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Introduction

1. This submission does not attempt to cover all the terms of reference for
this inquiry. It concentrates on certain aspects of recruitment policy and
operations, touching more incidentally on elements of training and the role of
the Public Service Commissioner.

Criteria for assessing recruitment policy and operations

2 There are a number of factors that shouid be taken into account in
assessing recruitment in the Public Service, for example:

» Faimess: In the Public Service discrimination in assessing individuals for
empioyment must be confined to their ability to do the jobs they apply for
and, to the extent possible, their potential to do other jobs in the broad
career streams they are seeking to enter. Further, as provided in section
10(1)(m) of the Public Service Act, there must be “a reasonable
opportunity for all eligible members of the community to apply for APS
empioyment’. That is to say, recruitment must be based on apen, merit
competition and there can be no place for either refusing opportunities,
granting them on the basis of an individual's class associations or the kind
of dynastic practices that are evident in some private sector organisations.

» Efficiency: Essentially this is a matter of keeping the costs of recruitment
properly related to benefits, including the relative cost and benefit of
alternative methods.

» Effectiveness: This goes to the ability of a recruitment system to provide
the number and quality of staff required and when and where they are
required. Judging the effectiveness of a recruitment system against this
criterion needs to take into account other influencing factors such as the
attractiveness of the work to be done, the supply of suitable kinds of staff
and their iocation, the competitiveness of pay and conditions of
employment, and so on.

¢ Integrity: The Public Service recruitment system must be able to
demonstrate that it is fair and based on merit and that all recruitment
decisions can be properly justified and accounted for.

+ Congruence: Recruitment policy and operations must be consistent with
other aspects of personnel management in the Service, inciuding the fixing
of pay and conditions of employment, probation, performance
management, promotion and training and development. in particutar, it
should support the still adhered to notion of a career service where
individuals are able to advance their careers across the Service as a
whole.



Nature of arrangements for recruitment in the Public Service

3 It is not thought necessary for this submission to describe the current
arrangements for recruitment in the Service. The Public Service
Commissioner, it is presumed, will comprehensively do this.

4 It is sufficient to observe that the nature of recruitment operations has
changed radicaily through the 100-year history of the Public Service. The
direction of that change, especially in the last 30 years, has been to devoive
recruitment decision making to individual agencies. More recently, agencies
have also been required to design and establish parts of the recruitment
framework that had previously been provided by central agencies, for
example, methods of assessment and the specification of educational and
other entry requirements.

Methods of canvassing labour markets

5 A major aspect of canvassing labour markets is how proper effect is
given to the requirement in the Public Service Act to give “a reasonable
opportunity for all eligible members of the community” to apply in ways that
are practical, efficient and able to deliver the best result taking into account all
other relevant factors.

6 It shouid be recognised that labour markets for various kinds of staff
will differ and that what will work best for clerical staff, for example, might not
be appropriate for tradesmen, scientists and lawyers.

7 Therefore, it could be perfectly reasonable for the advertising and
search for a base grade office worker to be confined to a local labour market
in a city, country town or region. The search for a highly specialised and
experienced scientist might need to test markets more widely but also be
underpinned by advertising in specialist publications. No single approach will
be likely to suit all circumstances.

8 A major issue in current policy and operations is the extent of the onus
on agencies to advertise all vacancies for application from outside of the
Service. The relevant rules are set out in section 4.2 of the Public Service
Commissioner’s Directions.

9 These rules provide that for base grade or training positions, vacancies
should be open to application from people who are not afready in the Service.
That is unexceptional. Indeed, it is desirable and inevitable.

10 The rules also place a strong onus on making all other vacancies open
to application from outside the Public Service subject to consideration of “cost
and operational efficiency...”. In practice, it is understood that the vast
majority of vacancies are advertised for nation-wide competition.



11 This is undesirable in policy terms and it causes significant costs with
problematic compensating benefits. It would be surprising if this practice was
being matched by any other organisation in the country, public or private.

12 The adverse general personnel management reasons of this policy
approach are well set out by Jeffrey Pfeffer in an excellent article titled
“Fighting the War for Talent is Hazardous to Your Organisation’s Health” in
the journal “Organisation Dynamics”, Volume 28, No 4, 2001, pp. 248-259. A
copy of the article is attached. Pfeffer is the Profassor of Organisational
Behaviour at the Graduate School of Business at Stanford University in the
United States.

13 In the conclusion o his article, Pfeffer says “Fighting the war for talent
can readily create self-fulfilling prophesies that leave a large proportion of the
workforce demotivated or ready to quit, and produce an arrogant attitude that
makes it hard to learn and listen. It can cause the company {o focus always
on getting better people, mostly from outside, instead of fixing the culture ang
system of management practices that research has shown are consequential
for performance. It is for these reasons that fighting the war for talent can
indeed be hazardous to an organisation’s health, and why great companies
get the best out of peopie instead of always searching for different people.”

14 The Australian Public Service continues to be described as a career
service. While the total meaning of that description might not be universaity
agreed upon, it is usually taken to denote a number of things, including the
idea that on joining people will be given a reasonable opportunity to achieve
more senior positions on the basis of a merit competition. To extend nation-
wide competition for the vast majority of vacancies in the Australian Pubiic
Service unreasonably diminishes the notion of the career service. It is aiso
atypical of general practice of other employers and it can be damaging in the
terms described by Professor Pfeffar.

15 Moreaver, cument policy and practice have added to the costs of
recruitment. it is the case that many vacancies now attract tens and
sometimes hundreds of applications from outside of the Public Service. All of
these applications must be acknowledged and the claims of all applicants
assessed and documented sufficiently to enable a clear justification to be
provided to any unsuccessful applicant, and for that to be able to withstand
full public scrutiny. What this costs is anyone’s guess, but it is likely to be very
significant. No doubt the Public Service Commissioner and individual
agencies would be able to provide an indication of what might be involved. So
far as the benefits are concerned, it would be interesting to compare the
proportions of inside and outside applicants against the proportions of insiders
and outsiders who are successful in being selected. Current policy would be
even more dubious if significantly more insiders as a proportion of total
applicants are being successful in winning jobs.

16 There can be every reason to advertise vacancies, in addition to those
at the base level, as open to outside applicants. That should be done,



however, when there is a good reason, rather than requiring it unless a
reason can be found not to do so.

Ongoing and non-ongoing employment

17 Until the new Public Service Act introduced this clumsy terminology,
the bases of employment were described as permanent and temporary and
fixed term.

18 Whatever the language, the basis of recruitment and subsequent
employment in the two categories has always been difficuit to manage.

19 In some cases, whether recruitment was on a permanent or temporary
basis reflected little more than old-fashioned notions of hierarchy and even
snobbery, rather than the sensible demands of personnei policy. Many clerical
staff were recruited on a permanent basis, while large numbers of trades and
trades support staff, including motor drivers, were engaged on a temporary
basis for work of a continuing nature. Many temporary staff held their jobs for
30 to 40 vears until their age retirement, and the courts held in a number of
major cases that temporaries, whose engagements were continually renewed,
should have the same tenure as permanent staff. These distinctions became
a major cause of staff dissatisfaction, management difficulty and inefficiency.

20 Section 22(3) of the Public Service Act says that “The usual basis for
engagement is as an ongoing employee.” This is sensible if there is work of a
continuing nature to perform. it is also sound in personnel management terms
in that some sense of security and certainty in employment promotes a more
settled, satisfied and better motivated workforce. If a farge number of staff
were to be recruited on a non-ongoing basis this would be likely to adversely
affect motivation, attitude and behaviour. It would leave individuais dangling
with uncertain employment prospects with ail the consequent difficulties of
being unable satisfactorily to organise their lives.

21 Public Service Regulation 3.5 sets out in some detail the
circumstances in which non-going employees can be employed. This is a
more robust and more specific legal regulation than has hitherto been the
case. At the same time, the Regulation in some respects allows for longer
pericds of non-ongoing empioyment than previously was the case. In these
circumstances, it is imperative that the new iaw is administered scrupuiously
and that non-ongoing employment is not, as it has been in the past, used to
recruit people where the work on which they are engaged is of an ongoing
nature.

Graduate recruitment for generalist work
22  The Australian Public Service was the main pioneer of the recruitment

of graduates for generalist, as opposed to professional, technical and other
forms of specialist work, in Australia.



31 The first is the nationality requirement for appointment. While this can
be waived in individual circumstances, the fact is that being an Australian
citizen has nothing to do with either the ability of a person to perform any kind
of work or the inherent loyatty and commitment of particular individuals to the
service of governments and the country.

32 The second impediment to merit in recruitment is the prohibition on the
engagement of staff who have received a redundancy benefit. These
restrictions are set out in section 4.4 of the Public Service Commissioner's
Directions. While these prohibitions are not absolute, the exceptions allowed
are very limited.

33 There is no sensible policy rationale to support this prohibition and it is
an offence to the merit principle in that it permits a less meritcrious applicant
to be selected over one with stronger claims.

34 Under the highly devolved personnel management arrangements in the
Public Service there is no effective machinery to facilitate the redeployment of
staff made redundant in one agency to another. The current 12 month ban on
the recruitment of persons who have received a redundancy benefit in effect
imposes the failings of the redeployment system in the Service on its victims.
This is unfair and it is inefficient in that it can force the selection of less
meritorious candidates.

35 In terms of sensible personnel management policy, there is a good
case for the removal of the nationality requirement and the prohibition on
those who have had the misfortune to be made redundant.

Methods of assessment for recruitment

36 There are numerous academic studies that have validated methods of
testing merit by comparing assessments made for selection with future work
performance. There is considerable agreement about the strength of various
methods. M Smith and | Robertson in a 1989 study titled *Advances in
Selection and Assessment” give the following order of validity from most to
less reliable:

Work samples

Assessment centres

Supervisor evaluation (referee reports and performance appraisals)
General mental ability (typical measured by cognitive tests)
Biodata

References (general related to character)

Interviews

Personality assessments (some later studies have qualified this ranking)
Interest

Self assessment

Handwriting



which staff are being sought, that will atiow merit to be judged in the best and
fairest way. Further, assessments using these methods are the most easy to
justify, the most accountable and they are best able to support the public
integrity of recruitment into a public sector organisation where these elements
are vitally important.

42 For some positions (those in trades, technical and professional areas)
a basic test for entry will be the possession of a certificate or degree from a
educational institution whose courses have been independently accredited as
meeting pre-determined standards. However, these qualifications represent
minimum acceptable standards for consideration for empioyment. Care
should also be taken about weight given to grades achieved within these
qualifications as a means of ranking applicants. Individual circumstances can
fortuitously affect these grades. For example, it might be much more difficult
for a sole parent with several children studying and working part-time to get
the same level of marks as full-time students with few externai responsibifities.

43 In the 1980s the leaving certificate education qualification for entry to
major areas of clerical work was abolished. This was done because the
requirement was excluding many people from entry who clearly had the
capacity and potential for this kind of work. The administration of the
requirement was a nightmare, particularly the comparisons that had to be
made between State systems of education that were becoming increasingly
disparate and in trying to compare overseas qualifications with Australian
leaving certificates. For these reasons, such a qualification should not be re-
infroduced; it has been tried and found wanting and current circumstances
would make it even more problematic.

The efficiency of current recruitment arrangements

44 A precise caiculation of the costs and benefits of the present
arrangements for recruitment in the Public Service is not possible; the benefits
are difficult to count.

45 It is easier, however, to make some comments on the changing
aspects of costs over time as recruitment operations and policy have been
devolved to each agency.

46  Apart from the highest levels of policy included in the Public Service
Act and its associated regulations and directions of the Public Service
Commissioner, all recruitment decisions and the design and application of
methods of assessment, including the setting of any educational and other
prerequisites, are matters for each agency.

a7 Responsibility for individual recruitment decisions has been devolved to
agencies over a very long period and was virtually completed with the
abolition of the Public Service Board in 1987. Even residual functions left with
the Public Service Commissioner at that time, for exampie, the
Commissioner’s role in relation to SES appointments and promotions, were
extremely limited. Few would contest that this devolution has brought many



benefits. Most notably, it has enabled decisions to be made much closer to
the work place by people who know more intimately what is required; certainly
more intimately than delegates in the Public Service Board when it was
responsible for such these decisions. They couid do little more than ensure
that proper process had been followed ang for this a significant cost was
sometimes incurred in terms of delays in making a decision. Further, in some
of these cases, devoiution has reduced costs.

48 This would not be s0 in ali cases, however. For exampie, with what
was for many years the largest single avenue of recruitment to the Service (to
the base levels of the clerical/office based categories, including generalist
graduates), assessment was conducted centraily by the Public Service Board
through written tests. Following these tests, orders of merit would be
established in each of the major centres of Commonwealth employment and
agencies would be able quickly to obtain people from these lists without
undertaking any further assessment. Thus, the cost of this major avenue of
recruitment was bom centrally, there were significant economies of scale and
agencies could obtain staff often within a matter of days and without incurring
any direct costs.

49  Now each agency must conduct alt aspects of all recruitment
operations from designing and administering systems, advertising vacancies,
assessing applicants and so on. There can be no doubt that this has
significantly increased the overall costs of recruitment operations in the Public
Service. The authors of this submission are in no position to calculate these
costs or to hazard an estimate of the extent of any compensating benefils.
This presumably wili be addressed by the Public Service and Merit Protection
Commission.

30  Asin the case of graduate recruitment in the current highly devolved
environment, potential recruits to the career Service might well have to go
through dozens of different forms of assessment at the agency level when
attempting to secure a position.

51 There are a number of ways in which agencies can (and many have)
increase the efficiency of recruitment. For example:

+ Taking a lesson from experience, recruitment can be organised in bulk, as
it were. That is to say, agencies can establish orders of merit for frequently
used avenues of recruitment and names can be drawn from these orders
as vacancies fall due.

» Aspects of the process can be outsourced. The use of so-called “scribes”
to assist in the preparation of recruitment documentation has been used
for many years very profitably. Some agencies have taken outsourcing
further while, of course, reserving decision making about who gets a job to
approved internal delegates. This approach might weil suit the needs of
some agencies, especially smalier ones, however, it might not say or do
much for the image and standing of an agency if its job advertisements do



not bear its insignia or its contact personnel are representatives of the
Acme Recruitment Company.

* It might be useful for smaller agencies or others who have only a limited
presence in certain geographic areas to pool their resources in relation to
recruitment design and operations for some occupational categories
(especially office based work). In doing so, they could create orders of
merit from which they could draw for vacancies without having to bear all
the overheads individually.

52 Recruitment is worth spending considerable money and time on. These
decisions are among the most important any agency will make affecting its
operations and mistakes are often very difficult to recover from. As indicated,
a major and very difficult question for the present is whether the substantiai
extra amount of money and time now being spent on recruitment as a
consequence of the almost complete devolution of recruitment system design
and operations has brought with it compensating benefits. This calculation
must rely on more than mere assertion that what is there now is better in all
respects.

The role of the Public Service and Merit Protection Commission

53 Throughout its history the integrity of recruitment to the Austraiian
Public Service has been maintained to a very high degree. It has been
protected from political interference and cases of nepotism, patronage and
other forms of corruption have been largely avoided.

54 Further, the recruitment system has been able to sustain a reputation
for faimess in its own terms. Certainly there have been imposed forms of
discrimination that have had nothing to do with merit (the ban on the
permanent appointment of women, unequal pay, preference for ex-
servicemen, restrictions on the employment of women in certain occupations,
and at the moment the nationality requirement and the ban on those who
have received a redundancy benefit) but these have been imposed usually by
legistation and often reflecting practices and attitudes that were general in the
community.

35 To a significant extent, the integrity and faimess of the system have
owed a great deal to the centralised nature of policy and systems design and
to centralisation of decision making that provided a check on adherence to
proper process.

56 In the highly devolved arrangements that now exist in the Service
accountability for the heaith of the recruitment system must find different
forms. While the National Audit Office can play some role in this respect, a
major responsibility must rest with the Public Service and Merit Protection
Commission. It couid and should be doing this by conducting its own
independent examinations and audits of recruitment (and other aspects of
personnel management} in each agency and reporting findings in the
Commissioner’s annual state of the Service report and making

10



recommendations for ways of addressing inadequacies, communicating about
good practice and continually seeking to improve the system. This shouid be
an important way in which the Commission keeps in touch with agency
practice, assesses the implementation of its overarching personnel
management policies and enables these to be appropriately informed by
agencies’ needs.

57 It is appreciated that the Commission is a relatively small agency with
limited resources. This auditing role is, however, vitally important for the well
being and accountability of the Service and either additional resources shouid
be provided if that is necessary or they should be diverted from other aspects
of the Commission's functions, for example, training provision that can be
undertaken by individual agencies. The independent review and reporting on
recruitment operations is by its nature something that can only realisticaily be
done by the Commission.

1
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Fighting the War for Talent is
Hazardous to Your
Organization’s Health

JEFFREY PFEFFER

ere is this widespread idea, made pop-

ular by McKinsey & Co., Fast Company,
and others, that we are in a “war for talenit,”
In an intellectual capital world, talent is what
matters, and we are told that the companies
that will win in the competitive arena are
those that are the best at locating, assessing,
recruiting, and keeping the most talented
people. A typical statement of this position is
this opening sentence from an article entitled
“The Great Talent Caper” in the September,
2000 issue of Fast Company, the enormously
successful business magazine for the new
economy: “It’s hard tu argue with the idea
that the company with the best talent wins.”
Actually, it's quite easy to argue with
that seemingly common-sense statement,
while still granting the importance of intel-
lectual capital and knowledge work in to-
day’s economy. As John Chambers, CEO of
Cisco Systems, has noted, great teams out-
perform collections of individuals—even
when the individuals are more talented.
Even in professional sports, the teams with
the best talent, often nicely proxied by the
highest salaries, don't always (or even usu-
ally} have the best records or invariably win
championships. In business and nonprofit
orpanizations, characterized by interdepen-
dence among individuals so that productiv-
ity is affected not only by one individual’s
skills and abilitics but also by the capabilities
and actions of others, individual talent mat-
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ters even less in determining organijzational
SUCLess.

As W. Edwards Deming and the quality
movement pointed out a long time ago—a
lesson that we clearly need to relearn—what
is important is not su much individual mob-
vation or ability but the attributes of the sys-
fem in which the person works. Some orga-
nizations have systems that bring out the
best in their people, while others, filled with
talented, motivated, hard working people,
have practices and policies that interfere
with the ability of these individuals to do
their best and to make a difference. For ex-
ample, does anyone really think that United
Airlines has less capable ot talented people
than Southwest Airlines, even though
United has much poorer service as assessed
by on-time performance, lost bags, and cus-
tomer complaints? To take ancther case,
would the long-standing and pervasive busi-
ness problems of Xerox Corp., a company
that has been the source of business world-
changing inventions such as the first per-
sonal computer, word processing software,
and local area networks, be solved if Xerox
somehow got more talented, brighter pec-
ple?

It’s bad encugh that fighting the “war for
talent” has companies fighting the wrong
war, often using the wrong methods. But
there is an even worse problem, namely the
consequences that are unieashed by even
waging the talent war in the first place. In
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this article, | describe the various organiza-
tional processes and dynamics that are fre-
quently unleashed when companies adopt
the “war for talent” mind-set. Considering
these social psychological processes helps
make the argument that not only should
your company not necessarily try to win the
war for talent, even adopting this image as a
management metaphor can be quite hazard-
ous o your organization’s health.

What happens in a war for talent? There
is:

* Aninvariable emphasis on individual
performance (rewarding the individual
stars), thereby diminishing teamwork, creat-
ing destructive internal competition, and re-
tarding learning and the spread of best prac-
tices inside the company:;

* A tendency to glorify the talents of
those outside the company and downplay the
skills and abilities of insiders, leading to a
loss of motivation on the part of those inside
the firm and to their turnover (thereby en-
suring that the recruiting challenge will be
even greater as the company tries to replace
those it has inadvertently sent packing);

* The creation of a self-fulfilling proph-
ecy where those labeled as less able become
less able because they are asked to do less,
given fewer resources, training, and mentor-
ing, and become discouraged—in the pro-
cess ensuring that the organization has way
too many people who are in the process of
dropping out of the competitive fray;

* A de-emphasis on fixing the systemic,
cultural, and business process issues that are
invariably much more irnportant for enhanc-
ing performance, as the company secks suc-
cess solely through getting the right people
in the door;

* And finally, the development of an
elitist, arrogant attitude—once you have suc-
cessfully competed in the war for lalent, you
have the best people—an attitude that makes
building a wise organization almost impos-
sible. In wise organizations, people knuw
what they know and they know what they
don’t know. Companies that think they are
winning the war for talent think they are so
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full of smart people that they know every-
thing!

Let’s consider each of these processes
and their consequences for the company.

OVEREMPHASIS ON THE
INDIVIDUAL, UNDEREMPHASIS
ON THE TEAM

One of the assumptions of the “talent” lan-
guage is that there are individual stars. It
only makes sense, then, to provide these
stars differentiated rewards that recognize
their stardom. Indeed, pay for performance
15 a common recommendation found in the
literature on attracting and retaining talent.
The assumption is that if you don’t pay your
stars inordinately well, someone else will
and yau'll lose them. Seems logical, but like
much conventional wisdom, it ignores some
irmportant dynamics and facts.

Let's begin with one fact on which vir-
tually everyone agrees—sharing best prac-
tices and knowledge inside orgarizations is
difficult and frequently not very successfully
done. For instanice, a study of oil refineries by
the consulting firm Solomon Associates
found that in a statistical analysis predicting
refinery performance {uptime and mainte-
nance costs), there was no effect of company
on the results. What this means is that there
was as much variation in performance across
refineries within a single oil company as
there was across refineries owned by differ-
ent companies. The absence of a company
effect on refinery performance is prima facie
evidence for the absence of intraorganiza-
tional learning,

Nor is this case unique. A study of 42
food manufacturing plants in a single com-
pany doing essentially the same task found a
difference in performance of 300% between
the best and worst performing plant. An-
other study of a multinational food producer
operating in seven countries and producing
the same products using the same machines
found a performance difference of 112% be-
tween the best and worst performing plant.
An intensive study of an effort to make a
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Hewlett-Packard Co. manufacturing unit
more effective also reported that opportuni-
ties to share innovative process technologies
or other sources of competitive advantage
were overtooked. Indeed, Carla O'Dell and
Jackson Grayson have written a book detail-
ing the problems of spreading better prac-
tices and knowledge inside companies.

Why is it so hard to share best practices
and knowledge? One of the answers must
surely be the internal competition set up by
the zero-sum reward systems that are part
and parcel of the war for talent. Differenti-
ated pay means that we want to pay the best
more and the worst less. So what are the
behavioral implications of this? If you are a
plant manager having problems in your per-
formance, are you going to ask others for
help? Not likely, because when you do, you
signal publicly to everyone in the company
that you are not doing as well as they are.
And why would you do that in a competition
for salary and status—in a competition to see
who has the most “lalent?” Moreover, even if
someone has the audacity to ask for help,
why would anyone else offer such help?
Why would I help a compelitor? We are
competing for the zero-sum rewards of pro-
motions, recognition as a winner, and raises
parceled out only to those who excel. Self-
interest dictates not being very helpful or
forthcoming to those with whom someane
competes for those rewards. Tom Lasorda, in
charge of diffusing lean manufacturing
when he worked for General Motors Corp,
was quite articulate about how the internal
competition inside GM hindered plant man-
agers’ leaming from each other, in the pro-
cess costing the company billions of dollars.
Ironically, even as companies spend hun-
dreds of millions of dollazs on technologies
to collect and distribute knowledge, they do
things to create 2 culture in which knowl-
edge sharing is unlikely to oceur.

Logically, if internal competition retards
the spread of best practices across a com-
pany, leaders who are concerned with im-
proving internal knowledge transfer and

subsequent organizational performance
should try and stamp out excessive internal



competition. And that's just what our re-
search has found. Shoertly after taking over
IBM Corp., Lou Gerstner issued a number of
edicts designed to ensure cooperation and
stop internal competition that was hindering
the performance of the company. Chris
Galvin at Motorola Inc. has recently done the
same thing, as did John Pizzey at Alcoa inc.’s
smelters. Guidant Cardiovascular some time
ago began providing everyone the same per-
centage bonus, based on the division’s
achieving revenue, profit, and technological
development goals. According to Peter
McInnes, a vice president at Guidant, the
company does this to encourage teamwork
and to encourage pecple to focus on business
results instead of maneuvering to be on the
right project or work on the right team. Wil-
lamette Industries, by any measure the most
successful integrated forest products com-
pany, does not pay short-term performance
bonuses to anyone in the company. It cer-
tainly does not pay annual bonuses to divi-
sion managers who need to cooperate rather
than fight over transfer prices in this inte-
grated wood products company. There are
many other examples of companies that have
decided excessive internal competition is
getting in the way of achieving business re-
sults and have implemented management
practices designed to curtail, rather than ex-
acerbate, internal rivalry.

The point is that the emphasis on the
individual rather than the team or the com-
pany is almost an inevitable outcome of a
war for talent mind set. Not only are such
individual, zero-sum reward practices en-
couraged by virtually all those who have
written about talent wars, but even if they
weren't, rewarding the individual is what
logicaily follows from the belief that is indi-
viduals who make the difference.

Even though the talent-war mentality
has led to an emphasis on rewarding “the
best” to attract and retain those people, there
is little evidence that simply paying people
more is the most critical factor in recruiting
or particularly in retaining employees. Most
surveys show that money is not the most
important reason why people take or leave

jobs. In fact, in some surveys money is not
even in the top ten. And money is the most
available of all rewards—any organization
can offer it. That is why years ago Tandem
Computers didn’t even tell people while
they were being recruited what their precise
salaries would be. If the person asked, the
statement that Tandem paid good, competi-
tive salaries would be offered in return. If the
person insisted on knowing the precise sal-
ary and negotiating over it, they would not
be offered the job. Tandem understood
something quite simple but profound: peo-
ple who come for money leave for money.
Why play that game? SAS Institute, the larg-
est privately owned software company in the
world—with tumover less than four per-
cent—doesn’t win the retention game by
paying the best, but by treating its pcople the
best. There is lasson there for us all.

THE GLORIFICATION OF
OUTSIDERS

In the search to find the best people, there is
a tendency to see those people as existing
primarily, although not exclusively, outside
of the organization. Although theories of in-
group favoritism suggest that people tend to
like and identify more with those with
whom they share a social identity, such asan
organizational affiliation, outsiders have the
advantages of mystery and scarcity value. In
other words, there is more than a little truth
to the adage that familiarity breeds con-
tempt.

Why? First of all, there is the effect of
behavioral commitment. Insiders are already
there, coming to work and immediately
available. Recruiting or even looking for
someone from outside requires more effort.
Initially, there is the effort of searching, hir-
ing a search firm, Tunning advertisements,
tapping social networks, posting jobs on-
line, and reviewing resumes. One way to
justify and make sense of that extra effort is
to convince oneself that the people uncov-
cred through this effortful activity are, in
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fact, worth the effort—that they are really
better than those immediately at hand.
Once an outside candidate has been
found, then comes the effort of interviewing
and recruiting that person. Again, the expen-
diture of effert elicits a commitment re-

sponse, in which there is tendency to justify -

the effort by thinking the person hired is
better than thase inside, for whom no such
comparable effort has been recently ex-
pended.

Second and somewhat related, there is
the effect of scarcity. As the play Romeo and
Juliet illustrates, we always want what we
can’t or don't have. Research has shown, for
instance, that cookics are rated as tasting
better if there are fewer of them on the plate.
Qutsiders are scarcer and less available than
the insiders working for the firm. Attracting
them is invariably an uncertain process—
will they come, or won't they? The relative
scarcity of outsiders means that they will
probably be valued more highly simply be-
causc of their comparative unavailability.

Finally, there is the mystery and allure of
the outsider. Someone who is not known as
well, but who has a reputation for being an
outstanding performer, looks larger than life.
We don’t see the inevitable mistakes, the ef-
forts required to achieve that performance,
the hard work, and the fact that the person is
a person pretty much like everyone else.
Once inside the organization, the individu-
al's foibles and faults are more rcadily ap-
parent, Moreover, once inside the organiza-
tion the person becomes a competitor for
status, and a tendency to derogate the indi-
vidual’s abilities in this status competition
can emerge.

There are many examples of the process
just described. In the 1980s, Japanese man-
agement practices were venerated by many
American companies, and Japanese compet-
itors were seen as larger than life. Ironically,
one of those management practices that re-
ceived so much acclaim and attention was
total quality management, a management
technique largely developed by an Ameri-
can, W. Edwards Deming, who was ignored
until the practices he advocated were
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adopted by others outside the US. Or as
another example, consider the many mergers
that don't fulfill their expectations. Some of
the reason for this is the postmerger integra-
tion process, but another part of the story is
that the acquired firm was probably not very
realistically appraised in the first place
Moreover, once inside the firm, those from
the acquired organization are seen as less
competent than they really are.

We saw this process in full force when
Fresh Choice Inc, a publicly traded salad
buffet restaurant chain headquartered in
California, purchased Zoopa, a four-unit
subsidiary of Restaurants Unlimited, located
in Seattle. While they were competitors,
Fresh Choice admired and even tried to copy
Zoopa's recipes, look and feel, and service
orientation. Once the merger was completed,
Fresh Choice leaders told us that the Zoopa
store managers weren't actually that great
and that the acquisition had been muostly
done for real estate, not organizational learn-
ing. The turnover in the Zoopa units in-
creased after the merger, and much of the
knowledge acquired walked out the door.
Once inside Fresh Choice, 7oopa people
looked neither so special nor so valuable as
they did when they were outsiders.

THE SELF-FULFILLING
PROFPHECY, WORKING IN
REVERSE

The war-for-talent imagery has consistently
emphasized identifying the top ten percent,
not just for hiring but for retaining and cul-
tivating once inside the company. Indeed,
one of the suggestions coming out of some of
the war-for-talent consulting goes like this:
identify the top ten and the bottom ten per-
cent. The top ten percent of your pecple
should be lavished with rewards, interesting
job assignments, fast-track opportunities,
and special training and mentoring. The bot-
tom ten percent should be either removed
from the urganization or helped to improve.
Implicitly, such recommendations suggest

ignoring everyone else.



There are two problems with this course
of action. First, there is the question of
whether or not there really are two (or three)
kinds of people in your company—the stars,
the dogs, and everyone else. To presume that
some people are better than others presumes
that there are some reasonably stable at-
tributes, such as talent and drive, which dif-
ferentiate among people, and that such traits
are largely not amenable to being changed.
That's why the war for talent has such an
emphasis on selection and retention—there
are better and worse people, and you'd bet-
ter get more of the first kind and less of the
second. But is this true?

Some American readers will recognize
the name of Steve Young, the now-retired
quarterback for the San Francisco 49ers, con-
sidered to be one of the better quarterbacks
in professional foutball history, Fewer peo-
ple may also remember that Young’s career
began outside of the National Football
League, because he was deemed not good
enough. A similar story holds for Kurt
Warner, the quarterback who led the 5t
Louis Rams to the Super Bowl victory in
2000, More systernatically, a study of profes-
sional baseball players in the early 1990s re-
vealed that better managers were able to not
only get their teams to perform betier, but
that players under those managers per-
formed better than might have been ex-
pected given their lifetime records. And this
is for a sport, baseball, in which there is
relatively little interdependence, and where
natural ability would appear to play an im-
portant role. The point is that although there
are certainly differences across people, such
differences are not invariably related to their
performance, because people can perform
above or below their natural level depending
on a myriad of factors.

One of the most important of these fac-
tors affecting performance is the expectation
for performance. And that's the second prob-
lem—the very labeling of people will affect
their performance. Labeling only a few as

stars will cause the majority to perform way .

below their potential.
The self-fulfilling prophecy is one of the

oldest and most established principles for
understanding organizational behavior. Sim-
ply put, the self-fulfilling prophecy holds
that high expectations increase performance,
and low expectations will decrease perfor-
mance. This effect has been found in early
studies of intelligence and performance in
the classroom, where measurable changes in
intelligence quotient (IQ) were observed de-
pending on the expectations for children’s
performance. It has been found in studies of
performance in the Israeli defense forces,
and in studies of sales force performance.
There is, in fact, a vast literature on the ef-
fects of expectations on behavior.

Why might such effects be observed? For
some fairly straightforward reasons. If a per-
son confronts low expectations, one rational
{and observed) response is something called
“defensive effort”"—fancy ways of saying
that people don't try very hard. If you aren’t
going to succeed anyway, why expend effort
that will just wind up being wasted? Other
things being equal, if you don’t expend as
much effort, you probably won’t do as well.
Conversely, if you think you have a good
chance at success, you are quite likely to try
harder and, as a consequence of this in-
creased effort, probably do better. Another
reason is anxiety. Most people don't find the
prospect of failing very comforting, and in-
deed, failure or the prospect of failure can
produce anxiety. As anyone who has ever
taken a test can attest, beyond some level
anxiety itself interferes with performance. To
the extent that expectations of failure pro-
duce anxiety, that stress can itself induce
poorer performance.

A third factor is that the resources yau
get depend on what people expect from you.
Studcents labeled as not as bright tend to get
less guidance and help from teachers. Bosses
are less likely to spend time with people who
aren’t too good, saving their precious ime
for coaching and mentoring those who have
a real chance of benefitting, Who is going to
get sent to training and given more challeng-
ing job assignments, those that are labeled as
stars or the others? These resource allocation
choices have real consequences for perfor-

SPRING 200! 253



mance. People who receive less coaching,
mentoring, training, and fewer challenging
job assignments will—other things being
equal—Icarn less and be less able to perform
at a higher level. In this way, labeling people
produces an allocation of resources, includ-
ing time and attention, that almost guaran-
tees the initial labels will come to be true.

In a company obsessed with fighting the
war for talent, such labeling will go on with
a vengeance, as the company will be con-
sumed with figuring out who is the best and
who are the rest. But that very labeling pro-
cess will produce many discouraged peo-
ple-—those not accorded the most favorable
labels. Two consequences can result. Either
those labeled as less than star-like will leave,
in which case the company will have to re-
cruit even more people to replace them, or
else they will simply give up and retire in
place, depriving the company of their effort
and ideas.

What happens when you don’t fight the
war for talent, thereby giving up on most of
your people {only 10% of the people can be
in the top 10%)? Consider the case of The
Men’s Wearhouse. The company operates in
the difficult industry of selling tailored
men’s clothing, an industry that is not only
competitive, but one that is declining. None-
theless, the compound annual growth rate
achieved by The Men’s Wearhouse over the
past five years has been almost 30% in sales
and more than 25% in earnings per share.
The Men’s Wearhouse Inc. has an interesting
operating philosophy. Its founder and chair-
man, George Zimmer, has stated that the
company is in the people business, not the
suit business. Charlie Bresler, in charge of
human resources, has the interesting title of
executive vice president for human develop-
ment. The company aspires to help people
become better than they {or probably anyone
else) ever thought they could be-—a difficult
challenge in retailing, a low-wage industry
that has typically not attracted the best peo-
ple. But the company has succeeded to an
astonishing degree by giving people second,
and even third chances, even when they
have put a deposit in their pockets for a few
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days or ripped off a pair of socks. The com-
pany’s success comes in large measure from
its emphasis on training. Training not only
imparts knowledge of clothing and sales
techniques. Training enhances people’s self-
esteem, by signaling that the organization
values them and is interested in investing in
them. By helping people unleash their full
potential, The Men's Wearhouse has lowered
its turnover, has among the lowest losses
because of theft in the retail industry even
without electronic security, and has devel-
oped wardrobe consultants who provide a
service experience that permits the company
to achieve outstanding profit margins. If the
company had adopted the talent-war men-
tality, it would have been finished before it

even began.

IGNORING THE SYSTEMIC,
CULTURAL PROBLEMS THAT
AFFECT PERFORMANCE

The scarcest resource in most organizations
is not money; it is time and attention. There
are too many problems and issues competing
for managers’ time and too many things to
think about. It is obvious that time spent on
one set of issues or initiatives are time {(and
effort) that cannot be devoted to other things.
Fighting the war for talent focuses the com-
pany on first grading or ranking and then
seeking to select and retain the best people. Jt
focuses the company, in other words, on in-
dividuals——not groups, teams, or the entire
company—and it focuses on these individu-
als with the presumption that there are better
and worse ones, and there’s not much to be
done to change anyone. It causes companies
to ignore or downplay the importance of
intervening to build cultures and systems
that bring out the best in everyone.

The American automobile industry illus-
trates this problem quite nicely. In the 1980s,
General Motors concluded that the problem
with its automobile plants was its people.
Many of them had worked in the industry
for years and were, in the opinion of the
company, old, tired, and burnt cut. Most



were unionized, which, the company
thought, put them in an adversarial relation-
ship. Many were not highly educated, there-
fore lacking the skills to help CM compete in
an increasingly quality-conscious, technolog-
ically complex industry. GM’s response was
to invest in factory automation to eliminate
as many of these autoworkers as possible.
The outcome of that process was, as de-
scribed by a number of observers, to leave
the company with the highest fixed costs in
the industry and with machines that didn’t
really work the way they were supposed to.

By contrast, Toyota Motor Corp. and a
number of the other japanese automobile
manufacturers took a differert approach,
nicely illustrated by what happened in the
Toyota-GM joint venture in Fremont, Cali-
fornia, New United Motors Manufacturing,
Inc. (NUMMI). At that plant, formerly oper-
ated by General Motors, Toyota neither tried
to replace the people {85% of those who
worked at NUMMI when it started produc-
tion in 1985 had worked for the former GM
plant, well known for absenteeism, poor
quality, and drug abuse and alcoholism}, nor
did it substitute machines for employees.
Rather, the company did those things that
are well known as being associated with
high performance or high commitment man-
agement practices:

* Established a policy of mutual com-
mitment and employment security. NUMMI
employees were promised that they would
be Iaid off only under extreme conditions—
the viability of the enterprise was at stake.
Instead, when demand was slack, employees
used the time to rehabilitate and upgrade the
plant and to take courses that enhanced their
skills in quality, statistical process control,
working in teams, and 50 forth, As Lincoln
Electric Co. and its executives recognized a
long time ago, no one will voluntarily con-
tribute ideas for enhancing productivity if
the result is that they or their collcagues will
lose their jobs. In return for working cooper-
atively to erhance productivity, people in
the NUMMI plant were promised security
and were treated as real partners in the en-
terprise.

* Selective hiring. Although under the
terms of the UAW contract people formerly
employed at the GM plant that had been
closed were promised recall rights, these in-
dividuals nonetheless went through inter-
views and screening. Even though few were
actually culled during this process, the selec-
tivity provided an opportunity for some who
didn’t like or agree with the new culture to
self-select out. More important, it gave those
who came back into the plant a fecling that
the company cared about who they were,
and a feeling of pride for having gone
through the selection process.

* High pay. NUMMI offered the highest
wage in the industry at that time. The deal
was high pay and security in return for a
new spirit of cooperation.

* Information sharing. At the NUMMI
plant (and subsequently at Saturn which
learned a lot from the experience of
NUMMYD), infurmation on production, qual-
ity, and productivity was widely shared and
readily available. People who were expected
to take some responsibility for the operation
of the plant were given the information nec
essary to do so.

* Decentralization of decision making.
NUMMI really excelled at giving front-line
people, who had years of experience and the
wisdom and insight that comes from that
experience, responsibility for improving per-
formance. Virtuaily all industrial engineers
were removed from the plant. Front-line
people were trained in analyzing work meth-
ods and processes and were given the time
and the freedom to implement productivity
and quality-enhancing changes in the pro-
duction process. Layers of management
were eliminated, one reason why NUMMI
was able to cut its costs. The idea of self-
managing teams was one of the organizing
principles that governed the operations of
the plant.

* An egalitarian culture. When Toyota
assumed control of the management of
NUMMLI, it abolished the executive dining
room and reserved parking spaces. Every-
one, including the president of NUMM],
wore the same smock, ate in the same place,
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and socialized with each other. The idea,
conveyed symbolically, was that all employ-
€es shared the responsibility and the obliga-
tion to make the organization successful.

* An emphasis on training and skill de-
velopment. As already noted, NUMMI ex-
pected its front-line people to contribute
their ideas to making things better. They
were given Iraining in how to analyze jobs
and work processes and when there was a
downturn in demand, the slack permitted
even more extensive training to occur.

The Toyota production system has been
remarkably effective because it is a system
that permits regular people to achieve
world-class results on a consistent basis over
long periods of time. It is a system of orga-
nizing that recognizes the connection be-
tween the social and the technical aspects of
organization and that puts in place a culture
that helps to ensure the motivation and per-
formance of the employees. Why don't other
automobile companies copy this system, ac-
knowledged to be superior? One reason is
that although other companies would like to
implement flexible manufacturing, time and
attention is diverted to other activities such
as fighting with the union, implementing
complicated rebotics, engaging in internal
politics and competing with each other. Time
is indeed a scarce resource, and time spent
fighting a war for talent is time diverted from
building a culture and set of management
practices that permits everyone to perform as
if he or she were in the top 10%.

WINNING THE WAR FOR
TALENT BATTLE BUT LOSING
THE WAR FOR WISDOM

A corollary of the war for talent imagery is
that what companies want is “smart” people.
However, companies may be much better
served by having “wise” people. As origi-
nally defined by Plato, wisdom is the atti-
tude of knowing what you know and know-
ing also what you don’t know. The attitude
of wisdom, as characterized by a number of
scholars, represents a midpoint between ar-
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rogance and insecurity. Having an attitude
of wisdom permits an organization to take
action even as it doubts what it knows, so
that it continues to learn even as it acts.

IDEQ Product Development, an award-
winning product design firm headquartered
in Palo Alto, nicely exemplifies a wise orga-
nization. When David Kelley, the CEO, an-
nounced a reorganization a while ago, he
stated that all he knew was that the new
structure was the best the company could
come up with at the time, and that it was
wrong. Not only does that statement illus-
trate that it is all right to make mistakes at
the company, it shows that it is all right to act
without having the complete right answer.
Another motto at IDEO is that enlightened
trial and error outperforms the planning of
flawless intellects. This cultural norm means
that people learn from doing, so the only
mistake is not to take action based on what is
known al the time. It is a norm that facilitates
rapid prototyping, important not only for
product design but for organizational learn-
ing more generally. A third aphorism is that
the company believes in failing early and
failing often—which is better than failing
once, failing at the end, and failing big,

In each of these statemnents, you see the
attitude of wisdom. Each reflects having
enough confidence to try something, be it a
new structure or a prototype, while keeping
open the idea that no one in the company or
the company itself knows everything, so it
needs to continue learning even as it does
things.

We are surrounded by examples of com-
panies that have gotten into trouble by being
too arrogant. The recent books on the Mi-
crosoft Corp. antitrust trial show that Mi-
crosoft could have reached a settlement in
the irial, but it was so sure of itself it delayed
entering into serious negotiations. The com-
pany’s arrogance during the trial offended
the trial judge. Arrogance, however, may be
a natural byproduct of operating in the soft-
ware industry—an industry that makes a
practice of armouncing “vaporware” and
selling prototypes into the marketplace, let-
ting customers find the bugs, and then sell-



ing upgrades that fix the problems the com-
pany shipped in the first place (this is called
versions of the product).

To listen to your customers, you need to
think you don’t know everything. James
Goodnight, a cofounder and CEO of SAS
Institute, the largest privately owned soft-
ware company in the world, is fond of saying
that he is not a technological visionary and
that he can't predict the future. Therefore,
what SAS Institute must do is to listen to its
customers, give them the software that they
want and need, and be ready and able to
change as market demands and conditions
change. It is a formula that has produced
more than 23 consecutive years of double-
digit growth and a 98% license rerewal rate.
John Chambers of Cisco Systems is another
person in another company that shows an
attitude of wisdom. Cisco has no technology
religion. The company is fond of saying it is
agnostic with respect to specific technolo-
gies. Rather, it listens to the market and pro-
vides the technology that the market de-
mands. It is not a company too proud to go
out and purchase the technology it needs.
Indeed, Cisco’s ability to not only acquire
companies but retain their peopie is one of its
important sources of success. Chambers and
other senior managers spend most of their
time with customers and employees, listen-
ing. Watch John Chambers at a conference.
In the world of high technology, typically
populated by people with a surfeit of ego
and self-confidence, he spends most of his
time listening and asking questions. If you
think about it, that is the best way to learn,
and learning is important in a rapidly chang-
ing market environment.

What does this have to do with the “war
for talent?” Just this—if you hire the best
people who think {or even know) they are
the best, how likely are they to be willing to
tisten and learn? How likely are they to treat
others not as “smart” as they are with re-
spect, as opposed to the contempt more often
seen? One of the geniuses of Toyota was
recognizing that the people on the assembly
line actually knew something about autome-
bile assembly, regardless of formal degrees

and the ability to talk smoothly. One of the
marks of the wisdom of Jeff Hawkins, co-
founder of Handspring, is his interest in
watching people who use paper instead of
personal digital assistants so he can see what
they do, how they do it, and why. It would
be easy for a technological guru {and billicn-
aire} to think that those that don't use the
latest technology are not only uncool but are
not too smart. Hawkins wants to learn from
them. The ability to learn from others de-
pends importantly on not thinking yourself
or your organization so superior to them that
you have nothing to learn. Maybe that means
not thinking that you have the smartest peo-
ple, just the best listeners.

CONCLUSION

Is it possible to wage the war for talent and
ot fall into these problems and pitfalls? Of
course. But it is not likely, nor is it easy. Any
theory, implicit or explicit, causes us to see
some things in specific ways and to ignore
other things. The war for talent has embed-
ded within it a theory that holds: 1) that
organizational performance is essentially the
aggregation of a bunch of individual perfor-
mances (which is why if you get people who
do well individually you can win the com-
petitive battle); and 2) people are essentially
unchanged, at least by the time they are
adults in the work force, in terms of their
abilities and capabilities, which is why se-
lecting (and keeping) the right people is so
crucial.

Once explained in this way, we can see
that neither assumption can be accepted un-
critically. There is a lot of evidence that sug-
gests teams can outperform groups of more
talented individuals, and that people can
perform above or below their natural abili-
ties depending on the situation, including
the leadership they receive and the help they
get from others in their immediate environ-
ment.

But the problem is not just that the war-
for-talent imagery may be wrong. It is an
image that almost naturally produces a set of
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management actions that cause problems.
Fighting the war for talent can readily create
self-fulfilling prophecies that leave a large
portion of the work force demotivated or
ready to quit, and produce an arrogant atti-
tude that makes it hard to learn or listen. It
can cause the company to focus always on
getting better people, mostly from outside,
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instead of fixing the culture and system of
management practices that research has
shown are consequential for performance. It
is for these reasons that fighting the war for
talent can indeed be hazardous to an orga-
nization’s health, and why great companies
get the best out of their people instead of
always searching for different people.
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