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EDITORS’ NOTE Mark Mactas, who holds
a B.A. in mathematics and economics
from Lebigh University, joined Towers
Perrin in 1980 and assumed bis present
posts 21 years later. A fellow of the Soci-
ety of Actuaries and the Conference of
Consulting Actuaries, be is also a mem-
ber of both the American Academy of
Actuaries and the International Actuar-
ial Association.

COMPANY BRIEF Towers Perrin (wwuw.
towersperrin.com) is a global profes-
sional services firm that belps organiza-
tions improve their performance through
effective people, risk, and financial man-
agement. The firm provides innovative
solutions to client issues in three areas:
Human Resource Services, which pro-
vides human resource consulting; Rein-
surance, which provides reinsurance
intermediary services; and Tillinghast,
which provides management and actu-
arial consulting to the financial services
industry. Together, these businesses have
offices in 25 countries.

What are the major challenges that
will be facing organizations in the
coming years?

The single biggest issue will be the
workforce — making certain an organiza-
tion has the right people, with the right
experience and skills, doing the right jobs

in the right places and fully engaged in
helping the organization succeed. This
may be something companies have been
hearing for a few years now, but in the
next several years, there will be a conver-
gence of several forces that will result in
nothing less than a sea change for busi-
ness. And that’s going to have enormous
implications for the workforce.

The first factor will be the down-
stream effects of a massive worldwide
shift in demographics. Aging populations
in developed countries, and even in some
less-developed countries such as China,
will result in large numbers of retire-
ments. Along with those retirements will
come potential shortages in company
leadership and a drain in knowledge and
key skills. At the same time, we'll see con-
tinued growth in skilled workers in devel-
oping countries and, as a consequence,
increasingly attractive workforces there.

Second, we’ll see continued global-
ization of business and capital as we
become more and more a global village.
Even today, most large companies view
the world as their marketplace, both from
a sales and an employee recruiting per-
spective, which means that competition
for these markets is also global. And we
can see how capital is moving across bor-
ders as a result. Look at India. A company
that “offshores” to India may pay 70 per-
cent less in compensation than one that
keeps those jobs in the United States or
Europe. But the Indian employee is earn-
ing a wage that is generally higher than
what he or she might have made other-
wise and therefore has greater spending
power.

Cell phone proliferation is a good
example of how the sale of goods and ser-
vices is changing. Telephones used to be
scarce in the rural areas of underdevel-
oped countries because of the infrastruc-
ture required to install land lines. But cell
phone infrastructures are much easier and
less expensive to set up, and at the same
time, some innovative companies have
developed ways to sell usage very inex-
pensively by providing a cell phone to one
person in a village, who then sells time to
neighbors for pennies. In this way, the cell

phone has revolutionized communication
in many countries.

Taken together, the demographic
changes and continued globalization will
present a huge challenge for employers,
but also great opportunity.

Will the populations of develop-
ing nations be able to play the roles of
consumer and employee now played
by those of industrialized nations?

That’s a key question. On one hand,
less-developed nations have cheaper cost
structures. Their populations are hungry
for work and for all kinds of goods — from
consumer products to manufacturing
machinery to basic infrastructure such as
roads and electrification. But accessing
these populations as consumers and
employees presents lots of challenges,
including managing cultural diversity, deal-
ing with language barriers, overcoming
educational obstacles, dealing with country
regulations, and more. So right away we
can see that there will be far more — and far
different — demands on company leader-
ship as they grapple with these issues.

But companies are still announc-
ing layoffs. Why should they worry
about the workforce of tomorrow?

It’s true that layoffs are still very
much with us. But I believe many of these
major companies, even as they are laying
people off today, recognize that they
stand to lose a significant percentage of
their workforce as their older workers
start to retire. Of course, this isn’t across
the board. It will affect some industries
and regions more than others. Still, in a
few short years, there will be far fewer
available job candidates than there are
today, and there will be a great deal of
competition for them.

Companies will be especially aggres-
sive about recruiting and keeping top tal-
ent — that core group of people with the
skills to deliver on the business strategy.
In many companies, there are 200 or 300
people who play an instrumental and sus-
tained role in delivering business results.
Those are the people they can’t afford to
lose, and they’re also the people who will
be the most difficult to replace.

There’s another factor to add to the
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coming shortage of high-talent workers:
namely, that competitive differentiation
among companies and organizations relies
more and more heavily on people and
their ability to innovate and create. Any bit
of competitive differentiation — in the form
of a new product or service or its “up-
grade” — lasts only a few months until com-
petitors come out with something better
or something comparable but cheaper, so
we’re in an endless race to gain that two-
or three-month window of exclusive sales.
Even a wildly popular product like Apple’s
iPod now has dozens of competitors, but
Apple’s ability to reinvent the iPod prod-
uct, upgrade its capabilities, and market it
in fresh and compelling ways has kept it
front and center in buyers’ eyes. That has
depended heavily on highly talented engi-
neers, IT people, market researchers, and
advertising specialists.

In this coming environment —
with such diversity of employees and
competition for high-talent ones —
how will companies build and main-
tain a successful, high-performance
organization?

At Towers Perrin, we refer to the
business response to these challenges as
workforce effectiveness: a set of interre-
lated activities designed to help companies
source, recruit, deploy, assess, develop,
reward, and transition the talent necessary
to execute business strategy.

Many organizations are quite suc-
cessful at addressing parts of workforce
effectiveness; for example, most large
companies have a clear and well-re-
searched compensation program, and
many handle performance and career
management exceptionally well. But very
few have a coherent workforce effective-
ness strategy — not because they are re-
miss, but because until now, it simply
hasn’t been an imperative.

To focus on a strategy, companies
first need to understand where they're
going to be in the coming years compared
to where they are now. To start, leaders
need to understand the people implica-
tions of their business strategy: What will
you be doing in the future and in what
locations? Where are your employees
located today, and where are they likely to
be located in the coming years? What job
categories will the company need in the
future, and what types of demographics
will make up your employee population?
Where will you find employees, and how?
Is your cost structure competitive? In
short, companies need to perform a work-
force diagnostic and compare it to the
business strategy to see where the gaps
and surpluses are likely to be.

And once that’s done, what’s the
next step?

Companies need to focus on employ-
ees. This means understanding what
attracts, retains, and engages them and
then building highly segmented reward
strategies that take into account the many

aspects of workforce diversity. This
includes factors we normally think of — eth-
nic diversity, language diversity, gender,
and so on, but it’s broader than that. It also
includes location, skill, function, whether
the employee is an expatriate, and even
whether he or she is transitioning from
one skill to another while on the job.

This strategy is essential for a num-
ber of reasons. First, organizations will
not be able to attract and retain employ-
ees simply by offering a higher salary.
Cost structures are going to be a huge
concern as organizations get further out
into the global employment market. Sec-
ond, our research has shown that salaries
and benefits, while important, are not the
make-or-break factors that keep employ-
ees with a given employer. Nor are they
the factors that drive employees to per-
form at high levels.

What are the factors that drive
high performance?

They differ by company, type of
employee, and so on, which is why it’s
important for organizations to have a
thorough knowledge of what motivates
their employees. Ongoing employee
research can help them understand the
specifics and track shifts in attitudes.

Basically it comes down to two pri-
mary aspects of work: a sense that senior
management cares about its employees
and a sense on the part of employees that
they have the wherewithal to do their
work. So, is the employer helping them
develop the requisite skills, and do they
have some sense of control over their
work? Obviously two-way communication
from senior management is important,
and if a company has far-flung operations,
that’s going to be a challenge.

Giving employees control over how
they do their work is going to be a more
local issue. The specifics will vary, but it’s
something that local managers and super-
visors will be very involved in. I can give
you an interesting example: We worked
with a hospital system that faced such
chronic nursing shortages that it spent
tens of millions of dollars a year on temp
and placement services. When the human
resource function surveyed the nursing
staff to ask what factors they’d most like
to see changed, higher salary didn’t even
make the top five. Instead, the nurses
wanted employer-paid professional train-
ing and a scheduling system that made it
easier for them to manage their family life.

These results showed that the nurs-
ing staff was motivated to grow in the job,
which demonstrates an important level of
commitment, and it also showed that
work/life balance was suffering — not nec-
essarily because of the round-the-clock
imperatives of the job, but because the
nurses didn’t have enough consistency in
their work schedules and forewarning
about scheduling changes.

These changes go far beyond the
HR department.

Absolutely. They will be of concern at
the highest levels of the organization. But
HR will play a major role in making these
changes. The HR function will help estab-
lish strategy and implement tactics such as
employee research and establish needed
benefits for diverse groups of employees.
They will also help company leaders learn
the new techniques they’ll need to lead
companies that will look and act very dif-
ferent from the companies of today.
Which brings me to another important
piece of the workforce effectiveness puz-
zle, which is succession planning.

What aspects of that strategy will
change?

The strategy will change because the
needed skills will change. Traditionally,
succession planning has focused on the
top executive positions. In the future, suc-
cession planning will include the core 200
to 300 people who really drive the results
of the company. We're also talking about
middle managers, who will have to drive
performance on the ground, employee by
employee, and who play the greatest role
in making sure that employees are truly
engaged and committed to doing what it
takes to make the company successful.

What role will technology play?

A big one, as will outsourcing. As the
HR function takes on these more com-
plex roles, it’s going to have to optimize
how the transactional work gets done.
Companies already outsource things like
payroll, benefit management, and so on,
but they will be looking to outsource
other functions as well. And they’ll con-
tinue to move to a self-service environ-
ment for employees and managers.
Online benefit enrollment, compensa-
tion, and performance management are
just the beginning. The great thing about
these advancements is that they make the
world smaller and make the organization
more efficient. The accountant in Tokyo
and the line manager in London are using
the same systems and timeframes to
make their benefit choices — even though
those benefits may be quite different in
the two locations — and in so doing
they’re reducing the error rate, reducing
the time it takes to make these choices,
and freeing HR to do other things.

There’s been quite a bit of
doom and gloom about workforce
demographics lately, but you seem
optimistic.

I've always believed that with great
change there’s great opportunity, espe-
cially for people and companies that think
ahead and plan well. Forward-looking
companies will benefit from our contin-
ued globalization and other macro-demo-
graphic forces. A number of today’s less-
developed countries will emerge as strong
global competitors. At the same time, I
believe many organizations in the devel-
oped world will look ahead, innovate, and
use the changing global landscape to their
advantage. ®
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