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EXECUTIVE SUMMARY
In her March 2013 TEDx Hollywood talk, Angela Ahrendts, then CEO of Burberry, the iconic British
luxury brand, spoke passionately about the power of human energy. She had led the successful
transformation of the aging brand and company by demonstrating a keen appreciation for people, in
concert with her luxury brand management savvy. She herself was described by Melissa Korn 1 in a
Wall Street Journal article, as someone who leads by example, who is humble, full of energy, and a
team player… among other attributes.
Ahrendts, now senior vice president for retail at Apple, was brought on board by Apple CEO Tim
Cook in October 2013, in part because of his fascination with her TEDx talk, according to Jennifer
Reingold 2 . She went on to point out that “Ahrendts believes the key to the company’s future is not
just marvelous products, but engaging and energizing its nearly 100,000 employees,…” Executives at
Apple, Inc., currently the most valuable company on the planet, know that they cannot afford to be
complacent, and obviously do not plan to coast. Coast, and you’re toast. Of that, Tim Cook and his
leadership team are apparently keenly aware.
Within the corporate context, the power of human energy invariably flows from and through
employees that have fully bought into a company’s purpose, and are therefore engaged, undistracted
with managing mundane minutiae. But the question is: what might be the secret for moving a
company’s employees to that desired level of commitment, engagement and energy? How might
business leaders achieve that desired outcome? Might it be from an unswerving focus on meeting the
investor community’s expectations at quarterly earnings reporting events? Consider this though: how
successful will a basketball team be, if the players maintain an unswerving focus on the hoop? It is no
secret that when the players execute consistently well on the court, the baskets will come… and
ultimately, the desired outcome of consistent wins.
Now, consider the following two statements. The first: happy employees lead to happy customers,
who in turn lead to happy shareholders. The second statement: happy shareholders lead to happy
customers, who in turn lead to happy employees. There is an obvious, and a direct causative flow
associated with the former statement, rather than with the latter. Shareholders of companies whose
leaders adopt operating models that are characterized by the first statement consistently end up
happier than their counterparts at companies whose leaders’ models reflect the second statement.
And that observation holds true, regardless of industry. Hence, in order to cultivate even happier
shareholders, the more intuitive and logical place to start is by cultivating happier employees.
In this paper, I explore in some detail the “secret” for cultivating happier shareholders, by starting
with happier employees—which secret really is “hiding in plain sight.” In the final of three main
sections, I offer some suggestions to company leaders, regardless of which of the two models above
depicts their current operations, to help elevate their performance in developing and nurturing
“happier” shareholders in a proven and sustainable way, by creating a culture of empowerment.

Empower Employees • Ignite Profitable Growth • Delight Shareholders
1

Korn, Melissa, “Angela Ahrendts on the Job: How the Burberry Boss Leads,” WSJ.com, October 15, 2013. [Get Ref. 1]
Reingold, Jennifer, “What the Heck Is Angela Ahrendts Doing at Apple,” FORTUNE, September 15, 2015, pp. 100-108.
[Get Ref. 2]
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INTRODUCTION
In 1987, Paul O’Neill was brought in as CEO of struggling Alcoa, to effect a much‐needed
transformation. At the time, the company was “just another wheezing industrial giant with an
unremarkable financial record…“ It was also described as a “Rust Belt relic 3 ,” one that maintained a
strict hierarchy and offered few opportunities for rising stars. During his tenure, O’Neill changed all
that. But he started out with a totally unexpected focus, unusual in such circumstances.
To the consternation of financial analysts at his first meeting with them as CEO, O’Neill let it be
known that his focus would be on raising employee safety. He did not bring up any of the usual
financial measures and strategic pronouncements that analysts and investors have come to expect on
such occasions, and that give them comfort. But within a year, he was successful in providing a
resounding validation of his approach.
In 1994, Gordon Bethune assumed the CEO position at ailing Continental Airlines. At the time, the
company was in real danger of filing for bankruptcy for a third time. However, Bethune, himself a
certified commercial pilot, was able to maneuver the company out of its dangerous nosedive, and get
it flying high again. What did the dramatic turnaround take? How did Bethune do it? He focused on
winning back employees’ loyalty, as the key driver of the impressive turnaround that he eventually
brought about at Continental.
After leading a dramatic turnaround of Continental Airlines, Gordon Bethune retired in 2004. But
Continental did not live happily ever after. In 2010, the company merged with troubled United
Airlines—which had filed for Chapter 11 bankruptcy protection in 2002, and exited in 2006… the largest and
longest in aviation industry history. Five years into the merger, the newly appointed CEO, Oscar
Muñoz, has the task of bringing the merged entity out of its tailspin. “The marriage is in trouble,”
Susan Carey 4 wrote. She quoted Muñoz himself as saying: “This integration has been rocky. Period.”
The Campbell Soup Company was in the soup when Douglas Conant was brought in as CEO in 2000
to stir things up. Conant believed strongly that “to win in the marketplace… You must first win in the
workplace. I’m obsessed with keeping employee engagement front and center.” 5 During the decade
between 2000 and 2009, the S&P 500 lost 10% of their value while Campbell Soup stock increased
30%. Conant’s tenure ended in 2011.
According to Dina Gerdeman 6 , when Conant took office, his view of the staff morale he inherited
was: “We had a toxic culture. People were understandably jaundiced with management… It was
hard for me to imagine that we could inspire high performance with no employee engagement.”
Gerdeman reported further that Conant established two performance metrics to measure progress—
shareholder returns, to measure economic value; and Gallup Employee Engagement Index (GEEI), to
measure social value.

3

Arndt, Michael, “How O’Neill Got Alcoa Shining,” BusinessWeek Online, February 5, 2001 issue. [Get Ref. 3]
Carey, Susan, “New United Airlines CEO, Oscar Munoz, Starts Tenure With Apology,” The Denver Post, October 2,
2015. [Get Ref. 4]
5
Waghorn, Terry, “How Employee Engagement Turned Around Campbell’s: An Interview With Douglas Conant, CEO of
Campbell Soup Co.,” Forbes, June 23, 2009. [Get Ref. 5]
6
Gerdeman, Dina, “Pulling Campbell’s Out of the Soup,” Harvard Business School Research & Ideas, March 22, 2013. [Get
Ref. 6]
4
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In 2002, GEEI reported that 62% of Campbell’s managers were not actively engaged, and that a full
12% were actively disengaged. By 2009, 68% of all Campbell’s employees were actively engaged, and
just 3% were actively disengaged… a 23‐to‐1 engagement ratio, compared with a world class ratio of
12‐to‐1, according to Gallup. That was indeed a remarkable turnaround in the social value measure.
Common to these three impressive turnaround performances is the new CEO’s initial, and sustained
focus on the workforce, as the engine for driving the anticipated and eventual turnaround. Also
common to these stories is the fact that each CEO’s initial pronouncements on what it would take to
effect the needed change were unexpected and even elicited some skepticism. Regardless: the
eventual results speak loudly for themselves. Figure 1 provides a convenient summary of the
corporate turnarounds discussed. In particular, the key people focus (KPF) that each CEO adopted
has been entered in the last column.
Industry*

Company

Chairman & CEO

Turnaround
Tenure

Key People Focus
(KPF)

Metals

Alcoa, Inc.

Paul H. O’Neill

1987 ‐ 2000

Employee Safety

Airlines

Continental Airlines

Gordon M. Bethune

1994 ‐ 2004

Working Together**

Food Consumer
Products

Campbell Soup
Company

Douglas R. Conant

2001 ‐ 2011

Employee
Engagement

Food Services

Starbucks
Corporation

Howard S. Schultz

2008 ‐ Present

* Fortune 500 Industry Classification

Employee Willpower
& Confidence

** Elements include: Trust, Dignity & Respect, and Results Orientation

Figure 1: Key People Focus in Past Corporate Turnarounds
One other successful corporate turnaround—the important aspects of which are referred to extensively in
the third section of this paper, but which has not been discussed above—is that led by John W. Rowe, MD at
Aetna, Inc between 2000 and 2006. Rowe, the fourth CEO in five years, finally succeeded in turning
Aetna around because of his early and sustained focus on engaging employees, and changing the
culture of the organization.
The focus of this paper is certainly not on corporate turnarounds. But turnaround situations provide
clarity of focus and execution that is poignant, and that helps to bring issues into much sharper relief.
They help concentrate the mind… in ways that operating in normal times often might not. Still, what
works during turnarounds, invariably carries over well into more forgiving operating environments.
Clearly, a focus on employees as drivers of exceptional corporate performance need not be triggered
only by crisis situations. Indeed, leaders at some large companies—among them, Southwest Airlines,
Costco Wholesale, The Walt Disney Company, Nordstrom, Zappos—continue to demonstrate recognition
of, and appreciation for the power and importance of employees in the consistent delivery of superior
shareholder value creation performance.
The primary objective of this paper is to delve into what it takes to effectively and consistently tap
into the commitment, engagement, and energy of empowered employees, on behalf of shareholders
and other key stakeholders of a company.

Empower Employees • Ignite Profitable Growth • Delight Shareholders
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PUTTING SHAREHOLDERS FIRST ENDS UP HURTING ALL STAKEHOLDERS
Did you know that organizations with an average of 90% of their employees engaged (10% disengaged) in 2010‐
2011 experienced 147% higher earnings per share (EPS) compared with their competition in 2011‐2012? — Gallup
Did you know that less than 50% of chief financial officers appear to understand the return on their investments
in human capital? — Accenture
Did you know that engaged organizations grew profits as much as three times faster than their competitors…
and that highly engaged organizations have the potential to reduce staff turnover by 87% and improve
performance by 20%? — Corporate Leadership Council

‐‐‐‐‐‐‐‐‐‐ o o o o o ‐‐‐‐‐‐‐‐‐‐
During the industrial age, factors of production of goods and services were relatively
straightforward, and easy to grasp—money, materials, machinery and manpower. All but manpower
were neutral, predictable and fungible, as long as each met the basic requirements for the purpose.
However, by its very nature, manpower was not. It has never been, nor indeed will it ever be. Treat
people well, and production output increases. Treat them badly, and output suffers.
In the current information age, intellectual capital, which resides in the manpower (or workforce)
component of the factors of production, is ascendant, contributing an increasing percentage of the
output of the enterprise. Since that intellectual capital resides in the workforce, the need to treat
people well in order to maximize value creation by the enterprise, and consequently, return on
shareholder investments, has never been greater. Therefore, the importance of starting with the clear
objective of doing whatever it takes to get the best out of the workforce, which is predicated upon
treating people well, becomes very easy to appreciate.

Shareholder Value Creation is a Legitimate Business Objective
For any business enterprise to remain a viable going concern, it needs to consistently make a profit,
and provide a market competitive return to its investors. Robust shareholder value creation is a
legitimate objective of a company’s senior management… and indeed, of the entire workforce. That
objective is clear and incontrovertible. In the United States and other Anglo‐Saxon economies for
instance, managers have a fiduciary responsibility to shareholders, who are by law, the owners of the
firm. However, the source of the controversy is not in the understanding and acceptance of the
underlying premise and guiding principle, but in the choice of the path to that destination.
The differences in approach to achieving the generally accepted objective of the maximization of
shareholder value covers the entire spectrum: from chief executive officers and their C‐Suite
colleagues who believe in paying unflinching, if not exclusive attention to external scorecards of
financial performance and to their corresponding scorekeepers (such as Wall Street analysts and hedge
fund managers, for instance); to those who focus on internal drivers of operating and financial
performance (apparently paying little or no attention to external scorekeepers); and everything in between.
So, which is the correct approach… one that is ultimately validated by actual, sustained shareholder
value creation performance?
The schematic in Figure 2 provides a visual aid to the hierarchy of organizational objectives of a firm,
showing how every aspect ultimately leads to shareholder value creation, as the overriding objective.
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Hierarchy of Organizational Objectives
for Achieving & Sustaining Organizational Performance & Health

Shareholder
Value

Strategy
Articulated
to
Wall Street

Innovation

EBITDA*

ROIC** /
ROE***

Productivity

Cashflow

REVENUES

Interest &
Investment
Income

Cost of
Sales

COSTS

Financing
Costs

Health,
Safety &
Environment

Customer
Loyalty

Quality of
Product /
Service
Output

Sustainability

Turnover

Growth
Opportunities

Presenteeism

Workplace
Environment

Workplace
Inimical
Employee
Distraction

Absenteeism

Engagement

Compensation
& Benefits

Job
Satisfaction

Careeer
Advancement
Opportunities

Training
&
Development

P E O P L E — The Foundational Asset Upon Which Everything Else Rests!
The organizational objective is to increase/decrease the impact of every item above, toward increasing Shareholder Value.
* Earnings Before Interests, Taxes, Depreciation & Amortization
** Return on Invested Capital
*** Return on Equity

Figure 2: Hierarchy of Organizational Objectives
The Shareholders vs. Stakeholders Debate
The shareholders vs. stakeholders debate is certainly not new. More recent contributions to the
debate include those of Jeff Smith 7 , Franklin Allen and his coauthors 8 , Rüdiger Waldkirch 9 , and The
Economist 10 . It is unlikely that the debate will eventually end with a clear “winner,” anytime soon. But
7

Smith, H. Jeff, “The Shareholders vs. Stakeholders Debate,” MIT Sloan Management Review, Summer 2003, July 15,
2003. [Get Ref. 7]
8
Allen, Franklin, Carletti, Elena, and Marquez, Robert, “’Whose Company Is It?’ New Insights into the Debate over
Shareholders vs. Stakeholders,” Knowledge@Wharton, Oct 17, 2007. [Get Ref. 8]
9
Waldkirch, Rüdiger W., “The Shareholder vs. Stakeholder Debate Reconsidered,” Wittenberg Center for Global Ethics,
Discussion Paper Nr. 2008-2. [Get Ref. 9]
10
“Shareholders v Stakeholders: A New Idolatry,” The Economist, April 22nd 2010, From the print edition. [Get Ref. 10]
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suffice it to say that satisfying other key stakeholders does not necessarily have to come at the
expense of shareholders. By key stakeholders, I am referring to shareholders, employees and
customers. In addition to these, other stakeholders typically include suppliers, the communities in
which the firm operates, as well as other constituencies with a stake in the firm… including federal,
state and local governments, which all benefit from the jobs created, and the taxes paid by the firm.
In The Economist article referenced earlier, it was pointed out that pursuing the interests of both
shareholders and stakeholders is “usually not mutually exclusive, and indeed, often mutually
reinforcing,” a view upon which we shall elaborate further, during the course of our discussion. In
the same article, The Economist went further to make the following statement: “increased shareholder
value is one of the by‐products of a focus on customer satisfaction… In other words, the problem is
not the emphasis on shareholder value, but the use of short‐term increases in a firm’s share price as a
proxy for it.”
Waldkirch approached the debate from a business ethics perspective, and sought to evaluate the
validity of the arguments presented by both sides of the debate on that basis. A key objective of my
approach is to demonstrate, along the lines of the statements from The Economist earlier, that
satisfying key stakeholders need not be done at the expense of shareholders. Indeed, that approach
actually benefits shareholders more, as the examples we saw in the turnaround situations in the
Introduction section showed, and as other examples we shall see later will further reinforce.
Here’s one interesting point to ponder: how much of a source of conflict would the usual shareholder
vs. stakeholder debate be, if a company is doing very well internally, and in the marketplace… and if
there is an equitable distribution of the proceeds of its exceptional performance to all stakeholders?

Creating and Capturing Value—Roles and Expectations of Key Stakeholders
The roles of key stakeholders in the creation and capture of value are pretty well defined. Inside the
firm, employees and management, as important “factors” of production, come up with the goods and
services to be consumed outside the firm, by customers. It is very easy to appreciate how the internal
performance is perceived outside the firm. If expectations outside the firm are not met, customers
simply go elsewhere. And, in an environment where information is so available and accessible, and
where competition is fierce and competing offerings are readily available, it is that much easier for
customers to speak with their feet… or, in the current mobile world, with their fingers.
Also outside the firm are shareholders. They are responsible for providing another important factor
of production, money. Like customers, shareholders too can readily walk away with their funds, if a
firm is not meeting their expectations with regard to the return on their investment in the firm. While
it is true that individual employees and managers are also free to leave the firm, it is generally
understood and accepted that the role of creating and capturing value for the enterprise rests
squarely on the shoulders of management and the workforce.
Where shareholders largely fall short in supporting those inside the firm in their job of creating and
capturing value is primarily in their short‐term orientation toward the generation of returns on their
investments. Along with analysts and institutional investors served by hedge fund managers for
instance, the entire investor community puts tremendous pressure on corporate leadership to
generate ever‐positive and rising levels of earnings every 90 days, regardless of what is happening in
the macroeconomic environment; regardless of the long‐term investments that need to be made, in
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response to, or in anticipation of technological and social drivers of change and product demand; and
regardless of the need simply to prepare and position the enterprise for winning in the future.
Therein lies the conundrum: those inside the firm are put under constant pressure by their fellow
stakeholders outside the organization… even though they are in harmony with their shared objective
which, ostensibly, is to create and capture the maximum possible value for all stakeholders. And, the
dissonance arises primarily because of the differences in time horizons for the stakeholders—short
term vs. long term.

Maximizing and Sustaining Value Creation and Capture
The goal of maximizing and sustaining value creation and capture is one upon which a firm’s key
stakeholders can apparently agree. Customers appreciate and are willing to pay for superior value, as
Apple, Inc. and many purveyors of luxury brands continue to so clearly demonstrate. Inside the firm,
employees and management strive continually to outperform competitors in creating value for
customers, and in capturing as much of that value for the firm as the market will allow.
The basic challenge that every company faces is one of maximizing value creation and capture, as
well as sustaining that value maximization into the future… no trivial undertaking, in the current
fiercely competitive business environment. In order to be effective and successful at doing so, a
company has to be, or become, adept at identifying and responding to new opportunities in the
marketplace. This involves maintaining a keen external awareness on the one hand, and developing
capabilities for mounting an expeditious internal response every time, on the other hand.
Maintaining keen external awareness involves remaining constantly plugged in, and paying close
attention to such external drivers as demographics, lifestyle trends, social trends, industry trends,
regulatory actions, and competitor actions, as well as to developments in technologies, involving
materials, processes and products. Honing this sense of awareness is important, even if your
company does not sell to consumers directly (think Intel Corporation, for instance… and its brilliant
“Intel Inside” campaign), since it is consumers that ultimately provide the necessary “pull” for your
products and services, regardless of where your company plays on its industry supply chain.
Developing capabilities for mounting expeditious internal response demands sophistication in:
preparing for opening up new markets (by identifying new degrees of competitive freedom); building up
competencies (by identifying and eliminating gaps—through internal development, partnering or
acquisitions); and introducing new products, services and solutions (by tapping into the powerful avenue
for renewing the enterprise through the creation of new competitive space in the marketplace).

Ironically Though, a Predisposition to Pleasing Shareholders Often Falls Short
Corporate leaders that pay very close attention to stock price movements and quarterly earnings
performance certainly have good intentions. They want the best outcomes for their shareholders.
Unfortunately though, the reality of the actual performance of business enterprises seldom correlates
well with the decision to use short‐term financial measures as proxy for long‐term value creation.
The very predisposition to pursue monotonic increasing financial performance and stock price
movements on a quarterly basis often reflects a short‐term perspective that is inevitably in conflict
with a longer term preference and propensity for building a more robust and sustainable
organizational performance and health.
Copyright © 2015 Achsus, LLC.
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The Unrelenting Pressure of Quarterly Earnings Expectations
Business leaders are under so much pressure—and pressure that is so unrelenting—like never before.
The multiplicity of issues and constituencies that demand their attention can be overwhelming,
especially in the current business environment that is characterized by so much complexity,
ambiguity, vulnerability and uncertainty, most of which is ultimately a consequence of an
accelerating pace of technology‐driven change. In spite of, and in the middle of such an avalanche of
change, leaders are expected to deliver consistently impressive financial outcomes, not just year after
year, but quarter after quarter.
In this very challenging environment, it is important to recognize and acknowledge the fact that, as a
corporate leader, you cannot do it alone. The task is not just for the chief executive officer alone… not
even for just senior management. It is thus imperative to tap more effectively into the power of the
human energy available to you companywide. In order to operate at a consistently high level, and
continue to deliver exceptional results as expected, all hands across the enterprise must remain fully
on deck. Or, to use another analogy, you must have the entire organization firing on all cylinders, in
order to assure and sustain maximum performance output.

Yet, Investments Typically Do Not Start to Yield Results in 90 Days
The fact that investments, like seeds planted, take time to yield fruits is no earth‐shattering discovery.
Even entrepreneurs—some with no prior business experience whatsoever—know that it will be a while
before they can expect to start raking in millions (or even billions) through their initial public offerings.
Yet, senior management at large companies continue this ritual dance with the investor community,
as they seek to meet the latter’s short‐term‐driven quarterly earnings expectations.
In its September 1, 2015 issue, Fortune magazine introduced its first annual “Change the World” list,
adding to its other well‐known lists, such as “The Fortune 500,” “50 Most Powerful Women,” and
“The 100 Best Companies to Work For.” One clear message from the issue is the fact that demands on
corporate leadership to take the long‐term view will now go beyond taking into account the critical
role played by employees. Socially Responsible Management will increasingly demand a focus on
environmental, social and governance (ESG) impact, as it affects the bottom line.
Judith Rodin 11 , President of the Rockefeller Foundation and co‐author of “The Power of Impact
Investing: Putting Markets to Work for Profit and Global Good,” started her article in the issue by
asking the question: “Might we be seeing the sun setting on short‐termism—the practice among
analysts and investors of measuring success only by quarterly earnings?” She follows immediately
with “The numbers suggest the answer is yes.” She then launched into a discussion of investing
under socially responsible principles (more formally referred to as impact investing), where investors “are
interested in aligning more of their investments with their values.” Impact investing represents one
more area demanding attention, as corporate leaders seek to meet the needs of all stakeholder
constituencies.

11

Rodin, Judith, “The End of Short-Termism,” FORTUNE, September 1, 2015, p. 69. [Get Ref. 11]
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A Commitment to Taking the Long View Yields Superior Results
Some corporate leaders consistently showed their mettle by letting it be known that they would not
allow the quarterly earnings expectations of the investment community to dictate their strategies and
tactics for leading their companies. One notable example is Jeff Bezos, CEO of Amazon.com.
Eventually, the company’s large investors have come to accept the fact that Bezos insists on dancing
to a different tune—one which he himself calls—and will not do the quarterly earnings dance with
them. His focus was, and remains, on investing in the business for the long term.
Other leaders who showed similar mettle include Jim Sinegal, retired CEO of Costco, and his
successor, Craig Jelinek, the current CEO. Both leaders rejected the call from Wall Street to cut back
on Costco’s superior compensation and benefits for employees, which include health care benefits for
even retail staff. As an affirmation of their stand, Costco continues to outperform—on virtually every
operating and financial measure—its closest rival in the wholesale club segment of the retail sector.

Why Do Business Leaders Routinely Ignore This Obvious Reality? Do You?
It is conceivable that many reasons are responsible for chief executive officers of large companies
succumbing to the pressures of quarterly earnings and share price movements expectations. As
pointed out in the previous section on the unrelenting pressure from multiple sources faced by CEOs,
each one obviously has his or her reasons for complying. But, as we saw in the turnaround stories in
the Introduction section, those CEOs chronicled chose the parameters upon which they would focus,
and eventually delivered superior returns to their key stakeholders, including their shareholders.
Indeed, as Geoff Colvin 12 shows, the 100 Best continue to outperform their peers as investments. As
Colvin points out, analysis of the publicly traded firms in the rankings over a 25‐year period, from
1984 through 2009, by Wharton’s Alex Edmans, found that “a portfolio of 100 Best Companies
exceeded its expected risk‐adjusted return by 3.5% a year. That’s what Wall Street calls alpha, and
3.5% annually over 25 years is stupendous performance. The puzzle is how it’s possible. Why don’t
investors realize that great places to work are also great investments,… Edmans exhaustively
investigated several hypotheses, and concluded that investors just don’t get it.”
Colvin continues: “… most employers don’t get it either. Why do they let the 100 Best clean their
clocks year after year, when the secret is no secret at all? The answer is a mystery. We know 100
companies that hope the others never figure it out.”
Ultimately, each chief executive has to decide which way to go, be fully convinced in his or her mind,
and then commit for the long term.

Long‐Term Outcomes Validate Leaders Who Put Their Employees First
Examples of chief executives that put their employees first, and were subsequently validated include
the former chief executive officer of Southwest Airlines, Herb Kelleher; and of Costco Wholesale, Jim
Sinegal. The following quote by Simon Sinek 13 illustrates the point:

12

Colvin, Geoff, “Personal Bests,” FORTUNE: The 100 Best Companies to Work For, March 15, 2015, pp 106-110. [Get
Ref. 12]
13
Sinek, Simon, “Start With Why: How Great Leaders Inspire Everyone to Take Action,” Portfolio/Penguin, 2009. [Get
Ref. 13]
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“When a journalist asked Kelleher who comes first to him, his shareholders or his employees,
his response was heresy at the time (and to a large degree still is). ‘Well, that’s easy,’ he said,
‘employees come first and if employees are treated right, they treat the outside world right,
the outside world uses the company’s product again, and that makes the shareholders
happy. That really is the way that it works and it’s not a conundrum at all.’”
Clearly, Kelleher’s focus went well beyond perpetually trying to satisfy the investor community at
every quarterly earnings reporting event. Southwest and Costco are two companies that remain
performance leaders in their respective industries and continue to be admired for their people
prowess and outstanding customer service. The legacies of Herb Kelleher and Jim Sinegal certainly
live on.
In a piece presented on HBR.org, Tom DiDonato and Noelle Gill 14 ,—CHRO and VP, Leadership
Development respectively at Lear Corporation, a Fortune 200 automotive supplier—provided a first‐person
window into their efforts at effecting a culture change that was focused on weaning middle‐ and
upper‐level managers away from “their zeal for short‐term results,” to one that “emphasized
collaboration and long‐term perspective…” To their credit, the change was initiated on the heels of a
successful boost in operating efficiency that followed the company’s slide into bankruptcy during the
Great Recession. Apparently, they too now heed the warning: Coast, and you’re toast.
DiDonato and Gill also made sure to highlight the importance of CEO Matt Simoncini’s readiness to
make himself vulnerable, by admitting in front of dozens of managers that he had in the past violated
several of the model behaviors that were then being introduced, but that he had started to get better,
although he still had a lot of work to do. That important step helped to give credibility to the change
effort, according to DiDonato and Gill. There is still a lot of work to do with the initiative, and the
next phase involves cascading the learnings and gains to employees at the lower levels of the
organization.
Numerous other companies demonstrate the business value—and wisdom—of adopting a long‐term
view, and putting employees ahead of the quarterly earnings expectations of the investment
community. In Fortune magazine’s 2015 issue of “The 100 Best Companies to Work For,” Moskowitz
and Levering reported that: “The best employers are better because more business leaders are
focused on workplace culture as a competitive tool. You will see that most of these firms are winners
in the marketplace as well as in the workplace. 15 ”
For instance, take a look at the stock performance of the 12 companies that made the list every year
since it was first published in 1998—Publix, Whole Foods, Wegmans, Nordstrom, Cisco Systems, Marriott,
REI, Goldman Sachs, Four Seasons, SAS Institute, W.L. Gore and TDIndustries. In that same article,
Moskowitz and Levering went on to report that the 100 Best Companies outperformed the S&P 500
Index by a ratio of nearly 2 to 1 since 1998, according to a study by the Russell Investment Group.
This puts to rest the old notion that treating employees well might hurt the bottom line. Clearly, the
Marriott philosophy makes eminent sense: “Take care of associates, and they will take care of the
customers.”
14

DiDonato, Tom, and Gill, Noelle, “Changing an Organization’s Culture, Without Resistance or Blame,” Harvard Business
Review, HR Management, hbr.org, July 15, 2015. [Get Ref. 14]
15
Moskowitz, Milton and Levering, Robert, “The 100 Best Companies to Work For,” FORTUNE, March 15, 2015, pp. 140154. [Get Ref. 15]
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Viewing Spending on Employees as Investment Typically Requires a Shift in Mindset
Investing in human capital is increasingly a strategic imperative for companies across many
industries. As mentioned earlier, the intellectual capital component of the factors of production
continues to rise on a percentage basis. The real question then is not whether to invest more in human
capital. Rather the question should be how to make sure that such investments are at a sufficiently
high level to meet the future needs of the enterprise, and that the investments are deployed to
maximum effect.
Certain to exert a positive influence on the necessary shift in mindset to viewing spending on human
capital as investment, rather than as a cost, is the increasing effort by human resources professionals
to provide a clearer connection between an organization’s people resources and capabilities and its
operational and financial performance.
Combining input from 3,507 survey participants in 101 countries in the categories of future
importance and current capabilities into the single metric of urgency for action, Boston Consulting
Group and WFPMA 16 (World Federation of People Management Associations) painted a useful picture of
the direction in which HR leaders are likely to be headed in the near future, as they seek to become
even more valuable partners to their colleagues in running the operating units of their organizations.
The information also provides a window into the priority areas for the allocation of funds for
investment in the development of human capital and HR capabilities.

Think About It: Employees Have More Skin in the Game Than Shareholders Do
When Enron, Worldcom, Tyco, Healthsouth and others like them went down in the 1990s and 2000s,
for instance, many of the companies’ employees lost pretty much everything, past, present and
future… investments of years of faithful service to the companies; employment that serves as the
source of income to supply immediate needs and meet current obligations; devastating losses of
billions of dollars in retirement and pension funds and stock price collapses, money set aside for
meeting future needs and obligations.
Shareholders typically invest only a part of their funds in any single company. On the other hand, an
individual that works for the company is investing his or her entire life (and typically about a third or
more of every work day) in the company. His or her entire future—not just a part of his or her net worth, as
is true of the typical shareholder—is tied up with the fortune of the employer.

Empower Employees • Ignite Profitable Growth • Invite Investors

16

Strack, Rainer, et al., “Creating People Advantage 2014-2015,” The Boston Consulting Group and WFPMA, December,
2014. [Get Ref. 16]
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EMPOWERED EMPLOYEES DRIVE REVENUES AND PROFITS
Did you know that in 2010, only 34% of employees in North America said they would recommend working at
their company to a friend or relative? — Bain Insights, Forbes
Did you know that employees who say that their organizational values are “known and understood” are 51
times more likely to be fully engaged than an employee who responds that their organization does not have
values that are known and understood? — Modern Survey
Did you know that based on a 1999 study (From People to Profits) of 65,000 employees and 25,000 customers from
100 stores, over two years, it was concluded that a one percent increase in employee commitment (using a five‐
point scale) can lead to a monthly increase of nine percent in sales? —Institute for Employment Studies (UK).

‐‐‐‐‐‐‐‐‐‐ o o o o o ‐‐‐‐‐‐‐‐‐‐
In the Introduction section, we saw how three business leaders in three very different industries
achieved dramatic turnarounds by focusing first on empowering their employees. In this section, we
will consider another set of business leaders who did not allow their companies to be drained of their
competitive juices, but rather chose to build their very successful companies on the premise of
placing their employees ahead of all other stakeholders. And guess what? Their shareholders have
been, and continue to be, rewarded handsomely for the focus on employees first.
The business environment today is characterized by fierce competition, where complexity, ambiguity,
vulnerability and uncertainty (turbulent CAVU conditions, to be contrasted with the typical CAVU—
Ceiling And Visibility Unlimited) drive, and are driven by technology, globalization, and an increasing
embrace of free market norms. People prowess and corporate cultures will increasingly confer a
powerful competitive advantage to those companies that get them right.
Even in those industries that are not directly impacted by globalization, in particular those industries
that are largely dependent upon frontline, hourly wage earners—such as retail, hospitality, healthcare,
and food services—tightening labor markets are making the attraction and retention of those customer‐
facing employees (which I choose to refer to as customer‐facing talent, CFT) more challenging.
Nonetheless, there are examples of companies that respect and value their CFT and as a result,
remain relatively unscathed by the high levels of employee turnover.
In a 2012 Harvard Business Review article, Zeynep Ton 17 started by stating that “almost one‐fifth of
American workers have bad jobs. They endure low wages, poor benefits, schedules that change with
little—if any—notice, and few opportunities for advancement.” She then proceeded to introduce the
typical assumption that “… if retailers invest more in employees, customers will have to pay more…”
Definitely not so, according to Ton… and she provided a detailed look at four highly successful retail
chains, representing different segments of the retail sector to prove her point.
Specifically, she discussed QuikTrip, in convenience stores; Mercadona (based in Spain) and Trader
Joe’s, in supermarkets; and Costco, in wholesale clubs. All of these retailers “not only invest heavily
in store employees but also have the lowest prices in their industries, solid financial performance, and
better customer service than their competitors.” Talk about having it all! Ton pointed out that these
companies have demonstrated that, “even in the lowest‐price segment of retail, bad jobs are not a
17

Ton, Zeynep, “Why ‘Good Jobs’ Are Good for Retailers,” Harvard Business Review, Jan-Feb, 2012. [Get Ref. 17]
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cost‐driven necessity, but a choice. And they have proven that the key to breaking the trade‐off is a
combination of investment in the workforce and operational practices that benefit employees,
customers and the company.”
It is worth taking a close look at Zeynep Ton’s article, especially if you operate in this sector of the
service industry and your business depends heavily on frontline CFT. In contrast to highlighting the
challenges that face these CFT, such as poor wages & benefits, and unpredictable work schedules, she
discusses the performance benefits of investing in employees, using the example and experience of
each of her representative companies.
Based on evidence from her study, Ton is actually convinced, and concludes as a consequence: that
operating on the basis of a choice between investing in employees and offering the lowest prices is a
false trade‐off; that investing in employees can actually boost customer experience and decrease costs;
and that competing successfully on the basis of low prices, while simultaneously keeping employees
and customers—and dare I add, shareholders—happy, is practical… and not just a theoretical construct.

Happy, Engaged, Loyal, Productive Employees HELP the Business
In a commentary published in The Globe and Mail, Ken Tencer 18 , CEO of Spyder Works, Inc., a
boutique consulting firm that focuses on branding and innovation, recounts his encounter with the
chief innovation officer of a major U.S. company. He was told that the company had grown to such a
mammoth size over the years that “it cost more to submit an internal proposal for a new idea than it
did to start the company in the first place.”
According to Tencer, the encounter helped him to recognize the importance of intrapreneurship:
eliminating the barriers that squelch bottom‐up internal innovation. He went on to state that
intrapreneuring “is all about empowering your workforce to think like owners, and identify and
implement ideas to move the business forward...” He indicated further that “empowering your
people has an additional benefit: besides new ideas to improve products, services and processes, it
helps surface new ways to attract, engage and retain great people.” Why is this important to
businesses of all kinds? Tencer posits that “… if business success depends on happy customers,
happy customers come from energized, engaged employees.”
In “The Secret to Delighting Customers? Put Employees First,” co‐authored by McKinsey &
Company and Disney Institute 19 , the following observations were made:
“Companies offering an exceptional customer experience can exceed their peers’ gross
margin by more than 26 percent. Emotionally engaged customers are typically three times
more likely to recommend a product and to repurchase it themselves…. companies that had
a 1‐percentage‐point lead over their peers in key customer journeys typically enjoyed a 2‐
percentage‐point advantage in revenue growth. In addition, companies that deliver
excellent customer journeys increase employee satisfaction and engagement by 30 percent…
In our experience, the best way for companies to create emotional connection with their
customers is by ensuring that every interaction delights them. To do that, you need more
than great products—you need motivated, empowered people at the front line.”
18

Tencer, Ken, “Employee Happiness Matters More Than You Think,” The Globe and Mail, Sept. 16, 2014. [Get Ref. 18]
Beltran, Fernando, Bhattacharjee, Dilip, Fandel, Harald, Jones, Bruce, Lippert, Scott and Ortega, Francisco, “The Secret
to Delighting Customers? Put Employees First,” Disney Institute and McKinsey & Company, Nov. 2013. [Get Ref. 19]
19
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Indeed, there are numerous references that reinforce the clearly intuitive concept that happy,
engaged, loyal, productive employees help deliver loyal customers that are also passionate advocates
of a company’s brand and offerings.

Empowered Employees are Also Healthy, Energized, Lively, Proactive
The annual issue of Fortune magazine’s “The 100 Best Companies to Work For” provides a useful and
convenient peek into the culture, dynamics and workplace environments at companies that empower
employees to be their best, and to do their best work… by helping them to be healthier, more
energized, livelier, and more proactive. And, the ability to exercise flexibility in juggling work and
other life obligations—now being referred to as work/life integration—increasingly enables employees to
be less stressed and more engaged at work, and away from work.
These developments are reflective of the readiness at leading companies to put a premium on the
well‐being of the total person. Such companies have “leaders who genuinely listen to their employees
and craft distinctive policies and programs that suit today’s workforce,” according to Moskowitz and
Levering 20 . These are workplace cultures where every employee is considered important. As a result,
employers enjoy greater levels of commitment, loyalty and engagement from their employees.

As Employees Go, So Do Customers—Happy Breeds Happy; Loyal Breeds Loyal
In a 2012 paper, Domenico Azzarello and his co‐authors at Bain & Company 21 recommended
measuring employee engagement, just like customer engagement, and tightly linking the two. They
stated that it is intuitive that customer advocacy closely correlates with employee engagement. In order to
track and measure the link between the two, they proposed using a metric called the Net Promoter®
Score (NPS®).
Earlier, Keiningham and co‐authors 22 had discussed the link between customer loyalty, and a
company’s growth prospects. Starting with the premise that, “to most managers, growth is the engine
of prosperity and success,” and the observation that, “most companies do a relatively poor job of
managing their relationship with their customers,” they proceeded to discuss the challenges
associated with identifying appropriate metrics that are simple and robust, yet sufficiently actionable
for understanding and managing the connection between customer behavior and company growth.
Their search led them to recommend The Net Promoter Score: a simple metric that “focuses not on
quality, satisfaction or value, but on how customer word of mouth—both negative and positive—can
advance growth.”
And still earlier, Frederick Reichheld, 23 who developed the Net Promoter® Score methodology,
boldly proposed it as “the one number you need to grow.” Intrigued by a claim made by Andy
Taylor, then CEO of Enterprise Rent‐A‐Car, that he and his senior team had figured out a way to

20

Moskowitz, Milton and Levering, Robert, “The 100 Best Companies to Work For,” FORTUNE, March 15, 2015, pp. 140154. [Get Ref. 20]
21
Azzarello, Domenico, Debruyne, Frédéric and Mottura, Ludovica, “The Chemistry of Enthusiasm: How Engaged
Employees Create Loyal Customers,” Bain & Company, 2012. [Get Ref. 21]
22
Keiningham, Timothy L., Aksoy, Lerzan, Cooil, Bruce, and Andreassen, Tor Wallin, “Linking Customer Loyalty to
Growth,” MIT Sloan Management Review, Summer 2008, pp. 51-57. [Get Ref. 22]
23
Reichheld, Frederick F., “The One Number You Need to Grow,” Harvard Business Review, December 2003, pp. 46-54.
[Get Ref. 23]
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measure and manage customer loyalty without the complexity of traditional customer surveys,
Reichheld spent the next two years on research, trying to figure out the reasons for the success that
the Enterprise senior management had experienced. He subsequently came to the “counterintuitive”
conclusion that “… a single survey question can, in fact, serve as a useful predictor of growth.” And,
what might that question be? It turned out to be about customers’ willingness to recommend a
product or service to someone else.
In fact, in most industries studied, the percentage of customers who were enthusiastic enough to refer
a friend or colleague—perhaps the strongest sign of customer loyalty—correlated directly with
differences in growth rates among competitors.”
Finally, some words of caution from Reichheld: detractors (the opposite of promoters), and even
passively satisfied customers, typically take a toll on employees and increase service costs. Besides,
every detractor represents a missed opportunity to add a promoter to the customer population… or
one more unpaid salesperson to market a company’s products and services, and advance growth.
And, a customer’s willingness to recommend to a friend results from how well the customer is
treated by frontline employees, which in turn is supported by all the functional areas that contribute
to a customer’s experience. “The path to sustainable, profitable growth begins with creating more
promoters and fewer detractors and making your net‐promoter number transparent throughout your
organization.”

Tap Into the HELP Already Available to You, With Decisiveness
In many cases, most of the help that a company needs—employees that can be empowered to be happy,
engaged, loyal productive… as well as healthy, energized, lively and proactive—is already available in‐
house, hiding in plain sight. Typically missing though are the mindset and the determination of
company leadership to commit to tapping decisively into that resident valuable resource, by making
the investments necessary to create and nurture the right culture and work environment.
At those companies where senior management already possesses the correct mindset, and where the
value of in‐house talent is recognized, one other key requirement that might still be missing is a
willingness to stay the course until the expected results in performance enhancements and profitable
growth begin to take hold. Sustainable bottom line growth inevitably starts with top line growth,
which is typically driven by empowered, engaged, energized employees, a sizable number of who are
most likely already on board. But, those attractive results will typically not be ready for prime time at
the next quarterly earnings reporting event.

Customer Lifetime Value (CLV) Can Be Even Better Utilized
Which company does not love those customers who keep coming back, who keep making more and
more purchases, and who are so enamored by and loyal to the brand that they are actually willing to
go out of their way to sing the praises of the company’s brand and product offerings to family,
friends and colleagues? Such loyal customers help the company consistently generate new revenues,
and usually at a lower cost than is typically incurred when the company seeks out totally new
customers through its own marketing efforts.
The concept of customer lifetime value helps capture the attractiveness and economic value of all
customers during their entire relationship with the company.
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Use of CLV to Make Marketing Investment Decisions is Well Established
Marketers have long relied on CLV to help them make informed decisions on the levels of spending
on customer acquisition efforts that are justified by estimates of the revenue potential for the duration
of the acquired customers’ relationships with the company.
A company’s average CLVs by product categories, groupings, geographies, or some other
aggregating factors are typically used for making all types of strategic and tactical business decisions,
most notably in determining the economic advisability of marketing to different demographic and
psychographic segments of the market.
The mathematical calculation of CLV uses as inputs the contribution margins (related to the revenues)
of all of a customer’s purchases from a company, during the lifetime of the relationship between the
two. Also required as inputs are the costs the company incurs in attracting and acquiring the
customer in the first place, and in serving and keeping the customer. The following are the typical
sources of revenue and components of cost inputs for the CLV calculation:
Sources of Revenue

Acquisition & Retention Costs

Repeat Purchases

Cost of Goods/Services

Up‐Selling

Cost of Customer Reach & Acquisition

Cross‐Selling

Cost of Customer Service & Retention

Share of Wallet

Cost of Capital (WACC*)

Word‐of‐Mouth Referrals
Price Elasticity

* Weighted Average Cost of Capital

Figure 3: Key Inputs for Calculating CLV
How realistic are single‐number outputs from CLV calculations? Currently, most computations of
CLV are carried out using a deterministic approach. These yield single, deterministic outcomes
which, in reality, possess no intrinsic certainty. In order to address the uncertainties inherent in
model inputs associated with future behaviors of customers, a probabilistic CLV modeling approach
is more appropriate. Such an approach would yield more realistic ranges of CLV outcomes, with
associated statistical levels of confidence, that reflect the uncertainties in such inputs as the weighted
cost of capital (WACC), and others; such as estimates of customer lifetimes. Indeed, inputs should,
more realistically, be expressed in terms of distributions, rather than single, deterministic numbers.

The Influence of Customer‐Facing Talent (CFT) on CLV Deserves More Attention
We have seen that happy employees breed happy customers, and that loyal employees breed loyal
customers. What is not always clearly acknowledged though is the role of employees, more
specifically, frontline or customer‐facing talent (CFT), in determining the level of a company’s
average CLV by product categories, groupings, geographies, or some other aggregating factor.
Figure 3 shows how CFT exercise a direct impact on all the sources of revenue in the calculation of
CLV, except price elasticity. It is really not surprising that employee churn leads to customer churn,
which in turn leads to lower CLV. Similarly, employee satisfaction leads to customer satisfaction…
which ultimately results in all the attractive elements of the left hand column of Figure 3, finally
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leading to higher levels of CLV. Hence, an obvious starting point for raising revenues should begin
with helping your CFT to be happier, more engaged, more loyal and more productive.

Customer Referral Value (CRV) is Sometimes Just as Important as CLV
In a 2000 Harvard Business Review article, V. Kumar and his co‐authors 24 presented the results of
their study on the value of word‐of‐mouth referrals in generating additional revenues for a company.
They introduced the term Customer Referral Value (CRV), similar to the well‐established CLV that
we have been discussing. One of the insights from their study is the revelation that a company’s most
valuable customers are those whose word‐of‐mouth referrals bring in the most profitable new
customers, regardless of how much they themselves buy. Using samples from telecommunications and
financial services, they were able to come to this somewhat unexpected conclusion because they
found out that “high‐purchasing” customers who say that they will recommend your firm to others
often do not bother.
In order to take advantage of their insights to improve your marketing ROI, Kumar and co‐authors
suggest the following steps:





Calculate each customer’s lifetime value (CLV)
Calculate each customer’s referral value (CRV)
Segment customers, based on CLV and CRV
Target your marketing strategies by segment.

Kumar and co‐authors recommend that companies can encourage customers to make profitable
referrals by segmenting them into four types, and targeting their marketing strategies accordingly.
The four types are: Affluents—those who buy a lot, but are poor marketers for your firm; Advocates—
those who do not buy much, but are strong marketers; Champions—those who both buy and market
well; Misers—those who do neither well. With that segmentation, you are now ready to tailor your
marketing efforts and dollars more precisely, in order to boost customers’ total value to your firm.
The authors caution that the representative data for the study came from samples taken from the
telecommunications and financial services industries only, and that the results may not be directly
applicable to all industries. But the concept and insights provide interesting food for thought, and
possibly even the potential for some creative adaptation for application to other industries.

Loyal Employees Lead to Loyal Customers, Which Lead to Higher CLVs
We know, intuitively, that it is unlikely that a company can develop and nurture loyal customers
with help from sour and disengaged frontline employees. When employees are happy, engaged, loyal
and productive however, their interactions with customers deliver superior experiences regularly,
leading to happy, satisfied, and eventually, loyal customers. Those loyal customers are not only good
candidates for other products and services (cross‐selling and up‐selling), they also readily recommend
the company and the brand to friends and family, thus becoming even more valuable, as advocates.
According to Azzarello and co‐authors 25 :
24

Kumar, V., Petersen, J. Andrew, and Leone, Robert P., “How Valuable Is Word of Mouth?” Harvard Business Review,
October 2007. [Get Ref. 24]
25
Azzarello, Domenico, Debruyne, Frédéric and Mottura, Ludovica, “The Chemistry of Enthusiasm: How Engaged
Employees Create Loyal Customers,” Bain & Company, 2012. [Get Ref. 25]
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“The rewards of customer advocacy can be substantial. In the telecommunications industry,
for example, a few percentage points gain in customer NPS (Net Promoter Score) would
translate into hundreds of millions of dollars in customer base value for a large provider.
This occurs through an accretion of benefits: Promoters leave a company, on average, much
less frequently than detractors or passive customers do, leading to higher lifetime revenues;
promoters also encourage other people to join as customers at a much higher rate than
passives or detractors do.”
They went on to describe the radical simplicity of the Net Promoter® approach, and how it appeals to
frontline, back‐office and managerial employees alike. The strong relationship demonstrated between
the employee and the customer metrics most likely confirms the fact that the reasons customers
become advocates or detractors are highly related to the degree of employee engagement. They
concluded that “…companies that track NPS in both groups thus have an advantage over
competitors in monitoring an important source of customer advocacy.”

The Drivers of CLV Help to Highlight the Important Roles Played by CFT
Clearly, frontline employees, or customer‐facing talent (CFT) play a crucial role in enabling a
company’s improvement of its revenues, by helping to raise the levels of CLV and CRV, among other
contributions. But this important fact does not typically get the attention and recognition that it
deserves. In the sub‐section on “The Influence of Customer‐Facing Talent (CFT) on CLV Deserves More
Attention,” on page 17, we saw that CFT affect all but one of the drivers of revenue inputs for
calculating CLV.
Might this be an important clue that suggests the need for tying CFT effectiveness enhancement
efforts to improving CLV, in order to better manage the connection between the two… and thereby
improve overall revenue generation performance for relevant parts of the enterprise?

Investment in Employees Will Take Longer than 90 Days to Begin Yielding Returns
How should a company go about investing in employees, in order to empower them, and begin to
reap the rewards we have been discussing? Some insights can be gained from companies that have
blazed the trail, and are already providing leadership in this area. However, one word of caution: do
not expect the positive outcomes to influence your next quarterly earnings report. Rather, the
investments that you begin to make will more likely depress your earnings in the short term.
The Disney Institute, in collaboration with McKinsey & Company 26 , recommends the following
action steps for creating great customer experience:






Listen to your employees: Want your employees to take great care of your customers? Start by
taking great care of them…Establish mechanisms to listen to concerns, then address them.
Hire for attitude, not aptitude—then reinforce: To get friendly service, hire friendly people. Then
reinforce the behaviors you want to see…”Every leader is telling a story about what they value.”
Give people purpose, not rules: To motivate employees, and give meaning to their work, define your
“common purpose”… a succinct explanation of the intended customer experiences that resonate at an
emotional level. With clear expectations and trust to do their jobs, people feel valued and empowered.

26

Beltran, Fernando, Bhattacharjee, Dilip, Fandel, Harald, Jones, Bruce, Lippert, Scott and Ortega, Francisco, “The Secret
to Delighting Customers? Put Employees First,” Disney Institute and McKinsey & Company, Nov. 2013. [Get Ref. 26]
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Tap into the creativity of your frontline: Giving frontline employees responsibility and autonomy
inspires them to do whatever they can to improve the customer experience. They are also a rich source
of customer insights…To create an emotional bond with your customers, start with your employees.

To help you succeed at doing this, they recommend taking the following CARE steps, to demonstrate
to your employees that you genuinely care about them, and their well‐being:








Clarify: Put as much effort and rigor into understanding your employees as you do into
understanding your customers.
Align: Define a common purpose that encapsulates what your organization stands for, and
make it the emotional pivot around which all your employee and customer strategies
revolve.
Reinforce: Seeing leaders put their commitment into practice by being role models, and
acting in a new way encourages employees to follow suit and makes common purpose a
living reality within the organization.
Empower: Clarity about expectations plus freedom to act equals an empowered front line.
Establish quality standards to ensure your people make real‐time decisions that are
consistent with your common purpose. Then support your quality standards with behavioral
guidelines to shape your desired customer experience and enable your staff to measure,
coach, recognize, and reward one another in their day‐to‐day work.

Laszlo Bock 27 , SVP of People Operations at Google, Inc., the No.1 company on Fortune magazine’s
2015 list of “The 100 Best Companies to Work For,” has the following 10 suggestions for leaders that
want their companies to have a high freedom environment—predicated, of course, upon the belief
that people are good, and that they should be free:
1.

2.

3.

4.

5.

6.

Give Your Work Meaning: “Work consumes at least one‐third of your life, and half your waking
hours. It can, and ought to be more than a means to an end. Connect work to an idea or a value that
transcends the day to day, and that also honestly reflects what you are doing.”
Trust Your People: “If you believe human beings are fundamentally good, act like it. Be transparent
and honest with your people, and give them a voice in how things work.” That will involve giving up a
bit of your authority, which may sound daunting, but it really is not too risky.
Hire Only People Who Are Better Than You: “Hire by committee, set objective standards in
advance, never compromise, and periodically check if your new hires are better than your old ones.”
The proof that you’re hiring well? Nine out of ten new hires are better than you are.
Don’t Confuse Development With Managing Performance: “In all cases, don’t rely solely on the
manager to come up with an accurate picture of how people are doing… solicit input from peers…
require managers to sit together and calibrate their assessments as a group to guarantee fairness.”
Focus On The Two Tails: “Put your best people under a microscope. Through a combination of
circumstance, skill and grit, they have figured out how to excel. At the same time, have compassion for
your worst performers… most who struggle do so because you’ve put them in the wrong role…”
Be Frugal and Generous: “Most things we do for our people cost nothing…Yet they result in a
Brownian abundance… Save your big checks for the times when your people are most in need, the
moments of greatest tragedy and joy. And all workers will draw comfort from knowing that, should
they encounter one of life’s lowest or highest moments, they’ll have the strength of… behind them.”
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Pay Unfairly: “Ninety percent or more of the value on your teams comes from the top 10%. As a
result, your best people are worth far more than your average people…Make sure they feel it…
providing greater differences (in pay) will mean something.”
8. Nudge: “…Is it easy to see other people and connect? When you email or text your colleagues, is it to
share good news or snark? We are constantly nudged by our environment, and nudging those around
us. Use that fact to make yourself and your teams happier and more productive.”
9. Manage The Rising Expectations: “You’ll trip up sometimes, and need to take backward steps… tell
people around you that you’ll be experimenting with ideas before you start experimenting. That will
help transform them from critics to supporters, and…”
10. Enjoy! Then Go Back to No.1 and Start Again: “This isn’t a one‐time effort. Building a great
culture and environment requires constant learning and renewal. Don’t worry about trying to do
everything at once. Experiment with one idea or a dozen, learn from the experiment,…”
7.

Employees should be viewed NOT AS COSTS to be minimized, BUT AS ASSETS to be invested in…
since they are the eventual drivers of revenues and profits.

Empowered Employees Are the Ultimate Secret to Increasing Shareholder Value Creation
Our discussion in this section serves to drive home the fact that shareholder value creation benefits
directly and significantly from a deliberate effort to treat employees with the dignity and respect that
they deserve.
Frontline employees, or CFT, especially in industries that rely upon hourly workers—such as retail,
hospitality, healthcare, and food services—deserve special attention. For corporate leaders who aspire to
propel their companies into positions of leadership in any of these industries, what might be needed
is a cultural shift, one that is aimed at better attracting, developing, motivating, and retaining CFT.
A three‐pronged focus is recommended, for achieving the desired outcomes:
1.
2.
3.

Offer competitive (preferably, industry‐leading) wages and benefits.
Tap into worker involvement and creativity to craft stimulating work, and create
opportunities for advancement—offer attractive career paths, not just dead‐end jobs.
Hire for attitude, as much as for skills and expertise—since this has implications for culture,
camaraderie and cohesiveness in the workplace environment. Cultural fit is usually a key predictor of a
new hire’s likelihood to stay.

And, as an additional driver, offer flexibility, through worker‐centered scheduling. On a broader
level, offering flexibility would include giving non‐CFT employees the ability to work remotely, if
feasible, and when found necessary. The feasibility and terms of such arrangements should be
determined and worked out between employees, their immediate supervisors, and their team
members. The guiding principle would be that the work of the organization still gets done, and in no
way suffers as a result of such arrangements.
It is important to commit to these measures for the long term. The expected positive outcomes will
certainly not be realized in 90 days. As a cautionary example, consider the following: in February,
2015, Wal‐Mart bowed to political pressure and the economic reality of a tightening job market, and
made the decision to raise its minimum starting wage to $9 an hour, which is 24% higher than the
federal minimum. But just a few months later, by August, 2015, Wal‐Mart had started taking
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measures to counter the boost in costs accompanying the pay raise, by cutting back some employees’
hours! According to Shannon Pettypiece 28 ,
“Chief Executive Officer Doug McMillon is trying to balance a desire to improve service—
partly through increased spending on his workforce—against investors’ pressure to keep profit
growing. Labor costs, which rose after Wal‐Mart increased its minimum wage to $9 an hour
in April, have weighed on earnings, which missed analysts’ expectations last quarter. At the
same time, Wal‐Mart is trying to maintain low prices to fend off rivals.”
To put Wal‐Mart’s new $9 an hour pay in perspective relative to its direct competitor, Aaron Taube 29
reports that Costco pays its hourly workers an average of more than $20 an hour, plus generous
benefits. The result? “… the company’s turnover rate is a measly 5% for employees who have been
there more than a year.” Taube goes on to state that “Costco is primarily focused on making everyone
who works at one of the company’s 663 warehouses happy. The idea is that a more pleasant
workplace will lead to lower employee turnover and a more productive workforce.”
In an extensive write‐up on Costco, Brad Stone 30 quotes the CEO, Craig Jelinek, as saying “We sell
quality stuff at the best possible price. If you treat consumers with respect and treat employees with
respect, good things are going to happen to you.” Much from Stone’s article is relevant to our
discussion here. Here’s a short excerpt:
Despite the sagging economy and challenges to the industry, Costco pays its hourly
workers an average of $20.89 an hour, not including overtime (vs. the minimum wage of $7.25
an hour). By comparison, Wal‐Mart said its average wage for full‐time employees in the U.S.
is $12.67 an hour… Eighty eight percent of Costco employees have company‐sponsored
health insurance; Wal‐Mart says that ‘more than half’ of its do. Costco workers with
coverage pay premiums that amount to 10 percent of the overall cost of their plans. It treats
its employees well, in the belief that a happier work environment will result in a more
profitable company. “I just think people need to make a living wage with health benefits,”
says Jelinek. “It also puts money back into the economy and creates a healthier country. It’s
really that simple.”
Many conscientious companies such as Costco are performing well financially. Over the last
few years, Nordstrom, the Container Store, Sephora, REI, and Whole Foods Market, all of
which are known for treating employees well, have outpaced rivals. “This is the lesson
Costco teaches,” says Doug Stephens…”You don’t have to be a Nordstrom, selling $1,200
suits in order to pay people a living wage. That is what Wal‐Mart has lost sight of. A lot of
people working at Wal‐Mart go home and live below the poverty line. You expect that
person to come in and develop a rapport with customers who may be spending more than
that person is making in a week? You expect them to be civil and happy about that?”
Costco went public in 1985, and over the years, Wall Street repeatedly asked it to reduce
wages and health benefits. Jim Sinegal (Craig Jelinek’s predecessor as CEO) instead boosted
them every three years.
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Now, let’s go back to Wal‐Mart’s recent wage hike. According to Lauren Weber in The Wall Street
Journal 31 , one reason Wal‐Mart raised pay in February, 2015 is turnover, although Wal‐Mart’s chief
executive was reported as having “quoted company founder Sam Walton, stating that ‘our people
make the difference.’” As far back as 2006, Wayne Cascio 32 discussed the high cost of low wages, and
highlighted the predictable outcome of turnover, stating that “…in skilled and semi‐skilled jobs, the
fully loaded cost of replacing a worker who leaves (excluding lost productivity) is typically 1.5 to 2.5
times the worker’s annual salary.” Cascio’s article provides extensive comparison between the two
wholesale clubs—Wal‐Mart’s Sams Club and Costco.
Consider for a moment: if a company commits to the long‐term well‐being, career development and
advancement of all its employees, not just the salaried employees, would it not be reasonable to
expect that employees at all levels of the organization would be similarly inclined to commit to the
long‐term success of the company as well? And when this happens, wouldn’t all stakeholders,
including shareholders benefit?
Really, it all comes down to this “secret”: treat people well, treat them as adults… and they will
inevitably rise to the occasion. It’s a Pygmalion phenomenon, a self‐fulfilling prophecy. According to
Sterling Livingston 33 in his HBR Classic article, “A manager’s expectations are the key to a
subordinate’s performance and development.” “We all are like Eliza Doolittle (in George Bernard
Shaw’s ‘Pygmalion’).” Livingston goes on to affirm: “…we behave according to how we’re treated.”

Empower Employees • Pump Performance
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A CULTURE AND WORK ENVIRONMENT IN WHICH EMPLOYEES THRIVE,
RESULT FROM THEIR BEING VALUED AND EMPOWERED
Did you know that 86% of engaged employees say they very often feel happy at work, as against 11% of the
disengaged; and that 45% of the engaged say they get a great deal of their life happiness from work, against 8%
of the disengaged? — Gallup
Did you know that praise and commendation from managers was rated the top motivator for performance,
beating out other non‐cash and financial incentives, by a majority of workers (67%)? — McKinsey
Did you know that 88% of C‐Suite and 85% of Benefit Managers agree that benefit programs have the most
impact on improving employee loyalty as well as increasing employee engagement and lowering company
medical costs? — Wells Fargo.

‐‐‐‐‐‐‐‐‐‐ o o o o o ‐‐‐‐‐‐‐‐‐‐
According to Geoff Colvin, in the latest edition of Fortune magazine’s “The 100 Best Companies to
Work For,”
“More employers are seeing the connection from culture and relationships to workplace
greatness to business success. Deloitte’s annual survey of 3,300 executives in 106 countries
found that, for the first time, top managers say culture is the most important issue they face,
more important than leadership, workforce capability, performance management, or
anything else.” 34
The same article presents the secret, hiding in plain sight, as follows:
“Here’s the simple secret of every great place to work: It’s personal—not perk‐onal. It’s
relationship based, not transaction based. Outstandingly, many employers still don’t get
that…” “Let the 100 Best offer a few hints. They focus on four elements of culture that make
the most difference:…: Mission, Colleagues, Trust, Caring.” On caring, “Google, for
example, offers an employee benefit it has never publicized: If an employee dies, his or her
spouse receives half the employee’s salary for a decade. No words could send as clear a
message.”
Clearly culture matters… and very much so. But so does work environment. These are two key
components of an employee’s work experience, into which we will now dig a little deeper.

Changing Your Company’s CULTURE Can Be Challenging, But May Be Necessary
A good place to begin our discussion about corporate culture change is to agree on a definition of
company culture. For that purpose, I have chosen to lean into the rich treasure trove of experience,
spanning more than a half century, which Jon R. Katzenbach brings to the subject. Here is the starting
definition and accompanying clarification, as presented by Jon Katzenbach and DeAnne Aguirre 35 :
A company’s culture is the collection of self‐sustaining patterns of behaving, feeling,
34
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thinking, and believing, the patterns that determine ‘the way we do things around here.’ At
its best, an organization’s culture is an immense source of value. It enables, energizes, and
enhances its employees and thus fosters ongoing high performance. At its worst, the culture
can be a drag on productivity and emotional commitment, undermining long‐term success.
Most companies are so large and complex that the culture acts in both ways at once. Indeed,
the culture of a large company is typically made up of several interwoven subcultures, all
affecting and responding to one another.
Building a great culture is not a trivial exercise. It takes time, and by implication, commitment at the
top. But a company’s culture is not easily duplicated either. It can therefore help to confer lasting
competitive advantage. Every company, large or small, already has a culture. Hence, where
appropriate, the relevant discussion is one of changing a culture, not building one from scratch.
In broad terms, some undesirable corporate culture types identified by Jon Katzenbach and Ashley
Harshak include the following:




passive‐aggressive cultures—where people routinely fail to follow through on their agreements
creative but undisciplined cultures—where talented people pull in different directions
highly politicized bureaucratic cultures—that must bear the expense of their highly heavy‐handed
management style.

When a new chief executive inherits one of these types of undesirable corporate cultures, she has two
basic options available to her: she can either ignore the culture, and act as if it is not important (and of
course, run the risk of having her agenda derailed by the culture), or she can choose to address the potential
cultural impediment to her agenda. If she selects to pursue the latter course of action, Katzenbach and
Harshak 36 caution against embarking upon wholesale cultural change: which can be costly,
disruptive and risky; which can take years to accomplish; which is not a game for the faint of heart;
and, worst of all, which is rarely successful.
Rather, they suggest a more measured approach in which positive elements of the current culture are
identified, even celebrated, and then reinforced. In other words, avoid throwing out the baby with
the bath water. After all, it is unlikely that all elements of any large company’s culture are all bad, or
all good. The good elements should be complemented with careful identification of a handful (not
more than five) of new and desirable behaviors to be introduced and nurtured across the enterprise, as
replacements for the undesirable elements. As Katzenbach and Harshak suggest, focus first on “the
few critical changes that matter most and support getting the work done.”
In the same paper, they also provide what they call “Myths of Culture Change,” which are both
interesting and illuminating. These myths should serve to free corporate leaders from preconceived
notions about aspects of corporate culture that they consider might be holding them and their
organizations back from achieving still higher levels of success.
One other important component that is helpful to achieving a successful change in organizational
culture is the proper building and use of emotional sense of urgency, in contrast to a sense of urgency
that is built strictly upon logical reasons—characterized by the well‐known “burning platform”
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construct. Katzenbach and Aguirre 37 provide an extensive discussion of the use of emotional sense of
urgency under the subtopic of “The Power of Positive Urgency.”

Empowered Employees Will Only Thrive in a Culture That Values Empowerment
Southwest Airlines, The Walt Disney Company and Nordstrom are well‐known examples of
companies where a culture of empowerment has been developed and nurtured over several years.
Now, employees at these companies not only feel empowered, but know that they are empowered to
go out of their way to make customer experiences memorable, as opportunities for doing so present
themselves. Many of the stories about memorable customer experiences have become legendary. Yet,
many new ones are still being told and written, as a look in the “You Made Our Day” section of any
issue of Southwest’s in‐flight magazine will show.
At these and similar companies, employees that are “caught” going out of their way to exercise their
power, judgment and autonomy on behalf of customers are actually celebrated, and their stories are
shared, serving as inspiration for others to “go thou, and do likewise.” Such stories sound so normal,
so natural, coming from these companies. By contrast though, at those companies whose cultures
promote an expectation of scrounging to save every cent off of the backs of employees and customers,
such actions by employees, if they take place at all, are frowned upon, if not punished outright.
So, what does it take to develop and nurture a culture of empowerment? It all starts with, and is
intricately tied to a company’s “why,” according to Simon Sinek 38 , bestselling author of “Start With
Why.” An organization’s “Why”—its guiding purpose, belief or cause—provides context for everything
else…how it goes about doing so; and what it does, in order to give expression to that “Why,”
according to Sinek. For instance, he says that “… Southwest was not built to be an airline. It was built
to champion a cause. They just happened to use an airline to do it.”
The following quote from Sinek is germane to the point about empowering cultures:
“Great organizations become great because the people inside the organization feel
protected. The strong sense of culture creates a sense of belonging, and acts like a net.
People come to work, knowing that their bosses, colleagues and the organization as a whole
will look out for them. This results in reciprocal behavior. Individual decisions, efforts and
behaviors that support, benefit and protect the long‐term interest of the organization as a
whole.
Southwest Airlines, a company renowned for its customer focus, does not, as a matter of
policy, believe the customer is always right. Southwest will not tolerate customers who
abuse their staff. They would rather those customers fly on a different airline. It’s a subtle
irony that one of the best customer service companies in the country focuses on its
employees before its customers. The trust between the management and the employees, not
dogma, is what produces the great customer service. It is a prerequisite, then, for someone
to trust the culture in which they work to share the values and beliefs of that culture.
Without it, that employee, for example, is simply a bad fit and likely to work only for self‐
gain without consideration for the greater good. But if those inside the organization are a
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good fit, the opportunity to ‘go the extra mile,’ to explore, to invent, to innovate, to advance
and, more importantly, to do so again and again and again, increases dramatically. Only
with mutual trust can an organization become great.”
Clearly, it takes an empowering culture to unleash empowered employees upon appreciative and
delighted customers.

But, the Benefits of a New Culture Will Not Impact the Next Quarterly Earnings Event
Changing an organization’s culture is usually one of the most challenging undertakings by a leader.
It takes time, and success is not always guaranteed. But when it is obvious that the culture of an
organization is not supportive of achieving the purpose, goals and objectives, the worst that a leader
can do is default to maintaining the status quo. Resorting to that default setting is virtually
guaranteed to diminish the specific outcomes expected from the drive and efforts of the leader and
the entire organization aimed at achieving and sustaining a healthy and high‐performing enterprise.
Steve Denning 39 , management consultant, organizational storyteller and author—“The Leader’s Guide
to Radical Management: Reinventing the Workplace for the 21st Century,” among other titles—provides an
interesting and instructive look at successful and failed organizational culture change initiatives at
the World Bank. Denning started by introducing Leadership Tools, Management Tools, and Power
Tools of Inspiration, Information and Intimidation respectively as the organizational tools for
changing minds. And, the obvious premise is that changing minds is the very essence of changing
organizational culture.
Denning identified three frequent mistakes made in trying to change culture, which are related to the
order, the relative intensity or the absence of one of the elements, in the deployment and use of the
three sets of tools he introduced earlier. He used successive culture change attempts at the World
Bank, over a period of almost a half century, to illustrate the lessons. The unique dissection of a
succession of different leadership styles and results at the same organization is particularly rich and
enlightening.
Given the nature of the institution itself, the World Bank presents a very interesting and instructive
case study. Denning concludes his presentation with a prescriptions list of Do’s and Don’t’s for the
next president of the World Bank, but to which corporate leaders embarking upon—or in the midst
of—changing the culture of their organizations would do well to pay serious attention.

Yet, Putting a Vibrant Culture in Place is a Powerful Legacy to Leave Behind
Successful leaders often derive the most satisfaction and significance from the legacy they leave
behind at the end of their tenures. In addressing the chief executive officer, Jon Katzenbach and
DeAnne Aguirre 40 , stated that “your role as cultural leader is, more likely than not, the single thing
you will be most remembered for. That’s why so many CEOs refer to culture as their highest priority;
it is the primary vehicle for establishing their legacy.”
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In order to help you leave behind a corporate culture of which you would be proud, and one that will
continue to benefit your company for years, even decades to come, Katzenbach and Harshak 41
recommend the following seven “pragmatic practices” for changing culture through behavior:
1.
2.

3.

4.

5.
6.
7.

Start pragmatically: Don’t try to change everything at once. Focus on a few critical behaviors that
resonate with your current culture, but that will raise your organization’s performance.
Reinforce the new behavior through formal and informal means: Provide formal metrics,
incentives and process guidance that lead people to practice new behaviors again and again, until they
experience their value. At the same time, develop informal connections that foster the responsiveness
and emotional commitment needed to deal with the unexpected.
Seek out role models for the new behavior: Start with the most effective practitioners, the people
who distinguish themselves by the way they act… called “pride builders,” because their example helps
instill pride about the behavior change. They can also help… get others to adopt the same behavior.
Enlist your current “cultural carriers”: These are the people who are well positioned to transmit
behaviors to others, and who can be developed to spread the positive elements of the existing culture.
Induce these individuals to change first. But make sure the effort is simple, clearly focused, collectively
reinforcing, and not threatening to those who aren’t included.
Use the culture you already have: Stay within the most essential tenets of the existing culture.
Understand the reasons that current practices exist before you try to change them.
Model what matters most: Be a visible and consistent role model of the behavior change you want to
see in others.
Clarify the specific implications of the new behavior: Desired new behaviors, and their expected
implications for the business, need to be clearly spelled out.

And, “cultural intervention can and should be an early priority—a way to clarify what your company
is capable of, even as you refine your strategy. Targeted and integrated cultural interventions,
designed around changing a few critical behaviors at a time, can also energize and engage your most
talented people and enable them to collaborate more effectively and efficiently… working with and
within the culture you have is the best approach.” 42
Mary Barra, CEO of General Motors Company since January, 2014, had no choice but to confront the
company’s culture right at the beginning of her tenure. The daughter of a GM lifer, and she herself a
GM lifer, Barra knows GM well. Just days into her role as the new CEO, she was faced with the
defective ignition‐switch problem (blamed for more than 100 deaths) that was being pursued by the U.S.
Department of Justice. In September 2015, a $900 million settlement was reached between GM and
the Justice Department, effectively bringing the issue to a close. But, from a corporate culture
perspective, the whole ignition‐switch debacle helped to make the need for a cultural intervention an
early priority for Barra.
According to Geoff Colvin 43 , Barra “…saw that the company had a culture problem, and here was an
opportunity to attack it. So she took the direct opposite of the GM approach. ‘I never want to put this
behind us,’ she told employees at a town hall meeting that stunned many of them. ‘I want to put this
41
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painful experience permanently in our collective memory.” Her approach was very different from
that of previous GM CEOs. U.S. prosecutor Preet Bharara found the cooperation by GM executives
‘fairly extraordinary,’ thus acknowledging the ‘unprecedented… candor, cooperation, transparency
and compassion’ of the response by GM executives, as described by Barra herself. ‘It’s the reason
we’re here after 18 months rather than four years,’ Bharara commented, at the settlement event.
About GM’s culture, Colvin went on to say: “Defeating an entrenched, dysfunctional culture in a
huge, old company is rare. Almost every CEO of the past 30 years has tried it and failed. Barra is
already ahead of any predecessor, but that’s no assurance she’ll succeed. The GM culture is highly
evolved for survival. We won’t know for years whether it has really changed…” Clearly, Barra is
showing real leadership, but her work on changing GM’s entrenched culture is far from done. If she
succeeds, it would certainly be a very powerful legacy that she leaves behind.

An Uplifting WORK ENVIRONMENT Reinforces a Winning Culture
Before a workforce can be empowered and unleashed, the environment in which they operate needs
to be prepared for the purpose. Certain prerequisites first need to be woven into the fabric of the
organization—these include: clarity of organizational purpose and individual expectations; integrity;
trust; transparency, accountability, open communications; dignity & respect. With these entrenched
firmly in place, relationships and interactions within the organization become more predictably
positive, uplifting, energizing… and fun!
Complementing the “code of conduct” above, and serving as necessary input for empowering
employees to consistently deliver exceptional customer experiences, they need to be provided with
the means for doing so. This involves equipping them with the right tools and training. Learning and
development should be a standard and an ongoing part of the overall employee experience.
In addition to the importance of the actual workspace, vital components of the work environment
that employees find stimulating, inspiring and empowering include their relationships and
interactions with colleagues. This can involve something as simple as bringing employees into close
proximity with each other at every opportunity, in order to trigger interactions… and possibly even
some unanticipated business wins that can emerge as serendipitous outcomes from such interactions.
Geoff Colvin 44 sites the example of Google, where sitting in the huge cafeteria is arranged so tightly
that employees cannot but bump into each other often… thereby triggering unplanned interactions.

Bringing a More Attractive Work Environment to Life Takes Conviction
Typically, a company’s employees spend the better part of their waking hours at work, and usually,
in some specific physical location. Yes, there are some employees that are able to work remotely,
usually from home. For some others, the nature of their value‐adding activities might, from time to
time, require them to work at locations different from their normal places of work… such as at client
or customer locations, for instance. But in total, work environment involves more than the physical
locations where the work of the enterprise gets done.
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And, it makes business and economic sense to provide your employees with an attractive work
environment. That is because such an environment provides them with the setting for producing
their best work, to the advantage of the company and its other stakeholders. Indeed, a portfolio
manager once decided to start a fund for investing exclusively in those companies that provided
outstanding workplaces for their employees.
In Fast Company magazine, Mark Crowley 45 introduced the story of Jerome Dodson, who founded
Parnassus Investments in 1984. Since April 2005, Dodson had been the portfolio manager for the
Parnassus Workplace Fund (now the Parnassus Endeavor Fund), a mutual fund that invests exclusively
in large American firms proven to have outstanding workplaces. Dodson told Crowley that the idea
of creating a fund that only invested in organizations where employees were really happy had been
brought to him about a decade earlier by a journalist named Milton Moskowitz.
Dodson eventually got the fund going because he had “always felt that having a happy workforce
really meant a much better business as an investment. But until then, I had no way of proving it.”
With no track record, he started the fund with the relatively small investment of $600,000. Crowley
went on to discuss how treating people well and authentically respecting them leads to far better
business performance, and how Dodson scoured the country for companies that had built solid
reputations for treating employees with profound respect, and which supported them through
ongoing training and personal development. In other words, these were companies that “genuinely
cared about their employees as people, not just hired hands.” Companies like Intel, Google, Charles
Schwab, Microsoft and Gilead Sciences were among those that made Dodson’s list.
And, what are the results from Parnassus Workplace Fund? During the period April 2005 through
January 2013, the fund had a 9.63% annualized return, compared with 5.58% for the S&P Index.
“Workplace happiness may seem like a fuzzy concept when it comes to financial value. But as the
Parnassus Workplace Fund has proven, dignity has—and creates—value.” And, as reported by rating
agency Morningstar, the fund also ranks highest in shareholder return, compared to 1,303 other peer
funds.

And, Showing Employees That You Care Can Be Motivating and Energizing
Indeed, showing anyone that you care about them usually brings out the best in them. Employees are
no exceptions.
One touching example of a demonstration of caring was mentioned at the beginning of this section on
culture, but is worth repeating: “If an employee dies, his or her spouse receives half the employee’s
salary for a decade.” What could send a clearer message of caring? It is one of the less known (if not
the least known) perks available to Google employees.
Of course, there are many other ways that employers can show that they care for their employees—in
addition to regular and random acts of caring—including how much support they provide in times of joy
(the birth of a new baby, for instance), or in times of sorrow (such as a death in the family, or other traumatic
experiences).
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Numerous surveys and studies show the critical role played by managers with direct supervisory
responsibilities in shaping employee experience. According to a Dale Carnegie Institute study for
instance, 80% of those dissatisfied with their managers are also disengaged from their employers. On
the flip side, Towers Watson reports that, in companies where both leaders and managers are
perceived by employees as effective, 72% of employees are highly engaged.
Hence, in the quest to show employees that they are valued, and that the company truly cares for
them, it is incumbent upon companies to provide managers with the relationships training that they
need, and to enlist them in the mission of fostering an uplifting work environment.
And, it all makes definite business sense, as Leigh Gallagher 46 illustrates with the example of
Marriott:
“During the post‐9/11 recession, when many employees saw their hours cut and risked losing
their health insurance, Bill Marriott waived the 30‐hour‐per‐week requirement. ‘When you’re
in a tough situation like that, if you put your people first, they’ll never forget it.’…
Fostering that kind of workplace isn’t entirely altruistic; in Marriott’s case it’s essential to the
business’s success. ‘Think about the advantage of a place where talent wants to stay 25
years,’… Bill Marriott says a happy workforce is a cost‐saving strategy; ‘Your turnover is
lower,’ he says. ‘You don’t have as many people you have to train every year, break in every
year, you don’t have as many mistakes. A seasoned workforce does a better job—and they
cost you less money.’
…the culture (is) important in its own right… critical to the company’s overall strategy. ‘It is
not an end in itself,’ he says. ‘It drives loyalty of our folks, which drives better service, which
drives customer preference, which drives higher retention, which reduces costs. There are all
sorts of benefits to that.’”

The Ultimate Goal—A Work Environment That is a Gratifying Part of an Employee’s Life
It cannot be overemphasized that employees spend a significant part of their lives on the job. It comes
as no surprise therefore, that in Fortune magazine’s 2015 version of “The 100 Best Companies to Work
For,” it was pointed out that “… by far the most important factor when professionals consider a new
employer is whether it’s a great place to work. Companies will continue to gain a competitive
advantage by attracting and keeping the most valuable workers, which is reason enough to become a
great workplace.”
Relevant to this topic are contributions by Ron Friedman 47 , social psychologist and author. Based on
years of study and research, which were later rounded out with practical experience gained in the
corporate environment, Friedman has come to the conclusion that what people want in their
workplace is the same thing that they want in every other domain of their lives—psychologically
fulfilling experiences. These are the experiences that make people thrive. According to Friedman, three
key objectives for corporate leaders to pursue, toward helping their employees enjoy psychologically
fulfilling experiences in the workplace, are:
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1.
2.
3.

Competence: Create experiences that Grow Their Competence. Don’t just make them feel good about
the work they do, but allow them to Grow on the Job
Connectedness: Help them feel Connected, Respected and Valued by the people around them
Autonomy: Help them feel Autonomous in the way that they do their work.

And, what are the benefits to the organization of such workplace experiences for the employees? …a
workforce that is made up of happier, healthier, and more productive employees. Besides, he points
out that these attractive outcomes do not require huge investments of funds, and are therefore
available to any company whose leaders are willing to make the necessary commitment.
In addition, Friedman recommends the following three insights to every leader:
1.
2.
3.

To stay passionate, we need growth: this takes care of the boredom problem. We are most engaged,
when we are able to stretch our skills and build our expertise
Workplace friendships improve productivity: by fostering stronger focus; by encouraging honest
feedback; and by helping to make more resources available
Productivity does not equal sitting in front of a computer: to keep performing at our best, we
need “restorative experiences,” which include exercise, sleep, and the ability to disconnect (in
particular, for work that involves creative insights or complex decision making).

According to Globoforce 48 , a social recognition company that focuses on connecting employees with
corporate values and cultures, happy employees are what make a culture great… a conclusion based
on an increasing body of research. In particular, Globoforce quoted research from Wall Street Journal
and iOpener Institute, stating that, happy employees:







Stay twice as long in their jobs as their least happy colleagues
Believe they are achieving their potential 2x as much
Spend 65% more time feeling energized
Are 58% more likely to go out of the way to help their colleagues
Identify 98% more strongly with the values of their organization
Are 186% more likely to recommend their organization to a friend

As a consequence, they recommend that “Concentrating your efforts on making your employees
happy is the most direct and powerful way to impact your organizational culture.”
When an employer is successful at creating an inviting, cordial, inspirational, and psychologically
fulfilling work environment for employees, the resulting benefits of the sustained success of the
enterprise will ultimately go to all stakeholders… including the company’s shareholders, as we saw
portfolio manager, Jerome Dodson, clearly demonstrate with his Parnassus Workplace Fund earlier.

Start With the Simple and Inexpensive: Signals Intent; Sends a Positive Message;
Gets Quick Results
Every organization has a culture, created and developed over time. That culture is also continuously
evolving either by default, or guided by deliberate intent toward a desired direction. When a
company’s leaders determine that a change in culture is needed, where is an appropriate place to
begin the intervention?
48
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Culture is about people. Hence any change in culture also revolves around people. Invariably, the
ultimate goal of any corporate cultural makeover is to arrive at a happy, worry‐free workforce, the
solid foundation upon which to build a superior and lasting business superstructure. Everything else
rests on this solid foundation of empowered, engaged and energized employees. This goal of shaping
the culture of an organization is as valid for the chief executive that is well along in his or her tenure,
as it is for the newly‐appointed CEO.

A Few Key Steps for Developing Empowered Employees
We have already seen the many business benefits of a culture in which employees are empowered,
engaged and energized. A quick review of important steps in developing and nurturing such a
culture is helpful. Here are the steps:
Culture













Begin the intervention early
Identify what to keep, and what to throw away… from the current culture
For the intervention, carefully select a few critical behaviors that have the most likelihood of
achieving immediate business performance impact
Define boundaries in terms of shared values, clarity of organizational purpose and individual
expectations
Complement the boundaries with guiding principles… such as integrity; trust; dignity of the
individual; respect for all, regardless of position on the organizational hierarchy; collaboration; open
communication, accountability
Demonstrate to employees that the company truly cares about the total person, not just as a
factor of production… such as, by providing the means to help improve or maintain their total health
Make a habit of letting employees know that they are valued and appreciated
Building upon the foundation of the steps above, empower employees, simply by treating
them as adults.

Work Environment

Design the workplace to encourage meaningful interactions between employees

With employees’ help, make the work environment inviting, stimulating, uplifting, fulfilling,
and fun.

Check out the current edition (and past editions too) of Fortune magazine’s annual “The 100
Best Companies to Work For,” and appropriate many more great ideas for your own use.
With the above steps taken care of, you are well on your way to empowering your employees to
consistently deliver their very best work, and provide your customers with the very best experience
possible, at every opportunity.
Consider this thought from Scott Scherr, founder and CEO of Ultimate Software: “The true measure
of a company is how they treat their lowest‐paid employees.” 49 Also worth noting from the same
reference, Mike DeFrino, CEO of Kimpton Hotels & Restaurants stated: “Employees at every level are
empowered to do whatever it takes to care for the guest. We ask them to be themselves at work and
trust their instincts. This freedom fosters an environment of creativity, happy employees, and loyal
guests.” There you have it!
49
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Remember: Empowered Employees Are the HELP You Need
Here’s the bottom line: it’s all about helping to unleash the adult in your employees. Select team
members carefully; train and equip them to consistently deliver the best experiences to your
customers; provide them with clear purpose and cultural norms to guide behavior; develop and
nurture a work environment that is inspiring and fulfilling. Thus empowered, engaged and
energized, release them and watch them consistently delight your customers… as well as your
shareholders.
And the predictable outcome is: you will have employees who are not only happy, engaged, loyal,
and productive, but who are also healthy, energized, lively and proactive. Happily, these “help”
attributes are contagious, and are apt to go viral. Before long, your customers, your shareholders, the
communities in which you operate—in essence, all your stakeholders—will catch the “help” bug from
your employees.
You have most probably heard the expression: “this is not rocket science.” Well, sometimes, I wish it
were. Rocket science is certainly more predictable in its outcomes, than dealing with people, whose
responses to stimuli, in general, are not always predictable. As a former SSME (Space Shuttle Main
Engine) engineering research associate at NASA‐Marshall, I should know. But, the point is this: there
are aspects of human behavior that are also mostly predictable. Smile at a total stranger, in a foreign
country where you do not even speak the language. More likely than not, that person would smile
back at you. What you offer your employees is what you can expect in return. Respect elicits respect.
Loyalty elicits loyalty. Treat your employees as adults, and they will most likely behave as adults.
Now, for a quick and convenient overview of a variety of ways in which leading companies have
been successfully tapping into the “help” available to them, take a look at the short entry for each
company on Fortune magazine’s 2015 list of “The 100 Best Companies to Work For.” Those companies
which may not have already been mentioned elsewhere in this paper, but whose entries in the list
resonate rather strongly with me include: Salesforce.com, Genentech, Camden Property Trust, Deloitte,
Wegmans Food Markets, Kimpton Hotels & Restaurants, Stryker, USAA, Intuit, NetApp, Devon Energy,
Goldman Sachs, American Express, Four Seasons Hotels and Resorts, QuikTrip, Scripps Health, Houston
Methodist, CarMax, Cisco Systems, Mayo Clinic, Hyatt Hotels, General Mills, Aflac, and Adobe Systems.
Check them out. Which of the 100 resonate the most with you? What specific actions will you take, to
make sure that your company makes it onto next year’s list, whether or not it is on the list this year?
A dynamic, positive, winning culture and work environment constitute a competitive advantage that
is sustainable, because it is not easily copied. Your employees are all the HELP you need… really!

Start by Pulling The Simplest, Most Straightforward Levers First
Whether you are considering a few tweaks or significant change in your company’s culture, obvious
benefits of starting with simple, inexpensive, but immediately impactful measures include helping to
send a signal to employees that change is underway, that improving employees’ situation is a key
component of that change, and that quick and positive outcomes for the organization are expected as
a result of the change.
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In the sub‐section on “Empowered Employees Are the Ultimate Secret to Increasing Shareholder Value
Creation” on page 21, I recommended a three‐pronged approach for attracting, developing,
motivating, and retaining frontline employees, or customer‐facing talent (CFT). The first of the
recommendations is actually a good place to start putting into effect, a culture change that will
impact carefully‐identified behaviors that are intended to significantly improve operations. Here’s
that first recommendation again:


Offer competitive (preferably, industry‐leading) wages and benefits.

Employee benefits may actually be the easier and less expensive lever of the two to pull, since options
include voluntary benefits, which can cost the organization next to nothing in direct funding, both in
terms of initial outlays and ongoing expenditures. This is because employees themselves get to pay—
although an employer can elect to pay all, or part of the costs—for those benefits that they find useful for
themselves and for their dependent family members. And, certain voluntary benefits can actually
help to empower employees for peace of mind… but not all.
For instance, most large organizations have a company‐funded employee assistance program (EAP)
in place, one that is available to all employees. EAPs are necessary, but not sufficient. They enjoy very
low utilization rates, typically below 30 percent. Various measures of EAP use rate range between 1
percent and 5 percent (clinical case use rate) on the low end, and between 15 percent and 30 percent
(total activity use rate: a measure that includes ALL contact events and discrete services offered through a
companyʹs EAP, such as all calls, website hits, attendees at worksite trainings, etc) on the high end.
Key reasons for low utilization rates of EAPs include: the stigma associated with using the program (a
direct consequence of the original purpose of the programs, which was to help employees with substance abuse,
mental health, and marital or family problems); limited access to attractive aspects of the program (just
three counseling sessions, or two hours of attorney time for an entire year, for instance); and limited ability to
fully resolve most issues that employees and their families typically encounter on a continuing basis.
Apart from EAPs, some other voluntary benefits surprisingly also come with a utilization stigma that
discourages employees from taking full advantage of them. Take for instance, financial wellness
programs (FWPs). A survey was conducted in June 2015 by Harris Poll, on behalf of The Jellyvision
Lab, Inc. 50 , a technology company whose interactive software helps employees make better decisions
about employee benefits.
The survey of 1,000 adults that are eligible for company‐provided benefits, and employed full‐time at
companies with 2,000 or more employees, found that employees prefer to use financial wellness
resources in private. Sixty percent of employees surveyed don’t want their coworkers to know they
are participating in their company’s FWP. And, nearly half—45%—don’t want their companies to
know either. Clearly, there are issues of stigma, as well as trust and privacy here as well.
Still, there are certain voluntary benefits that enjoy high participation and utilization rates because:
they come with no stigma attached; they guarantee privacy in use; they are relevant to all
demographic segments of the workforce; they are affordable; they are readily accessible; and they
empower your employees to deal effectively and efficiently with most life issues, not just health or
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financial. They enable your employees to operate with less worry and stress, which translates into
more effectiveness in their work, and in other areas of their lives.
This is clearly an attractive way to empower each employee: by demonstrating to them that you care
about them as a person—and that the company cares about them too—and not just because you want the
most out of them for improving business performance.

Empower Employees • Elevate Culture

Copyright © 2015 Achsus, LLC.

36
www.achsus.com • info@achsus.com

All Rights Reserved.

Achsus, LLC

Insightful Strategies•Brilliant Xecution

HIPS—HIDING IN PLAIN SIGHT: Empowered, Engaged, Energized Employees Provide Proven Path to Powerful & Persistent Profits Performance

CLOSING REMARKS
In 2008, Howard Schultz felt compelled to take back the reins as chief executive of Starbucks, to help
the company he had built to a global powerhouse wake up and smell the coffee, after a long swoon.
Since Schultz vacated the CEO role in 2000, when he decided to take a well‐deserved break after
overseeing a dizzying growth that took Starbucks from just 17 stores when he purchased the
company in 1987 to 3,501 stores by 2000 (21,000 stores in 66 countries today), the company had clearly
lost its competitive edge, built on its focus on the customer. In the drive to expand—by opening new
stores at a torrid pace between 2000 and 2007—the company lost its underlying competitive advantage,
and started to experience a decline in performance, even as it grew in size.
Upon his return to the chief executive role at Starbucks, Schultz selected the goal of raising employee
willpower and confidence (see Figure 1, on page 4) as the key people focus (KPF), and an important
driver of the resuscitation that was needed. How Schultz went about establishing and tapping into
this power of habit was chronicled by Charles Duhigg 51 in the fifth chapter—Starbucks and the Habit of
Success: When Willpower Becomes Automatic—of his book.
Of course, Schultz had to address quite a few other issues as part of the turnaround effort, as Aimee
Groth 52 highlighted. In addition, he displayed unusual courage and humility (uncommon in C‐suites),
in owning up to mistakes 53 , which were discussed by Claire Cain Miller 54 .
But Howard Schultz’s work is not yet done … as recent developments on the labor front 55 indicate—
not that this is unique to Starbucks, though. In short, aspects of making partners (Starbucks’ term for
employees) happy still demand attention. Clearly, putting Starbucks on a strong footing for the future
remains a work in progress.
At United Airlines, Oscar Muñoz, the new CEO, recognizes the importance of addressing the people
issues (employees and customers) as quickly as possible. Herald Recorder 56 quoted Muñoz as saying
that United employees had been “allowed… to be disengaged, disenchanted, disenfranchised—the
three nasty D’s… I’ve got to win all (of them) back.” He went on: “The process and systems and
investments and all that stuff? Those are wonderful… but what I’ve got to start with is people.”
United Airlines has made progress improving its financial performance, and will stick to its plan to
return $3 billion to shareholders through buybacks, according to Muñoz in Herald Recorder. But,
might a delay of that plan in favor of making investments in employees and in the makeover of the
company’s culture be a better use of at least a portion of those funds at this time… one that would
yield even better returns in the future?
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Still, some companies appear to have found a way to pass the leadership baton effectively, while
maintaining their corporate culture as a key source of competitive advantage… at least for now. The
examples of Costco, Southwest, and Disney come readily to mind. While it is not always an easy
outcome to achieve, these companies continue to show that it can be done.
What if you, as a corporate leader, are currently faced with a company culture that is not fully
aligned with supporting your strategic intent and direction for the organization… or for the function,
or business unit that you lead? When would be a good time to start the necessary intervention?
Here’s one thought to ponder: like interest on money in the bank, the cost of inaction compounds.
Indeed, both positive and negative rates (of interest) are very efficient at their job of compounding.
Will this be your defining moment, or will it be a missed opportunity?
Finally, the possibility of sliding into a vicious cycle—rather than driving into a virtuous one—which
can make your company spiral downwards into irrelevance in this highly competitive business
environment, is very real indeed. What will your legacy, positive or negative, be like?
Now is the time to begin the proactive shaping of the legacy that you would like to leave behind, if
you have not already done so.

Empower Employees • Frame the Future • Burnish Your Legacy
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