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Talent strategies for innovation

Executive summary

Talent strategies for innovation looks at how organisations approach the challenge of recruiting, nurturing
and retaining talented people forinnovation. The research found that the challenges of globalisation
have turned talent managementinto a key strategicissue that, in many organisations, is now the
responsibility of the C-suite. Although businesses have had to make major changesin their approach to
talent management, many are still hindered by the existence of internal silos and a reluctance to look
outside the organisation for skilled workers. If businesses are to maximise their capacity forinnovation,
they need to develop flexible policies that will enable them to recruit and retain talentin both their home

and foreign markets.
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Introduction

Two factors are essential to success in the marketplace, according to Padmasree Warrior, CTO of Cisco,

the global technology company: the ability to innovate and the ability to bring products to market very
quickly. “Talent management”, she adds, “is the piece that connects the two”. To maintain its competitive
edge, she says, Cisco has provided training for its workforce so that staff can both take risks and accept
the process and discipline needed to get things donein a large global company. This combination of skills
can be challenging to find.

A new, more integrated world economy means that all companies, whether large or small, must have
flexibility and creativity to remain competitive. Research conducted by the Economist Intelligence Unit
confirms this finding. Fertile ground: Cultivating a talent for innovation, published in February 2009 with
the support of the government of Ontario, Canada, showed that innovation is the single most important
predictor of future growth, and that access to talented staffis critical for innovation. This paper, Talent
strategies for innovation, based on interviews and a survey of 179 senior executives worldwide conducted
in August 2009, delves more deeply into the link between talent management and innovation. It looks
at the particular challenges of talent managementin the new global landscape and the strategies being
developed by companies to meet those challenges.

Who took the survey?

Atotal of 179 senior executives from around the world took Survey respondents are based worldwide
partin the online survey. Thirty percent of respondents are (% respondents)
located in the Asia-Pacific region, 29% in North America,

29%in Europe and 12% in other regions. Forty-six percent of - 4 Asia-Pacific 30
respondents are C-level executives. They have a broad range ,/ North America 29
of roles, with 36% responsible for general management, e Europe 29
36% for strategy and business development, 30% for ROW 12

finance, and 23% for marketing and sales.

Respondents represent a broad range of industries. Sixty
percent work for organisations with annual revenue of more
than US$500m.

For furtherinformation, see the appendix at the end of
this report.

Source: Economist Intelligence Unite survey, July 2009
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Talent management: a C-suite issue for
successfulinnovation

Executives worldwide overwhelmingly recognise talent management as integral to their ability to
innovate: 75% of survey respondents say it is “veryimportant” and just 1% say itis “notat allimportant”.
To ensure access to talent, firms must have policies to attract and retain qualified professionals, according
to more than three-quarters of respondents. And they should go where the talent is: more than one-half
of the respondents say the availability of talent is the most important external factor for innovation—
ahead of factors such as the business environment (41%) and financial or fiscal incentives (28%).

Good talent management is becoming even more important as itincreasingly influences other strategic
decision-making, such as where companies should locate their research and innovation centres. Just
over onein five (22%) respondents say that their organisation currently locates innovation centres in
areas where there is an abundance of talent, but 39% expect that to be the case within five years. “Having
access to universities with well-trained people is a critical factor for us,” confirms Ms Warrior.

Because of its role in successful innovation, talent management has gained the attention of the
C-suite. In 65% of organisations, the most senior executive with responsibility for formulating talent
management strategy is a C-level executive, while in 49% of organisations, a senior vice-president, vice-
president or director has responsibility. (Respondents could choose more than one executive.) C-level
executives recognise that talent management is a critical issue and are working more closely on this area
with their direct reports.

Execution of talent management strategy, however, is more usually the responsibility of managers at
lower levels. As Ms Warrior says, “The tone and the culture are set at C-level, and that's clearly the case at
(Cisco, but the absolute responsibility for talent management goes all the way to the individual level.”

The best place to innovate: where talent is available and the business environment favourable
(Top five external factors that favour innovation, by % of respondents)

Availability of talent

Business environment (eg, tolerance of risk)

Access to people with flexibility with regard to work demands (eg, hours, mobility, relocation)
Quality of education system

Financial and/or fiscal incentives

Source: Economist Intelligence Unite survey, July 2009
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C-suite formulates talent strategy for innovation, but execution happens down the line
(% respondents) [ Formulate
B Execute

C-level executive

SVP/VP/Director

Head of business unit

Head of department

=
Y
>
Y
«
@®
=

Source: Economist Intelligence Unite survey, July 2009

The survey shows that, as the importance of talent management grows, so does C-suite involvement
in formulating strategy. One-half of the respondents say that the C-suite is more involved in talent
management today than five years ago, and 39% say that the C-suite will be more involved within five
years.

Theincreasing prominence of talent management at very senior levels is reflected in the experience
of AstraZeneca, an Anglo-Swedish pharmaceutical firm with US$32bn in salesin 2008. Five years ago,
the company decided to construct a best practice approach to talent management that would be applied
consistently throughout the organisation. Its strategy was developed after researching the approaches
used in other organisations, and the company continues regularly to compare its practice to external
benchmarks.

Talent management strategy is led from the top, says Lynn Tetrault, AstraZeneca’s executive vice-
president for human resources and corporate affairs, and then integrated systematically throughout the
organisation: “We have a process by which the management teams across the business look at their talent
on a regular basis.” The company identifies pools of talent at the functional level as well as by region. It
also looks for people with the highest potential to lead the organisation in the future. “The company’s
future leadership poolis reviewed at the highest level of the company on an annual basis,” says Ms
Tetrault, enabling the company to nurture a cadre of leaders.

© Economist Intelligence Unit Limited 2009
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The challenges of talent management

Anin-depth knowledge of a company’s talent poolis especially necessary because of the rapid changes
brought on by globalisation, which has increased competition and shortened times to market in most
industries. Successful talent management is about finding people who can cope with the new and ever-
changing landscape. Ms Warrior believes that it isimportant to bring in the best talent, whereveritis, but
that companies must be prepared not only to recruit globally, but also to recruit and train people locally
who can think and act globally.

Creativity and the ability to collaborate are particularly important forinnovation, according to the
results of our survey. Increasingly, organisations require employees to be able to collaborate, notjustin
internalteams, but across functions, across country boundaries and with external organisations, even
competitors. Employeesin today’s organisations need to have a more outward-looking mindset that
understands the pressures of the marketplace, notes Ms Tetrault. Traditionally, she adds, AstraZeneca’s
highly educated employees have excellent research skills, but have sometimes lacked this wider

Creativity and ability to collaborate are the most important skills for successful innovation
(% of respondents who ranked these skills as top 3)

Creativity

Ability to collaborate

|
o

Ability to learn quickly

Ability to solve problems

Self-motivation

High degree of technical knowledge

Ability to work across functions

Entrepreneurial skills

Knowledge transfer skills

-
~

Networking skills

-
iy

R&D management skills

I

Source: Economist Intelligence Unite survey, July 2009
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Talent strategies face internal and external barriers
(% of respondents who selected this option)

Not enough collaboration and resource-sharing Greater competition from global marketplace 45
among different parts of the organisation 53
Talent strategy not effectively aligned with Desire of employees to switch jobs frequently 43
business strategy 44
Lack of relevant training opportunities for Increasing labour costs 42
people within the organisation 36
Lack of labour pool with appropriate skills 31 Lack of skilled graduates for entry-level jobs 36
C-suite executives are not involved enough in Older employees retiring 27
shaping talent strategy 31
Lack of resources in our community for Restrictive labour regulations 16
developing workforce skills 28
Reluctance to look outside the organisation for talent 26  Restrictive immigration laws 11

Source: Economist Intelligence Unite survey, July 2009

perspective. The company now looks for employees who not only have strong laboratory skills but also
have the ability to understand customer requirements.It has created a cross functional project that
specifically seeks to bring greater patientinsight to the research and development of new drugs, an effort
that has started to influence the design and marketing of products much earlier in the development
process.

Talent managementis becoming increasingly important to companies’ capacity to innovate, but it
is also becoming harder to do well. Asked to name the biggest external challenges to recruiting and
retaining talented staff, survey respondents cite greater competition from the global marketplace,
followed by the desire of employees to switch jobs frequently and increasing labour costs. In order to
respond to these challenges effectively, organisations need to develop new approaches.

There can also beinternal, organisational barriers to successful talent management for innovation.
More than one-half of respondents cite a lack of collaboration and resource-sharing in their organisation
as a barrier to talent management, and 44% say that business strategy and talent strategy are not
successfully aligned in their organisation. If talent strategy is not keeping pace with a developing
business strategy, organisations will find themselves stuck with a reactive approach to talent
managementinstead of anticipating their talent needs and planning ahead.

© Economist Intelligence Unit Limited 2009
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Changing strategies for talent management

The majority of respondents (69%) say that their organisations regard internal training and development
of staff as the best way to fill key roles. Incentive schemes and individual coaching are regarded as key
strategies for recruiting and retaining staff.

In the future, however, organisations will look further afield for quality workers. Although internal
development of staff will remain the best way of filling key roles in five years, according to 59% of survey
respondents, organisations increasingly face the problem of stagnation if they do not search for fresh
talent. “The pharmaceuticalindustry is maturing later than many other sectors. Historically people would
gointo pharma and stay there for years, which meant that some approaches to work became too insular,”
says Ms Tetrault. The solution has been to bringin outsiders who can inject new thinking, in addition to a
change programme that encourages all employees to think differently, challenge the status quo and bring
inideas from outside the industry. Simon Lowth, for example, who became AstraZeneca’s CFO in 2007,
was previously the finance director at Scottish Power, a UK-based utility that was acquired by Iberdrola, a
Spanish utility, in April 2007.

The pace of change is so fast that organisations cannot completely rely on their own internal staff to fill
the skills gaps. According to Ms Warrior, Cisco uses three questions to support its talent strategy: “What
are the changes we will see in the market? What are the business model changes we have to make, and
help our customers make? And what are the technology disruptions that will be happening?” The company
asks these questions to identify the skill sets that are missing and then recruits from the outside to fill

Companies will become more outward-looking when seeking talent in the next five years
(% respondents) Today
In five years

Difference
Train and develop staff internally to fill key positions

Look outside country borders for talent
Move staff between countries to address talent gaps

Locate innovation centres where there is an abundance of talent

Source: Economist Intelligence Unit survey, July 2009
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AstraZeneca tackles the
emerging markets

There is a growing consensus that emerging
markets represent the biggest growth
potential for the pharmaceutical sector. To
be competitivein this arena, AstraZeneca,
an Anglo-Swedish pharmaceutical firm,
is planning to continue expanding its
operations in Asia significantly, which will
entail recruiting a large number of staff,
including scientists and managers.
Developing a successful talent
management approach in an emerging market
requires considerable planning. AstraZeneca

Talent strategies for innovation

has tackled the problem systematically,
developing a strategic workforce plan for
each countryin which it operates. These plans
outline the key skills the company will require
and the number of employees it will need,
as wellas analysing the demographic profile
and skills gaps in the local labour market.
“Not many businesses are approaching it
from this perspective,” says Lynn Tetrault,
AstraZeneca's executive vice-president for
human resources and corporate affairs.
The companyis trying to take a proactive
approach, instead of waiting for a need to
become critical. “We’re thinking ahead over
the next five to seven years,” she says.

The company’s approach includes

them. In some cases, it acquires another company to gain access to talent.

Ifa globalised market poses a challenge for recruitment and retention, it also presents an opportunity.
Although 45% of respondents say their organisations already look outside country borders, 50% say they
will be looking outside country borders in five years. Similarly, 34% say their organisation currently moves
staff between countries to address talent gaps, but 47% expect that to be the case in five years.

As organisations recruit further afield, however, they will need to rethink their approach to talent
management strategies. They will have to cope with higher attrition rates and ensure a consistency of
approach in the opportunities offered to employees abroad and in the home market.

Many organisations may still be missing a trick—or several—when it comes to recruiting and retaining
talented staff. Internal development is regarded as important, yet more than one-third of respondents
say their organisations lack relevant training opportunities. The lack of collaboration within organisations
suggests another problem: that internal silos prevent the necessary cross-pollination that enables

innovation to happen.

bringing Chinese citizens who have studied
and worked abroad back to China to work for
the firm, and offering additional scientific
training and language coaching to local staff.
But thereis also a strong emphasis on local
leadership: in 2008 the company appointed
a Chinese national as company president

for China, responsible for all but research
and development (R&D), which reports into
the global R&D group. “As a company, we
believe that we will be most successful if our
markets are led by individuals who come from
that local environment rather than expats,”
confirms Ms Tetrault. “That means we have

to nurture and grow the talent within our
organisation.”

More forward-looking organisations have found ways of addressing this problem. Cisco, for example,
uses councils of employees from different functions to make important decisions, such as the future
development of key products. At AstraZeneca, according to Ms Tetrault, the executive teamis also
tackling the problem of barriers between functions. It has established targets for the number of cross-
functional moves within the company each year. In 2009 the human resources department has identified
15individuals who should be moved between functions, and Ms Tetrault’s team has set up procedures to

make sure those moves happen.
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Conclusion

While organisations increasingly understand the importance of talent management for innovation, they
need to develop more rigorous strategies if they are to implement talent management programmes
successfully. To maintain an edge in a competitive, global marketplace, organisations will have to be
prepared both to look further afield for talent and to break down internal barriers and silos.

Talent management strategy needs to be set at the highest level of the organisation. Only the C-suite
can provide the direction necessary to align the organisation’s approach to talent management with
the constantly changing requirements of the business. By making sure that the approach is followed
throughout the organisation, the executive team can guarantee a consistent methodology across
functions and geographies. The inclusion of talent management metrics (such as attrition rates and
cross-functional moves) on the executive scorecard can keep the entire business focused on the desired
outcomes.

Organisations can no longer beinsular. While it was once possible to have a talent management
strategy that focused almost exclusively on nurturing people within the company, any organisation that
does not look outside its own boundaries for talent is almost certain to fail. At the same time, a company
may face very different challenges recruiting and retaining talentin its home country and in other
markets, and corporate policies must be flexible enough to handle both scenarios.

The greatest challenge for organisations is not to develop a talent management strategy, but to keep it
alive and up to date. The global economy is changing rapidly, and the talent management strategy has to
keep pace with business strategy. “A company must keep in mind that the skill sets that made it successful
in the last ten years may not necessarily be the ones that will make it successful over the next ten years,”
says Ms Warrior.
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Survey results

Appendix: Survey results

Please note that totals may not equal 100% due to rounding.

How important is good talent management to your
organisation’s ability to innovate?
(% respondents)

Very important
Somewhatimportant

Not at allimportant

1

Don’t know/Not applicable
1

What do you regard as the most important skills required for
successful innovation in your organisation?

Please select up to three.

(% respondents)

Creativity

Ability to collaborate
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Ability to learn quickly

Ability to solve problems
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Knowledge transfer skills
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Who is (are) the most senior executive(s) with responsibility to
formulate and execute your organisation’s talent strategy?
Please select all that apply.

0
(% respondents) B Formulate

I Execute

C-level executive

SVP/VP/Director

Head of business unit

Head of department

|

Manager

Other

In developing a strategy for innovation, what external factors
are most important for your organisation?

Please select up to three.

% respondents)

—

Availability of talent

Business environment (eg, tolerance of risk)

‘

4
Access to people with flexibility with regard to work demands
(eg, hours, mobility, relocation)

Quality of education system

Financial and/or fiscal incentives

o
o
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Protection of intellectual property rights

Diversity of available talent
8

Cluster of companies/institutions in the same industry

-
(U]
-

Proximity to universities and other sources of fundamental research
13

Liberal labour laws (eg, easy to hire and fire)

—
~

iberal immigration laws

I

Other

Don’t know/Not applicable

=
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Are C-level executives in your organisation more or less involved in defining talent strategy now than they were five years ago?
How involved will they be in five years?

(% respondents)
M Moreinvolved [l The same Lessinvolved I Don’t know/Not applicable
Today
51 41 - 3]
In five years
39 m 5]

In your opinion, how important are the following for innovation?
Please rate where 1=Very important and 3=Not important.

% respondents

( P ) M1 Veryimportant  [2 ' Notimportant [ Don’t know/Not applicable
Policies to attract and retain qualified professionals

76 21 2.1
Location within a cluster (geographic concentrations of companies and institutions operating in a particular field)
B
Investment in research and development
2|
Strong channels of communication with customers
1]
Strong relationships with suppliers
1]
In your opinion, which methods are most effective for your organisation in recruiting talent for innovation?

Please rate on a scale of 1 to 3 where 1=Very effective and 3=Not at all effective.

(% respondents)
M1 Very effective  [2 3 Not atall effective [ Don’t know/Not applicable
Internal development
46 493 2]
Open competition
22 54
Referrals through formal networks (eg, associations)
19 3 E
Referrals through informal networks
35 43 5
Recruiting from competitors
20 52
What are the main internal barriers to successful talent Which of the following challenges does your organisation
management for innovation in your organisation? currently face in recruiting and retaining talented staff?
Please select all that apply. Please select all that apply.
(% respondents) (% respondents)
Not enough collaboration and resource-sharing among Greater competition from global marketplace
different parts of the organisation
. 53] Desire of employees to switch jobs frequently
Talent strategy not effectively aligned with business strategy
Increasing labour costs
Lack of relevant training opportunities for people within the organisation
I T Lack of skilled graduates for entry-level jobs
Lack of labour pool with appropriate skills 36
I TY Older employees retiring
C-suite executives are not involved enough in shaping talent strategy
I TY Restrictive labour regulations
Lack of resources in our community for developing workforce skills
28] Restrictive immigration laws
Reluctance to look outside the organisation for talent
2 Other
Other 3]

Economist Intelligence Unit 2009



What strategies does your organisation use for attracting and
retaining the most talented staff?

Please select all that apply.

% respondents)

—

Rewards and incentive schemes for achievements
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Employee perquisites such as health club membership

Bonus offered when new hire joins from a rival firm (eg, Golden hellos)
1

I

Rewards for loyalty

On-site child care

o
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Which of the following statements are true about your
organisation’s talent management strategy now, and which will
be true in the next five years? Our company:
Please select those with which you agree.

(% respondents) I Today

I In five years
Looks outside country borders for talent

45
50

Trains and develops staff internally to fill key positions

Gives the C-suite main responsibility for talent management
43

39

Moves staff between countries to address talent gaps

Locates innovation centres where there is an abundance of talent

Seeks to create an environment that is conducive to innovation

Does not consider availability of talent in defining overall strategy

Talent strategies for innovation Appendix
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In which country are you personally located?
(% respondents)

United States of America

India

Canada

Ttaly

United Kingdom

Indonesia

I

Germany

Hong Kong, China, Finland, Mexico, Nigeria, Singapore,
South Africa, Spain

Australia, Czech Republic, Ghana, Greece, Kenya, Malaysia, Malta,
New Zealand, Philippines, Poland, United Arab Emirates, Argentina,
Armenia, Austria, Belgium, Bhutan, Bulgaria, Colombia, Croatia,
Ecuador, Estonia, France, Georgia, Ireland, Kazakhstan, Libya,
Nepal, Oman, Pakistan, Portugal, Russia, Saudi Arabia, Slovenia,
South Korea, Switzerland, Thailand, Ukraine

In which region are you personally based?
% respondents)

—

Asia-Pacific

North America

Western Europe

Middle East and Africa

Eastern Europe

'_!

atin America

Middle East and Africa

m

astern Europe

'_!

atin America
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