quickly producing engineers
well qualified for the advanced roles they would
need to assume. Without this understanding,
workforce planning at this energy company could
have become an exercise in futility, suggesting

no economically viable and efficient ways to solve
the talent problem. By understanding the internal
development chain, the leaders were able to rely
on changes in ILM management to close the gap.

BRINGING IT ALL TOGETHER

These are fundamental questions for workforce
planning