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INTRODUCTION


The workforce in the United States is dramatically changing. Through most of the twentieth century, organizations could count on a steady stream of potential workers with the basic skills and career expectations that met the needs of corporate leadership.  However, this that is no longer the case. Today, the technology, culture, demographics, and new sourcing methods are making the senior executives re-think their strategy for this new century. Organizations that hope to achieve and maintain high performance must take a wide-ranging approach to understand this change, diagnose the impact and put in place an integrated suite of solutions that manage the potential risk (Smith, 2007). 


The challenging workforce is, in part, a product of demographics. The steady flow of workers has been broken. The statistics are frightening: Every ten minutes a “baby boomer” is retiring, more then 75 million of them by 2011 (Smith, 2007).  Retirements will now outweigh the inflow of knowledge workers. With the average age of the working population increasing, with a higher percentage of the workforce retiring and the declining birth rates in many nations, including our own, the current state of the workplace is uncertain at best. Most organizations are now at risk of having their valuable knowledge and skills sail off into the “retirement sunset” with little or no strategic plan, process or goals in place to “restock the lake.”

The majority of the industrial marketplace in the United States of America has now become one of knowledge workers (Butler, 1997). Knowledge workers are employees who are valuable for what they do with their ideas rather than what they do with their bodies. In 1900, only 17 percent of all jobs required knowledge workers. Now, over 60 percent demand the skills and competencies of an educated workforce. The business outlook for the supply of this talent for the immediate future is not good. The Bureau of Labor Statistics predicts that by 2008, 25 percent of senior leadership positions will be vacant, mostly due to the retirement of “baby boomers” (EXECSIGHT, 2004). A study by Bersin and Associates concludes that the U.S. 500 largest companies will lose 50 percent of their senior management by 2011 (Bersin, 2006). Given this fact, the problem is replacing these “baby boomer” leaders of knowledge workers in the coming decades.


The purpose of this paper is to extend the conversation concerning the retirement of the “baby boomers” beyond the contemporary dialogue  a general observation – to make it actionable by providing corporate executives and others with ideas, practices and procedures that result in a measurable competitive advantage. The United States of America needs to replace the “baby boomers” who will be retiring from the pool of knowledge workers. The methods used to keep them in the pool are uncertain. 


What does this all mean from an organizational behavior standpoint? The human capital investment strategy will be challenged. From an organizational development perspective, this could be a nightmare or a dream come true. Whether one looks at it as the “glass is half full or half empty,” the challenge will be daunting! Discussing the issues, concerns and advantages will assist us in coming to some resolutions through the identification and prioritization of actions before our competitors figure them out.


However, this is not just a single thematic discussion on the aging population and the retirement of the “boomers.” While that would be simpler, we need to replace the “boomers.” That is where this becomes a multi-faceted, multi-tthemed discussion in the talent and human capital management crisis.  Early retirement issues are a major focus of management, both from a  knowledge management perspective and productivity.   Also the different expectations of younger workers replacing “boomers.” These young workers find some traditional jobs in certain industries less appealing and have faster and different career expectations than their predecessors. The virtual workplace we are experiencing today has collaborative multi-site areas that poses physical, motivational, productivity challenges, the rapid pace of workplace consolidations has integration activity that is most of the time too quick to assimilate. Lastly, the skill and knowledge needs with new technologies and higher client expectations are affecting skills needed for workforces to perform at top levels.


Corporate America must have a strategy to replace the “baby boomers.” It must include the recruitment, the development and retention of key employees so that it remains we stay competitive in the twenty-first century and beyond.

UNDERSTANDING THE LABOR POOL MIX


The United States (US) Census Bureau tracks the composition of the existing US labor force. Analysis of this data tells us a great deal about the supply of skills and talent over the next decade. The initial temptation is to look at the number of skilled workers leaving the workforce in the next decade and add back in the ones coming in to the pool. Given the fact that ones professional career is forty-five years (twenty years old to sixty-five years old), the next two decades look grim. Knowledge Infusion’s recent 2010 Talent Readiness survey suggests that the US will have a bona fide problem that will impair their business performance over an indefinite period – caused by the “baby boomer” retirements (Miller, 2007). The survey indicates that structural change to the labor force will most profoundly affect large enterprises (those with more than 10,000 employees). The survey concludes that by 2010 upwards of 10 percent of the workforce will likely retire.  Another recent study suggested that 70 percent of companies will see a moderate to severe leadership shortage. Unemployment for US workers with a graduate degree is under 2 percent (Bersin, 2006). The US Department of Labor’s Bureau of Statistics says the unemployment rate for workers with a bachelor’s degree or higher is hovering at 2 percent and is expected to decline.

The supply of candidates to fill the vacancies is equally bleak. Although the size of the total workforce in the US is expected to grow about 12 percent from 1998 and 2008, the number of twenty-five to forty-five year olds, the main pool for future managerial talent, will decline approximately 6 percent during that same period (Michaels, 2001, pg. 4). “We just can’t ‘manufacture’ twenty-year olds you understand,” a Fortune 500 CEO quoted to me recently.  About seventy million “baby boomers” will exit the workforce over the next seventeen years with only forty million workers coming in (Gordon, 2005). Replacement costs for management level positions are expected to exceed 150 percent of annual salary (Bersin, 2006). 

The impact of the changing workforce on an organization’s ability to achieve high performance can be significant and measured in areas such as decreased productivity, lower customer satisfaction, and retention and quality deficiencies. Inexperienced employees also result in additional costs via increased management time. The time needed to attain full productivity also is extended (Smith, 2007). If retired employees are contracted back as a stopgap, the US Department of Labor estimates increased costs of 15-20 percent. The marketplace suggests that this is 10-20% low.

“What happens in markets where there’s a fixed supply of something in growing demand is a significant escalation in price,” said Dr. Michael Echols, Bellevue University vice president of strategic initiatives (Echols, 2006). “And so it will become much more costly to recruit to replace the talent that is exiting. That’s the key issue people need to focus on within organizations.”  

TRANSFORMATION TO KNOWLEDGE WORKERS


The evidence that the industrial production era as the dominant economic strategy has ended is compelling. Services have replaced goods as the largest segment of the American economy. Manufacturing as a percentage of the GDP declines each year, and in a recently published working paper by the National Bureau of Economic Research (NBER), researchers from the Federal Reserve Board and the University of Maryland concluded that only 8 percent of the output growth per hour attributable to the old “bricks and mortar” forms of capital investment, accounting for less than 8 percent of the total growth for the period 1995-2003 (Corrado, 2006). Manufacturing employment as a share of the US private sector jobs has dropped from 35 percent in 1950 to 13 percent today (Tyson, 2005). 


In terms of individual corporate performance, knowledge-based companies like Amazon.com, Google, Yahoo and e-Bay continue to increase in value. At the same time companies like Ford, General Motors and Chrysler struggle for survival. Even today, few 

companies have more tangible assets than does General Motors or Ford.  Yet, today there is talk of Ford going bankrupt.


Over the past decade, many jobs have been offshored or eliminated from the American economy, never to reappear. Yet while those jobs have gone, even more millions of new jobs, many of them not even foreseen at the end of the last decade, have been created. The net result is that America has created millions of new jobs and career opportunities that have in turn, increased personal wealth while simultaneously expanding the national wealth level and at a rate matched by no other country in the world. What was critical to the outcome was the innovation and adaptability of the human capital component of American corporations. 


In his departing remarks as Federal Reserve Board Chairman, Alan Greenspan commented that the vitality of the US economy is the ability to adapt to change. Free markets combined with innovative culture of the nation equips America to both create and adapt to change. In the US labor markets, the economy is now creating an average of about two million net new jobs a year. Under the surface, the changes are actually about thirteen million jobs a year destroyed, while fifteen million new jobs are being created. The net number of people who have to have new skills and knowledge is fifteen million per year not net two million (Weinfurter, 2005). 

There will also be a skills and knowledge gap because of the departure of these seasoned workers over the next four years. The upcoming talent crunch is expected to be most severe at larger organizations. Not only will these organizations lose a significant percentage of their workforces, but they also will have the most positions to fill in terms of raw headcount. These gaps will persist across job functions necessary to compete in a knowledge-based, industrialized economy. Sales, customer service, IT, accounting, finance, marketing and research and development will all be targets. These gaps will be spread across the entire hierarchy from individual contributors to senior leadership. Reduced productivity, lower quality and high labor related expenses will all hinder market competitiveness and threaten shareholder value because of these “boomer” exits. These issues represent significant organizational issues that must be addressed and overcome to keep an organization’s competitive advantage.


Although these challenges are considerable, the talent crisis is, at the heart, a risk management issue, no different than any other external or environmental risk issue organizations face every day (Smith, 2007). By leveraging the core capabilities of different human capital and talent management functions, such as recruiting, compensations, learning, performance and assessment, competency management and succession planning, companies can mitigate the risks they face as a result of the impending retirements and the current worker shortages (McStravick, 2007). 


A recent study by International Data Corporation (IDC), a global consulting firm, suggests that while these functions are present in most companies, the automation and integration necessary to ensure the overall effectiveness of each function are lacking. 

Having some of the functions is good, having all of them is better and having all of them integrated and automated is the best possible solution.

An analysis of census bureau data shows that between the years of 2005-2015, 4.5 million of our highest educated, most experienced workers may not be part of the supply in the knowledge marketplace. This will inevitably create significant recruiting and retention challenges in the marketplace, as well as increased costs. Additionally the data shows that at the end of 2004, 47 percent of all the masters, doctorate and professionally (medical doctors, attorneys) were over fifty years old. Interpreting this data, one can surmise that they will all be likely to retire in the next fifteen years.

Another disturbing trend is that the talented young managers are 60 percent more likely to leave their employers than the older managers (Michaels, 2001, pg. 6).  The average same employer tenure for U.S. employees is 3 years. For 18-24 year olds it is 18 months (Bersin, 2006). This increased mobility is, at least in part, a result of the severing of the traditional loyalty bonds between the employer and the employee. These are the lessons that have been learned and “witnessed” by the sons and daughters as they watched their parents get “down-sized” after years of faithful service to a single employer. 

This intersection of supply and demand is not speculation. The data has been derived from public records. An excellent summary of the demographic and recruiting issues can be cited in the article “The Race for Talent: Retaining and Engaging Workers in the 21st Century (Gale Group, Inc. 2004). 

HUMAN CAPITAL INVESTMENT
Most corporate executives see human capital investments as a source of competitive advantage. This message has been enforced by many global companies and consulting firms including Accenture and McKinsey and Company. The good news concerns competitive advantage. As companies figure out how to raise the performance of their most valuable employees in a range of business activities, they will build distinctive capabilities based on a mix of talent and technologies (Johnson, 2005).  

The macroeconomics factors affecting human capital markets are not the only critical elements to be taken into consideration here. The growing impact of human capital is clearly seen in the standard accounting reports – the income statement and the balance sheet. Labor costs are the single largest expense for U.S. businesses.

In addition to the income statement impact, the shifts in the balance sheet that are related to human capital are equally compelling. Data show that traditional accounting rules are increasing inadequate instruments to manage and predict company market value.  In 1982, tangible assets (balance sheet assets) represented 62 percent of a U.S. corporation’s value on average. By 1992, that figure had dropped to 38 percent. More recent studies estimate that figure is less than 15 percent today of U.S publicly traded companies (Weatherly, 2003). The balance of 85 percent is related to intangible assets (assets not appearing on the balance sheet), which includes the human capital of the company. 

The important result inferred here is that the traditional guidance of accounting rules are not providing managers with the information needed to make appropriate investment decisions.  This is most critical when it comes to the company’s most valuable asset – its people.  It is little wonder with these issues and culture that senior level leadership commits minimal personal time and energy to the human capital review process. The company’s most valuable assets are not viewed as capital, but they are managed as an expense. Any good CEO intuitively knows that the only logical thing to do with an expense is to reduce it. 

Under these conditions, it appears that C-level executive budget discussions about human capital (expense?) issues tend to be both short and shallow. Jim Robbins, CEO of Cox Communications, is representative of the executive attention devoted to the human capital investment issue. “We spend four months per year on the budget (financial) process, but we hardly spend any time talking about our talent – our strengths and how to leverage them, our talent needs and how to build them” (Michaels, 2001).  Additional data further documents the culture of resource allocation decisions. Only 18 percent of the corporate officers surveyed strongly agreed that their annual talent review process has the same intensity and importance as the budget process (Michaels, 2001). Further, only 26 percent said that improving their talent pool is a top three priority in their company. And more recent data validates the conclusions. Less than one-third of chief talent officers are rewarded for growth in key staff or evaluated on retention of key staff (IBM, 2005). 


The use of corporate funds to target and prioritize expenditures in human capital requires both a cultural and a language shift. The linkage is not surprising, for it is mostly language that is domicile of corporate culture in the first place. The shift required is from expense to investment. The elements of investment are the components required to illuminate alternatives for consideration in allocation of resources invested in human capital.

CHANGING THE RULES TO FIX THE SITUATION

Technology can be a partial solution to the “boomer” exit problem. However, traditionally disconnected technological solutions have hampered the basic human capital management premise in the past. New technology is what the “generation” of new managers has grown up with. Custom solutions to meet their basic needs will be key to the transformation of leadership for these young managers. Employers can use these new technologies to communicate and motivate. Worker performance goals can be communicated so they can align business objectives and career planning. The new generation of “talent management software” is emerging to realize great benefits. This type of software was designed to assist in the management of the “supply and demand” of workplace talent. Direct alignment with organizational goals is possible with this new breed of technology. Integrated suites of tools such as customer relationship management, sales force management and human resource management have allowed this to be possible – all on the desktop and on the web. Succession planning software appears to be a critical component to the new breed of suites. These will allow managers the 50,000 foot view of retirements and mitigating the resulting skills and knowledge gap. Recruiting software, along with competency management, performance and learning management all will be key to restoring competitiveness with the departure of the “boomers.”

Who will take all the positions “boomers” leave open? Most recent surveys cited did not mention “outsourcing” as a likely solution. The scope of the human capital shortages shortages appear to be strategic in nature. Most organizations are reluctant to outsource propriety knowledge or knowledge that is strategic in nature. Also noted is the fact that organizations did not mention using their own overseas operations as a source. Contracting back retirees may be an option, but those retirees may be reluctant to go back to their former employers. Most think they may be worth more to other companies.

Despite the fact that over half the organizations surveyed said the loss of the “boomers” will have a major business impact, few are taking action to formally access or counteract it (Miller, 2007). Most organizations appear to rely on informal strategies to gauge the impact. As a result, programs and systems for accessing the talent shortage appear to be ad hoc. Most organizations appear to have no knowledge of where the shortfall may be in their organizations. 

Mentoring was cited as the most successful practice for addressing the talent gap the “baby boomer” retirements will leave. However it does not appear many companies have a formal mentoring program to go after this issue. The mentoring program is cited by the young staffers as the best tool to get them up to speed. It gives them a chance to interact with the “gurus” on the job rather than sit through some “boring” e-learning classes designed for one size fits all. However it does not appear that there are enough mentors for the young staffers today. Also there are not enough young staffers to fulfill the need requirement for future leaders either.

Work-life balance has been the order of the day for young managers that are becoming prepared to transition to the “boomer’s” role. We have all heard the famous quote from legendary coach Vince Lombardi. “Winning isn’t everything – it’s the only this.” There is another part to that quote that is less famous. “If winning isn’t everything, then why do they keep score?” In this new world of competitive advantage, finding the “right” balance appears how the winning organizations succeed. 

So what is the definition of winning? It varies from company to company, in my opinion. Is it beating your major competitor? What does that really mean? Profits, revenue, market share. If both you and your competitor are not profitable, but you have more market share, is that winning? Whatever the concept of winning is, it must serve the health and well-being of the organization. Competition is usually a great motivator, but maybe self-improvement is better. Is doing your personal best more important than winning for the company? Tough question. It’s usually about pride in your work that pushes one to win. 

In the world of work-life balance, the human capital and talent managers of the next decades will need to understand what the company needs to fulfill its purpose, as well as what they have to do to help it get there. The workplace challenges that stand between the young managers of today and the overall organizational mission need to be articulated clearly by the inspirational leaders. How can these young managers overcome the obstacles in front of them and keep that work-life balance?
WHAT’S NEXT
The inspirational leaders of the next decades will need to focus on both the individual and the groups. From an individual’s point of view, having a genuine interest and enthusiasm in doing what it takes to achieve those goals is as important as actually achieving them, if not more. From a group point of view, harnessing that enthusiasm for the greater good, struggling through the trenches together to achieve success may be even more thrilling. The leaders of tomorrow will find a way to achieve both. It is critical that they do because if they don’t, their competitors will.

In a 1998 United States @ Work Study by the Loyalty Institute of Aon Consulting, 1,800 employees ranked pay only 11th as a reason for remaining with an employer behind factors like open communication with managers, ability to challenge the status quo and opportunities for personal growth.  Money was found to be especially weak as an incentive when it came to encouraging employees to think more creatively. Let us not forget however that compensation that is perceived as unfair is “anti-motivation” and will eventually be an issue. 

Our organizations are about to face an unprecedented war for talent. In this new era of personalization, work-life balance and motivation, do we really think that our existing performance and compensation programs are weapons that will help us compete? Companies that break the traditional bindings of “the pay plan” in favor of empowering managers with tools that allow them to exploit the power of compensation and performance are going to be the ultimate winners in this war for talent (George, 2007). 

This new breed of worker wants to participate in their career development plan. To ensure that they do that with you and not your competition, we need to collaborate together to form a performance and compensation bond. This does not mean pay more to keep employees from “bailing” on you. If they not engaged and motivated and feel like they are contributing value, money isn’t going to sway them. 

A mindset – that’s what pay-for performance needs to be. Not a program. A mindset. It takes away the barriers of the traditional compensation philosophy and empowers leaders to pay for the knowledge, competencies and experience needed to execute.

CONCLUSION
Business Week recently released a survey of the Top 50 CEO’s. One of the questions they asked was, “What are the key components that engender success in a company?” The number one response this year was “best people and development strategies.”  The issue of recruiting, developing and retaining key employees is becoming a critical operating problem for American companies. Corporations are beginning to feel the impact of the supply-demand imbalance. 40 percent of the nearly thirty-three thousand employers in twenty three countries are struggling to find qualified candidates (Manpower, 2006). Those costs will escalate over the next decade. 

Given the magnitude in this changing landscape in a knowledge-based economy, talent and human capital management increasingly is becoming a competitive differentiator. To get ready for the future battles in the war for talent, leaders must think about human capital and talent management in a systematic way. They will need to integrate this planning into their business strategy. This will include tying their business goals to critical skills and job functions, identifying the people who have or should have the skills to perform these roles and making sure they are available and prepared to deliver value (Miller, 2007). 

They will need to have a strategy on how to find the talent if none is available in their organization. The skills to find this talent will become increasing difficult in a shrinking talent marketplace. And once they find the talent, they will need the skills to retain them. The competition is fierce so strategies to induce employee loyalty will be critical. Motivational strategies will also be at a premium. As the pool of workers is driven more by work-life balance, organizations will have to walk the fine line between profit pressure and worker “burn-out.” The emphasis on personal fulfillment should not be overlooked. After all, talent is fast becoming a sellers’ market.

Just as the companies of the last decade came to appreciate the critical nature of their information systems, so to will the companies of this decade and beyond come to appreciate their talented workforces and will devise plans, programs and policies to improve their speed to optimal performance. Scarcity and change are upon us, and organizations on the path to high performance must act now to lead their workforce risks in a disciplined, comprehensive and integrated fashion (Smith, 2007).
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