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“Another Len Berry classic that every service company executive should read. This book definitely will be on the reading list for the Chapters team.”

—Lawrence N. Stevenson, President and Chief Executive Officer, Chapters, Inc.

“Len Berry gets it. Customers count. Insightful lessons from a real student of business.”

—L. Daniel Jorndt, Chief Executive Officer, Walgreen Company

“A road map for overcoming the maladies of complacency, overconfidence, and arrogance that often accompany success. In addition, it?s a great read.”

—James L. Heskett, UPS Foundation Professor of Business Administration Emeritus, Harvard Business School

“This well-written book demonstrates Berry’s passion for service excellence. I’ve closely followed his pioneering work, and this is his best book!”

—Stephen W. Brown, Edward M. Carson Chair in Services Marketing, Arizona State University

“Demonstrates compellingly that the nine drivers of excellence can be implemented across a wide variety of businesses.”

—Philip S. Orsino, President and Chief Executive Officer, Premdor, Inc.

“A refreshing and insightful view of service, particularly the emphasis on humane values and their vital importance to achieving excellence in service companies.”

—Denise Ilitch, Vice Chairwoman, Little Caesar Enterprises, Inc.
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AUTHOR’S NOTE 

A number of individuals provided original material for this book by participating in interviews. Individuals who are quoted without an accompanying citation provided material expressly for use in this book.


1
SUSTAINING SUCCESS IN SERVICE COMPANIES

A customer, recovering from knee surgery and walking with a cane, was Christmas shopping. When the customer asked for an item in most stores, the salesperson would point and say disinterestedly, “Over there.” However, the customer’s experience was different at The Container Store. After determining the product the customer wanted, the salesperson replied, “It’s in the back of the store. I’ll go get it for you.” Before the salesperson returned, two other salespeople cheerfully asked the customer if they could be of service.

Another customer of The Container Store completed her purchase of multiple items and headed for her car, children in tow. She placed her package on the ground as she put the children in the car—and then drove off forgetting the package. Realizing her mistake just a few minutes later, she returned to the parking lot, but the package was gone. She reentered the store hoping that someone had turned in her package, but no one had. Salesperson James Castleberry remembered the customer and asked her what she had bought. He then proceeded to gather up the products, handed them to the customer without charge, and said: “Your day will get better.” And it did, starting at that moment.

Amy Carovillano, vice president of inventory control and distribution at The Container Store, was at the airport waiting for her flight to Houston. She noticed a woman animatedly talking to the airline’s gate agents. Considerable head shaking suggested that the woman was not receiving the response she was seeking. She was obviously displeased when she left the counter.

She began looking around as if she were searching for someone. More than 100 people were in the area at the time. Then the woman headed for Amy, passing at least 50 people closer to her. She asked Amy if she were flying to Houston. When Amy replied yes, she asked for a favor. The woman’s husband had flown to Houston on an earlier flight but was stranded at the airport’s rental car counter. He had left his wallet home and could not rent a car without his driver’s license. The woman had come to the airport hoping that one of the airline’s crew would carry the wallet to Houston on the next flight. No one was willing to do so, which brought the woman to Amy.

Amy was glad to help but did have one question: Why did the woman single her out? The woman said it was because Amy was wearing a Container Store tee-shirt. She assumed Amy was an employee. The woman added that she was a loyal customer and knew how nice and willing to help all the employees were. Amy met the woman’s husband when she deplaned in Houston and handed him his wallet.

The Container Store is one of America’s most successful retail chains because it has employees who delight in helping customers solve problems—and who possess the freedom and confidence to do so. The Container Store sells storage and organization products—boxes, bottles, jars, trunks, trays, racks, baskets, buckets, hooks, shelving systems, hangers, garment bags, drawer organizers, and much more—about 12,000 different products. The company is the largest retailer of elfa® storage systems and Skandia shelving systems in the United States, even though, by design, it is not a large chain with only 19 stores at year-end 1997. From its founding in 1978 with two employees, the company has achieved average annual sales growth of 25 percent without incurring debt. Two-thirds of the revenue growth comes from existing stores, one-third from the one or two new stores opened each year. The company’s owners, Garrett Boone, Kip Tindell, Sharon Tindell, and John Mullen, all actively involved in running the company today, continually say “no” to suitors wanting to fund rapid expansion through venture capital, franchising, or a public offering. Becoming big was never the dream; creating the perfect retail store in which employees would earnestly, enthusiastically, and creatively work together to serve customers and improve operations and products was always the dream. As Garrett Boone states: “We are a company that understands our business is helping customers. We have a willingness to continually reexamine what we do and ask if we can do it better.”

The Container Store has been notably successful in attracting exceptional employees who share the strong customer-focused values of the owners. More than 1,500 employees strong now, The Container Store’s values-driven execution of the business is difficult for imitators to match. The company patiently practices its craft of selling excellent boxes excellently. It waits until it finds just the right employee, just the right store location, just the right vendor. Elizabeth Barrett, vice president of operations, admits: “I still have the reputation for holding a store position open for six weeks to look for the right person.”

The quest for excellence pays off in human terms as well as financial terms. Employees love working in this company that celebrates excellence, and customers love the experience of shopping in the stores. Once a minister announced from his pulpit that for his birthday his family was taking him to The Container Store. The whole congregation applauded. Messages from a departing part-time employee, a ninth-grade student, and a frantic customer reflect the human dividends contributed by corporate excellence.

Dear Kip:

I am a part-time employee working in the Virginia store. I work full-time for CNN.

When I was hired last June, I wanted to gain knowledge about opening a business. What I learned was more important. I learned customer service. Our extensive training was exceptional. The people sent to train us were incredible. Jane Dunnington is one of the best managers I have worked under in my career! She disseminates information and is fair. Chris Hix and Lori Stuardi have gone out of their way to keep me informed and enthused.

I enjoy the “team atmosphere” at the store and will miss it very much. Other projects in television are demanding more of my time. I am forced to resign my part-time position.

I leave with a more demanding attitude about customer service, a better organizer of closets, a contributor to a million dollar sales month, feeling valued and appreciated. If I didn’t love television so much I would be tempted to come aboard full-time.

Thank you for creating a positive environment, and I hope to contribute that attitude wherever I go.

Dear Container Store,

In late April I came to your store to purchase some packaging materials. I needed these materials to ship my ninth-grade science project to Tucson, Arizona, where I would be attending the International Science and Engineering Fair in early May. I had been searching in many places for these materials, and finally found them at The Container Store, thanks to an employee named Amy Robertson. As soon as I walked into the store, she found the materials that I needed to pack my oversize project. Amy not only found the materials but spent an additional two hours and helped me pack the project in the store. She brought out tape, scissors, and screwdrivers and finished within hours what would have taken me days. The project arrived in Tucson in beautiful condition. At the Science Fair, I was awarded third place in the world in the category of microbiology. I would like to sincerely thank Amy Robertson and all of The Container Store employees who helped me on Thursday, April 25. My gratitude cannot be expressed.

Dear Container Store,

I am writing to praise Chris Grey, one of your employees. On September 11, 1996, I spent 40 minutes with her on the phone as she “coached me and encouraged me” as I put the metro system together. The following day I came to the store to thank her in person. I was in the middle of a move and frantic. She helped me tremendously. When I met her I cried, I was so grateful to her.

I hope this letter will go into her employee file.

STUDYING SUSTAINABLE SUCCESS

The Container Store is a mature, service-intensive company that continues to improve its operations; its financial performance is stellar, its human dividends rich. Growth has not dulled its enthusiasm, success has not moderated its work ethic, praise has not slowed its efforts to improve. This company, and 13 other service companies I studied for this book, model sustainable success. The companies in my study range from local to worldwide operations. Although operating different businesses, they create value for customers through labor-intensive service operations. All are highly successful by any measure. The average age of these companies as of 1999 is 31 years.

My purpose in this book is to identify, describe, and illustrate the underlying drivers of sustainable success in service businesses. Creating a successful service operation is unquestionably a difficult task. However, sustaining success can be even more difficult. Services are performances, and the challenge of sustaining the performers’ energy, commitment, skills, and knowledge day after day, week after week, month after month, year after year—especially as the organization grows and becomes more complex—is daunting. The greater the involvement of people in creating value for customers, the greater the challenge. This is a book on the lessons 14 outstanding service companies teach about sustainable success. And the lessons they teach are clear indeed. Although the sample companies differ on the outside—the nature, size, and structure of their businesses—to a remarkable degree they are the same on the inside, sharing the drivers of their ongoing success.

The companies selected for the sample met several tests. The primary consideration was the achievement of sustained customer acceptance and financial success. I also sought a balanced sample—companies in different businesses and of varying sizes. Firms representing fresh case studies for readers also was an important criterion.

Selecting companies with a high labor component in their services was purposeful. Labor-intensive service companies should provide the best test of a services success sustainability model. If a model could fit companies that were absolutely dependent upon the actions, creativity, and commitment of service providers to survive, then it would fit to some extent all companies. All companies after all are service companies to the degree that they create customer value through performances.
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I visited each sample company, interviewing senior and middle managers and frontline service providers. I also followed up with numerous telephone interviews. In all, I interviewed more than 250 people from the 14 companies. In addition, I observed and directly experienced service delivery at the sample firms, collected a small mountain of documentation from them, and conducted secondary research on service management. My career-long specialization in services marketing and management provides a vital backdrop for this research, the most ambitious project I have undertaken.

The sample companies readers will meet in this book are profiled in Table 1-1. In addition to The Container Store, they are:

 	
Bergstrom Hotels, a group of three full-service hotels in northeastern Wisconsin: The Paper Valley Hotel, The Pioneer Inn, and The Valley Inn.* The hotels have built strong relationships with employees, customers, and their communities through attention to detail, caring, and a big corporate heart. The company was awarded the 1996 Wisconsin Service Business of the Year Grand Award. 
 	
The Charles Schwab Corporation, a securities brokerage and investment company that passionately and innovatively champions the investors’ cause. Schwab’s energy for continuous improvement, technological leadership, and profitable growth is remarkable. 
 	
Chick-fil-A, one of the world’s best quick-service restaurant chains with an unwavering commitment to excellent food, respectful customer service, store operator success, and teamwork. At Chick-fil-A, there is a free lunch—in the employee cafeteria at the home office in Atlanta. 
 	
Custom Research Inc., a highly progressive marketing research company that has built a strong business with Fortune 500 clients through team service delivery, innovative practices, competence, and an emphasis on continuous improvement. Custom Research won the 1996 Malcolm Baldrige National Quality Award. 
 	
Dana Commercial Credit, an indirect wholly owned subsidiary of Dana Corporation providing lease financing services with integrity, quality, and creativity. Notable for investing in its people’s success, Dana Commercial Credit won the 1996 Malcolm Baldrige National Quality Award. The company also won the 1995 Michigan Quality Leadership Award. 
 	
Dial-A-Mattress, a company that sells bedding over the telephone 24 hours a day, seven days a week, and delivers orders as soon as customers want them—within two hours if desired. For years it was nearly impossible to live in New York City and be unfamiliar with the company’s advertising theme: “Dial 1-800-MATTRES and leave the last ‘s’ off for savings.” The company’s founder, president and CEO Napoleon Barragan, probably is the nation’s most passionate believer in the marketing power of toll-free 1-800 numbers. 
 	
Enterprise Rent-A-Car, the fastest-growing rental car company in America, which attracts talented, entrepreneurial-minded people to the organization and allows them to run their businesses. In recent years, Enterprise has been hiring more college graduates than any other company in America. 
 	
Midwest Express Airlines, a jewel of an airline that began service in 1984 as part of Kimberly-Clark Corporation. Now an independent, public company, Midwest Express takes great pride in offering “the best care in the air.” In Zagat’s 1997 survey of 60 of the world’s largest airlines on comfort, service, timeliness, and food, Midwest Express ranked first in the United States and was the only U.S. airline to place in the world’s top 10. 
 	
Miller SQA, a highly successful division of Herman Miller that is reinventing office furniture manufacturing and marketing by focusing on the process rather than the product. Miller SQA lives the initials in its name—“simple, quick, and affordable.”

 	
Special Expeditions, an environmentally conscious travel company that uses small ships and Zodiac landing craft to expose travelers to dramatic geology, wildlife, and native culture in remote places in the world. Travelers are active participants in an expedition led by a staff of naturalists. The company was rated among the top 10 cruise lines in the world in the 1996 Condé Nast Traveler Reader’s Choice Awards. 
 	
St. Paul Saints, a minor-league baseball team in St. Paul, Minnesota, that sells out every home game and has a season-ticket waiting list of more than 1,000 people. Operating on the principle that “fun is good,” the Saints offer a strong entertainment value for families and have earned the affection and loyalty of the entire community. 
 	
Ukrop’s Super Markets, a family-owned chain in Richmond, Virginia, that in 1997 held an astonishing 37.6 percent1 share of the local grocery market. A leader in ready-to-eat meals, a pioneer in relationship marketing, a generous and active corporate citizen, Ukrop’s has forged an unshakable bond of trust with its customers, associates, and community. 
 	
USAA, headquartered in San Antonio, Texas, a worldwide insurance and diversified financial services association that primarily serves members of the U.S. military and their families through toll-free telephone calls, fax, and mail. Aggressive investment in technology, customer feedback systems, employee training, and the quality of work life contribute to superlative service and an insurance customer retention figure of about 97 percent. USAA was included in the book The 100 Best Companies to Work for in America.2

 
 
These 14 sample companies provide the book’s foundation. Their lessons not only teach but also stretch us to imagine, to ask “what if” questions about our own companies; they inspire. Lessons from the sample firms are infused into every chapter, and readers will be intimately acquainted with all 14 companies upon completion of the book. These truly are great service companies, companies that demonstrate the grand possibilities accompanying leadership with heart, companies that show the way to sustainable success.

THREE CHALLENGES IN SUSTAINING SERVICE SUCCESS

Three specific challenges in sustaining success are accentuated in enterprises that create value for customers primarily through services. The more labor-intensive the services, the greater the challenges of:

 	operating effectively while growing rapidly
 	operating effectively when competing on price
 	retaining the initial entrepreneurial spirit of the younger, smaller company
 
 
Execution Versus Growth

Balancing the need for growth with the requirements for execution is one of the most difficult challenges managers face. In the early 1990s, computer marketer CompUSA was the fastest-growing retail company in America. However, by 1994 the company’s survival was threatened as a result of weak financial controls, undisciplined merchandising practices, and poor in-store operations. Rapid growth had outstripped the small-company infrastructure and systems in place at the time. The chief executive was ousted and the new CEO, Jim Halpin, halted the expansion. Most senior managers were replaced. The company centralized merchandising, revamped store operating practices, and strengthened the balance sheet. Only then did it cautiously ramp up new store expansion. CompUSA has become a strong performer under Halpin, and the lesson of out-of-control growth still reverberates in the company’s boardroom to this day.

During periods of rapid growth, adhering to original operating standards becomes problematic. Relaxing standards is common when fastgrowing companies select, orient, train, and educate many new managers and employees. Maintaining effective internal company communications, reinforcing the company’s vision and culture, and delivering consistently high quality service—essential success factors—are challenged by expansion. Not allowing the pressures of growth to undermine the effectiveness of labor-intensive value creation requires a higher level of leadership and discipline than exists in many companies.

No matter how brilliant a company’s strategy, it still must be executed. Otherwise, the strategy is simply being advertised for competitors to imitate, execute better, and win away the market. Service companies create value through performances. “Product quality” is a function of performance quality, which, in turn, is a function of the ability and motivation of the performers. Performance suffers when growth weakens organizational practices that promote employee ability and motivation.

ValuJet was a fast-growing, profitable—yet deeply troubled—airline well before its tragic May 11, 1996 crash of Flight 592 in the Florida Everglades that killed 110 people. Yes, it was a moneymaker, but its profits came to a sudden halt on the day of the accident. Lax controls, the outsourcing of all maintenance and training, and a weak culture undermined by a lack of attention to nonfinancial goals paved the way for ValuJet’s undoing. Six days after the crash, ValuJet cut its daily schedule of 320 flights by about half in an attempt to maintain reliable operations during an FAA evaluation. The airline was forced to refund more than $4 million to passengers who were reluctant to fly ValuJet or whose flights were canceled. On June 17, 1996, ValuJet became the largest airline ever to be grounded by the FAA. The company resumed flights three months later but was unable to regain profitability. The negative brand equity associated with ValuJet became a liability that could not be overcome. In 1997, ValuJet assumed the name of an acquisition and renamed itself Air Tran Airlines.

Service companies sell a promise. Passengers who board an airliner have no technical basis for judging the competence of the crew or the airworthiness of the airplane. All they can do is trust, and their willingness to do so is a function of their prior experiences and the company’s reputation. The customer’s confidence is the most precious asset for any company that sells promises for a living. Superb execution of the service day after day after day is a cornerstone of confidence building. Strengthening the customers’ confidence isn’t about making promises but about keeping them. When a service company loses its customers’ confidence, it loses everything. This is what happened to ValuJet. ValuJet made $20.7 million in profits in 1994—its first full year of operations. Southwest Airlines earned as much only after its first eight years. Yet Southwest Airlines became America’s most consistently profitable airline with a strong reputation for value, reliability, safety, and fun; ValuJet had to change its name to, in effect, disguise who it is and to begin building a new reputation.

Execution Versus Price

The lack of physical differentiation among competing services encourages managers to overuse price as a marketing tool. Whereas the fit and feel of a pair of trousers or the styling of an automobile can give customers nonprice reasons for favoring one brand over another, services managers often are limited to nonphysical means of differentiation. They frequently choose price cutting, which may lead to cost cutting and may weaken execution. Although managers could strive to differentiate their services with higher quality rather than lower price, price cutting is a favored path because it can be implemented quickly and may be deemed more salient with targeted markets.

One of the biggest mistakes managers make is assuming that value and price mean the same thing to customers. They do not. Price is part of value but not its equivalent. To customers, value is the benefits received for the burdens experienced; it is what customers receive in exchange for what they must endure to receive it. Burdens have both a monetary component (price) and a nonmonetary component (for example, unknowledgeable service providers, inconvenient service locations or hours of operation, busy telephone lines).

Price is price; value is the total experience. Companies that sacrifice the customers’ satisfactory experience for lower costs to support lower prices may decrease rather than increase customer value. Preparing for deregulation and expected price competition, local telephone service providers began eliminating thousands of workers from their payrolls in the mid-1990s. The layoffs occurred as demand for services escalated because customers were requesting additional telephone and fax lines. More demand combined with less capacity undermined adequate service delivery, resulting in rising consumer complaints and regulator activism. In 1996, for example, New York’s Public Service Commission ordered NYNEX to rebate $50 million to five million consumers because of slow repair and installation services; Wisconsin’s Public Service Commission filed a civil suit against Ameritech for slow, unreliable service; and Idaho levied fines on US West for taking too long to fix telephone outages.3 By equating price and value, decision makers in these companies took the wrong path.

Preparing for intensified competition requires strengthening execution, not weakening it. The tougher the price competition in a market, the more important quality of service is to sustainable success. Why? Because without differentiated quality, without a superior total experience to offer customers, a company has few, if any, nonpricing options when key competitors cut their prices.

Entrepreneurship Versus Maturity

Maintaining an entrepreneurial culture that celebrates continuous improvement and discovery is challenged by organizational maturity and growth. Innovative entrepreneurship comes from conditions more typical of newer, smaller organizations than mature, larger ones: the dream of building a great business and the fear of failure.

Inspired service providers are most likely to invest the personal energy and endure the risks of improvement seeking. They are most likely to identify better ways to perform their service and to speak up when they see their company going in a wrong direction. Yet, inspiration is jeopardized as the business grows and adds employees, locations, and more formalized operating policies and systems. Rules replace the informality that nurtures personal interaction throughout the organization. Turfism replaces teamwork. Memos replace face-to-face communications. Supervisory layers replace impromptu visits with the owner. The power of the dream, the sense of mission, can easily fade as a company not only becomes more successful but also bigger, more complex, spread-out, and bureaucratic.

Most service positions involve significant discretionary effort, which is the difference between the maximum amount of energy an individual employee can bring to the service role and the minimum necessary to avoid penalty. The difference between the maximum and minimum energy investment is discretionary to the individual employee. Personal entrepreneurship is a discretionary act; the individual service provider decides whether to try something new, whether to risk helping a customer with an unusual or difficult request, whether to assume the mantle of leadership in solving a company problem. One of the principal differences between outstanding and mediocre service companies is that the former receive far more discretionary effort from employees. Personal entrepreneurship—a discretionary act—is jeopardized as firms grow, age, become more complex, and change leadership. And yet sustained success requires continual innovation and improvement.

Holiday Inn was a feisty, innovative company in its youth. Founder Kemmons Wilson envisioned creating a chain of clean, comfortable, consistent, and economical way stations for families traveling by automobile. In the 1960s, Holiday Inn emerged as the undisputed winner in the U.S. hospitality market. By the 1980s, however, the chain’s fortunes and reputation had begun to decline. The market was changing—more segmented hotel concepts, more price discounting, more business travelers supplanting families as the primary customer—and Holiday Inn was losing its leadership position. Strategic innovation in the company was centered more on new concepts such as launching Embassy Suites and entering into the gaming industry than on the core Holiday Inn business.

Holiday Inn was built on consistency of presentation but was allowed to become inconsistent with a highly variable mix of properties operating under the brand name. Many Holiday Inn properties became tired and worn. The negative images evoked by the brand became sufficiently strong and so widespread that management removed the Holiday Inn name from the company’s more upscale Crowne Plaza properties. By 1997, with the company belatedly but vigorously replacing or renovating older, run-down Holiday Inn properties, the company found it necessary to air television advertising portraying hotel housekeepers with chainsaws destroying a sleeping room and then completely refurbishing it. In effect, Holiday Inn was admitting that many of its hotels were worn out—and was asking for a chance to restore the confidence of travelers. A famous brand name became tarnished because the service it represented lost its currency. In its evolution as a company, the founder’s vision and entrepreneurial spirit faded away. An innovative company ceased to be very innovative. It happens in many companies.

Execution versus growth. Execution versus price. Entrepreneurship versus maturity. These perils may simultaneously contribute to a company’s decline. Companies frequently become less effective strategically and executionally because strategy affects execution and vice versa and because both are a function of the quality of leadership in the company. A weak strategy drains the commitment of the service providers who are supposed to implement it. It is difficult for employees to be excited about a strategy that doesn’t excite customers. Conversely, poor execution undercuts even the most brilliant strategy. Customers cannot receive the full benefits of a company’s service strategy if the performers do not perform it well. Eventually, the strategy loses its luster because it is not producing the expected results.

SUSTAINING SUCCESS IN SERVICES

Sustaining the skilled actions, personal innovation, and emotional commitment of people in service businesses as time passes and the organizations change is a tall order. The quality of machine-produced products is far less dependent on the actions, creativity, and commitment of individual employees—perhaps hundreds or thousands of them—than the quality of people-produced products. In services performed directly for customers, such as in retailing, education, health care, and transportation, the service is inseparable from the people performing it. An inept salesperson is an inept store; a nurse’s personality may send patients in search of a new doctor.

In 1983, Royal Dutch Shell commissioned a study on corporate longevity. The purpose of the research was to identify the success drivers of firms older than Shell, which was then 100 years old. The study focused on 27 companies in North America, Europe, and Japan that ranged in age from 100 to 700 years. The findings from the research, discussed in a 1997 book, The Living Company, are fascinating.4 The book’s author, Arie de Geus, makes a strong point when he argues that most companies are underachievers and do not come close to realizing their full potential. In an article on his findings, de Geus writes:

The high corporate mortality rate seems unnatural. No living species suffers from such a discrepancy between its maximum life expectancy and the average span it realizes. And few other types of institutions—churches, armies, or universities—have the abysmal record of the corporation.

Why do so many companies die young? Mounting evidence suggests that corporations fail because their policies and practices are based too heavily on the thinking and the language of economics. Put another way, companies die because their managers focus exclusively on producing goods and services and forget that the organization is a community of human beings that is in business—any business—to stay alive. Managers concern themselves with land, labor, and capital, and overlook the fact that labor means real people.5

Companies need not die young. I was inspired to research and write this book to learn, distill, and share the success sustainability lessons of great service companies. Despite the perils posed by time, growth, and success, some service companies keep getting better. How do the Charles Schwabs, Enterprise Rent-A-Cars, and Chick-fil-A’s do it? I anticipated that these long-time achieving companies would share certain traits in common but also would differ in certain respects, if only because the particulars of their businesses were different. I sought to identify and understand the underlying success sustainers in service businesses that transcended the particulars of any one type of business. What came from intensive study of truly outstanding service companies is the most exciting discovery of my research career to date: the drivers of sustainable success in labor-intensive service businesses are common across the different businesses. The portraits of success sustainability for 14 distinct companies ranging from a supermarket chain to an airline to a furniture manufacturer to a baseball team are virtually identical.

I need not draw multiple success models for different types of service companies; if a company creates customer value through labor-intensive performances, I need draw only the one picture shown as Exhibit 1-1. This exhibit is a comprehensive, accurate portrait of each sample company I studied. This is what a world-class service company with sustained success looks like.

Each chapter of the book develops one part of the success sustainability model. Exhibit 1-1 is a picture of the book. Just as there are no shortcuts in implementing this sustainable success model, there are no shortcuts in understanding it. Readers are encouraged to read every chapter in sequence as each chapter builds on previous ones. I found nine drivers of excellence in my study of the sample companies. The central driver of excellence, values-driven leadership, gives root to the other eight. The bold arrows in the model depict the primary relationships. The dotted-line arrows from the circle indicate the interrelationships among the success drivers; each success driver in the model nourishes others.
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EXHIBIT 1-1 Drivers of Sustainable Success in Service Businesses

The book is about the overriding importance of humane values in building a lasting service business. Great service companies build a humane community (the organization and its partners) that humanely serves customers and the broader communities in which they live. Everyone benefits from the existence of a great company—customers, employees, suppliers, investors, cities, nations. Strong institutional values enabling human beings at work to realize their full potential as individuals and as members of a community contribute to the creation of compelling value inside and outside the company. The company survives as a success because it is more fully alive.

Restaurant owner Drew Nieporent has not had a single failure since opening his first restaurant in 1985. By 1997 he was operating seven restaurants—five in New York City, one in San Francisco, and one in London. He has won every major restaurant industry award. By any measure, he is successful in a difficult, fickle business. Nieporent understands the central role of values-based leadership in creating a lasting business. “Restaurants are like children,” he says. “They need your attention when they’re young. You give them values and principles and hope they grow up strong.”6

This is a book about lessons learned from service companies that have grown up strong. These companies have much to teach us.

*The three hotels were sold by Bergstrom Corporation to Montclair Hotel Investors in January 1998. Because Bergstrom Hotels owned and operated the properties when the research was conducted, its name appears here and elsewhere as appropriate. Reasons for the sale are discussed in Chapter 3.
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SUCCESS-SUSTAINING VALUES 

Mike Rabbitt, a pilot for Midwest Express, had flown for several other airlines prior to joining Midwest. He tells a story of his teenage children’s reaction to his decision to join Midwest Express:

My children had flown many other airlines before. Kids can be brutal. My son was very status conscious and was asking, “Who is Midwest Express?” I took them on a flight and afterwards, they said, “This is COOL!” They became psyched about the airline. This gives me great satisfaction. Midwest Express won my kids over on one flight, and I have been trying to do this all of their lives.

Midwest Express has won the hearts of many demanding customers over the years. Flight attendant Beverly Donaldson recalls an incident during a winter storm when a flight from Newark could not land in Milwaukee. A customer loudly proclaimed her disbelief that the problem was weather-related: “Other customers heard what this customer told me and they took up for Midwest Express. They would not let the customer give me a hard time. Our loyal customers came to my rescue.”

Midwest Express wins the loyalty of passengers by coupling competence with caring. A passenger needed reassurance that her dog was on the flight. Michael Desmond, working in the ramp area, retrieved the dog cage from the hold and held it up so the passenger could see her dog through the window. A delayed passenger waiting in the airport needed a diaper for her baby, and a Midwest Express employee went to his truck to get one for her. Customer Service Representative Denise Dembosky took care of a child who was traveling alone and had a three-and-a-half-hour layover. She kept the child at her side as she performed her job: “I got a phone call from her father and he told me that I had made a best friend.” Midwest Express lost the suitcase of a passenger who had an important meeting the next day. A customer service representative went home, got one of his own suits, and took it to the passenger’s hotel. The suit was delivered to the passenger’s room with this note: “I noticed that we are the same size; I know all of the stores are closed, so here’s one of my suits. Just return it when you are done.”

Why did these employees decide to help the customers in personal ways? Midwest Express and the other 13 companies featured in this book use the power of values-driven leadership to sustain their success. The leaders of these companies recognize that every employee makes countless decisions each day that directly or indirectly affect customers and strengthen or weaken the company’s reputation. How to guide the decisions individual employees make, often in split-second time frames with customers facing them or on the other end of a phone line, is a pivotal question in service companies. Midwest Express has rules, of course, but not about holding up a dog cage to reassure a passenger or loaning a passenger a suit of clothes. What distinguishes Midwest Express from competitors, what makes it a special company that attracts special employees, what sustains commitment to service, harmony, and improvement is a strong and clear set of values that include service excellence, mutual respect, honesty, and integrity.

These core values start with Timothy Hoeksema, Midwest Express chairman, president, and CEO. Hoeksema’s values-driven leadership is his service to Midwest—teaching the values through deeds and words, spreading them throughout the organization, reinforcing them at every turn. The values of the senior leader have resulted in an organization of decision makers with similar values, including pilots, flight attendants, customer service representatives, station managers, reservation agents, and baggage handlers.

Although demographically and experientially diverse, Midwest Express employees share common values. They are attracted to the company and the company is attracted to them because of values compatibility. Once they are on the job, the values are continuously reinforced. Midwest Express’s value system is its secret weapon.

VALUES: A COMPANY’S TREASURE

What’s in the company vault? Like the money in a bank’s vault, values are the company’s treasure. Values reflect what the leader holds worthy, what the organization assigns worth. They are the ideals, principles, and philosophy at the center of the enterprise. They are protected and revered. They reveal the company’s heart and soul. They energize the covenant.

Unlike stacks of $100 bills or gold ingots, these valuables are intangible. From them, however, flows the company’s life. Their force and spirit permeate the company at every level, and they become palpable in decisions and behavior. What’s in the company vault at Midwest Express explains an employee spontaneously showing a passenger her dog from the loading ramp, another loaning a stranger a business suit, and yet another watching over a vulnerable child traveler.

The stronger the fit between the values of senior managers and employees, the stronger the guiding and motivating influence of organizational values. Kouzes and Posner make the point well:

When individual, group, and organizational values are in synch, tremendous energy is generated. Commitment, enthusiasm, and drive are intensified: people have a reason for caring about their work… . Shared values are the internal compasses that enable people to act independently and interdependently.1

The sample companies studied for this book are remarkably dynamic, original, and energetic in their business approaches. Yet their dynamism is coherent, their originality channeled, their energy focused. Clear organizational values that tap into the employees’ deepest values offer the stability in what are otherwise high-motion enterprises.2 As Southwest Airlines founder and chairman Herb Kelleher writes:

I have seen brilliant entrepreneurial strategies falter as an organization grows and matures. Obviously, you manage a $25 billion company differently than you do a $25 million company. But you change your practices, not your principles.3

Great service companies have a soul that underlies their strategies and day-to-day operations. Strategies and tactics change; the company’s value system—its soul—is stable. And from these values come all of the success sustainers modeled in Exhibit 1-1 and developed in this book. The winning strategies, the transforming decisions made during crises, the big-dollar investments in distant payoffs, the commitments to developing human potential and vitalizing the larger community—all are rooted in clear, compelling core values. Strong values-driven leadership enables organizations to achieve what John Gardner calls wholeness incorporating diversity. Speaking to a Stanford University graduating class, Gardner told them their goal was “not to achieve wholeness by suppressing diversity, not to make wholeness impossible by enthroning diversity, but to preserve both.”4

COMMON CORE VALUES

The vaults of the sample companies safeguard seven commonly held core values: excellence, innovation, joy, teamwork, respect, integrity, and social profit. They are interrelated, organic to the defining culture that transforms a corporation on paper into an achieving community in practice. Exhibit 2-1 shows no interior lines because these values meld, reflecting pictures of the same body from different vantage points.

As a group, these core values generate benefits for all company stakeholders—customers, employees, vendors, partners, communities, nations. Customers, employees, and other stakeholders are not separate entities but rather integral to the whole value system.

Excellence

Although the sample companies are strong profit performers, profit itself is not a defining value; rather it is an outcome. The pursuit of excellence, however, is a defining value. The word good is rarely used in the sample companies. Good isn’t good enough. The pride of achievement comes from striving for excellence.
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EXHIBIT 2-1 Core Values That Sustain Service Performance

Sustainable success stems from insisting on exceptionally high standards in operating the business. What is acceptable to most companies is unacceptable to the sample firms. Chick-fil-A products must demonstrate significant taste superiority over competitive products to be marketed by the company. In 1997, after two years of testing and refinement, Chick-fil-A stopped testing a chicken pot pie product. The product sold well in 15 test market stores, but it didn’t score significantly above the competition on taste tests. States Dan Cathy, executive vice president of Chick-fil-A, “Every decision on what is on the menu either adds strength to our brand or dilutes it.”

Midwest Express spends significantly more on food per passenger than its competitors. The company is noted for serving full meals on china plates with silverware and linen napkins accompanied by free wine or champagne. Its legendary chocolate chip cookies are baked on board. “Back in the early 1990s, when airlines were bleeding money,” notes Tim Hoeksema, “we could have saved millions cutting back on food, but we would have lost our reputation.”5 Between 1990 and 1994, among the worst years in airline industry history, only Midwest Express and Southwest Airlines were profitable every year.
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