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A major problem is looming for energy businesses
around the world: worsening shortages of the tal-
ented employees whom these enterprises need

to sustain an edge over rivals. Energy firms find it
increasingly difficult to attract and retain talent in
tight labor markets; to retain younger employees
with different approaches to life than their older
colleagues; to retain older workers considering
early retirement; and to transfer critical knowledge
within the firm.

Even as executives acknowledge mounting evi-
dence of the problem, few energy organizations
have taken steps to head off its consequences.

It doesn’t have to be this way. By understanding
the forces behind the imminent talent shortage
and anticipating potential ramifications for their
firms, executives stand a better chance of develop-
ing effective talent strategies.

There’s no one right answer to the question of how
to prevail in the talent wars. Instead, each firm will
have to tailor its strategy to its own unique busi-
ness circumstances and operating environment.
The most successful contenders will develop a
savvy mix of tactics for defining their work force
needs, attracting the right employees, helping peo-
ple manage their careers, transferring and manag-
ing critical knowledge, and keeping the right work-
ers engaged so they stay with the company:.
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Where Is All the Talent Going?

The imminent talent shortage in the energy indus-

engineer or nuclear-plant operator, are further

try stems from a confluence of demographic and

other forces. A few examples:

worsening the skills shortage.

u Difficulty attracting entry-level talent. Energy

B An aging work force. In many regions around
the globe, the percentage of the population con-
sisting of older people is rising; that means an
older work force. For instance, by 2012, the num-
ber of employees aged 65 or older in the U.S. is
expected to jump 43 percent over the 2002 figure.
And more than 80 million U.S. Baby Boomers
(people born between 1946 and 1964) are expect-
ed to retire in the next 20 years. As a result, some
utilities expect to lose up to half their work force
in the next five to ten years.

Fewer workers with the right skills. Owing to
increased integration across the value chain in
the oil and gas industry, companies need work-
ers with more specialized—hence scarcer—skills.
Other trends, such as the slashing of training
budgets to ease operating-margin pressures, the
change in required skill sets because of greater
reliance on integrated solutions and advisory
services, the lack of nuclear plant construction in
the U.S. since the 1970s, and the decrease in uni-
versity programs for positions such as petroleum

Exhibit 1 Today’s work force dynamics

companies are finding it increasingly challeng-
ing to convince young employees to join their
ranks. For one thing, many of these workers
have more employment options inside and out-
side the industry, so competition for them has
grown fierce. Moreover, harsh locations, remote
assignments, or even the energy industry’s repu-
tation, may discourage individuals entering the
work force.

B Growing challenges retaining experienced
employees. For oil and gas companies, the
toughest challenge is retaining employees with
seven to 15 years of experience.

Thanks to these and other trends captured in
Exhibit 1, companies must brace themselves for a
sobering reality: In the coming years, there simply
will not be enough workers to fill the available jobs.
(The sidebar “New Labor Challenges for National
Oil Companies” shows how these dynamics are
playing out in the oil industry.) To survive, firms
will need to come up with innovative talent man-
agement strategies led from the top.

Demographic shifts
¢ Aging population

e Increasing diversity
¢ Changing attitudes

Economic pressures

* Need to grow earnings

¢ Need to rationalize
staffing after M&A
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towards work
¢ Emerging talent shortages
in select areas

e Loss of key skills and experience
through downsizing and retirement

e Misalignment of remaining skills with
future business requirements

¢ Employee dissatisfaction with existing
career paths and reward systems

¢ Increased turnover, training, and
recruitment costs

e Increasingly more employees outside
their home country

e Contingent workers making up a
greater proportion of the work force

Operating pressures

e Rising customer expectations

¢ Changing job and technology
requirements

e Increasing use of offshoring
and outsourcing
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Wanted: Top-Down Talent Management

In the past, many energy companies relied on high-
level retirement rules of thumb (such as 55 years of
age and 25 years of service), existing performance
evaluations, and anecdotal evidence while conduct-
ing their work force planning. But these traditional
approaches do not provide the forward-looking,
specific information firms need to attract, groom,
and retain employees with required knowledge and
capabilities in a tight market. These methods fail to
shed light on questions such as:

®m Which skills are we most at risk of losing as the
talent wars heat up? And where in our organiza-
tion’s functions, levels, and geographies are these
skills currently located?

B What new capabilities will our company need to
address emerging challenges? When will we need
them, and where in our organization should we
locate them?

®m What career trajectory—promotion path, training
needs, lateral moves, timing—will internal candi-

As oil and gas markets globalize, national oil compa-
nies, which once had fairly exclusive access to their
home labor markets, are facing increasing competition
for managers, engineers, and experienced technicians
and operators. Rival firms are offering attractive wage
packages that may be difficult to match. At the same
time, less-developed countries that once provided expa-
triate labor to the oil industry are evolving into dynamic
emerging economies, offering employment opportuni-
ties that are tempting skilled workers to return home.

In a poll taken by Marsh Risk Consulting (a sister compa-
ny to Oliver Wyman) at a recent National Oil Companies
Seminar in Dubai, 73 percent of respondents said that
recruitment and retention of a qualified work force

had become either a “very important” or “critical” issue
for their companies. Of the nine key strategic issues
mentioned in the poll, only one—the availability of oil
and gas resources—was ranked as more important than
work force recruitment/retention by poll participants.
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dates need to navigate in order to fill key roles?

® What labor markets must we tap to ensure we
have the right people with the right skills at the
right time? Who is competing with us for these
workers? And what do our rivals offer them that
we don’t?

® How are workers’ needs evolving? What changes
must we make in our career trajectories and
reward systems to meet newly emerging needs
so as to retain our most valued players?

® How are we preparing to retain and manage the
knowledge that will be walking out the door?
Have we documented it all?

To answer these questions, energy firms need a
top-down—and top-notch—talent management
strategy, one spearheaded by senior-level execu-
tives and supported by leaders throughout the
organization.

The first step in developing a talent management

New Labor Challenges for National Oil Companies

In a separate survey at the seminar, 41 of 50 par-
ticipants said that their companies have considered
making managing staff turnover a Key Performance
Indicator. And 56 percent said that they had already
implemented such an indicator. Only unplanned out-
ages, lost-time accidents, and security incidents were
mentioned more frequently as KPIs.

Work force issues are creating a strategic problem for
these firms that, if not addressed, will threaten their
ability to achieve their strategic goals. Many national
oil companies lack the tools to manage the attrition
common in competitive industries as well as strate-
gies to source talent from the larger market. To se-
cure the qualified work force they will require going
forward, these organizations—as much as privately
owned oil and gas companies—will have to develop
talent management strategies that are more appro-
priate to the globalized labor environment.
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strategy is a work force gap analysis: articulating
the skills your company will require to carry out
its competitive strategy, and using detailed work
force analytics to anticipate shortfalls in those
skills. Armed with your gap analysis, you can then
craft action plans to counter the most serious risks
throughout your work force—or in specific subsets
of employees. Action plans might contain a blend
of different initiatives, such as accelerating career
advancement for key talent pipelines, rehiring
retired employees during periods of peak activ-
ity, and developing wellness programs for mature
workers in physically demanding jobs.

Additional initiatives might include cultivating tal-
ent pools for feeder jobs to mission-critical posi-
tions, providing job-sharing or reduced-workload
opportunities for employees interested in moving
to a part-time schedule, drawing on alternative
recruiting sources, such as community colleges
and different industries, and identifying employee
populations most at risk for defection and develop-
ing plans for retaining them.

Conducting a work force gap analysis and custom-
izing action plans to your firm'’s particular stra-
tegic needs and work force realities takes careful
thought and ongoing attention (Exhibit 2). But the
effort pays big dividends: It generates strategies
based on facts and evidence, not hunches, opin-
ions, or stories from your own and other compa-

nies. Thus, it best positions your company to main-
tain and grow its work force in line with long-term
business goals, despite the relentless shrinkage of
talent pools characterizing the industry.

Understanding the Talent Management
Process

To position your company to prevail in the upcom-
ing talent wars, you'll need to design action plans
for five specific elements of the talent manage-
ment process: defining your work force needs,
attracting and selecting the right employees, devel-
oping people, engaging and retaining them, and
managing and transferring knowledge within your
organization (Exhibit 3). Let’s take a closer look at
each of these elements.

1. Defining your work force needs. Before making
any decisions on your work force strategy, carefully
assess your company’s strategic goals. For example,
what are your revenue growth plans over the next
five to ten years? What new products or services do
you intend to offer? What new technologies do you
want to invest in?

Determine which skills will be essential to carrying
out those plans in the short, medium, and long term.
And decide where in your organization those skills
should be concentrated. Consider how many employ-
ees embodying each type of skill you'll need at each
level, pay band, job classification, occupational group,

Exhibit 2 Analyzing work force gaps and designing action plans

Desired state: business requirements

Inputs include:

* Market and customer data

e Strategic and operating plans

¢ Performance targets

¢ Productivity, quality, and other effectiveness measures

Current state: workforce dynamics

and external labor market

Inputs include:

¢ Labor market data

¢ HRIS and payroll data

¢ Employee perspectives and feedback

¢ Recruiting data (quantitative and qualitative)
e Other internal data (training programs, etc.)
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Gap analysis, plan design, and implementation

Outputs include:

» Work force required by business unit

» Expected evolution of current work force

* Assessment of critical gaps and best means to fill those gaps

* Targeted work force practice and policy changes, timing, and responsibilities
¢ Milestones and human capital metrics for tracking progress
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Exhibit 3 Key elements of the talent management process

Define needs —_—

® Work force needs assessment
candidate pool identification

e Resource planning (short-,
medium-, and longer-term horizon)

e Profile of desired employee
skill sets

e Multi-channel recruiting

e Formal screening and evaluation
e Job requirements definition from process, tools and training
activity-based analysis and business . N
o e Conversion and assimilation
priorities
e Cross-business unit and/or
cross-company collaboration

and coordination

e Formal organizational structure
and reporting relationships

¢ Tracking and evaluation
of progress

e Compelling employment
proposition

Attract and select ——p Develop and manage ——» Engage and retain

e Career paths e Competitive total compensation

. - and benefits
e Comprehensive training

. . ® Rewar nd r nition
—Orientation ewards a ecognitio

—On-the-job/hands-on ¢ Work force management

-Ongoing skill development * Succession planning

e Work/life balance and flexibility
programs

e Mentoring and coaching
¢ Individual career development . . o
¢ Employee satisfaction monitoring
—Project-to-project
-Within business unit
—Corporate
e Supervision and management

¢ Leadership development

¢ Performance management

Management and transfer of knowledge

¢ Planning for potential knowledge loss

e Minimizing knowledge loss via "applications"

e Minimizing knowledge loss via person-to-person transfer "solutions"

* Reducing work force requirements by automating processes

department, and site. Also determine the maximum
allowable expected turnover rates for each skill type.

You now know the total number of employees
you’ll need over the coming years, which tells you
the annual required employee growth rate. Next,
take stock of your company’s current staffing situ-
ation and what that situation will be in the short,
medium, and long term, based on current resource-
allocation plans. Do your plans support the annual
work force growth rate you’ll need to achieve

the revenue-increase targets you've established?
Exhibit 4 depicts one company’s failure to correctly
quantify resource requirements for its planned
expansion and revenue growth.

2. Attracting and selecting the right employees.
To prevail in the intensifying competition for quali-
fied candidates, cultivate new, non-traditional tal-
ent pools from which you can draw to expand
your work force. Most companies already recruit
from the appropriate colleges and offer internship
programs. Augment these efforts: Beef up your
company-sponsored scholarships. Support educa-
tional programs; for example, by providing colleges
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and universities with equipment or by sponsoring
professors. And invest in pre-college efforts, by
working with teachers and parents and sponsoring
career fairs. Non-traditional schools and foreign
sources of workers may help further expand the
potential talent pool.

Now, get creative in how you reach these poten-
tial new hires. In addition to using professional
recruiters, job postings, and referrals, spread the
word about available positions at niche trade
associations and through employee referrals.
Consider putting together a state-sponsored work
force investment board in your area to develop
new programs to address your company’s and
industry’s needs.

Also ensure that your firm’s brand image appeals
to potential candidates’ values. For example, many
candidates appreciate employers that “take care of
their own.” If your firm has benefits programs that
align with this value (such as family-friendly poli-
cies or paid sabbaticals), be sure to communicate
that fact throughout your recruitment efforts.
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Exhibit 4 Revenue growth relative to total employees at one company—a mismatch

Annual required employee growth rate: 7.75%

$2.50
2.25
2.00
1.75

Revenue 1.50 6.600
($ billions) 4 55 5500 Employees
1.00 4,400
0.75 3,300
0.50 2,200
0.25 1,100
0.00 0

11,000
9,900
8,800

7,700

2004 2005 2006

mmm Total employees

Finally, remember that it takes two to make a good
match. To ensure that new hires are right for your
company, use a disciplined, formal process for
evaluating candidates’ capabilities, knowledge, and
cultural fit with your organization.

3. Developing people. High-quality employees
value formal career management, leadership
development opportunities, and challenging roles
and assignments that stretch their skills. By pro-
viding these, you not only satisfy these values,
you also build a strong leadership bench in your
organization as well as improve retention of your
star performers.

To ensure your firm’s long-term success, you'll also
need to invest in staff training, especially if you're
recruiting talent with more general skills or new
hires from other industries. Put structured train-
ing programs in place, and establish a mentoring
program whereby older, more seasoned employees
can help newer hires hone highly specialized skills.
Clarify the career paths in specific job families that
qualified workers can travel if they put in the requi-
site time at your firm and demonstrate the required
capabilities—for example, the point at which an
entry-level engineer might expect to be promoted
to senior engineer and then supervisor, as shown in
Exhibit 5.

4. Engaging and retaining valued performers.
As competition for talent heats up and employ-
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2007 2008 2009

Required total employees —e— Revenue

ment opportunities proliferate in the energy
industry, you’ll need to work even harder to keep
valued employees engaged and loyal to your firm.
The right retention strategies—including recogni-
tion, reward, and benefit systems—can help. Tailor
these strategies to the demographics of your tal-
ent pool. For example, if your best plant/operations
engineers tend to be parents with young children,
consider providing family-friendly policies, such as
flex-time, on-site day-care, or job-sharing. Given
that the aging population is a particularly powerful
force behind the looming talent shortage, make a
special effort to retain workers nearing retirement
age, perhaps by considering phased retirement pro-
grams, changes to existing pension plans, or reten-
tion bonuses for key personnel.

Keep in mind that failing to invest in retention
strategies can spawn a vicious cycle of turnover,
recruitment, and training. This cycle is not only
costly; it can also jeopardize overall performance,
as you lose knowledge and experience affecting
safety, front-line productivity, external markets,
and operations.

5. Managing and transferring knowledge. You
know that whenever a valued employee leaves your
company, important knowledge walks out the door.
Thus, make sure your talent management strategy
includes action plans for managing knowledge and
transferring it within your organization. A good
first step is to anticipate potential knowledge loss;
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Exhibit 5 Mapping employee career progression

. Manager
Supervisor
‘ /2'.4 years
Senior Meaﬁ
engineer 6
Engineer
‘ _/r:' Consultant
— 1.4 yea
o
Entry
engineer

for example, by assessing which employees will
soon be retiring or leaving the company for some
other reason. By understanding where the com-
pany is most at risk for knowledge loss, you can
design effective countermeasures.

For example, mentoring and journeyman pro-
grams can help experienced employees transfer
their hard-earned wisdom to newer workers.
Automating processes can also enable you to pre-
serve important information and procedures. And
encouraging people to share best practices—for
instance, through mentoring and shadow pro-
grams—can further reinforce the importance of
transferring knowledge.
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Crafting an effective talent management strategy
is hard work. But given the challenges that are now
gathering momentum in the energy industry, no
company can afford to ignore this crucial business
activity. Companies will have to move beyond the
standard recruiting and retention activities they
are accustomed to, and take a bolder approach. By
adopting a new approach to developing work force
action plans, which addresses the five elements of
the talent management process, you position your
company to secure the staffing it will need now
and in the future—even as recruiting and retaining
skilled employees grows ever more difficult.<
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