A series of articles on HR Strategy for HR.com

by Paul Kearns

Paul Kearns raises many fundamental questions for those trying to develop HR strategies.  In a series of short articles leading up to the publication of his new book “HR Strategy: Business Focused, Individually Centred” (to be published by Butterworth Heinemann in 2003) he raises some very valid and provocative challenges for those in HR who believe they are following the new HR orthodoxy.

“The missing links in the Employee-Customer profit chain theory”

Have you have ever heard of the employee-customer-profit chain XE "employee-customer-profit chain"  theory?  Of course you have.  It is best exemplified by a case study (see “The Employee-Customer Profit Chain at Sears”, Harvard XE "Harvard"  Business Review, January-February 1998) which has become almost a mantra for the modern day HR professional. This was the theory that all well-meaning HR people had been waiting for.  Keep your employees satisfied and they will make sure your customers are satisfied.  That will, in turn, lead to running a very successful organisation.  Ahh, if only life were that simple.

It is a theory that underpins much of Dave Ulrich’s work and was the cornerstone of his very popular article “A new mandate for Human Resources” (Harvard Business Review January-February 1998).  It seems to fit perfectly with his concept of the HR profession as employee champions.  Now, it is not often that in any particular field of study all theories start to converge and yet this is exactly what has been happening in the HR world.  The pursuit of employee satisfaction has become intertwined with the concept of aligning HR strategy with business strategy.  Measuring and improving employee satisfaction is increasingly being used as a proxy for organisational improvement.  Employee attitude surveys abound.

Yet, if you look for the solid research that supports this theory you will find the Sears Roebuck case study is virtually the only one.  Or at least the only one where any explicit and really determined attempt was made to make a direct correlation between employee satisfaction and organisational performance.  Even to the extent of specifically linking a ‘5 unit increase in employee attitude’ to a ‘0.5% increase in revenue growth’.  This sort of data makes it sound so enticing, so seductive for those in HR.  We have all been searching for that nirvana: the ultimate win-win situation where the bottom line and employee benefits are optimised simultaneously.  No wonder so many HR people have been only too willing and eager to jump on this particular bandwagon.

So why, as an HR practitioner of some 20 plus years, should I be so sceptical?  Is it not in my interest to believe the evidence placed in front of my very eyes?  Well I might if I thought the theory itself made any sense. If there is a simple correlation between employee satisfaction and business performance is that relationship linear and infinite? Can employee satisfaction increase ad infinitum and would business performance match it all the way? And where do cost considerations come into this?  Is the ultimate goal that each employee maximises customer satisfaction by personally offering to transport their purchases home for them? That does not seem feasible or sensible. 

Regardless of the theory, what about the reality at Sears Roebuck?  In 1996 (see www.businessweek.com article by Susan Chandler on 11/4/96) there were estimates that Sears' “operating margin on merchandise was a measly 2.6% last year, compared with an eye-popping 54.1% on credit.”  In other words, Sears made most of its money from the interest it charged its customers using its own credit card.  This immediately starts to put a slightly different spin on the claims for its profit chain. 

It is even more interesting to bring the story right up to date using an article by Robert Berner on 30th October 2002 from the same website, entitled  “How plastic put Sears in a pickle”.  From this we can read that “….the retailing giant's earnings bombshell on Oct. 17 suggests that things aren't working quite as planned. ….The main culprit? The MasterCard. Sears said it needed to raise its bad-debt reserve by $189 million largely to cover rising charge-offs on the card, which management had said would be less risky than the Sears store card.”  Now what does this tell us about the relationship between customers and the employees who suggest they might want a Sears card? 

If we believed that employee attitudes contributed a ‘0.5% increase in revenue growth’ at Sears then should we also deduce from this that bad debt on credit cards is an indicator of decreasing customer satisfaction, possibly caused by deteriorating employee satisfaction? I doubt it and, just to muddy these already murky waters even further, there is, of course, always the same old chicken and egg question as well. Does employee satisfaction lead or follow business performance? Are employees more satisfied because of improved conditions or because they get much greater satisfaction out of seeing happier customers? I guess the answer is a bit of both. HR strategy really is a complex subject isn’t it?

We could all now indulge in our own in-depth analysis of what exactly has been going on at Sears from an HR perspective but that is not my point.  My point is this: -

-
simplistic theories based on simplistic correlations are dangerous and unhelpful in HR

-
there will never be any such thing as a one-size-fits-all HR theory

-
more importantly, this means there can never be a one-size-fits-all HR strategy.

It is this last point that for me is the most worrying for the HR community and the organisations that we are meant to serve.  Even if the profit chain theory did work for Sears does that mean that other HR teams should try to copy them?  

One big problem with the Sears case study, regardless of its veracity, is that those who do not fully understand the total picture may latch onto a simplistic point that if they focus on their employees’ attitudes it is bound to lead to business performance improvements. So does this mean that HR should recommend they should have a pay rise, better terms and conditions, a boss who looks after them, better career prospects or what?  After doing all of these ‘HR’ things, next year’s employee attitude survey results may well indicate good news; an improvement in employee satisfaction.  Yes, but does that automatically mean that the business is performing better?  Having one result without the other seems pointless and I would guess that even the architects of the Sears Roebuck approach would not support this idea, in isolation.

HR people may well want to copy the work that Sears did on the employee satisfaction side but would they ever bother to look at the complete picture?  If most of Sears profit comes from credit card interest then what would the HR team do to ensure their actions minimised the risk of default on credit card repayments?

Any HR strategy based on a theory that does not understand the complex relationship between cause and effect is doomed to be an ineffective strategy. HR strategies that purport to focus on employee satisfaction may look like best HR practice.  However, if all of the links in the chain are not in place there is a very low probability that it will genuinely help to lead to the achievement of real, strategic goals.

Paul Kearns is Director of PWL a specialist HR strategy and measurement consultancy. He has been challenging HR teams to re-position their function and become strategic business partners for over 10 years. His latest book “HR Strategy: Business Focused, Individually Centred.” redefines HR strategy as a means of linking individual commitment to strategic objectives and illustrates how CEO’s must understand and drive HR strategy if it is ever to become a reality and a means for true competitive advantage. 
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