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10 Minutes on engaging your pivotal talent

: : As the Australian economy returns to rapid growth, with an
Are you engaging the rig ht employees improved unemployment rate of 5%, companies are starting

fOT‘ the right reasons? to face tough talent issues including:

1. Demographic pressures
Highlights As the baby boomer generation moves towards retirement, Australia will
experience a shortfall of workers aged 15 — 44. As the proportion of workers aged

Companies often focus on retaining star performers or leadership talent, o . .
overlooking pivotal roles — jobs that have an outsized ability to create over 45 will increase over the next decade, there is an opportunity for workforce

(or destroy) the value customers expect. growth in this segment. Adding to this, generation diversity in the workplace,

regardless of industry, has never been greater, resulting in a multitude of groups

Focusing on engaging pivotal roles, not just key people, can help improve retention, : . o
while also improving company performance. It’s important to understand what with a multitude of motivations.
people in pivotal roles want from their work, and to find creative ways to motivate

them. For some, nonfinancial incentives can work better than more money. 2. Decreased productivity

Recent years have seen Australia’s productivity index plateau, and in

If these days of economic recovery show us one thing, it’s that companies around the 2008-09 productivity fell 2.7% compared with the previous year*. While there’s

world are committed to getting the most out of smaller workforces. continued growth in employment and relatively low unemployment, this places

Though productivity rose steadily during the recession, companies may now be paying increasing pressure on the supply of skilled workers, and is also an early sign that

the price in engagement, which we define as employees’ involvement in and commitment the current workforce may be reaching their limits.

to work, and to their company’s strategy, mission and value proposition. After the layoffs

and salary freezes of recent years, many workers have become stretched and demoralised. 3
L]

Rising staff turnover
There could be even more at stake. Research suggest the rate of staff turnover in large organisations increased
) ) . i from 12.6% in 2006 to 17.4% in 2008%. These results indicate that the length of
Research shows — and our experience with companies supports — that higher employee . 1 fto st ith sation is d ine. indicati
engagement links to improved retention, customer loyalty, revenue, sales and profit.’ 1me people expect to stay with an organisation 1s decreasing, indicating more
But not all roles are equal, and organisations that strive to raise engagement among all employees are open to seeking new opportunities than before.

their people may be failing the ones who make the biggest difference to the business.

2 Australian Bureau of Statistics, 10 February, 2010.
1k Harter, et al., “Causal Impact of Employee Work Perceptions on the Bottom Line of Organisations,

5 N h 3 Labour Market Research and Analysis, Department of Education, Employment and Workplace Relations, 2010.
”Perspectives on Psychological Science, 5, 378-389, 2010.

4 ABS Australian System of National Accounts, 2008-09

5 Australian Human Resources Institute, 2008
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Traditional approaches to employee engagement often involve...
* segmenting employees along traditional lines such as age, gender, location and
job performance

* measuring engagement through off-the-shelf surveys that assess all employees
at a high level

* focusing retention efforts mainly on standout employees, and overlooking people
in less visible — but equally important — pivotal roles

* HR executives setting and leading the talent agenda without close collaboration
with business units

 focusing predominately on internal measures like employee satisfaction and turnover,
rather than looking at the direct impact employee engagement has on business
performance measures, such as customer satisfaction or product quality

* emphasising bonuses and financial rewards as the go-to incentive strategy.

Emerging approaches better focus efforts and resources on

improving business outcomes, by...

* segmenting employees in ways that matter most to the business, including pivotal roles,
then assessing engagement within those groups

* using engagement studies to anticipate and address barriers to productivity or potential
turnover problems within specific groups of employees

* bringing HR and business unit leaders together to develop engagement strategies,
particularly for people in pivotal roles

* analysing how engagement measures link to performance outcomes, such as customer
satisfaction, product or service quality and safety

* understanding exactly what motivates different groups of employees beyond money,
and using creative, customised, nonfinancial incentives to do so.
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Find and target the roles that make the biggest difference
to the business

Pivotal roles will vary by industry and company, and aren’t always high profile, however
a little digging will easily unearth them.

Explore your value proposition and you just might find a few surprises

Consider a coffee-shop chain. You might say that the roles with the biggest influence
on performance are the baristas behind the counter. You’d be partly right, however
you’d be overlooking the treasury specialists who hedge coffee bean prices — an equally
important role in the company’s ability to deliver the coffee customers expect, at prices
they can afford.

By not focusing in on pivotal roles, real opportunities to improve performance may be
left on the table. But where to start? Companies should focus on factors that influence
customers in their decision to choose your company’s offerings. What are the processes
that create that value — and what are the greatest risks to them?

Loading up on the value customers want

Take the case of a major food distributor. A stream of negative customer feedback
prompted the distributor to conduct detailed customer and employee surveys to figure out
exactly what was going on.

In this sales-oriented company, compensation favoured the salespeople. But to
management’s surprise, the surveys revealed that truck drivers were, in fact, the most
pivotal role.

The drivers’ role ranged from delivering groceries and interfacing with restaurant
managers, to invoicing and negotiating problems on the spot. They were truly the face of
the company to customers.

But factors out of their control — long work hours, undesirable schedules and logistical
problems — had a big impact on engagement and turnover, which was hurting customer
satisfaction. For instance, trucks were being packed inefficiently at the warehouse,
making it harder for drivers to quickly unload items without damaging the goods.

Bringing different departments together to change the packing process and allow drivers
to participate in their own route scheduling, led to significant improvements in driver
engagement, addressed customer concerns about timely deliveries and reduced the costs
associated with breakage.
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Know what motivates your people
(hint: it’s not always more money)

Who fills your company’s pivotal roles?

Companies can dig deeper into survey results, segmenting people in pivotal roles
based on engagement and loyalty. This can help management anticipate and
address vulnerabilities.

Tenants Champions

e |dentify with
company objective

e Highly loyal and
co-operative

¢ |nspirational to
colleagues

* Very satisfied

* Have a stabilising
effect on company

¢ Willing, but need
strong direction

Disengaged Captives

* Dissatisfied, more
frustrated than
dedicated

* Disconnected from
the company

* Rather critical,
difficult to lead

e Interested mostly in
own advancement

e Opportunistic, ready
e Underutilised to change jobs

company resources

Looking at engagement through a new lens

The vast majority of Australian companies conduct off-the-shelf engagement surveys

that provide broad readouts of how strongly people feel committed to their work and the
business. But significantly less of those companies link their surveys to business outcomes
or use them to determine what’s preventing key employees from excelling in their roles.

A powerful engagement survey begins with how you look at your own people. Instead
of segmenting employees only along traditional HR lines - like age, gender or tenure —

companies would do well to also segment in ways that line up directly with business goals.

Pivotal roles and future leaders, for example.

What makes your people tick?

When it comes to motivation, research shows that financial incentives may not always be
most effective and, in some cases, can even be counterproductive.® One study found that,
as long as a task involved only mechanical skill, higher bonuses led to better performance.
But for tasks that required even basic cognitive skill, higher bonuses actually led to poorer
performance.”

Why?

Beyond a certain base level of pay, motivation can matter more than money. Some
employees may respond better to personal incentives such as solving complex problems
on their own or making a real difference in the lives of customers.

Creating a motivating work environment, focused on results

Companies are trying to structure work in ways that tap into nonfinancial motivators.
Such efforts have the added benefit of boosting the employer brand from the inside out,
especially when people in pivotal roles feel motivated to advance the company’s mission
and communicate it to the outside world.

Making a fundamental shift

Taking a new approach to learning about, understanding and improving engagement
may be easier said than done. It goes beyond the program and policy changes typically
entrusted to HR; it requires a fundamental shift in the way all company leaders — from
HR, to the business units and up to the C-suite — think about the value people bring to
the business

6 Samuel Bowles and Sandra Polania Reyes, “Economic Incentives and Social Preferences: A Preference-based Lucas
Critique of Public Policy,” CESIFO working paper no. 2734, presented at CESIFO Venice Summer Institute, July 2009.

7 Dan Ariely, Uri Gneezy, George Loewenstein and Nina Mazar, “Large Stakes and Big Mistakes,” Federal Reserve Bank
of Boston, Research Centre for Behavioural Economics and Decision-Making, 2005.
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Engage your employees to be your engine for growth
Engagement links directly to business performance

An analysis of employee engagement and, in this case, client team performance data,
reveals the link between engagement and revenue growth, and highlights important

risks and opportunities.
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Sample analysis for “Company X”: The relative bubble sizes represent individual client teams’
revenue growth. The dashed perimeter represents negative growth.

Source: PwC Saratoga

What - or rather, who — do you invest your limited resources in? Where do you place your
bets?

By focusing engagement efforts on talent in pivotal roles, companies can realise bigger
returns on their efforts to raise productivity and grow revenues without necessarily
expanding the workforce, all while mitigating the disproportionately high costs of
turnover in the most important corners of the business.

Diagnosing and treating the problem, to get the results you want

There is no single formula for improving engagement. The approach will differ by
industry and by company, and will always depend on the goals a business wants
to achieve.

For example, an on-site laboratory services provider to hospitals wanted to improve
sample quality and turnaround time. Internal analysis traced the problem to high
turnover in a previously overlooked pivotal role: the office manager.

Office managers were overwhelmed with a huge number of minor administrative
transactions and didn’t have enough time to focus on critical tasks or provide coaching to
staff. The lack of morale was causing excessive turnover that impaired cost and quality.
Reallocating work to give office managers more time for critical tasks and coaching raised
their engagement levels, improving both quality and turnover.

A completely different problem plagued a clothing manufacturer, which could not keep up
with the latest fashion trends. It lagged in sending new designs to the factory floor and, as
a result, wasn’t meeting the stringent demands of its largest customers, the big-box stores.

While the company recognised that designers played a pivotal role in the customer value
proposition, they were surprised to discover the reasons for designers’ high turnover,
dissatisfaction and underperformance.

A survey of designers revealed that they were leaving in part because they lacked the
latest design technology, as well as other time-saving tools that competitors provided
routinely. Upgrading the company’s technology backbone helped to improve turnover,
inspire creativity and design innovation, and shorten the design-to-production cycle.
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Face up to the challenge of change

Think about some of the companies that have grown their businesses by tapping into
what really makes their people tick (Atlassian, for instance). The companies

that come to mind have at least one thing in common: they’re innovators, perhaps
even industry disruptors.

Perhaps that’s no surprise. One US national study found that roughly 60% of engaged
employees felt strongly that their jobs inspired creativity, compared to just 17% of those
who weren’t engaged, 3% of which were actively disengaged.®

Engaging your people, particularly those in pivotal roles, to pursue innovation and
performance improvement may require new management thinking, both in the business
and HR.

Common organisational problems to anticipate might include:
* getting business units to take ownership of the talent agenda rather than
delegating it to HR

* resetting employees’ long-standing expectations of financial incentives, which may
now be de-emphasised

* loosening rigid decision-making structures to give people in pivotal roles
more autonomy

* motivating employees in non-pivotal roles, who may see resources shifting.
Nonpivotal does not mean unimportant

* redesigning jobs so they appeal to the strengths of those you hope to engage

* mitigating the consequences of natural turnover — through Baby Boomer retirements
or job-hopping Millennials, for example — such as the loss of important institutional
knowledge or expertise.

8 “Engaged employees inspire company innovation,”
Gallup, October 12, 2006.

how PwC can help

Joined with HR, all executives should ask the following questions:

What are the roles that create disproportionate value for our company and do we have
the right people in them?

Are the pivotal roles getting adequate resources and management attention?

How might we segment our workforce in ways that align with business goals, identify
barriers to productivity and reveal opportunities for improvement?

How can we develop a solid, fact-based understanding of what really motivates our
people in pivotal roles?

Do we have the right programs and incentives in place to motivate people in key roles
— from strong coaching and mentoring programs to work arrangements that inspire
autonomy or creativity?

How can we create a work environment focused on results and individual value?

Does our succession planning cover pivotal roles, not just company leadership, and
do we have a good pipeline of talent for those roles?
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How PwC can help

To have a deeper discussion about engaging your pivotal talent, please contact:

Sydney Melbourne

Jon Williams Della Conroy

Partner, Talent Partner, Talent

0414 295 507 0400 065 706
jon.williams@au.pwc.com della.conroy@au.pwc.com
Debra Eckersley Ross Campbell

Partner, Talent Director, Talent

0409 922 104 0410 601 130
debra.eckersley@au.pwc.com ross.d.campbell@au.pwc.com
David Abusah

Director, Talent

0466 910 135

david.abusah@au.pwc.com

The information contained in this publication is general in nature and does not constitute advice. PwC will not be
held responsible to those persons who act solely on the information provided in this document. You should seek
your own professional advice from an appropriately qualified person on your company’s specific situation before
taking any actions on this issue.

This material is intended for PricewaterhouseCoopers professionals and their clients. Quotation,

citation, attribution, reproduction or utilisation of any portion of this publication by any party other than
_l PricewaterhouseCoopers is strictly prohibited without express written permission. No part of this paper may be

reproduced, stored in a retrieval system or transmitted in any form or by any means — electronic, mechanical,

photocopied, recorded or otherwise — without the prior written permission of PricewaterhouseCoopers.

pwc © 2011 PricewaterhouseCoopers. All rights reserved.
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