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HUMAN RESOURCES POLICY INSTITUTE
2003 FALL MEETING AND IBM EXECUTIVE BRIEFING

OCTOBER 28-30, 2003

IBM CORPORATIONLEARNING CENTERAUDITORIUM

October 28, 2003
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ARMONK, NY 10504

HILTONRYETOWN
699WESTCHESTERAVENUE
RYE BROOK, NY 10573

Welcome Dinner at Hilton Rye Town

Assembly and Departure for IBM Learning Center
Continental Breakfast

Opening

Fred K. Foulkes

J. Randall MacDonald
Steve Jarrett

IBM’s On Demand Workplace
Jon lwata
Moderator: Professor Fred K. Foulkes

Break

Making Pay for Performance a Reality

and Changing Employee Benefits Landscape
Diane Gherson

RichCalo

Moderator: Professor Fred K. Foulkes

Lunch

Attracting, Motivating & Retaining the Best
Talent in the I T Industry and Global Optimization
DonnaRiley

Garrett Walker

Moderator: Professor Elizabeth Craig
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Barbara Brickmeier
Bill Matson
Moderator: Professor Aimin Yan

2:30 p.m.—3:00 p.m. Break

3:00 p.m.—4:00 p.m. Driving Performance Through Learning
Ted Hoff
Nancy DeViney
Moderator: Professor Tim Hall

4:00 p.m. —5:00 p.m. Workforce Diversity: A Competitive Differentiator
Ted Childs
Steve Jarrett
Moderator: Professor Tim Hall

5:00 p.m.—5:30 p.m. Closing Thoughts
Fred K. Foulkes
Steve Jarrett
J. Randall MacDonald

5:30 p.m.—6:30 p.m. Reception
6:30 p.m. —8:00 p.m. Dinner at IBM
8:00p.m. Depart IBM for Hilton Rye Town

October 30, 2003

7:30am. Breakfast Buffet Begins
8:00am.-9:15am. HRPI Panel: Lessons Learned at |1BM
Jean Halloran
Stephen Sheehan
Moderator: Professor Tim Hall
9:15am.—9:45am. Coffee Break
9:45am. —11:45am. Membership Roundtable and Group Discussion
11:45am.—12:00 p.m. Wrap Up and Conclusions
12:00p.m. Luncheon Buffet
1:00p.m. Adjourn
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Summary

Asoneof theworld’ siconiccorporationsand onewitharichhistory, |IBM wasan appropriate
sitefor Human ResourcesPolicy I ngtitutemembersto examineimportant trendsand challenges
intheHRfield. A global corporationwithroughly $80billioninrevenuesand 315,000 employ-
ees, |IBM strivestoleadintheinvention, devel opment and manufactureof theindustry’ smost
advancedinformationtechnol ogies, including computer systems, software, storagesystems, and
microelectronics. | BM trand atesthesesophi sticated technol ogiesintoval uableofferingsforits

customersthrough professional solutions, services, and consul ting businessesworldwide.

Overthelasttwenty years, IBM hasexperienced tremendouschangeandiscurrently
transforminginorder to better serveitsclientsand constituenciesacrosstheglobe. On
Wednesday, October 29, 2003, |BM human resourcesexecutivesdescribedimplementati on of
thecompany’ snew overarching strategi c businessinitiative—IBM BusinessOn Demand—and
itsimplicationsfor thehumanresourcefunction. Further, thegroup explaineditsproactiveams
at evolvingtheHR functioninorder to providethegreatest val uetoemployees. Throughoutthe
day, speakersconveyed not only their group’ sstrategicfocus, goal's, and actionplans, but also
thewaysinwhichtheir respectivestrategiesaligned with other HR businessgroupsandwiththe

corporatestrategy asawhole.

OnThursday, October 30", the Human ResourcesPali cy | nstitutemeeting produced val uable
insight surrounding salient HR i ssuesincluding health carecosts, executivecompensation, and

employeebenefits, inadditiontoapanel discussiononthelessonslearnedat IBM.
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A 4
Overview of |1BM Executive Briefing

J.Randall MacDonald

Senior VicePresdent, Human Resources

Afterintroductory commentsby Fred Foulkesand Steven Jarrett, J. Randall MacDonal d set the
stageby outlining I BM’ snew businessmodel andthekey differentiatorsand strategiesthat

guidetheHR executiveteamasthey striveto proactively driveorgani zational change.

Randy MacDonald, Senior VicePresident of Human Resources, believesthat thegreatest
achievement of theHR executiveteam during histenurehasbeenintheir coll ectiveembraceof
change. Further, ashesuccinctly stated during thelunch hour, Randy looksforwardto
continual proactivechangeinthefuture. Rather than Human Resourcesacting asareactor to

change, hehopesthat thegroup caninstead beacatal yst toward positivetransformation.

BothRandy’ sintroductory andlunchtimeremarkswereaimedat introducingand providing
context for thesix primary agendatopics: IBM’sOn Demandworkplace; Making Pay for
PerformanceaReality andthe Changing EmployeeBenefitsL andscape; Attracting, Motivating
andRetainingtheBest Talentinthel T Industry and Global Optimization; HumanResources
Transformation; Driving Performance ThroughL earning; andWorkforceDiversity: A

CompetitiveAdvantage.

e How does|BM ensureit effectively and efficiently aids its customers and maxi-

mizes the productivity of its employees? 1BM’sBusiness On Demand isboth a

new, innovativebus nessmodel andtechnology tool that drivesjob content from*front
toback-end.” OnDemandisabout knowledge management. TheOnDemand Work-
placesimplifiesaccessto content, applications, people, and processes. Itincludesa
security-richenterprise-wideportal designedtoenablepeopletowork virtually any-
where, anytime, aswel | asfaster and moreeffectively. Theresultisapersonalized

workplace, tail ored specifically toeach person’ srole.
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ExpertiseLocator. Shouldanindividual inBudapest, for example, faceaproblemwith

Asanexampleof OnDemand, Randy described onefeatureof themodel, the

whichheisunfamiliar, theweb-based|ocator i dentifiesIBM empl oyeesacrossthe

globewho previoudy dealt withtheproblemand detail stheir respectivesol utions.

e Howdoes|BM best incentivize and reward employees? Pay-for -Per for mance,
IBM’ scompensationtempl ate, differentiatespay basedonvaryinglevel sof employee
performance. AtIBM, employeesanticipateawideseparation of compensation
betweenthe® best” and“worst” performers. Consi stent withanorganizational culture
that val uesinnovativenessandexcellence, IBM’ sincentivesystemguidesemployee
effortsby rewardingtop performerswith compensationthat exceedsthel T industry

average.

e What areIBM’schallengesrelated to attracting and retaining exceptional intel-
lectual capital ? IBM’ shuman resourcesgroup supportsahuman capital talent pool
of 315,000. 1n 2002, thecompany churned onethird of itsworkforce. Several forces,
includingtheacquisitionof PricewaterhouseCoopers, empl oyeesreturningfromor
taking leavesof absence, outsourcing, aswell ashiringinsupport of growth, were
responsiblefor thechurn. Another challengerel atestothe 75,000 contract empl oyees

whoareamong |BM’ sworkforce.

e How does IBM design a benefit plan that fits the needs and characteristics of its
workforce? IBM istransformingitsbenefit plansto better serveitsdiversetaent
constituency. For example, 50 percent of employeeshavelessthanfiveyearsof
service; 15 percent of employeeshave 15 or moreyearsof servicewith|BM. Further-
more, withadiverseworkforcethat reflectsbroad demographictrends, IBM must
effectively managepens onand other retireebenefitsfor empl oyeeswhoareapproach-

ing, or havereached, retirement age.
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Howdoes|BM optimizeitstalent globally? |BM takescareful consideration of the
locationof itsglobal workforce. Strategiesrelatedtotheglobal optimization, or
deployment, of talent arebased onthealignment of current and proj ected tal ent needs
withtheoverall corporatestrategy andval uesystem.

How does the IBM human resour ces team meet its goal of acting as a business
partner to corporate senior management and adding high value? HR’s business
transfor mation goa istofocusonhigh-valueactivitiesat thestrategiclevel. By
leveragingthecompany’ stechnol ogical competencies, theHR teamisworkingtoward
standardizingandtransformingtransactional activitiestobothlower overall costsand

allowformoreemphasisonstrategic-level initiatives.

As a company that leverages knowledge workers, how does IBM ensure the
continual growth of human capital talent? IBM iscommitted todriving perfor-
mancethrough lear ning. Historically, humanresourcesfocused onemployeegrowth
throughformal trainingand management. Now, IBM believesthat thefutureisbased
onlearningthrough mentoring, e-learning, and peer networks, inadditiontomore
traditional approaches. In2002, $650 millionwasspent onlearning, downfrom
$1billionin2001. Rather thanrepresentinglesscommitment by IBM, thereduced
figurehighlightsmoreefficientimplementation. Currently, 55%of employeeslearn
throughonlineprograms. Meaningful contentiscritical tocontinuedapplicationof e-
learning. Particularly inatechnol ogical environment that changesrapidly, employees

must beabl eto adapt and buildnew, “ hot” skillsquickly.
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e \What value does IBM place on a diverse workforce and equal opportunity
employment? IBM isabenchmark for corporatediver sity practices. Duringits100
yearsof business, IBM hasdemonstrated acommitment tothevalueof itsdiverse
workforce, resultinginanumber of prestigiousawardsfor excellenceindiversity
practices. Therecentacquisitionof PwC presentsIBM withadiversity challenge. Sam
Pal misano and thehuman resourcesteam haveput together athree-year plantoreturn

tothedesireddiversity representation.

IBM Differentiators, Strategy FocusAreas, and theHR Scorecard

Eachof theaforementionedtopicsisconsistent withIBM’ scorporatedifferentiatorsand
strategicfocusareas. IBM differentiatesitself fromitscompetitorsonfivekey criteria. The
human resourcesteam continually renewsthedifferentiatorsusingfivestrategicfocusareasand
hascreated metricstomeasuretheir attainment. Takentogether, they constitutetheHR

Scorecard.

Differentiators: (1) Diversity, (2) WorkplaceFlexibility, (3) PerformanceDifferentiation,
(4) Learning, (5) Leadership.

Strategyfocusareas. (1) Workforce Optimization, (2) People Devel opment, (3) Leadership
and Climate, (4) Performance, (5) HR capability.

TheHR Scorecardisoneof many scorecards, which, when combined, represent theoverall
IBM Scorecard. By linking people, strategy, and performance, thel BM teamisabletoor-

chestratean aggressive, focused effortinimplementing the On Demand Workplace.
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A 4
IBM’s On Demand Workplace

Jonlwata

Senior VicePres dent, Communications

Jonlwata, Senior VicePres dent of Communications, guided HRPI membersthroughahi stori-
cal account of IBM’ ssuccessinthe 1980s, near demiseintheearly 1990s, resurrection, and
currenttransformationasitimplementsitsnew strategicinitiative. Throughout thelastfew
decades|BM hasexperienced culturechange. Inthe1990s, changewasthrust upon|BM asit
facedacrisis; today, incontrast, changeisbeingembraced asanimperativetofacilitatetheOn
Demandstrategy. Overtime, IBM haslearnedthat in order to continueto beaglobal leader in

aturbulent environment, it must continually transformandrenew itself.
IBM’sHistorical Successand Near Death Experience

AtIBM, peopleareindoctrinated withacertainway of conducting business. Itisof utmost
importancethat IBM’ scultureisonecharacterized by auniformity of beliefsand principlesthat
properly guideemployeeactions. Today, |BM’ sculturefitsthisdescription. Intheearly

1990s, however, thiswasnot thecase.

Between 1970 and themid-1980s, IBM wasaparagon of success. Withitsstellar track
record, IBM wasamong Fortune' s*Most Admired Companies,” wasoneof thecasestudy

corporationsin Petersand Waterman’ sIn Search of Excellence, and, ingeneral, wasaniconin

worldbusiness. By theearly 1990s, however, IBM did not adapt tothechanging environment,
resultinginacal cified, fragmented cultureanda“ near deathexperience.” IBM’ sinsularity
caused al ack of awarenessof both client needsand of key competitors' strategiesand actions.
IN1992, IBM wasamongthelist of Fortune’ s Dinosaurs.” Giventhe*door di€” situation,

adaptability and changewereessential tosurvival.
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| BM’sResurrection and thel ntranet

WithLou Gerstner at thehelm, thecompany begantoawakenfromitsgloom. AmongLou’s
prioritieswasthedissol ution of theautonomous, siloed groupsthat resi ded withinthecompany
andareunification of astrong, unified culture. Onesteptowardthisend hasbeenthe
reengineeringof IBM’ sintranet system, whichin 1996 hadjust over 8,000sites. Althoughthe
reshaping of theintranet systemdid not entirely ater theculture, thecreation of oneinterface
allowedforacommonexperienceamong | BM employees. Inasimilarvein, IBM dismantled
theplethoraof divisional newd ettersthat had sprung up acrosstheorganization. Again, by
creatingfewer communi cationchannel s, empl oyeeswoul drecei vecons stent messagesfrom
whichthey wouldinterpret IBM principles, beliefs, andvalues. By 1999, IBM had 4,000
intranet siteswith over 380,000 visitsaday. Today, IBM hasjust over 2,000sites.

Asanintegrativeplatformtocreatethel BM experience, IBM’ sOnDemand Workplace,
knownasW3to employees, wasimplemented. TheW 3 solution, whichusessoftwarefrom
acrossthel BM Softwareportfolio, hasapplicationsincluding: MyNews, BluePages,

Performance Scorecard, e-HumanResources, e-L earning, and Personapages.

e MyNews
Another way of personalizingthel BM experienceand enablingempl oyeestobeefficientwas
thecreationof “MyNews.” Using Factiva, aDow Jonesand Reuterscompany, |IBM built
MyNewshomepagesfor employees, providing asinglepoint of accesstoadeep archiveof
newsandbusi nessinformation, and reduci ng thetimeempl oyeesspent seekinginformation.
Furthermore, eachhomepageiscustomizedfor asingleemployee, tailoredtoanindividua’s
knowledgeneedsandinterests. Jondescribed MyNewsas" self created newspapers’ towhich
empl oyeessubscribeby choos ng preci seinformationamong categories—competitor, industry,

customer, andtechnol ogy.
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e Blue Pages
BluePages, theonlineemployeedirectory, isthemost commonly usedintranet application at
IBM. Thetool hasbecomeaval uable sourcetofind theright peopleto get thejob done.
Personnel information, suchasprojects, skills, certifications, businessinterests, andteamdata

canbefedintotheBluePages, enabling employeesto search by many criteria.

e PerformanceScoreboard
INnthe1990s, IBM reinventeditscompensation and reward systemtoincludegroupvariable
pay inadditiontoindividual and organizational pay components. Businessoperation P& L
information, whichbeforewasconfidential tothat businessunit, waspostedon|BM’ sintranet
aspart of aPerformance Scorecard. Inthisway, IBM’ sintranet becameakey vehicleto
convey accurate, and sometimeslessthanfavorabl e, businessperformanceindicestoemploy-
ees. Eventoday, themost heavily traffickedintranet period coincideswiththerel easeof group
performancedata. TheScorecard keepsempl oyeesup-to-dateonkey performancemeasures,

includingemployeestatus, performanceby businessunit, and stock turns,

e e-Human Resources
Another featureof IBM’ sintranet allowscompl eteaccesstoanindividual’ sowncompensation
andbenefit, health, expenses, and other personal information. Thisself-servicetool smulta

neously reduced humanresourcescostsandincreased empl oyeesati sfaction.

e elearning
Morethan 48 percent of IBM’ sworkforcehasreceived educationandtraining onlinethrough
IBM’s*Globa Campus.”

e Persona Pages
PersonaPageisanother vehiclefor providing and obtaininginformation onemployees. Each

employeecompletesaprofile, including name, email, phonenumber, and projectinformation.
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Fromthat point, every personapage can bepersonalizedtoreflect theroleandinterestsof the |

employee. Using personapages, managerscanview employeeactivitiesand expenses, and can

monitor skill devel opment.

Jonexplainedthat accordingtosurvey results, 75 percent of IBM employeesuseW3daily, and
two-thirdsview itascritical totheirjoboverall. In1999,inacompany-widesurvey, W3

suppl anted management asthenumber onesourceof informationwithintheorganization. In
2002, W3 and management arethetwokey sourcesof knowledgedisseminationat IBM.
Overall, W3hashad aprofoundly positiveinfluenceonthecultureat IBM.

I ntranet Events

e WorldJam2001
Between May 21 and 24, 2001, IBM held anintranet meeting in order to ascertain best prac-
ticesfromitsemployees. Over thethree-day period, theWorldJam produced over six million
hitsand over 6,000 suggestionsfromempl oyees. Theevent providedva uableinsightfrom
IBM’ sknowledgeworkforceand allowed empl oyeesaforumto participateand beheard by

senior management and colleagues.

e ValuesJam 2003
IBM hasawaysplaced great emphasi son conducting businessfrom afoundation of strongcore
values. IBM hasthreevalues: (1) Dedicationtoevery client’ ssuccess; (2) Innovationthat
matters—for our company andfor theworld; (3) Trust and personal responsibility inrelation-
ships. Currently, IBM isplanningtogather expertinformationonitscoreval uesfromemploy-

eesaroundtheglobe.

Jon’ shistorical overview of IBM and ongoingbusi nessinitiativesprovided afoundationfor the
fivesubsequent presentations, each of whichrelatedtoacritical facet of IBM’sHuman
Resourcesstrategy.

HUMAN RESOURCES POLICY INSTITUTE 11




Making Pay for Performance a Reality &

Changing Employee Benefits Landscape
DianeGherson
VicePresident, Compensationand Benefits
RichCao
VicePresident, WorkforceRelations

Inorder to obtainthemost knowledgeabletalentinthel T industry, IBM hasalwaysplaced
emphasi son maintai ning atop-notch compensation package. Theprimary vehiclefor doing so
isIBM’s' Pay for Performance’ differentiator. Inaddition, IBM offersacompetitivebenefits
package. However, IBM separatesitself fromitsl T competitorsby highlightingnon-monetary

aspectsof itspackage, suchasjobflexibility andtheability tochart one’ sown career.

DianeGherson, VicePresi dent of Compensationand Benefits,and RichCalo, VicePresident
of WorkforceRel ations, provided anoverview of thehumanresourcesstrategy related to

‘performance’, oneof thefivefocusareasontheHR Scorecard.

Pay-for-Performance

AsDianeandRichexplainedtoHRPI members, Human Resourcesisunfoldinga“ new eraof
pay.” Theteamconsistently asks,“Whatisneededto maintaina’ performanceculture’ ? How
dowereward employeessothat wesecuretheir best efforts?” They arecurrently addressing

thesequestionswith asecond-generati on compensation package.

1% generation: IBM'’ sfirst-generation performanceplanincludesfour underlying principles.
1. Employeesparticipateinthesuccessandrisk of thebusiness.
2. Pay our best performerslikethebestinthemarketplace.
3. It’snotjust how wepay people; it’ sabout getting theright mix of bandsand grades.
4

. Gettingtheright mix enables|BM’ scompetitivepricing of servicesand projects.
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ki
A4
Thekey facet of pay-for-performanceisinthedifferentiationin pay amongemployeesbasedon
performance. Inessence, |BM showshow muchexcellenceisva ued by paying high premiums

toits‘ best’ performers. AsDianenoted, IBM hasbeenconsidereda“vanguard” inthe

industry withrespecttodifferentiationinrewardsbased onperformance. Differentiationinpay

isafeatureof compensationat all level sof IBM—fromexecutivelevel sto consultants.

IBM differentiateson both baseand vari ablecomponentsof thecompensation package. With
respect todifferentiating basepay, 40 percent of IBM employeesreceived nopay increasein
2002. Thisfacilitatesall ocation of significant dollarstoawardtotop performers. Topperform-
ersat|BM receive, onaverage, fivetimesmoreinannual increaseson basepay than bottom-
level performersreceivingbasepay increases. Indifferentiating variablepay, whichisbasedon
businessandindividual level performance, top performersreceive, onaverage, two-and-a-half

timesmorepay thantheir contemporarieswhoareratedas’ bottom’ performers.

Stock optionsaretargeted at high potentia candidatesand at employeeswith* critical’ skills;
10-15percent of IBM’ semployeepopul ationareeligiblefor stock optionseachyear. Since
thebudget for optiongrantsislimited, eventhosewho aredligiblemay not ultimately berecipi-

ents. Worldwide, ‘ optionee’ attritionislower thanattritionfor ‘ non-optionees .

2"9generation: Thesecond-generationcompensation packageisdesignedtoenhancelBM’s
performanceculture. Second-generationpackagefeaturesinclude:

1. Drivinggreater dignmentof individual objectiveswithorganizationgoas.
Motivatingthe' middle’ (performers).
Creating consequencesfor persistentlow performance.

Recogni zing theimportanceof managers.

a b~ w DN

Replacing absol utestandardsof performancewithrelativecontributionindices.
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Inorder todiscernamong overall level sof empl oyeeperformance, andto guideempl oyees
toward personal, group, and organizational goals, IBM reliesonthePersonal Business
Commitment (PBC) appraisal system. Eachyear, employeesfill out commitment statements
withtheir respectivemanagers. Thecurrent PBC statementissegmentedintothreecategories:
win, execute, andteam. The'win’ category relatestoanindividual’ scommitmenttolBM’s
strategy andtohisor her personal performancegoals. The‘ execute' category fosters
effectivenessinprocessesrelatedtowinattainment. Finally, the‘team’ category involveshow
well anindividual isabletogainsupport from, andleverage, teamwork, bothwithinand beyond

anindividua’ simmediategroup.

IBM’ ssecond-generation compensation plan, tobeunveiledin 2004, isdesignedto maximize
performanceincentivesanddrivebetter alignment of individua objectiveswithorganizational
goals. Inrecognizingtheimportanceof individuals immediatemanagers, Human Resourceswill
trainmanagerstotakecontrol of theprocessof ratingtheir directreports. Tothisend, Human
Resourceshasdevel oped eight general guidelinesfor managersto’ cluster’ their reportson

variousratings. Topperformerswill be‘lumpedtogether’ intoacluster,andsoon.

Human Resourcesisworking closdly withmanagerstodetermineindividua employeegroup
bonusawards. Each businessgroupwill receiveapool at theend of thefiscal year basedonits
performancerel atedtogroupgoa sandonIBM’ soverall fiscal performance. Eachindividual
will receiveapercentageof thegroup payout based on hisor her performancerel ativeto
others. Human Resourcesispartneringwithlinemanagerstoaidthemindevel opingthese
goals, creatingmetricsfor group performancemeasurement, and discerningrel ativeperfor-

manceamonggroup members.

Dianeand Richdescribedkey goal sof theupcoming second-generation compensation plan:

14
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e Continuedemphasisonfosteringa’ performanceculture’ .
e Expandingrecognitionfor better performers.
e Moreclarity around performanceratingsand metrics.

e Greaterinclusionof managersinappraisal cycle.

|BM Benefitsin the United States

IBM providesitsemployeeswithabroad array of competitivebenefits. Overdl,IBM’s
benefitsarehigher thanthoseof itscompetitors. AlthoughIBM differentiatesitself alongcriteria
that empl oyeeshavedeemed mostimportant—e.g., workpl aceflexibility, learning, and
performancedifferentiation—theexecutiveteamrecogni zestheimportanceof protecting

employees overal economicwell-being.

Assuch, oneof IBM’ sbenefitsagendaitemsrel atesto providing empl oyeeswith adequate
healthcare. A key challengeinmeetingthisgoal isahealth carecontext characterized by four
consecutiveyearsof double-digit costincreases. Nonetheless, IBM benchmarkshealthcare
best practices, and allowsempl oyeestheflexibility to customizeplansaccordingtoindividua
andfamily needs. IBM offersthreemedical planoptionsaswell asvariousHM Os, twodental
plansaswell asDental MaintenanceAlternatives(DMA), vision coverage, and Health Careand
Dependent Care Spending Accounts. |BM’ sbhenefitscoverageincludesanindividual’ ssame-

sex domesticpartner, aswell asspouseand eligibledependents.

AsDianeexplained, | BM ismanaging escal ating heal th coveragecostsby rewardingemployees
for healthy lifestyles—e.qg., giving cashrebatesfor non-smokersandlevel sof physical activity;
by shifting thesubsi dy to empl oyeessothat working spousesaremorelikely tojointheir
companies plans,; and by using per-personpricing plans. Pharmacy benefit costsareunder
control, and preventivecareand chronicand acuteusersof thehealth caresystemarewell
protected by IBM.
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Onefacet of IBM’ ssolutionisby acting asafounding member andleader of anindustry
coalition. Leapfrog, composed of morethan 145 publicand privateorgani zations, workswith
medical expertsthroughouttheU.S. toidentify problemsand proposesol utionsthat it believes
will improvehospital systemsthat could break downand harm patients.

IBM offersemployeesstock purchaseand pension plans, aswell asfuturehealthaccounts. The
IBM SavingsPlanisconsideredto betheequivalent of competitors’ 401(k) plans. IBM
matches50 centsonevery dollar, uptosix percent of pay. Inaddition, IBM offersagroup of

incomeprotectionplans.

16
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Attracting, Motivating, & Retaining the Best Talent in the

IT Industry and Global Optimization
DonnaRiley
VicePresdent, Talent
GarrettWalker
Global Resourcing Project Office& HR Strategy

Given|BM’ scompetitiveadvantageinknowledgemanagement anditslargeworkforce, Human
Resourcesworksarduoudly to build an overarching systemthat maintainsbusinessunit
integration, fostersthedevel opment of | eadershiptal ent, and strategi cally depl oysand optimi zes
globa talent.

DonnaRiley, VicePresident of Talent, and Garrett Walker of the Global Resourcing Project
Officeand HR Strategy, described how IBM (1) holistically approachesta ent management,
(2) deal swith successi on planning and l eadership devel opment and education, and

(3) addressesglobal resourcing, to meet theseends.
IBM’sHolistic Talent M anagement Appr oach

AsDonnaand Garrett explained, managing 425,000 empl oyeespresentsadaunting challenge.
Toillustratethecomplexity of talent management, in2002, |BM had 63,000 empl oyeeaddi-
tionsand 68,000 departures; furthermore, it perceivesits 73,000 contractors, 56 percent of
whom aredispersed among 160 countries, asempl oyeesthat areto beincorporatedintothe

global workforcestrategy.
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Donnastatedthat, cons stentwiththecriticality of integrationandaunifiedcultureat IBM, itis
imperativethat global sourcingandU.S. hiringtranscend thebusinessunit and support the
corporationoverall. Assuch, IBM hascreated ' talent managers’ aslia sonsbetween Human
Resourcesand busi nessunit management, whosegoal istoalignandlink theneedsof individual

unitswiththoseof IBM asawhole.

Taentmanagersarethefocal pointsof integrationinhiringand managing resourcelevel sat
IBM. They support severa global hiringissues, suchas:
e Planninginorder tohandleswingsinresourcelevelsandneeds;
e |ntegratingalargenumber of new hireseachyear, includingroletrainingandsocializa-
tionintolBM; and

e |dentifyingthemost viablevendor partnerships.

AccordingtoDiane, adynamicresponsetotheneedsof thebusinesshasbeen I BM’ sgreatest
challenge; talent managersareakey responseto meetingit. Thehumanresourcesandtal ent
management functionsaretoplan, identify, motivate, devel op, andintegrateemployeesin
responsetoindividual, unit,andoverall businessneeds. Usingthe*talentlifecycle’,theyaid
employeesinsettinggoal s, buildingtheir areasof expertise, and managingtheir careers. Diane
referredtotal ent managersas‘ embedded correspondents’ and describedthe’ amazing har-
mony’ between HR andtalent managersasthey work asateamtotranscendthepotential of a

‘slo’ mentdity that couldhinder integration.

Leadership at IBM

INn 2003, IBM wasnamed the best company for |eadership devel opment by Chief Executive
Magazine. Based ondatafrom 240 corporations, themagazine' sleadership survey reported
factorsthat buildgreat|eaders. Thisaccoladerepresents|BM’ scommitmenttofindingthe
right peopleand providingthemwiththeright experiencestofoster leadershipexcellence.

18
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A4
L eadershipdevel opment at | BM encompassessuccess on planning, executivedevel opment, and
education, andisguided by threeprinciples:
1) Mostdevelopment happensonthejob.

2) Leadersdevelopleaders.
3) Leadershipishestdevel opedexperientially andinnatural work groups.

Thecurrent|eadership pool consistsof 27,000 managers, 4,600 executives, asenior leadership

team of 300 executives, and aworldwidemanagement council.

Dianeoutlinedfour“gamechangers’ that underpinleadershipdevel opmentat IBM:
1) Creationof seniorleadershipteam
2) Pervasiveuseof |eadershipcompetencies
3) Commitmenttodevelopment

4) Re-engineeringof successionplanning.

e Senior Leadership Team
Thesenior leadershipteam consistsof 300 representativesof IBM’ sbest |eaders—70 of
whomarefrom countriesother thantheU.S.—strategically placedincritical positionstoact as
agentsof change. Sincetheteamwasformally definedin 1995, 58 original membersremain.
Thesenior leadershipteamaverages20yearsof serviceand hasrepresentation of 17 percent

womenand 15 percent minorities.

Twiceayear, teammembers competenciesareassessedinorder todeterminewhether they
are,infact,IBM’ s’ bestand brightest’. Dianeexplained that nomember of theseniorteamis
invincible—membersmust continually demonstrateexcellenceinorder tomaketheteamduring

each assessment period.
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e L eadershipCompetencies
INn1996, IBM conducted arigorousobjectivestudy that wasused to developand deploy 11
uniqueleadership competencies. Thesecompetencieswereupdatedin 1999toreflect current
|eadership standardsand needs.

e CommitmenttoDevelopment
AccordingtoDonna, Chairmanand Chief Executive Officer SamPalmisanohascalledfora
renewal of leadershipat |BM. L eadershipdevel opmentincludesfine-tuning andstrengthening
senior executives competenciesandidentifyingand shapinghighpotential (* hipo’) talentfor
critica positions.

Asanexampl eof thedevel opment process, senior |eadersact asconsultantsinidentifying high
potential candidatesfromamong|BM’ sworldwidetop performers. Furthermore, executive
leadersact asteachersto‘ hipos' asthey learnonthejob and attempt to develop the | BM
competencies. Also, highpotential and executiveleadersattend orientationand other

workshopsonaconsistent basis.

e Re-Engineeringof Succession Plan
Inrecentyears, |IBM overhauleditsexecutivedevel opment program, shiftingfromaposition-
based success on plantoaperson-based system. High potential talentisidentifiedfromthe
overall employeepool at |BM and sel ected for devel opment programs. IBM aimsfor very
personal developmental experiences, usingindividual feedback sess onsonmanageria styles

andpotential ‘ derailers,” inadditionto consultationsonthedevel opment of key competencies.

IBM asthe Strategic L eader in Resour ce M anagement

IBM’ sglobal resourcemanagement strategy i sinextricably linkedtoexternal environment trends

andtotheOnDemandWorkplacestrategy. Current marketplacedynamicsaredriving
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workforceand other resourceshifts, aswell asanawarenessandresponsetotheproliferation |

of low-cost serviceproviders, andtothegl obalization of thelabor supply.

Garrett statedthat IBM’ sresourcing strategy reflectsandinterweavesthefour essential On
Demandattributes. variable, focused, responsive, andresilient. Althoughglobal resourcing
will drivel BM’ scost competitiveness, itisessential that thestrategy continually considershow
global resourcingflexibly adapts(variable) toglobal trendsand competition; how itisrespon-
siveinsensingandrespondingtofluctuationsinglobal labor pool supply anddemand, customer
needs, or unexpected movesby competition; howitalignswithIBM’ soverall focusasan
industry leader and withitscorecompetencies; andhow tisresilientinresponsetoenviron-

mental threatsandrisks.

Strategicresourcemanagement at |BM isamorecompl ex responsetoitsenvironment than
offshoring. Garrettexplainedthat IBM’ sglobal resourcingisanefficient, effective, andtactful

responsetoa“costpoint.” Theoverall strategy considershow to:

e Minimizeresourcedisplacement by retrainingandredepl oyingemployees
e SupportIBM’sannual growthplans
e Build“hot” skills

e Designstructuresand policiesthat facilitatecommunicationandlocateand respond to

opportunities.

Garrett outlinedfour key thingstothink abouit:
1) Trackingandassessingopportunitiesusingglobal resourcingmetrics.
2) Creatingan efficient resourcing management structureand system.
3) Global resourcingissueresolution.
4) Global resourcing communicationsand gover nment relationsplan (locating oppor-

tunities, assessing political issues).
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Thecoordination of adiverse, global talent constituency can present potentially disruptiveand
strategy-underminingissues. Global resourcing onalarge-scalecanincludel ossof
communicationrichness, lossof collaboration, difficultiesrelated tocultural differences,
coordinationbreakdown, andlossof “teamness.” IBM employscollaborativetechnologies
and usesitssophi sticated servicearchitectureas” constructiveresponses’ tomitigatethese

potential risks.

AsGarrett explained, global resourcingisnotasimplevalueproposition: itinvolvesavery
complex executionthat requiresstrong businessand humanresourcesleadership. Global
optimizationisacontinuousprocessthat considersnot just protecting | BM fromthe
commaoditizationof skills, butal sodevel oping“ hot skills’ that drivehigher profit marginsand

minimizethedi splacement of empl oyeeswith outdated skills.

Insum, heexplained, workforceoptimizationisnot anew conceptat IBM. Instead, it has
been, and continuesto be, an ongoing, evolving responseto marketpl acedriversand

competitiveforces.
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HR Business Transformation
BarbaraBrickmeier
Director, Vendor Relations
BillMason

Genera Manager, HR Business Transformation Outsourcing

BarbaraBrickmeier and Bill Matson provided anoverview of theHR Business Transformation,
whichincluded descriptionsof i nternal changesaimed at enhancingthedelivery of employee
servicesandof IBM’sleapintoBTO (BusinessTransformation Outsourcing). Thelatteris
largely afunctionof theright mix of thehuman resourcesexpertiseand world-classtechnol ogy
of IBM.

Thelnternal HR Transfor mation

Theroleof IBM’ shumanresourcesfunctionisevolving, withanincreasingfocusonbusiness
strategy and utilizationof human capital tocreateacompetitiveadvantage. Thegoal of trans-
formingthehumanresourcesservicedelivery model isto segmentwork insuchaway that HR
professional scanfocusonstrategi cissuesby outsourcing process/transactional supportto

experts.

A strong overarchingstrategy and policiesand processesthat represent asolid humanresources
infrastructureguidethedelivery model. Furthermore, asBarbaraexplained, acritical success

factorinprovidingaglobal servicemodel istheutilizationof technol ogy .

In order to meet the global mission for human resources service delivery, what does
IBM want to accomplish?
e Enableitshumanresourcesorganizationtofocusoncoreactivities.

e Reducethetotal expenseof critical humanresourcedelivery.
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e Centralizeandoptimizeservices, utilizing centersof competency, creating end-to-end
accountability inoneorganization.

e Improvecustomer (i.e., managers, employees, retirees) experience, including
consistency of informationdelivered and technol ogy provided.

e Advanceitsability for rapiddepl oyment of humanresourcesprogramswithinand
acrossgeographies.

e Strivefor common platformsacrossgeographiclocations.

How does | BM transform its way of doing business?

Thekey tothetransformationof global practicesisleveragingtechnology tosmplify and
standardizeend-to-end processes. Themodel minimizesredundant practicesand processes
andfacilitatesempl oyeesa f-service, both of whichdramatically reducedel ivery costs.

Likewise, thestandardizationof worl dwidepracticesmaximizessca eefficiencies.

The global construct: |1BM’s employee service center
IBM aimsfor centralized servicedelivery andisworkingto createoneplatform, areduction
fromitsfour regiona platforms; acentralized model must consider issuesrelatedtotimezones

andlanguagedifferences.

Idedlly, IBM’ sservicecenterincludesthefollowing:
e One-stopaccesspointforall employeeservices. Thegoa istohaveonemodel
combining humanresources, payroll, and disbursementsinoneorgani zation.
e Easy accessthroughcentra employeeweb portal andtoll-freetel ephonenumbers.
e Coveragefor broadrangeof programs.

o Emphasisonsdf-serviceapplications.
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IntheU.S,, Fidd ity Employer ServicesCompany will handlel BM’ shealth careadministration, ‘
career services, and pensionadministration. Subsequent outsourcingoutsidetheU.S. will be
donewithIBM’ sownBusinessTransformation Outsourcing Teamandwill leveragethesupport
alsoprovidedglobally toProcter & Gamble. By outsourcingtheseprocesses, thelBM human

resourcesteam canfocuson corecompetenciesand building skillsthat arealigned with

providinghigher val ue-added strategy and consulting services.

Role segmentation as a critical facet of IBM’s strategy

Thetransformation of Human Resourcesbeginsby segmentingrolestoallow IBM todeploy the
best humanresourcesservicedelivery model. Thecurrentemployeerolebreakdowntypical in
any organizationincludes55 percent whoareinadministration, 30 percent who aresubj ect

matter experts, and 15 percent who areinstrategy and policy.

Thefuturebreakdowninatypical organizationwill include30percentinadministration, 20
percent subject matter experts, 25 percent dedi cated to automation and sel f-servicesupport, 15
percentinstrategy and policy, and 10 percent serving asconsultantsto | BM customer
organizations. Thoseemployeeswho areinadministrationand aresubject matter experts

represent the50 percent who provideshared services.

By automating processes, IBM canreduceheadcount, resultingin 20-to-40 percent operational
savings. Thefuturestateof rolesegmentational soreflectsthehumanresourceteam’ sgoal to

providehigher val ue-added servicessuch asbus nessstrategy support and consulting.

How isinformation delivered to employees?
Barbaradescribed |BM’ sshared serviceand self-servicemodel s, both of whichallowthe
humanresourcesteamtoorganizehowinformationisdeliveredtoempl oyees, thusimproving

servicelevelsandreducing costs.
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AsBarbaraexplained, self-servicetool sareakey part of IBM’ stechnol ogy solution, allowing
employeesaccesstoinformationwhenandwhereitisneeded. Usingthel BM Compensation
Planning cycleintheU.S. asan example, of the 160,000 transactions, 90 percent canbe
handleddirectly by managersthrough web-based sel f-servicetools(described as Tier 0). Of
the 10 percent of transactionsthat need additional service, 90 percent will behandled by
contact centers(Tier 1), whicharestaffed by HR administrativespecialists. Theremaining
1,600transactionsarepassed onto compensation professionals(Tier 2). By segmentingroles
appropriately and by designinganefficient servicemodel , empl oyeesreceiveinformationthatis

timely andrelevanttotheir needs, and | BM achievessignificant cost savings.

HR BusinessTransfor mation Outsour cing

Bill Matson, General Manager of HR Business Transformati on Outsourcing, leadstheservices
teamindesigning anddelivering humanresourcessol utionsfor companiesworldwide. In
September 2003, for exampl e, IBM announced a10-year bus nesstransformationoutsourcing
(BTO) contract withglobal consumer packaged goodsgiant, Proctor & Gamble (P& G) valued
atover $400million.

Under theoutsourcing contract, IBM will provide P& G employeeservicessuchaspayroll
processing, benefitsadministrati on, and humanresourcesdatamanagement. Also, IBM will

provideapplication devel opment and management of P& G’ sHR systems.

IBM’sHR outsourcingarmistheproduct of leveraging resourcesand competencies, suchas
IBM’ sowninternal processes, itsexpertiseintechnology, and over 3,500 HR Consultantsthat
joinedthecompany aspart of the PricewaterhouseCoopersConsultingacquisition. IBM’s
global presenceand theeconomiesof scal ecreated by standardizing practicesenablesIBM to
offer servicesondemand, convertingaclient’ shumanresourcesfunctionintoadynamicand

responsiveorgani zation. Forexample, P& Gwill pay only for servicesdemanded basedon
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whenandwhereit usesthem (P& G hasapresenceinover 80 countries), rather thanmaintain-
ingalessefficient fixed cost structure. A stronggovernancemodel iscritical toeffectivelBM

teamwork astheoutsourcinggroup providesclient solutions. Furthermore, roleclarity facilitates

effectiveoversight of projects. IBM considersgovernanceat threelevels:

1. Strategiclevel—devel opsand agreesonforward-looking strategiesand setsdirectionfor
servicesmanagement team.
2. Management level—implementsstrategi c direction and overseesproj ect performance.

3. Operational level—providescons stent, high-qudity servicedelivery indaily interactions.

How does | BM ensure service delivery success?
e Useof globa benchmarkswhendevel opingthesol ution.
a. Ratios of support staff to core human resour ces employees.
b. Ratio of support staff to total employees in geographical area.
c. Targeted savings.
d. Clear and consistent definition of core versus non-core activities.
¢ Responsivetolocal needsbut stay truetotheglobal principles.
¢ Rightly constructed contract base.
o Clearly defined servicelevel sthat specify targetedimprovement over time.
o Crispandwell-developedknowledgetransfer plan.
e Emphasisonprocesstransformation.
e Aggressvebutachievabletimeframes.
¢ Changemanagement techniqueswithfocusonemployee, individua businessunit,and

country concerns.

IBM’ snew model candeliver customersareduction of 20-to-50 percentinHR administrative
costs. Thecost reductionisaproduct of (1) animprovementintechnology, resultinginhigher
level sof employeesdl f-serviceand better accesstoinformation, (2) streamlined processes, and
(3) labor arbitrage.
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The Futureof Human Resour cesM anagement at | BM

Thechanging paceof humanresourcesat |BM isamigrationtowardan“HR OnDemand’
model, whichallowsflexible, real -timeservicethat isal so cost-effective. IBM will contemplate
what val ue-added processesarebest provided in-houseand thosethat arebetter managed

throughvendor expertise.

Internally, IBM Human Resourcesintendstodeliver themost valueby strategically developinga
competitiveadvantagein corebus nessprocessesand by choos hg and managing top-notch
vendor relationships. Ashumanresourceconsultants, HumanResources Transformation

Outsourcingwill offer on-demand servicesus ngtechnol ogi cal sophisticationandbusiness

Processsavvy.
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Driving Performance Through Learning

Edward(Ted) J. Hoff, VicePresident, Learning
Nancy DeViney, General Manager, IBM Learning Solutions

Accordingto TedHoff, VicePresident for L earning, and Nancy DeViney, General M anager of
IBM Learning Solutions, learningat |BM drivesval ueat theindividual, team, and

organizationd level tocreateadynamiccompetitiveadvantage.
WhyisL ear ningl mportant?

Companies, clients, and communitiesareascribing toforward-thinking approachesand
gravitatingtoward sol utionsthat arecurrent withtoday’ sinnovations. Human capital isquickly
replacingphysical capital,and, assuch, learningisbecomingacompetitivedifferentiator for
corporationsonavariety of levels. Inparticular, learning ensuresthat empl oyeescontinuenot
only tobol ster their skill sets, but al sothat empl oyeesremainasdynamicandcurrentintheir
solutionsasthecustomersareintheir demandsand visions. Consequently, maintainingrel evance
andleadershipinany fieldrequiresongoi ngand aggressi veempl oyeetraining. Stagnated kil
level sthat addresstoday’ sissueswill not sufficiently addresstomorrow’ sproblems—problems
that begfor deeper knowledgeand morecreativesolutions. Inshort, humantalent thatiscurrent
withthelatestinnovationsand changesinindustry isacompetitiveadvantagethat cannot be
ignored.

For thesereasons, learningisafar cry fromexecutiverhetoricat I BM—Ilearningisaway of life
thatisdeeply engrainedinI BM culture. |BM recognizesthat |earning strengthenspartners,
suppliers,andcustomers. IBM believesincons stent and meaningful educationthatisaimedat
solidifyingand maintai ningsuperior performancefromitsemployees. Smilarly, IBM aso
believesthat securingthebest tal entisnot enoughto ensurecontinuedleadership. IBM’s

leadershipisinlargepart driventhroughanemphasi son constant devel opment hingingonthe
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latest advancementsinthebusiness. Thisemphasi sthenservestoensurethat IBM remains
innovativeinal facetsof itsbus ness, frommanagingitsempl oyeestoddiveringeffective

olutions.

IBM’sL earning Strategy

I|BM hasdesigned asystemthat caterstoteam/group andorgani zationa -level learning. The
thought processbehindthisnotionissimple: organizingateamaroundabusinessneed provides
aperfect platformfor theexchangeof innovativeideasthat promotebus nessgrowthand
effectivelearning. By aligninglearningwith BM’ sbusinessand operational priorities, IBM can
differentiateitsalf asaforward-thinkingempl oyer and solution provider. Furthermore, by
positioninglearningtoadvanceitspriorities, IBM canbeconfident that itscorporateva uesare

evidentinall facetsof itsbusiness.

IBM’slearningstrategy canbedividedintothreeareas:

e BusinessDriversand StrategicLearning Planning—IBM'’ sframework for learning
andoverall businessapproach. For IBM, leadership breaksdownintostrategy and

execution.

e Advanced Learning, Design, Context and Operationalism—IBM’ sstrategy map for
developingalearningplan. It hingesontheideathat theremust beaccountability at all

levelsforlearning.

e Pervasivelearning Applications—Focusesonbuilding partnershipsandfostering
relationshipswithinternal businessunits. IBM believesthat theremust beasolid

connection betweenthebusinessunitsandHRfor learningtobeeffective.
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IBM isconstantly evolvingitslearning strategy tomeet thedemanding needsof theenvironment
inwhichitoperates. Succinctly, IBM followsfivestepsfor trand ating anew | earning strategy
intoprofit: (1) understand andvalidatebusinesspriorities; (2) trand atethosebusinesspriorities
intoastrategy map; (3) identify businessmeasures; (4) identify and prioritizelearning strategies;

(5) developandimplement astrategiclearning plan.

TolBM, investinginitslearning strategy meansdevel opingand depl oyinglearning sol utions,
devisingandexecuting reporting and measurement plans, and creatingand deliveringa
communicationsplan. Thesestepsensurethat | earningisanever-present businesspriority that

effectively addressestheneedsof adynamiccustomer base.
Learning’ sImpact on theWay IBM DoesBusiness

Learningiscentral tolBM’ sbusinessinitiativeof enablingcompaniestobe® OnDemand.” By
“OnDemand,” |BM meansdefiningbus nessrul esand mappingthemto processesthat can
responddynamically tomarket forces—whether that i scustomer needs, supply issues,
competitivepressure, etc. Inshort, the* OnDemand” environmentisend-to-endfunctionality
coupledwithe-businessreal ity toachievecompetitivedifferentiation. Andtheonly way to
enablethe” OnDemand” transformationonbothalargeinternal and externa scaleistohave

stronglearningleadershipand effectivel earninggovernancewithinl BM.

Proof of IBM’ sstrong learningleadershipisinitsinternationally recognizedlearningframework
toolsand methodol ogies(e.g., Signature SalesM ethod). Someof thekey successfactorsfor
IBM’sleadershipinlearningareitsbusinessunits aignmentwithHR, theaccountability and

disciplineassoci atedwithlearning, anditsinvestmentinlearning planning and commitments.
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Effectivelearninggovernanceat |BM iscarried out throughitsL earning M anagement Council
anditsLearninglnvestment Council. Theprimary goal of thesecouncilsistointegratel earning
andcreateaninnovativeplatformfromwhichtomorrow’ slearning strategiescanbebuilt. Both
councilsarealsointimately involvedinI BM’ scontent portfolios, whichregulateand

communi catemanagement devel opment, expertisemanagement, financial andsaes

measurements, and employeedevel opment.

TheFutureof Learningat |BM

IBM understandshow thesheer power of |earning cansignificantly transformorganizationsat all
levels. Assuch, IBM wantstofortify itslearning strategy onbothanindividua andenterprise

levd.

Astechnol ogy improvesandthepaceof bus nessincreases, theclassroomasalearning
environment hasbeenrenderedinefficient andlesseffective. Instead, blendedlearning
approaches(e.g.,information-individua-basedlearning), e-learning (e.g., findor create
compe lingdigitizedlearning content), and national andglobal collaborationusing breakthrough
technology, arethelearningfocus. |IBM hasbeguntoimplement multiplemodesof learning
becausethecompany recognizesthat onemediumfor learningisnot sufficient. Thelearning
processmust, at somelevel, bepersonalizedtoindividual learning stylesif thereistobea

noticeablereturnoninvestment.

Inthefuture, IBM wantsto sel ect thebest |earningtool s, establish accountability atevery level,
createaconvergenceof knowledgemanagement, andimplement areliableand scal ablelearning
infrastructure. Thisobjective, however, will only comeasorganizational and cultural issues
associatedwithlearningareadequately addressed.
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Thefuturemarket environment, globalization, next-generationlearningtrends, ondemand, and
thelike, areamongthemany factorsthat will shapethefutureof learningat IBM. Peopleare
livinglonger andretiringlater. Thereisapal pableincreaseinany employee’ sabilityto* get
connected” andgetinformation. This*anywhere, anytime’ accesswill havetobeharnessedto

ensureeffectiveknowledgemanagement. Intheend, however, thebottomlinewill still exist:

learningisacomptitivedifferentiator.
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Workforce Diversity: A Competitive Differentiator
TedChilds
VicePresident, Global WorkforceDiversity
Steven Jarrett

VicePresdent, HumanResources, IBM Technology Group

“None of usisasstrong as all of us!”

ThisisIBM’sdiversity brand. Itisbased onthenotionthat securingaworkforceof diverse
perspectivesisaninval uablecompetitiveadvantage. Ted Childs, IBM’ sVicePres dent of
Global WorkforceDiversity, seesworkplacediversity asanecessary bridgebetweenthe
workplaceandthemarketplace. Or, moreclearly, whenan organi zationresembl esits
customers, theorgani zation can better understand and meetitscustomers’ demands. Thisbelief,
that victory withthecustomer beginswithwinningintheworkplace, isacornerstoneof IBM’ s

heritageof |eadershipandlegacy of inclusionindiversity practices.

Theyear 2003 marked the50" anniversary of thefirst IBM equal opportunity policy letter.
Writtenon September 21, 1953 by IBM president and chairman, TomWatson, Jr., theletteris
anagelessstatement of what IBM standsfor atitscore. Theprinciplesof fairnessand equal
opportunity outlinedinthel etter remainthefoundationof IBM’ sdiversity policiestoday. The
equal opportunity policy letter reaffirmsIBM’ searly diversity heritageand demonstratesthat
IBM can“walk thewalk.”

IBM Y esterday

IBM’ slegacy of inclusionindiversity practicescan bequantitatively substantiated at every turn.

Thefollowingfactsarejust afew examples.
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e |IBM hireditsfirstemployeewithadisabilityin1914—76 yearsbeforethe Americans
withDisabilitiesAct.
e |BM wasthefirst company to supporttheUnited Negro College Fundin 1944.
e |BM President ThomasJ. Watson Jr. issuesPolicy L etter No. 4, which statesthat
IBM will hirepeoplebased ontheir ability, regardl essof race, color or creed—one
year beforethe 1954 Supreme Court decision Brown v. the Board of Education and
11yearsheforetheCivil RightsAct of 1964.

WhilelBM’ sheritageof |leadershipinworkforcediversity isimpressive, IBM’ sforemost goal
remainsthesame: tocreateaframework of diversity thatiscompellingtothenext generation. In
other words, by appealingtothechildren of theworldand, therefore, tomorrow’ sworkforce,

IBM seeksto convey thel ogic and absol utenecessity of havingadiverseworkpl ace.
IBM Today

Toprovideequa opportunity and affirmativeactionfor applicantsand employees, IBM
contributestoand carriesout programson behal f of women, minorities, peoplewithdisabilities,
Vietnam-eraveterans, Special DisabledV eteransand other coveredveterans. Thisincludes
outreachaswell ashumanresourceprogramsthat ensureequity incompensationand
opportunity for growthand development. IBM’ seffortsto secureadynamicand highly
effectiveworkplaceareorganized onthreeplatforms. Equal Opportunity, Affirmative
Action, and Work/Life Balance.

e Equal Opportunity meansopeningdoorsof every level of thecompany. IBM’swork
environment must befreefromany harassment based on sex, sexual orientation, race,

national origin, ethnicity, religion, age, disability or veteranstatus.
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o AffirmativeActionincludestakingthestepstoensurethat everyoneisallowedto
competeonanequal basis. It providespractical assistanceto peopleingroups
historically excludedfrom partici patingintheeconomicsystem. IBM’ sintentisnot to

provideadvantage, but toeliminatedisadvantage.

o Work/LifeBalanceprogramshel pemployeesto balancetheneedsof theofficeand
home. They aredesignedtoallow employeesto beproductiveand servecustomersat

thesametime, whilea sofulfillingtheresponsibilitiesof their personal lives.

I BM continuesto encouragetheformation of diversity network councilsand groupsthat cross
all geographicbordersand havestrategicimpact onitsbusiness. Thecouncilsandgroupsare
important tool sfor hel ping peopletowork together effectively and demonstratethat they can
addresssensitive, personal, and often passi onatei ssues—issuesthat canhelp IBM recruitand
retaintalent, and better connect IBM to achanging customer set. Through Executive Task
Forces, the Diversity Council, Diversity Networking Events, and Internal Diversity

Awards, IBM createsanatmospherewherediversity initiativeshaveglobal implications.

e |IBM hasestablished eight Executive Task Forces—As an, Black, Hispanic, Gay/
L eshian/Bisexual/Transgender, Men, NativeAmerican, Peoplewith Disabilities, and
Women—tounderscoreitscommitment toaninclusivework environment and to
increasel BM’ ssuccessinthemarketpl aceby focusing onthevariousconstituenciesas
customers. Task forcesarechairedand staffed by executivesfromthat particul ar

constituency and look at IBM inthecontext of thefollowing questions:

o Whatisrequiredforyourgrouptofeel welcomedandvaluedat IBM?

e WhatcanIBM,inpartnershipwithyour group, dotomaximizeyour
productivity?

e And,what coursesof actioncan|BM taketoinfluencethebuyingdecisionsof

your group?

36

BOSTON UNIVERSITY SCHOOL OF MANAGEMENT



A4
e TheDiversity Council ensuresthat IBM visibly encouragesand val uesthe
contributionsand differencesof employeesfromvariousbackgrounds. Itskey

objectivesareto helghtenemployeeawareness, increasemanagement awareness, and

encouragetheeffectiveuseof IBM’ sdiverseworkforce.

¢ IBM runsformal Diversity Networ king Eventsthat areopento all employees. These
eventsgiveemployeestheopportunity to meet other coll eaguesface-to-face, and

enablethemtolearnmoreabout currentdiversity initiatives.

¢ |IBM haslnternal Diversity Awardsaimed at recognizing and cel ebrating people
whoseactionsencapsul atethecompany’ sdiversity principles. Theawardshelptoraise

awarenessof theDiversity Programandencouragediversity throughout IBM.
IBM Tomorrow

Thedemographicsof today’ sworkforcearedynamic. Inorder to maintainglobal marketplace
leadership, IBM aimsto continuemirroring both national andinternationa demographicchanges
andshiftsinitsownworkplace. If successful,IBM hasanexcellent chanceof securinga
number of awards—includingtheprestigiousCatalyst Awardrecognizinginitiativestohel p
womenadvanceintheworkplace—whichwill not only becomeanimportant valuefact, but
moresignificantly, further validatel BM’ sleadershipinworkplacediversity aswell asemphasize

how diversity isatruecompetitiveadvantage.

Asisthecasewithall great leaders, |BM hasidentified areasfor improvement. Steve Jarrett,
VicePresident of Human Resourcesinthel BM Technology Group, hasdevised andimple-
mented athree-pronged strategy toimprovethediversity withinhisbusinessunit. First, diversity
objectiveswill havetobedocumentedfor each Technology Group executiveintheWin”

sectionof his/her bus nessobyjectives/commitment statement. Second, each Technol ogy Group
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executivewill receiveamid-year diversity assessment that i dentifiesgapsandareasfor
improvement. Andthird, each Technol ogy Group executivewill havetodemonstrate, onan

annual basis, what actionshis’her unittook toenhancediversity.

Other areaswherel BM isworkingtoimproveincludegetting thegay and disabled communities
onpar withthegender andracecommunities, resol vingthepotential conflict between part-time
flexibility andpay for performance, and securing morediversity successstories, particularly in

IBM’sproductline.

Outsideof thesespecificimperatives, IBM will continueto seetheeffectivemanagement of
workforcediversity asanimportant strategic objective. Asaresult, IBM will continuetoexpect
every manager toabideby thediversity policiesand upholdthecompany’ scommitment to
workforcediversity. Inshort, IBM’ sfuturediversity initiativesand changeeffortswill closely

alignwithTedChilds sentiment: “1BM will stay truetothevisionof what canbe.”
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Lessons Learned at |1BM
JeanHalloran
Senior VicePresident, Human Resources, Agilent Technologies
Stephen Sheehan
VicePresident, HumanResources, ThermoElectronDevices
TimHal

Professor, BostonUniversity

JeanHalloranof Agilent Technol ogiesand Steve Sheehan of Thermo ElectronDevicesledthe
HRPI member discussionrelatedto major takeawaysfromthel BM briefing, areasof thel BM
strategy and busi nessplanthat might beapplied at member companies, and potential challenges
that IBM may encounter asit movestoan On Demand corporateand HR model. TimHall of

BostonUniversity served asmoderator of thediscussion.

General Observationsand L essonsL earned

Jeanand Stevebegan by citingkey observationsfromtheprior day’ smeeting. Jeanidentified
three"favoriteobjects’ fromamongthe*smorgasbord” of IBM practices: (1) IBM’s
Worldjam, (2) DianeGherson’ sdescriptionof IBM’sVaueProposition,and(3) TedChilds's
comment that “ we should not bend towhat hasbeen; weshould stay truetothevision of what

canbe.”

Stevefavorably highlighted IBM’ sassembly of atalented HR cast, and theostensiblea ignment
betweenthegoal sof theteamand IBM’ scorporatebusinessmodel . Although Stevewas
impressedwiththeexpressed disciplineof IBM’ semployeesandtheoveral HR strategy, he
wasconcernedwithfacetsof itsimplementation. For example, athough Stevewasvery
impressedwithIBM’ sfocusonfindingand devel opingthe*“top300,” hequestionedtheability

of the CEOto meet withevery member of the senior |eadershipteam prior toadmittance.
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Stevewasal soimpressed withtheevolution of theintranet toastrategictool. Withrespectto
IBM’ sPay-for-Performance, Stevecommented that the” cluster totem” described by Diane
Ghersonwascons stent withtheunderlying philosophy that IBM’ sbest performersshouldbe
highly compensated. However, hewondered about potential performancemeasurement

challengesrel atedtothedisentanglement of individua fromgrouplevel performance.

For example, Steveasked, what if theperformanceof individual swhoarecategorizedinthe
bottom 20" percentileisimpacted by team performance? Morespecifically, poor performance
relativeto othersmay reflect anindividua’ semphasi sonteamwork instead of individual -level
outcomes. Stevea sonotedaninterestinunderstanding | BM’ s“fundingformula’ intermsof
how bonusfundsaregenerated and al ocated among businessunitsand thendistributed among
individua swithineachunit.

Stevebelievedthat IBM hasanexcellent approachbothtoemphasizinglearningasa® game
changer” andinappropriatingasubstantia budget towardimplementinglearningobjectives.
LikeJean, Stevebelievedthat Ted Childspresented avery compellingargument for leveraging

diversity asacompetitiveadvantage.

Jeanthenfurther elaborated onthemesand observations. Sheagreedwith Steve' sassessment
of theintranet asacompetitiveadvantage, andwiththe* stochastic shock” that may resultfrom
delegating responsibility for measuring performanceto bus nessunit managers. Shefurther
addedthat IBM hasbeenquite“brave’ initsapproachtohealthcare.

Sheconcluded by identifyingthreethemesthat werepervasiveacross|BM’ spresentations: (1)
IBM’ sconsistent useof metrics, (2) abusinesslinefocus, and (3) each of the presentations
underscored not only each of thegroup’ stasksand goal's, but al sohow thegroup’ spurposeis

alignedwith broader, overall HR goal sand company obj ectives.
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Among IBM’ s current practices and business ideas, which of the ideas could be imple-
mented at your respective companies (Agilent Technologies and Thermo Electron

Devices)?

Steveperceived | BM’ sintranet strategy asaviabl ebest practicesopportunity for Thermo
ElectronDevices. Jeanviewed | BM’ soverhaul of itsheal th benefitsplan asapotential model
for Agilent Technologies. Sheconveyedaparticularly optimisticandexcitedtoneabout the
possihility of implementingaprogramsimilarto|BM’ sJams. Finally, Jeanbelievedthat IBM’ s
performancedistribution, althoughsimilarto Agilent’ sranking system, might haveasuperior

structure.

Were any of IBM’s practices of concern to you, either in their usefulness or viability at

IBM or in their applicability to other settings?

Steveperceived | BM tobeideadlisticrelated tothestaffing of thesenior |eadershipteam. Jean
expressed concernabout |BM’ scurrent humanresourcesstrategy to utilizeinternal process
improvementsasacompetitiveadvantageinoutsourcing. For example, sheexpressed concern
that IBM may bemovingtoo quickly tomarket newly derivedinternal efficienciestolBM’s

customers.
HRPI Member Open Forum

HRPI membersdial ogued about positivechangesmadeat both | BM’ scorporateand human
resourceslevel sanda soidentified potentially chalengingfacetsof their strategiesandimple-
mentation. Several issuesincludedinthediscussionwerel BM’ sbenefitsplan, corporate
strategiesaimed atimproving businessunitintegration, theintegration of recently acquired
PricewaterhouseCoopersConsulting (PwC), and the pay-for-performancephil osophy and
accompanyingsystem.
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IBM’ scompensation advantagehasbeeninitsbenefit planrather thanitsoveral level of pay for
highperformers. Employeecandidatesareattractedtol BM’ scommitmenttodiversity, its
health benefits, andits” family-friendly” work policiesasopposed tothecombination of its

sal ary and bonusstructures. HRPI membersexpressedtheopinionthat IBM hasmade
significantimprovementsrel atedto structuring asalary andbonussystemthat isattractive

relativetoother leadingl T companies.

Membersa soconveyedtheir belief that, given| BM’ shistory of cultural fragmentation, the
corporationhasvastly improveditslevel of overall integrationand cohesiveness. Onemember
noted IBM’ scurrent challengerel ated totherecent acquisition of PwC, whichhad adifferent

structureandisbelievedtohaveavery different culturefromIBM.

IBM’ ssecond generation pay-for-performancesystemwasthesubj ect of much of thedial ogue
among HRPI members. Althoughmembersapplauded |IBM’ seffortsto buildasystem capable
of rewardingexcellenceat theindividual andgrouplevels, they brought attentionto several
challenging areasrel ated totherating system, thedi scernment betweenindividual andgroup

efforts, performancemeasurement, and employeemotivation.

Several questionswereonthemindsof HRPI membersasthey assessed | BM’ spay-for-
performancesystem:
e HowcanlBM createstandard metrics—relatively freefromsubjectivity—that will
adequately distinguishamonglevel sof performance?
e Howshouldrelativeindividual performancebemeasured?
e How canlBM motivatepoor performerstoimprove?
e HowcanIBM driveemployeestobebothexceptional individual contributorsand
excellentteamplayers?

e Whatdiscretionwill managershavetodistinguish performancewithineachrange?
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@
Somemembersexpressed skepticismabout | BM’ sability to createmetricsthat €liminate -
businessunit manageria subjectivity andtocommunicatethemetricsinsuchaway that
employeesunderstand preci sely what resultsand behaviorsaredistinct among differentratings.
Onecritical successfactor for IBM isineffectively trainingmanagerstoconduct ratingswithin
their respectivegroups. Theunderlyinglogicisthat managerspossessthemost accurate
knowledgeof their empl oyeesaswell astheability todistinguishamongindividua performance.
Several members, however, asserted that del egati ng eval uationsto managerswasfraught with

problemsrel atedto subj ectivity and managerial inexperienceinrating empl oyeeperformance.

A relatedissue, a sodiscussed by members, isthedifficulty of determiningrel ative, rather than
absol ute, performance. Memberswereskeptical of managers' ability tocommunicateto
employeeshow andwhy they arerated. Will employeesberated accordingtothequality of
their output, or totheprocessby whichthey producedit? Tobemorespecific, onemember
provided anexamplerelated toindividual swhowork 10-12 hour daysand can beseendown
thehallwayslateinto evenings. Shouldtheseempl oyeesbebetter compensatedthanthe

employeewho producescomparabl eoutput but only worksan el ght-hour day ?

Inresponseto HRPI member concerns, Steve Jarrett stated that managerswill berigorously
trained by Human Resourcesaccordingto specificguidelinesandrulesthat areaimedto
minimizesubjectivity inassessment. Furthermore, heexplai ned, thehumanresourcesteam
believesthat managerswel comebeing hel d accountabl efor thosewhowork ontheir teams, and

will, therefore, beconscientiousabout adheringtotheoverall guidelines.

Onemember asked how thesystemisdesignedto motivate” bottom” performers. Heasserted
that poor performanceisgenerally relatedtoalack of fit betweenjob requirementsandan
individual’ sskill set, therel ationshi p betweentheindividual and hisor her supervisor, or asense
of disconnectednessbetweentheindividual and hisor her team. Accordingtothemember,
thesereasonscontrast thesystem’ sunderlying assumptionthat empl oyeesaremotivated by

ratingsor themonetary compensati onthat accompaniesarating.
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Another member noted that | essexperienced empl oyeeswill generally needtimetoclimbthe

learningcurvewithinarole, andare, therefore, at adisadvantagewithintherating system, given

itsemphasisonresultsrather thanlearning. Anadditional questionasked how work-lifebalance

differentiatorscanbecreated.

Ingeneral, thediscussionwaslively, bol stered by thel BM humanresourcesteam’ scandor and

level of strategicdetail they offeredtheprior day.
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A4
Roundtable Discussion
HRPI Members

DuringtheRoundtableDiscuss on, membersdi scussed salientissuestheir companiesarefacing,
includingemployeemora eastheeconomy improves, budgetsfor salary increases, corporate

governancecommittees, health careplansand costs, and stock optionsand restricted stock.
Boosting EmployeeMorale

Asindicatorssuggest aneconomicupturn, how aremember organi zationsaddressingmorae
issues? Somemembersindicatedthat their respectiveorganizations financia performanceis

improving; otherswereoptimisticthat anend of therecessionisinsight.

Collectively, membersquestioned how empl oyeemoral ecan bebol stered under uncertain
conditions. Several membersrespondedthat today’ sclimateoffersanopportunity tore-engage
their respectiveworkforces. Successfully doingsorequires, they agreed, sensitivity to
employees lingeringdoubtsabout economicrecovery, prior layoffs, and candid, direct

messagesfromsenior management.
Anticipated Salary I ncreases

Duringtherecess on, member organizationscut back onfundsall ocatedtoemployeereviews.
A few companieswereforcedtoeliminateemployeerai sesentirely in 2003, and othersonly
offered someof their employeesrai ses. Now budgetsarebeingreassessed. Ingeneral,
membersstated that their organizationsgaveroughly threetosix percentraisestodligible

employees.
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Board HR Committee | ssues

Inresponseto actionstaken on corporategovernanceissuesby the SEC, Congress(e.g.,
Sarbanes-Oxley Act passedin2002), institutional investors, and major stock exchanges,
organizationsnati onwidearemaking sweeping changesrel atedtotheir board of directors

programsandpolicies.

HRPI membersbriefly discussed thelr respectiveorganizations' progressonissuessuchas
hiringindependent consultants, executivecompensati on programs, newly establishedguidelines,

andcompliancewithregulations.

Health CareCostsand Programs

M anaging escal ating heal th carecostsisamaj or challengefor member organizations. Severa
membersstated their belief that shifting morecoststo employeesseemstobeinevitable. Per-
unit programsarebecomingly increas ng attractiveto somemember organizations. Onemem-
ber described how hiscompany shifted healthcareeligibility requirementsfrom30to35hours
worked eachweek, thusexcluding someemployeesfrom coverage. Another member ques-
tionedthepotentially negativeeffect that raising digibility requirementsmay haveonlabor union

reaions.

M embersdiscussed how organi zationsarehopi ng empl oyeeswill shift coststotheir spouse’ s
health planandtheimpact that health care programsarehaving on dependent costsandretiree
benefits. Severa membersexplainedtheparticularly detrimental effect that health carecostsare
havingonorganizations' ability toprovidecoveragefor retirees. For example, at onemember
organi zation, retireeswho were paying $400 amonth afew yearsago arenow paying $1,000a
month. Many retireesareunabl eto afford thesubsidy cost. M ember organi zationsarehoping

that retireeswho cannot participateintheheal th planwill still optinfor their prescriptionplans.
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A4
Onemember organi zation haspartnered withtheMayo Clinicto consult and educateempl oy-
eeswho havemedical questionsand concerns. Themutual aimisto prevent costly, unneces-

sary doctor visitsby supplying employeeswith health careinformation. Theprogramis,inpart,

assessed by documenting utilizationof thetoll-freehotlinethat i savail abl eto empl oyees.

Another member saidthat it behoovesorganizationsto coa esceonabroader scal eto affect
healthcarelegidation. Hesaidorganizations' policiesthat arecreatingmoreuninsuredare
smultaneoudly hei ghteningthenational political issueof healthcare. Hebelievedthat organiza-
tionsshould becomeinvolvedinpublicpolicy astheissuecontinuesto hurdletoward anational
crisis. Other membersagreed, and onenoted thechallengeand complexity of involvementin
health carel egidationasactiveparti cipantsincludesomany diverseplayers—includingunions,
small business, insurancecompanies, drug companies, healthcareproviders, andlegid ators—
withdivergentinterests.

Stock Optionsand Restricted Stock

Membersexchangedinformationabout their respectiveorganizations' stock optionplansand
accounting methods. M ost member organi zationshopeto offer optionsto employeesat |lower
level s—bothtechni cal and managerial—inadditionto senior management. Tothispointintime,
however, most organi zationshavefocused on offering optionstoincentivizehigh potential

candidatesacrosslevel sof their organizations.

M ost organi zationsarefollowing thestatusquowith respect to stock optionexpensing. How-
ever, member organi zationsareconcerned with granting optionsuntil an adequatemeansof
valuingthemisestablished. Further, becauseof theuncertainty of optionval uation, some

organizationsarereducing not only thenumber of sharesbut al sothetimetoexpiration.
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A few member organizationsmentionedtheir increasing useof restricted stock asalong-term

employeeincentive. They explainedtheir perceptionsof restricted stock asamotivatingtool :

e Many employeesdonot understand stock options(e.g., that they havetotakeactionin
ordertorealizeagan);

¢ Incontrast, employeeshaveabetter conception of thevesting periodrelatedtore-
stricted stock;

e Unlikeoptions, whichcanremain“under water” toexpiration, restricted stock will
awaysretainsomeintrinscvalue;

e Employeesmay appreciatetheperceivedimmediacy of restricted stock.
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