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			Advance praise for Partners on the PayrolL

			We don’t have “hired hands” any more. Bill has helped everyone at One Week Bath think like partners. 

			—Matt Plaskoff, President and CEO, One Week Bath

			I love this book! It leads and teaches everything I believe in and have tried to do for the last 20-plus years. In that time we have grown from $7.5 million (which it took 20 years to get to) to over $125 million this year! I know it works and so does every one of my partners! Thanks, Bill!

			—Robert Griggs, Founder and President, Trinity Products

			I read it straight through. What incredible experiences Bill has had coaching companies to build extraordinary success! The feeling of coaching our team and witnessing employees transforming into business partners will stay with me for a long time. Having led a company this way it feels completely foreign to try any other way. Why would you keep employees in the dark? Why would you try to shoulder the burden of solving business problems all to yourself?

			—Melissa Hamilton, Board member and former CEO, Stellar

			The pandemic brought unique challenges to healthcare providers like us. Using this approach allowed us to make dramatic strides in profitability and overall patient care. But culture and employee engagement have always been important, too, and the approach reinforces important cultural aspects like economic engagement, transparency, and teamwork.

			 —Guru Sankar, Managing Partner AFC, Urgent Care Portland

			A wonderfully readable book that will help every company owner and manager get the most from their teams.  It shows how companies should run—with people, principles and profits.

			—Ronald Saks, President and CEO, LMI Aerospace

			Helping every associate understand how they contribute to the organization’s success is key, and we were able to accomplish that in Productions Services at Capital One. Partners on the Payroll wonderfully illustrates the value of all employees acting as committed and engaged owners.

			—Dan Mortensen, President and CEO, Virginia Council on Economic Education

			Former executive, Capital One

			We have nothing but partners on our payroll at Comfort Supply. Everyone’s an owner, and everyone understands the business. I recommend this book to every entrepreneur.

			—Clay Blevins, President and CEO, Comfort Supply

			We worked with Bill Fotsch for many years and he was instrumental in helping us implement open-book management. This management practice elevates employee engagement and creates true partners that work together for the greater good.

			—Elizabeth Wilder, President and CEO, Anthony Wilder Design/Build

			Our company experienced serious challenges following the global financial crisis, and Bill Fotsch helped us navigate them. Today we’re a stronger business thanks to the ideas Bill outlines in this book.

			—David J. Pring, CEO, Post Form Laminating

			Bill helped our company operate more profitably by engaging everyone in the economics of the business. This book will show you how to do it.

			—Angus Beasley, Cofounder, Adams + Beasley Associates

			You’ll want to buy a copy of this book for everyone on your team, and then put its ideas into action. Quite simply, it’s a better way to run a company.

			—Janet Wheatley, Vice President, Traveler Services North and Latin America 

			Carlson Wagonlit Travel (retired)

			Through working with Bill I was able to participate in the process of bringing company and employee goals to the table, resulting in the parties working together instead of at cross purposes. Bill’s work made a big difference.

			—Warren Johncock, Union Delegate

			An extremely helpful book. It’s the way we run our company.

			—Richard Feuerborn, CFO and Principal Engineer

			FA Engineering

		

	
		
			I dedicate this book, first and foremost, to my immediate family, who taught and reinforce the basic principles on which this book is based. And to all the partners in my career who embraced treating everyone they encountered as part of their extended family.

		

	
		
			Preface

			Imagine a company where everyone on the payroll is engaged and committed. Where employees are considered trusted partners rather than hired hands. Where everyone has a chance to learn about the business, to contribute to its success, and to share in the wealth they help create.

			Such a company would likely be highly profitable—a leader in its market. It would attract and keep the best people. It would be innovative, because employees would regularly come up with new ideas to boost efficiency or better serve customers. It would be an organization that everyone, from the CEO to the accounts-payable clerk, could take pride in being a part of.

			As we continue to rebuild the American economy after the coronavirus pandemic, this is the kind of company we need. We need businesses that can compete with anyone in the world. We need businesses that provide all their employees with good jobs, with opportunities to grow, and with a chance to accumulate wealth. We need a system that gives millions of hard-working citizens a chance for a better life, funded by companies that are profitable and growing.

			Such a system might be called partnership capitalism. The companies that make it up might be called partnership companies. They have partners on the payroll, not hired hands.

			We may have to wait awhile for the system to develop. But there are plenty of partnership companies around. This book will tell some of their stories. And it will show you how to create one.

		

	
		
			Introduction

			The Closet Capitalist

			I arrived in Australia on a Tuesday. I had worked in Europe for a few years early in my career, but I wasn’t what you’d call a world traveler. So Australia was a surprise. I had left the US in the middle of winter; now, suddenly, it was summer, hot and dry. The grass was green, the flowers in bloom.

			I was there to work with BHP Billiton, known today as just BHP. It’s a big mining company with operations all over the world. BHP had a nine-thousand-employee iron ore facility in Port Hedland, on the country’s northwest coast. Port Hedland is nearly a thousand miles from Perth, and Perth itself is on the other side of the continent from cities like Sydney and Canberra. I had to take a couple more flights to get to my destination.

			Before I arrived, my colleagues and I had conducted a survey of the managers and employees at BHP’s facility. We were worried. Management mistrusted labor. Labor hated management. The two groups were often openly hostile. The company’s most recent managerial initiative was from the human resources office’s so-called Blue Group. It advised the miners to be nicer to each other and to stop swearing. The reaction among the employees was predictable; it showed up in the surveys plain as day. My BHP contacts were hoping I could help them overcome the mistrust and hostility.

			We began by conducting ninety-minute sessions for thirty to forty employees at a time. We shared what we learned from the surveys. We showed a video of a company where managers and employees were more like partners. We discussed how we could apply the lessons at BHP. We held twenty sessions that first week.

			In the second week, we asked BHP’s local managers to provide introductions. One of those introductions still makes me cringe so much that I remember exactly when it happened: Tuesday, the third session of the week. The manager was young. He meant well. But here’s what he said: “Bill Fotsch is an internationally recognized management leader, speaker, and consultant. He has worked with companies like Southwest Airlines, Harley-Davidson, Capital One, and the Zambia Consolidated Copper Mine. He graduated top of his class from Harvard Business School. We are fortunate to have him with us.”

			Eyes were rolling all over the room. I could almost hear the miners thinking, Wow, gee, this guy must be really special. So when I got up to speak I tried a different tack. “Thanks for the introduction,” I said, “but I think I should set the record straight. I am a Yank. More than that, I’m the worst kind of Yank—a capitalist Yank.”

			From the back of the room, one of the miners stood up and said, “Well, I’m a socialist.”

			“Great,” I said. “My name is Bill. What’s yours?” He told me it was Warren. I encouraged everyone to speak up just the way Warren had. Afterward, I said, we’d see whether a socialist and a capitalist had anything in common.

			We went through the survey results and the video of the more progressive company, discussing both along the way. We talked about the implications for BHP’s operations in Port Hedland. When the conversation paused, I thanked everyone for contributing and said that it was now time for Warren and me to speak.

			I found his face in the crowd and addressed him directly. “Warren, it seems like the miners think they know a lot of different ways to improve the operations around here. Do you think that’s right?”

			Warren folded his arms across his chest. “Damn right they do.”

			“Great,” I said. “I do too. Seems like a socialist and a capitalist do have things they can agree on. And do you think that management would be wise to do less talking and more listening to the miners’ ideas?”

			Warren nodded. “You bet they should. It would improve production and morale.”

			I grinned. “Another thing a capitalist and a socialist agree on. One more question: Do you think BHP would make more money if they listened and acted on the ideas from the troops?”

			Warren didn’t hesitate. “They would make a hell of a lot more money.”

			I turned to the forty others in the audience and said, “You heard it from his own lips. Warren is a capitalist. And he is the worst kind of capitalist. He’s a closet capitalist.” The room erupted in laughter, with Warren joining in.

			What’s wrong with capitalism?

			The Australian trip took place more than a decade ago. I was a capitalist then and I’m a capitalist now. I believe it’s a great economic system. It allows a high degree of individual freedom. It encourages entrepreneurship, risk taking, and competition, all of which are critical to economic growth and a better standard of living. The developed nations of the world—in North America, western Europe, parts of Asia—owe their high standards of living to capitalism. Even China’s communist leaders discovered the virtues of capitalism a few decades back and began to open up the nation’s economy. China is still fuzzy on the individual freedom part, but its economic performance has been the envy of the world. Over the past thirty years it has lifted millions of people out of grinding dollar-a-day poverty and given them an opportunity for a better life.

			So what’s wrong with capitalism? People have written countless books about this question. But from my perspective there’s one big problem: capitalism creates two groups of people.

			One group gets it. They understand how business creates wealth. Many of these people are company owners, executives, or investors. Some may be in government or the professions, but they are generally supportive of business. By “generally,” of course, I don’t mean “blindly.” Business, like every other human endeavor, has its share of bad apples who have to be reined in. But those who understand how business works appreciate the value of the system as a whole. And they typically do pretty well by it.

			The other group doesn’t get it, and in most cases it’s through no fault of their own. They weren’t taught much about how business works in school. They come from neighborhoods where most people are on someone else’s payroll, if they have jobs at all. Their approach to making a living is to find the best job available and hope it lasts. To this group, business can seem like a scam and profit like a dirty word. They believe that the hallmark of business is exploitation. Some think that a socialist system, however defined, would be preferable.

			Most companies, unfortunately—even companies that aspire to offer great workplaces—don’t do much to change those beliefs. They pay their employees a wage or a salary, period. They tell those employees what to do. The companies never explain the economics of the business—in fact, they typically make a point of keeping their financial strategies and business results secret from the people on the front line. (Even publicly traded companies, which have to release their consolidated financials, rarely share the performance of individual branches or business units with their workers.) Most companies, moreover, don’t give workers much of a chance to think for themselves and take responsibility. Of course, what would be the point? If the employees don’t understand the economics of the business, they’d be unlikely to make good decisions anyway.

			So employees, for the most part, come to think and act like hired hands: “Just tell me what to do and I’ll do it.” They focus on doing their jobs. If they have ideas, they keep those ideas to themselves. Many aren’t very happy or engaged in their work—and indeed, why would they be? Nobody asks their opinion; nobody trusts them with important information.

			This is a situation that can easily generate mistrust and resentment, just as it did at BHP. Employees come to believe that management doesn’t care about them or what they think (often quite true). Management comes to believe that employees have to be closely supervised or they’ll never get anything done (also often true). Money, of course, is always a bone of contention and a source of mistrust. Employees probably don’t know how much money the company is making, but they do know that they see only a tiny piece of it. So they figure that the boss and the owners must be getting rich (often the case). For their part, owners and managers frequently feel that the company would be more profitable if only they could cut labor costs. The siren song of layoffs always beckons, and employees know that they are always vulnerable. Layoffs, which decades ago were associated with business downturns and inept management, are now often greeted with an increase in the stock price.

			Once upon a time, capitalism’s two groups fought out their differences on the picket line and at the ballot box. In 1920—more than a century ago—the US experienced 3,400 strikes.1 Many of them were both bitter and bloody. Many were led by avowed socialists. My own great-grandfather worked as a machinist in Milwaukee, making metal parts with lathes, drills, and other equipment. It was a skilled job. But he saw companies taking actions that he felt were not in the best interests of his fellow workers or his family, so he helped develop the machinists’ union in the city.2 Union organizing, in turn, contributed to the pro-labor socialist movement, especially in the Midwest. Eugene V. Debs, the Socialist Party’s candidate for president, got nearly a million votes in the 1920 election. More than seventy thousand of them came from Milwaukee.3

			Today we rarely see the same level of open animosity between labor and management. Unions have been on the decline for decades. (My great-grandfather left the very union he helped create, as he saw it becoming corrupt and ineffective.) Nor do we see much in the way of socialism, despite the rhetoric of Bernie Sanders and his allies. But no one should make the mistake of assuming that everything is hunky-dory with American capitalism, either inside or outside the walls of US business. Consider these facts:

			In 2000, the Gallup organization found that fewer than 30 percent of US workers reported themselves engaged in their work. By 2019, the number had ticked up to 35 percent, no doubt the result of an extraordinarily tight labor market. Still, about two-thirds of American employees remain not engaged (and in fact, Gallup’s number dropped in mid-2020 to 31 percent, probably because of the pandemic).4

			Polls consistently show that between 50 and 80 percent of workers are actively looking for a new job. Gallup says that the 65 percent of employees who are either “actively disengaged” or “not engaged” are “on the lookout for better employment opportunities and will quickly leave their company for a slightly better offer.”5 If you run a typical company, in other words, about two-thirds of your workers are probably dreaming about working somewhere else.

			From 1973 to 2018, inflation-adjusted wages for ordinary workers were essentially flat.6 Meanwhile, a dollar’s worth of stock grew (in real terms) to $14.10.7 So people who work for a living have seen their incomes stagnate, while people with significant income from capital ownership have done very well. That’s a sure-fire recipe for frustration and resentment.

			Typically, the highest level of engagement for most employees is when they are first hired. Engagement then falls as the years go on—quite a condemnation of most companies’ management.

			Many people still live paycheck to paycheck and so are plagued by insecurity. A Federal Reserve survey in 2018 found that four in ten US adults would have trouble coming up with $400 in an emergency.8 About half of Americans fifty-five and older have no retirement savings.9

			Most of these statistics, of course, were compiled before the coronavirus pandemic, and thus before the raft of economic difficulties that it led to. At this writing, the economy seems to be recovering. Still, millions of people have lost their jobs.

			But even before the virus, attitudes weren’t exactly favorable to capitalism. “Recent polls suggest a substantial majority of Americans feel the economy is working only for those in power,” wrote Yale political scientist Jacob Hacker in 2019.10 Many young people, burdened by student debt and facing uncertain prospects in the labor market, pronounced themselves disaffected with the whole system. In one widely reported poll, Americans age eighteen to twenty-nine viewed socialism more positively than capitalism.11 Some business leaders were worrying that such attitudes would spread. “Capitalists Fear a Socialist Revolt” was the headline for a 2019 New York Times article that stated, “Ray Dalio of Bridgewater Associates and Jamie Dimon of JPMorgan Chase have both recently said they believed capitalism needs to be reformed if it is to survive.”12

			Reforming capitalism

			To me, the reform of capitalism begins with business. Entrepreneurs, company owners, and other businesspeople have a key role to play. And frankly, they have the most to gain.

			Suppose, for example, that companies took it upon themselves to help employees learn how the business makes money. Suppose they asked those employees to quit thinking of themselves as hired hands and start thinking of themselves as trusted partners in the enterprise. Suppose further that companies actually treated employees like trusted partners. Owners and managers would share the kind of information that helps people make good decisions about their work and come up with new ideas. They’d expect employees to begin thinking and acting like partners, looking for ways to save money or better serve customers. And they would pay people like partners, ensuring that employees got a share of the wealth that they were helping create.

			There are many ways in which business is a force for good in our society. It delivers products and services that people value. It provides jobs and income, thereby putting food on tables and roofs over heads. But how much more good could it do if it helped everyone on the payroll begin to think and act like partners—like capitalists?

			This, it should be noted, is perhaps the perfect example of a win-win situation, as my friend Warren understood. Companies would be more profitable. Individual employees would make more money. Customers would be better served. Managers and workers wouldn’t be so mistrustful or hostile, as they were at BHP and have been at so many other companies, because they would be pulling together. Everyone would understand the business they were engaged in, and they would collaborate to make it successful. The people at the top would learn a lot as well, because frontline employees are frequently closest to customers and often have valuable perspectives on how the company can improve.

			I like to think that companies would uncover many closet capitalists like Warren—people who come to understand that a company where people are partners is a lot more productive and a lot more remunerative than a company where everyone is just drawing a paycheck. It takes some time to make this happen, but not as much time as you would think. In the case of BHP, six months was a long enough period to create sustainable behavioral change and improved results.

			Now, all this may sound like wishful thinking. But the chapters that follow will explain a hard-nosed systematic way—a time-tested methodology—of creating just such a company. Over twenty-five years, I have helped businesses of all sorts implement this system. The list includes publicly traded giants like BHP and Capital One. It also includes a host of midsize companies and entrepreneurial enterprises, most of them privately held. These businesses belong to a broad range of industries, from old-line manufacturing businesses to tech start-ups and health-care innovators. At last count, my total number of clients had topped four hundred.

			I’m proud of these companies’ business track records. An initiative at Southwest Airlines—appropriately called “Plane Smart Business”—generated $2 million in fuel and productivity savings in just six months. A project at Boardman Inc., an Oklahoma manufacturer of pressure vessels, led to a sales increase of 55 percent, with profits totaling more than the company’s three previous years combined. At CWT, the travel-management company, a pilot project in three branches turned in results $1.7 million above budgeted profit; meanwhile, all the rest of the company’s branches were coming in at budget or below. At FA Engineering in Idaho, the staff doubled, the revenue tripled, and profits were up more than 400 percent in two years. I’ll mention some other results—including the occasional disappointment—in later chapters.

			But I’m prouder still of what these companies have been able to do for their employees and their communities. Employees at these organizations learned to think differently, to view themselves as partners in the business. They benefited economically. Many of my clients had profit-sharing or stock-ownership programs to start with, but the boost in performance added to the value that employees received. Nearly all the companies created self-funded incentive plans—that’s part of the system—and these plans put anywhere from one or two to thirteen weeks of extra pay per year in the wallets of their workers. That money not only provided employees with more income and greater security; it also helped boost the prosperity of the communities these people lived in. Many of these employees are members of groups that historically haven’t had great educational or job opportunities. Now they are enjoying the benefits of being full members of a successful business. All that is just a small indication of the power of partnership capitalism.

			How can you create such results in your company? We’ll get to that shortly. Right now, let’s go back to Warren.

			Common ground

			After the meeting, I asked for a follow-up chat. Warren and I exchanged cards, and I noticed that his wasn’t the standard BHP variety. “That’s my union card,” he explained. “I’m president of the union.” Later, he invited me to a Labor Party meeting. Despite a few misgivings—I’m not usually a fan of labor-oriented political parties, my great-grandfather notwithstanding—I agreed to go along.

			It was a forty-five-minute ride, and we entered the meeting hall just as things were getting underway. The first topic was how to improve the local hospital, which was in desperate need of some diagnostic equipment. Someone proposed a fundraiser, and the members agreed. Next up was the local school, which had no air-conditioning. Warren knew of some burned-out mining fans that could be reconditioned at little expense; he’d check with BHP. The meeting got me thinking about the famous observation from Tip O’Neill, the legendary Speaker of the House of Representatives: “All politics is local.”

			With twenty minutes left, Warren asked me to speak. My presentation was short. I admitted that I came to the meeting not much of a believer in their ideology. But I respected what they were trying to do: taking responsibility for their local community, trying to leave it better than they found it, addressing whatever challenges arose. I explained that this was precisely what I tried to do with companies: improve business results and the lives of the employees who drive those results. I try to create an environment in which everyone understands the economics of the business and takes personal responsibility for seeing things improve in the best way they can. Partnership, so to speak.

			The work with BHP’s Iron Division, in Port Hedland, Australia, lasted eighteen months and created some remarkable results. Starting with the company’s seaport operations—the key bottleneck at the time—teams of workers shipped enough “safe tonnes” of ore to get the company back on track with its commitments to customers. (We labeled the objective “safe tonnes” to prevent people from cutting dangerous corners and to reinforce the fact that improved safety would help increase production and reduce costs.) Since so many of BHP’s costs were fixed, increasing shipments reduced the company’s cost per ton, thus generating $3 million in additional profits.

			With the port bottleneck improved, attention moved to the new bottleneck, the rail line that brought the ore from BHP’s mining operations to the port, a distance of hundreds of kilometers. The program became known as “Luvin’ Rail.” This led to further improvements in production, profits, and employee bonuses—and ultimately to a better rapport among employees and managers.

			Warren became one of the strongest leaders of the successful economic engagement efforts at BHP. He became a good friend, and we both learned a lot from our collaboration. He is still a socialist. I am still a capitalist. Our experience may have been a lesson for both of us: the differences that divide us are not as powerful as the common goals that unite us. That’s a lesson that Americans are discussing a lot right now, and it’s pretty much what this book is about. In each chapter, I’ll include a Partnership Principle that encapsulates that chapter’s message. (You can find the complete list of these principles in the appendix.) Taken together, the partnership principles provide a recipe for a better business and a better world.
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