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THE WAR 
FOR TALENT

In 1997, we at McKinsey & Company coined the term the war for
talent and soon realized that we had named a phenomenon that

many people had been experiencing but had not fully articulated.
The forces shaping this war had been brewing for some time, but
then came to a head quite suddenly. Overnight, it seemed, every-
one was talking about the war for talent.

The economy was burning white hot in the late 1990s and com-
panies were scrambling to hire and retain the people they needed.
Companies were offering large signing bonuses, employees were
asking for raises three months after they joined, and headhunters
were cornering hot recruits before they had even settled behind
their desks. Many companies had hundreds of vacancies they
couldn’t fill, and some of the venerable bastions of talent (such as
investment banks and consulting firms) were losing talent to dot-
com upstarts. It was easy to see the war for talent raging in the
recruiting and retention frenzy of the late 1990s.

Then the dot-com bubble burst, the Nasdaq crumbled, and fears
of recession spread. As the economy cooled off it was easy to think that
the war for talent was over. But the war for talent is far from over. In
fact, we assert that it will persist for at least another two decades.
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A Strategic Inflection Point

In his thought-provoking book, Only the Paranoid Survive, Andy
Grove wrote that it’s easy to miss the potential of new technologies,
the impact of new competition, and the shifting power of customers
and suppliers—critical points in time that Grove called strategic
inflection points. For example, the ports of New York and San Fran-
cisco lost business by missing the shift to containerization, whereas
the ports of Seattle and Singapore prospered. Likewise, Steve Jobs
nearly ran his second computer company, NeXT, into the ground
by ignoring the emergence of mass-produced, Windows-fueled
PCs.1

We believe the war for talent is a similar strategic inflection
point. It rose quietly from the ashes of the Industrial Age in the
1980s, jumped into the headlines in the 1990s, and will continue to
reshape the workplace in the decades ahead. 

It is an inflection point that says that talent is now a critical driver
of corporate performance and that a company’s ability to attract,
develop, and retain talent will be a major competitive advantage far
into the future. “The only thing that differentiates Enron from our
competitors is our people, our talent,” said Enron Chairman Ken-
neth Lay recently. “The whole battle going forward will be for tal-
ent. In fact, it has been that way for the last decade. Some people
just didn’t notice it.”2

It seems like an easy message to understand, but many compa-
nies haven’t fully grasped it. Like the ports of New York and San
Francisco did, they are continuing with the status quo.

Although the war for talent rages on many fronts, this book is
about the war for managerial talent: people who can lead a com-
pany, division, or function; guide a new product team; supervise a
shift in an industrial plant; or manage a store with 15 or 150 associ-
ates. Managerial talent is not the only type of talent that companies
need to be successful, but it is a critical one and it is at the epicen-
ter of the war for talent.
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The War for Talent Will Persist

There are three fundamental forces fueling the war for talent: the
irreversible shift from the Industrial Age to the Information Age,
the intensifying demand for high-caliber managerial talent, and the
growing propensity for people to switch from one company to
another. Since these structural forces show no sign of abating, we
believe the war for managerial talent will be a defining feature of
the business landscape for many years to come.

Irreversible shift from Industrial Age to Information Age

The war for talent began in the 1980s with the birth of the Infor-
mation Age. With it, the importance of hard assets—machines, fac-
tories, and capital—declined relative to the importance of intangible
assets such as proprietary networks, brands, intellectual capital, and
talent.

Companies’ reliance on talent increased dramatically over the
last century. In 1900, only 17 percent of all jobs required knowledge
workers; now over 60 percent do.3 More knowledge workers means
it’s more important to get great talent, since the differential value
created by the most talented knowledge workers is enormous. The
best software developers can write ten times more usable lines of
code than average developers, for example, and their products
yield five times more profit.4 Cisco CEO John Chambers put it this
way: “A world-class engineer with five peers can outproduce 200
regular engineers.”5

The shift to the Information Age is far from over. As the econ-
omy becomes more knowledge-based, the differential value of
highly talented people continues to mount.

Intensifying demand for high-caliber managerial talent

In addition to this broad demand for talent, the demand for high-cal-
iber managerial talent is growing. The job of managers is becoming

THE WAR FOR TALENT • 3



more challenging as globalization, deregulation, and rapid advances
in technology change the game in most industries.

Companies today need managers who can respond to these
challenges. They need risk takers, global entrepreneurs, and techno-
savvy managers. They need leaders who can reconceive their busi-
ness and inspire their people. 

Our War for Talent research shows just how hungry companies
are for strong managerial talent. Ninety-nine percent of the corpo-
rate officers participating in our survey in 2000 said their manage-
rial talent pool needs to be much stronger three years from now.
Only 20 percent agreed that they have enough talented leaders to
pursue most of their companies’ business opportunities.6

In addition to the increased demand from established compa-
nies for highly capable managers, start-ups have added a whole new
layer of demand on this talent pool. Though a number of talented
managers have always been attracted to small companies, the flood
of venture capital in the mid- to late 1990s and the burst of high
tech and Internet business opportunities suddenly made small com-
panies a hot destination. Since the Nasdaq crash in 2000–2001, the
migration of talent has slowed and people probably have a more
realistic view of the risks of going with a start-up. We believe, how-
ever,  that start-ups and small companies will continue to absorb a
fair amount of  talent, particularly as the venture capital firms make
seasoned managerial talent a prerequisite to investing. Ray Lane, a
partner with Kleiner Perkins, comments on this shift: “The venture
business is going to change enormously—from simply raising funds
to teaching companies how to build a great management team and
make the right deals.”7

Meanwhile, the supply of managerial talent is limited. Although
the size of the total workforce in the United States will grow a total
of 12 percent over the ten years from 1998 to 2008, the number of
twenty-five- to forty-four-year-olds—the demographic segment that
will supply companies with their future leaders—will actually decline
6 percent during the same period.8

To some extent, companies could compensate for this decline in
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younger managers by relying on a greater number of older managers,
because during this period the number of fifty-five- to sixty-four-
year-olds will increase by more than 45 percent.9 This, however,
will leave companies even more exposed when these older man-
agers retire in large numbers during the second decade of the mil-
lennium. Although some older managers might be enticed to stay
in the workforce longer, it is far from certain that they will do so in
large numbers. For the last twenty years, the average age of retire-
ment has remained between sixty-two and sixty-three.10

Companies are already feeling the shortage of great managerial
talent. “Leadership is the biggest single constraint to growth at John-
son & Johnson, and it is the most critical business issue we face,”
commented CEO Ralph Larsen, recently.11 Similarly, Jim Robbins,
CEO of Cox Communications, said in early 2000, “Talent is the sin-
gle gating factor for us in realizing our growth vision.”12

Over the coming two decades, then, companies will be compet-
ing intensely for the limited supply of very capable managers.
Short-term fluctuations in economic activity will make the talent
market a little looser or tighter from time to time, but the long-term
trends are clear. In fact, it would take a substantial and long-lasting
slump in the economy for this pressure to ease.

The executive search firms tell us that the demand for top man-
agerial talent is still strong, despite the recent slowing in the econ-
omy. Revenues of two of the large, prestigious search firms grew at
double-digit rates in 2000 and strong single-digit rates in the first
quarter of 2001.13

Growing propensity to switch companies

Just as companies have come to recognize their need for highly
skilled managers, however, managers have come to recognize the
advantage of switching companies. It was the corporate downsiz-
ing of the late 1980s that first broke the traditional covenant that
traded job security for loyalty. That was followed in the mid-1990s
by a surge in job opportunities, and, coincidentally, greater trans-
parency about those opportunities through Internet job boards and
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career sites. Within a few short years, the old taboos against job-
hopping had evaporated and it had become a badge of honor to
have multiple companies on one’s resumé.

Today, many managers have become passive job seekers; they
have their antennae up all the time for other opportunities. Our
research shows the extent of this trend: 20 percent of managers said
there is a strong chance they will leave their current company in the
next two years, and another 28 percent said there is a moderate
chance of leaving.14 We also found that the challenge for compa-
nies is likely to get worse in the coming years: Younger managers
are 60 percent more likely to leave than older managers.15

As Peter Cappelli said in The New Deal at Work , “While employ-
ers have quite clearly broken the old deal and its long-term com-
mitments, they do not control the new deal. . . . It is hard to see
what could make employees give that control and responsibility
back to the employer.”16

The structural forces driving the war for talent, then, are inex-
orable and widespread. The economic and demographic forces are
replicated in many developed countries. The war for talent is cre-
ating a new business reality.
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The Old Reality 

People need companies 

Machines, capital, and 
geography are the 

competitive advantage 

Better talent makes 
some difference 

Jobs are scarce 

Employees are loyal 
and jobs are secure 

People accept the standard
package they are offered 

The New Reality

Companies need people 

Talented people 
are the competitive 
advantage 

Better talent makes a 
huge difference 

Talented people are scarce 

People are mobile and their 
commitment is short term 

People demand much more 



Implications of the War for Talent

The structural forces fueling the war for talent yield two profound
implications. First, the power has shifted from the corporation to
the individual. More than ever, talented individuals have the nego-
tiating leverage to ratchet up their expectations for their careers.
The price for talent is rising. 

Although this is good news for individuals, it presents yet
another challenge for companies in the war for talent. Companies
will have to work harder if they are going to win the battle for
highly talented managers.

The second implication is that excellent talent management has
become a crucial source of competitive advantage. Companies that
do a better job of attracting, developing, exciting, and retaining their
talent will gain more than their fair share of this critical and scarce
resource and will boost their performance dramatically.

Our War for Talent research shows this. The companies that
scored in the top quintile of our talent management index earned,
on average, twenty-two percentage points higher return to share-
holders than their industry peers. The companies that scored in the
bottom quintile earned no more than their peers.17 Certainly, many
factors other than talent management are driving return to share-
holders, but these data provide compelling evidence that better tal-
ent management results in better performance.

Clearly, having more capable people isn’t the only thing com-
panies will have to do to win. They will also have to set high aspi-
rations and enact the right strategies and performance initiatives.
They will have to energize and align all their people so they deliver
their best performance. But talented leaders are needed to make
these other performance drivers happen.

As companies respond to the war for talent, they will develop more
powerful and more sophisticated approaches to talent management.
Over the next decade we believe talent management will advance as far
as marketing did in the 1960s and quality did in the 1980s. Some com-
panies will advance in building this capability; others will fall behind.
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It’s intriguing that even the best companies are striving to
improve the way they manage talent. When we launched the War
for Talent research in 1997, we asked twenty-one companies with
excellent financial performance and a reputation for great talent
management to be our case studies. Most of these firms are asked
daily to host best-practice visits, and they routinely reject the vast
majority of such requests. Surprisingly, only three of the twenty-one
we asked turned us down. The high acceptance rate had little to do
with our persuasiveness and everything to do with their recognition
that even they needed to raise their talent game. Indeed, they bor-
dered on paranoia about the war for talent around them.

We therefore agree with Andy Grove’s chilling mantra, “Only
the paranoid survive.” However, we will take the concept one step
farther. Whereas Grove wrote that companies should be paranoid
about the next wave of technology over the horizon or the next
shift in markets, we think the greatest challenge will be whether a
company can strengthen its talent pool dramatically enough and
fast enough to stay ahead of the competition. That is the critical
strategic inflection point that companies and managers must rec-
ognize and address.

Most Companies Have a Long Way to Go

A few companies have been managing talent effectively for some
time, the most renowned being General Electric (GE), long admired
for the strength and depth of its managerial talent. Most companies,
though, have not managed talent effectively. Companies proclaim
that people are their most important asset, but many don’t act that
way. Most companies struggle with talent management.

Figure 1-1 shows managers’ perceptions of how well their com-
pany manages talent. As you can see, the scores are very low. Even
if we were to add “somewhat agree” answers to these questions, the
scores would still not be very good. More than half of the managers
believe their company does not develop people quickly, retain high
performers, or remove underperformers. Imagine if these were five
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key questions about productivity, customer service, or quality—no
company would accept such low scores.

It’s not that companies aren’t aware there is a war for talent: 72
percent of respondents strongly agreed it is critical their companies
win the war for talent. However, companies haven’t yet taken suf-
ficient action: Only 9 percent are confident that the actions they are
taking will lead to a stronger talent pool.18

Some companies are realizing that their current approaches to
talent management are inadequate. “We spend four months per
year on the budget process, but we hardly spend any time talking
about our talent—our strengths and how to leverage them, our tal-
ent needs and how to build them,” said Cox Communications CEO
Jim Robbins. “Everyone is held accountable for his or her budget.
But no one is held accountable for the strength of the talent pool.
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Figure 1-1   Most Companies Are Poor at Talent Management

% of senior managers who strongly agree that their company:

Source: McKinsey & Company’s War for Talent Surveys, 1997 and 2000 combined
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Isn’t it the talent we have in each unit that drives our results? Aren’t
we missing something?”19

Why have so few companies been successful in raising their tal-
ent game? Many have not consciously made the link between bet-
ter talent management and business performance. Many have
failed to make talent-building a priority: Only 26 percent of respon-
dents said improving their talent pool is a top three priority in their
company.20 Virtually no company has held leaders at all levels
accountable for the talent pool they build.

Is talent one of your top three priorities? How do you think your
senior managers would rate your company on the five key ques-
tions in figure 1-1? There seems little doubt that most companies
need to muster the courage and conviction to fundamentally
change their approach to managing talent.

A Whole New Approach to Talent Management

In recent years numerous books have been written on the subject of
talent management. Some discuss in depth the change in the rela-
tionship between companies and employees. Others suggest that
companies structure their workforce into temporary and permanent
groups of employees. Still others offer detailed advice on how to
conduct recruiting interviews or design a leadership development
program. Although all of these are useful topics, they are not what
this book is about. Instead, this book offers a strategic view of the
levers every company and every leader should pull to attract,
develop, assess, excite, and retain highly talented managers.

We will show you what some very capable leaders have done
to build the strength of their companies’ talent pools. You will see
how they came to understand that the war for talent is a strategic
inflection point and how they realized that a stronger talent pool
can be a crucial source of competitive advantage.

From our War for Talent Surveys of nearly 13,000 managers, our
study of 27 case companies, and McKinsey’s experience serving
more than 100 companies and holding discussions with 100 more, we
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have identified five imperatives that companies need to act on if
they are going to win the war for managerial talent and make talent
a competitive advantage:

1. Embrace a talent mindset 

We found at GE, Enron, and Amgen—as well other companies we
studied—a pervasive belief that performance and competitiveness
are achieved with better talent. Without better talent, they know
they won’t outperform their competitors. Leaders up and down the
line in these companies believe building their talent pool is a huge
part of their job.

We’ve come to call this a talent mindset—the passionate belief
that to achieve your aspirations for the business, you must have
great talent. To have better talent, you must have every leader in the
company committed to that goal. HR can’t do the job alone. In short,
more effective talent management is not about better HR processes;
it’s about a different mindset.

Most of the companies we surveyed do not have this mindset. At
most companies, talent is not a top priority. Rather, people are HR’s
responsibility and managers make do with the talent pool they
inherit. They consider talent to be only one of many levers, at best.
These companies need to fundamentally change their definition of
every leader’s job. Larry Bossidy, former CEO of AlliedSignal,
called finding and developing great leaders “the job no CEO
should delegate.”21 We venture further and say that strengthening
the talent pool is the job no leader at any level should delegate. The
leverage of better talent is enormous.
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Accountability for talent-building is essential to operationalize
the talent mindset. In our War for Talent Survey we asked corpo-
rate officers, “Should line managers be accountable for the quality
of their people?” Ninety-three percent responded that it is very
important or critical for a company to do this in order to build a
strong talent pool. However, when asked, “Are line managers held
accountable for strengthening their talent pools?” only 3 percent
strongly agreed.22 Companies must address this inconsistency.

In chapter 2, “Embrace a Talent Mindset,” you will see how a
talent mindset has changed the way the CEOs of The Limited,
PerkinElmer, and Amgen run their companies. We outline the six
actions leaders must take to promote better talent management
throughout their organizations. We also outline the dramatically
new role HR leaders must play. We assert that the new breed of HR
executives will be as important as the CFO. You will see what lead-
ers at all levels with a talent mindset do and the difference this
makes to their companies’ performance.

2. Craft a winning employee value proposition

Every company has a customer value proposition; it is a clear, com-
pelling reason why customers should do business with them. Few
companies are nearly as thoughtful about why talented managers
should join and stay with them. However, the new battlefield is as
much for talented people as it is for key customers. Companies
need to apply the same rigor to people management as they do to
customer management.

What makes for a winning employee value proposition (EVP)?
Talented managers want exciting challenges and great development
opportunities. They want to be in a great company with great lead-
ers. They want an open, trusting, and performance-oriented culture.
And, yes, they want substantial wealth-creation opportunities. You
can’t make a great value proposition with money alone, but you can
break one if the money isn’t in the ballpark.

In chapter 3, “Craft a Winning Employee Value Proposition,” you
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will learn more about what talented people are looking for. You will
discover how DoubleClick, Enron, Synovus Financial, Level 3 Com-
munications, and others have built powerful EVPs. Some of them are
not in “sexy” industries, so they have had to make their companies
exceptionally attractive. You will see how companies have tailored
their EVPs to the type of people they are trying to attract and how
they have leveraged the inherent strengths of their companies.

3. Rebuild your recruiting strategy

The recruiting game has changed dramatically. It’s no longer about
selecting the best person from a long line of candidates; it’s about going
out and finding great candidates. However, most companies use the
same recruiting strategies they always have. They shop for candidates
at the same five or six colleges. They search for the same kinds of peo-
ple and hire in at the same levels. They may have started using the
Internet as a recruiting tool, but they haven’t changed much else.

We believe that companies must fundamentally rethink and
rebuild their recruiting strategies. They should hire in at all levels—
middle and senior as well as entry levels—which is a powerful way
to inject new skills and new perspectives. They should also turn to
new sources of talent. They should identify the intrinsic skills they
need and then look for new faces from new places—from outside
their industry and even from outside the business domain.

Aggressive companies are using new methods to find candi-
dates, too. They are hunting for talent all the time, not just when
they have vacant positions. They also understand that to woo peo-
ple in today’s talent market they have to sell, sell, sell. They make
sure their high-performing line managers are the key recruiters.
These companies also take advantage of cooler economic periods
to capture top-notch talent that, at other times, is harder to win.

In chapter 4, “Rebuild Your Recruiting Strategy,” you will see
how The Home Depot, SunTrust Banks, and Arrow Electronics dra-
matically retooled their recruiting strategies and achieved striking
results quite quickly.
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4. Weave development into your organization

Winning the war for talent requires more than just winning the
recruiting battle. Companies also have to make development a per-
vasive part of their company. Since there won’t be enough fully
developed managers to go around, every company and every
leader will have to develop people to increase their capabilities.
Development is also critical to attracting and retaining people. Tal-
ented people are inclined to leave if they feel they are not growing
and stretching.

Many managers think development means training, but training
is only a small part of the solution. Development primarily happens
through a sequence of stretch jobs, coaching, and mentoring. At
most companies these important development levers are insuffi-
ciently pulled. Divisional hoarding hampers development that
comes through internal job moves: “I couldn’t possibly let her go”
is a common sentiment. Meanwhile, development through coach-
ing and mentoring is left to serendipity. A few managers are good
mentors and coaches, but most are not.

Companies need to fundamentally change the way they develop
people by accelerating development and making it happen every
day. They should match people to jobs in a much more deliberate
way to optimize both development and performance. They should
improve the frequency and candor of feedback and institutionalize
mentoring. Every leader at all levels can and should be a people
developer.

In chapter 5, “Weave Development into Your Organization,” we
will show you how GE, Amgen, Arrow Electronics, and the U.S.
Marine Corps develop their people and how their techniques can
be applied in your company as well.

5. Differentiate and affirm your people

We estimate that a large majority of managers have not had a written,
candid performance review in years. We know that only 16 percent
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of the managers we surveyed said their companies really know who
the high and low performers are.23 How can companies promote
and keep their most talented people if they don’t systematically
identify who they are? How can below-average performers be helped
or moved if they aren’t identified?

The better companies differentiate the pay, opportunities, and
other investments that they make in people. They reward their best
performers with fast-track growth and pay them substantially more
than their average performers. They develop and affirm the solidly
contributing middle performers, helping them raise their game.
They remove weak players—believing that “blinking” on these
hard decisions is unfair to the people working under that manager,
to the organization at large, and even to the underperformers them-
selves. These companies have a very different ethic about what it
means to manage their people.

Most companies struggle with differentiation. They don’t have a
way to identify the A, B, and C players and they don’t have a disci-
plined process to make sure actions are being taken. Most compa-
nies conduct a one-day succession-planning event at the corporate
level, but these exercises usually have little candor and little result-
ing action. The best companies have rigorous talent reviews in each
division, which have the same intensity and importance as the
budget process. The best companies decide on action plans for 100
to 500 individuals and plan to strengthen each division’s talent pool.
Then they follow up to make sure the actions happen.

In chapter 6, “Differentiate and Affirm Your People,” we will
show you how The Limited, National Australia Bank, and other com-
panies do this and how you can institute a talent review process that
will become the backbone of the way your organization manages tal-
ent. Taking deliberate action on A, B, and C players is how you can
continuously upgrade your talent pool and, perhaps counterintu-
itively, make your company more attractive to talented people.

These five imperatives, taken together, represent a fundamen-
tally new way of managing talent.
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The Opportunity Awaits You

The war for talent is a strategic inflection point being missed by
many companies. It will be a defining feature of the business land-
scape for many years to come. A temporary slowing of the econ-
omy will not reverse the inexorable trends driving the demand for
highly talented people. The war for talent is a challenge for all com-
panies, but for those that respond aggressively and early, it is also
an enormous opportunity to gain competitive advantage.

In chapter 7, “Get Started—and Expect Huge Impact in a Year,”
we will help you understand your starting point and chart a course
for the future. You will see from our many case studies that the tal-
ent journey is never ending, but that you can and should expect a
huge impact in the first year of your effort.

You can win the war for talent. Imagine doubling your recruiting
effectiveness. Imagine developing more of your people to their
fullest potential. Imagine cutting your unwanted attrition rate in
half. Imagine having more top performers and fewer below-average
performers in your talent pool. Imagine the performance punch
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you would get by doing these things. Imagine the competitive
advantage you would achieve if you truly had better talent through-
out the ranks of your organization.

Responding aggressively to the war for talent will boost the per-
formance of your organization—and make you a better leader as
well.
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