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Executive Summary
Employee engagement has become a top business priority for senior executives. In this rapid 
cycle economy, business leaders know that having a high-performing workforce is essential 
for growth and survival. They recognize that a highly engaged workforce can increase inno-
vation, productivity, and bottom-line performance while reducing costs related to hiring 
and retention in highly competitive talent markets. 

But while most executives see a clear need to improve employee engagement, many have 
yet to develop tangible ways to measure and tackle this goal. However, a growing group of 
best-in-class companies says they are gaining competitive advantage through establishing 
metrics and practices to effectively quantify and improve the impact of their engagement 
initiatives on overall business performance. 

These are among the findings of a new Harvard Business Review Analytic Services report of 
more than 550 executives around employee engagement—research that features in-depth 
interviews with 12 best-practice company leaders. 

The research found that while most leaders understand the importance of engagement, 
three-quarters of those surveyed said that most employees in their organizations are not 
highly engaged. A significant gap showed up in the views of executive managers and middle 
managers in this area. Top executives seemed much more optimistic about the levels of 
employee engagement in their company, making them seem out of touch with middle man-
agement’s sense of their frontline workers’ engagement.

The survey found that many companies find it challenging to measure engagement and tie 
its impact to financial results: fewer than 50 percent of companies said that they are effec-
tively measuring employee engagement against business performance metrics such as cus-
tomer satisfaction or increased market share.

But one group of companies—called “high prioritizers” in the study because they saw 
engagement as an extremely important priority—are effectively using metrics and shared 
some best practices for tying engagement to business performance. 
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These include: 

■■ Avoiding rote surveys. Leading companies devote significant resources to carefully crafting employee 
engagement surveys so they ask pointed, clear questions that go beyond measuring “satisfaction.” 
They then pore through the data to find the hidden stories of what’s working and where there are 
pockets of dissatisfaction. Finally, senior management uses this information to inform strategy and 
policies going forward. 

■■ Ensuring that goal alignment is occurring at every level of the organization and is well-communicated. 
Top managers set and communicate business objectives; middle managers are responsible for creating 
specific objectives for employees that support broader business goals; and employees are given the tools 
to succeed, some autonomy, and accountability to meet tangible goals aligned with corporate goals.  

■■ Using data to leverage engagement initiatives to improve performance, typically customer satisfac-
tion/net promoter score (NPS) surveys and feedback, and then tying winning results to recognition 
programs to reinforce alignment and the activities linked to performance.  

In most companies, today’s leaders are acutely aware that there is much to be done to ensure that they 
have a focused and highly engaged workforce. Connecting engagement to business performance requires 
considerable effort and top management focus—and, to a large degree, it is about how you do it. But there 
is enormous opportunity for companies that get it right. 

RESPONDENT SNAPSHOT (METHODOLOGY)

A total of 568 respondents completed the survey. All were from organizations with 500 or more employees; 
more than 42 percent of respondents were from organizations of 10,000 or more employees. The survey was 
global, representing companies with headquarters in North America (54 percent), Asia (18 percent), Europe 
(16 percent), MEA (7 percent), and South/Central America (5 percent).  

The respondents were from a variety of industries: 16 percent worked in IT/telecommunications firms;  
14 percent were from financial services; 12 percent were in manufacturing; 9 percent were in energy/utilities;  
8 percent were in healthcare and 8 percent were in education; and other sectors made up the remaining  
33 percent.

The respondents were largely senior-level executives: 15 percent are executive management or board 
members; 32 percent are senior management; 35 percent are middle management; and the remaining 
18 percent are other grades. The largest percentage, 27 percent, manages a group of people within a 
department, while 24 percent have people management responsibility for the whole department. Fourteen 
percent have people management responsibility for their whole business unit, and 13 percent extend the 
responsibility corporate-wide. 



THE IMPACT OF EMPLOYEE ENGAGEMENT ON PERFORMANCE  |  3

Figures 1 and 2

■ Lowering costs
■ Investing for growth
■ Both
■ Neither

31%

51% 16%

2%

Shifting Strategy: Companies Are Now Investing in Growth
Would you say your organization’s primary focus over the past three years has been on lowering costs 
or investing for growth? What is your organization’s primary focus for the year ahead?

 PRIMARY BUSINESS FOCUS, 
PAST THREE YEARS

 PRIMARY BUSINESS FOCUS, 
YEAR AHEAD

27%

47%
24%

2%

FULL REPORT

The Importance of Employee Engagement 
As companies emerge from the recessionary economic climate of the past three years, there has been a 
shift toward investing for growth and away from cost reduction. Twenty-four percent now say they are 
investing for growth in the coming year, while only 16 percent said they were doing this over the past 
three years, representing a significant shift toward investment. Many companies, though, are hedging 
their bets, cautiously entering growth mode while still maintaining a rigorous focus on cost containment. 
figures 1 and 2 

Given this renewed emphasis on growth and investment, which factors do business leaders view as most 
critical to success? People-oriented “soft” factors dominate this list. The top three success factors identi-
fied in this study were achieving a high level of customer service, effective communications, and achiev-
ing a high level of employee engagement and strong executive leadership (tied for third place). This places 
employee engagement as a top-three business priority. figure 3

This is not surprising. For the past several years, companies have been increasingly monitoring their 
engagement levels, as a growing body of research has demonstrated that having a highly engaged work-
force not only maximizes a company’s investment in human capital and improves productivity, but it can 
also significantly reduce costs, such as turnover, that directly impact the bottom line. 

Mike Rickheim, vice president of talent management at Newell Rubbermaid, a global consumer goods 
company, explained that engagement “is not just a warm, fuzzy thing. It’s about giving people the tools 
they need to succeed in their careers, which in turn drives the outcomes that we’re seeking in the market-
place. When you look at it through that lens, when people have the tools they need to succeed, feel good 
about their personal growth opportunities, and receive the appropriate rewards and recognition for their 
contributions, it’s a win-win proposition.” 
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Figure 3

Factors Most Likely to Bring Success 
Which factors are most likely to bring success?
Importance top box scores (8–10) for all respondents

High level of customer service 80%

High level of employee engagement 71%

Strong executive leadership 71%

73%Effective communications

Efficient productivity 68%

Ability to innovate 59%

Strong sales and marketing capabilities 58%

59%Continuous quality improvement

High and Low Prioritizers—What Sets Them Apart
To understand how best-in-class companies connect employee engagement to business performance, the 
study asked participants to rate how important employee engagement is to overall organizational success 
using a 1-10 scale where “1” means not at all important and “10” signifies extreme importance. 

Based on their responses, participants were then divided into one of three categories: low prioritizers, 
moderate prioritizers, and high prioritizers. The low prioritizers, 14 percent of the total respondents, 
placed a low value on employee engagement (2-6). The moderate prioritizers, at 38 percent, put employee 
engagement at a 7 or 8. The high prioritizers, 48 percent of those surveyed, gave employee engagement a 
9 or 10. The rest of the survey tracked respondents based on these categories. 

Some interesting correlations and contrasts emerged between high and low prioritizers. Low prioritizers 
were much more likely to focus on cost cutting vs. investment (43 percent) and are more likely to be middle 
managers within an operations or product management function. High prioritizers, meanwhile, were senior 
managers who placed greater value on other success factors: 94 percent believed high levels of customer 
service are important to achieving business success, compared to 39 percent of low prioritizers. figure 4

When asked how optimistic respondents were in their ability to create value in the coming year, high pri-
oritizers were far more bullish than were low prioritizers: Nearly half of high prioritizers (44 percent) said 
they were well-positioned to create value, while only 21 percent of low prioritizers believed they were. figure 5
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Figure 5

Ability to Create Value in Coming Year
How well-positioned is your organization to create value for customers and shareholders in the year ahead? 

Well-positioned (8–10) 38%
44%

39%

21%

■ Low prioritizers      ■ Moderate prioritizers            ■ High prioritizers      ■ All 

Figure 4

Engagement: High Prioritizers More Likely to Value Success Factors�
How important are each of the following in achieving overall organizational success? 

High level of customer service 78%
39%

94%

71%
31%

86%

67%
31%

85%

62%
38%

81%

51%
24%

76%

54%
26%

73%

56%
28%

68%

Effective communications

Strong executive leadership

Efficient productivity

Continuous quality improvement

Ability to innovate

Strong sales and marketing capabilities

■ High prioritizers      ■ Moderate prioritizers      ■ Low prioritizers      
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Figure 6

Current Levels of Employee Engagement
Which of the following do you feel best describes the level of employee engagement in your organization?

■ Low prioritizers      
■ Moderate prioritizers            
■ High prioritizers      
■ All 

Most employees highly engaged

4%

23%
31%

24%

Similar mix of engaged/disengaged
as competition

45%
50% 47% 48%

Too many disengaged employees

51%

27%
22%

28%

■ Executive management far more likely to say most 
employees highly engaged (38%, index 158)
■ Human resources less likely to claim highly 
engaged employees (18%, index 79)

Performance vs. Importance 
Overall, there’s still much room for improvement: Just 24 percent of respondents said that they consid-
ered most of their employees highly engaged. 

Nearly half—48 percent—believed that their companies comprised a similar mix of engaged/disengaged 
employees relative to their competition; and 28 percent felt that there were too many disengaged employ-
ees. There were vast differences in perceptions among high and low prioritizers in how they perceived 
engagement. A full 51 percent of low prioritizers felt that their companies had too many disengaged 
employees in them, compared with only 22 percent of high prioritizers feeling that way. figure 6 Conversely, 
only 4 percent of low prioritizers felt that most employees were highly engaged, while 31 percent of high 
prioritizers agreed with that statement. So the gulf between high and low prioritizers shows a clear link-
age between what gets focused on and perceived outcomes. 

Which factors are most critical to improving employee engagement? Almost three-quarters of respon-
dents chose “recognition given for high performers” as their top choice, followed by “individuals have 
clear understanding of how job contributes to strategy” and “senior leadership continually updates/com-
municates strategy” and “business goals communicated company-wide and understood.” figure 7

While the vast majority of respondents identified all the success factors listed to be very important, many 
are falling short in delivering those goals, indicating a chasm between what’s on the “to do” list and what’s 
actually being done in most organizations. figure 8
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Figure 7

Most Impactful Employee Engagement Drivers  
How important are each of the following in terms of their impact on employee engagement?
Top box scores for all respondents (8–10)

Recognition given for high performers 72%

Senior leadership continually updates/
communicates strategy 70%
Business goals communicated company-wide 
and understood 69%

70%Individuals have clear understanding of how job 
contributes to strategy

Individual staff goals aligned with corporate goals 67%

Some or all staff pay linked to corporate goal 
achievement 54%
Training and development organized around 
corporate goals 52%

64%Assessments and performance reviews aligned with 
corporate goals

Figure 8

Employee Engagement: Performance vs. Importance
How important are each of the following in terms of their impact on employee engagement? 
How would you rate your company’s performance on each of the following factors? 

IMPORTANCE

PE
RF

OR
M

AN
CE

Assessments 
and 
performance 
reviews aligned 
with corporate 
goals 

Training and 
development 

organized around 
corporate goals 

Individuals have clear 
understanding of how 
job contributes to 
strategy 

Senior leadership 
continually updates/ 
communicates strategy 

Some or all staff pay 
linked to corporate 

goal achievement 

6 7.5 8 8.576.5

5.5

7

6.5

6

9

Business goals communicated 
company-wide and understood

Individual staff goals aligned 
with corporate goals 

Recognition given for 
high performers 

The lower right 
quadrant indicates 
important contributors 
to employee 
engagement, where 
self-appraisal of 
performance falls short
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Communicating and Embedding Goals
One of the keys to engagement is defining and articulating what constitutes a “successful” employee and 
communicating success clearly. 

“Every employee should know what they’re supposed to do and how it impacts your company’s perfor-
mance,” asserts a regional director at a North American banking chain. His company focuses first on their 
annual survey to determine where the problems are. It includes specific, targeted areas, including: 

■■ In the last seven days, someone has recognized me for my work; 

■■ I have the tools that I need to perform my job; 

■■ My supervisor cares about me;

■■ There’s someone at work who encourages my development; 

■■ I know what’s expected of me at work; and

■■ My associates are committed to doing quality work.

These are “very basic questions,” he says, “but if you’re not doing well on these questions, it’s revealing.” 

The Harvard Business Review Analytic Services study found that the most commonly cited success char-
acteristic is a focus on achieving individual goals that are tied to organizational goals. Companies use a 
variety of tactics to communicate and embed goals, with high prioritizers favoring more active tactics 
such as management briefings and all-company meetings. figure 9

Heather Markle, manager of rewards and recognition, AutoTrader Group, highlighted goal cascading as 
their preferred method of ensuring that employee goals are tied to organizational goals: “Our goals start 
at the top, link to the strategy map, and are cascaded down through leadership.” 

A senior director at a U.S.-based global information technology and services company attributed their 
high employee engagement to selective hiring, continual internal communications, and manager auton-
omy: “It’s hard to transform people from non-engaged to engaged, so hire really well. Give them messag-
ing a million ways till sundown, and give them a degree of freedom to figure it out. Empower them to do 
the right thing.” 

The Senior-Middle Management Divide 
One finding may help explain one of the biggest barriers to improving engagement: Across the prioritiza-
tion spectrum, there was a clear divide on perceptions of employee engagement between executive man-
agement and middle-management respondents. figure 10

Senior managers were far more likely to be optimistic than their middle-management colleagues were in 
their perceptions of engagement levels. Since middle managers are tasked with handling more day-to-day 
employee issues, their assessment is likely the more accurate. This implies that in many firms senior man-
agers may need to take off the rose-colored glasses and take a closer look at the barriers to engagement 
that may be present, and then find more effective ways of overcoming them. 
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Figure 9

Communicating and Embedding Goals �
How are your organization’s goals communicated and embedded throughout the company? 

Through executive 
management briefings 59%

39%

61%

56%
38%

60%

49%
33%

54%

44%
20%

51%

36%
16%

42%

At “all company” 
meetings

During assessments/
performance reviews

Through individual goals 
that are aligned with 
corporate goals

Via training and 
leadership development

ACTIVE MEASURES

■ High prioritizers      ■ Moderate prioritizers      ■ Low prioritizers      

59%
52%

67%

25%
34%

22%

15%
23%

22%

19%
18%

16%

Via corporate intranet

Through recruitment and 
employee familiarization

Via corporate 
social media

Through detailed 
job descriptions

PASSIVE MEASURES

Figure 10

Highly Engaged Employees: Executive Management Far More 
Positive Than Their Juniors�
In your opinion, roughly what percent of your workforce falls into the highly engaged category?

60% or more of employees are highly engaged 29%
26%

31%

40%

■ Executive management      ■ Senior management      ■ Other management      ■ All
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Best Practices in Tying Engagement to Business Performance 
The survey showed that while more and more companies are instituting employee engagement programs 
to improve and cultivate higher engagement, most are in the nascent stages of measuring their efforts 
against tangible business performance numbers. The two metrics most utilized to measure the outcome 
of employee engagement initiatives are employee satisfaction and customer satisfaction. figures 11 and 12

Best-practice companies are increasingly measuring and monitoring how engagement affects the cus-
tomer experience using measuring techniques such as the service-profit chain and net promoter system 
(NPS). see sidebars, pages 13 and 14 Following are some examples. 

A North American retailer’s employee engagement initiatives begin with a carefully crafted annual 
engagement survey, which is then tailored to their needs by on-staff organizational psychologists. “Each 
year we get at more specific aspects of feelings/emotions of working there, their supervisor/manager, and 
how they feel they are kept informed,” the compensation director explains. The company also prioritizes 
engagement by listing it alongside other financially driven measures on their balanced scorecard. 

Communicating the corporate goals is clear and specific, a “prescriptive communication cascade” from 
region to district to store-level. “At each part, it gets more and more granular,” she says. 

Figure 11

Measuring Employee Engagement’s Impact on Customer Satisfaction�
Which of the following do you use to measure the impact of employee engagement on customer satisfaction?

No metrics used to measure the impact 
of engagement on customer satisfaction 38%

40%

58%

45%
45%

29%

10%
9%

10%

14%
14%

6%

27%
23%

15%

20%
20%

11%

Customer satisfaction/net promoter score

Churn

Percentage of new business referred from 
existing customers

Revenue growth

Increased market share

■ Low prioritizers (1–6)      ■ Moderate prioritizers (7–8)      ■ High prioritizers (9–10)
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For the last two years, as a means of improving engagement and performance, the company has focused 
on connecting reward and recognition programs with customer feedback data. For example, they recently 
instituted a wraparound recognition program to overcome the “September slump,” the typical drop-off 
in sales that plagues their industry every fall. This program encourages sales staff to step up their service, 
greeting customers at the door, helping them locate items, and alerting them to money-saving opportu-
nities at the in-store kiosks. Using this program, the company was able to dramatically exceed customer 
satisfaction levels and reverse the negative Q4 trend. Then it built a special recognition program to honor 
stores that hit specific goals, such as maintaining customer satisfaction levels, the most improved store, 
and for stores that crossed over from unsatisfactory to satisfactory service levels. 

Karen McKay, vice president, human resources and learning and development, Eli Lilly Canada, says her 
company uses the service value (profit) chain model globally as their model for connecting employee 
engagement to performance. see sidebar, Understanding the Service-Profit Chain “Exceptional leadership leads to 
engaged employees leads to customer satisfaction leads to business results. End of chain equals patient suc-
cess.” Based on feedback on the chain, they set up one-year and five-year goals, which are then shared with 
employees at town hall meetings and in newsletters. “The language and metrics are consistent throughout 
the organization.” 

They also track individual performance by using NPS via internal and external surveys. The external sur-
veys assess the value the company provides to physicians. Then they reward employees for how well they 
improve service, benchmarking their scores with other companies. NPS feedback has been extremely 
valuable. She explains, “We gather every three months to look at feedback from these touch points, share 
results, see opportunities for improvement, and then come up with solutions, uncovering areas where 
there are pockets of dissatisfaction.” 

Figure 12

Impact of Employee Engagement on Customer Satisfaction
To what extent does employee engagement have a direct impact on customer satisfaction?

■ Low prioritizers      
■ Moderate prioritizers      
■ High prioritizers      

Little impact (1–3)

6% 3% 1%

Moderate impact (4–7)

46%

26%

17%

Considerable impact (8–10)

46%

69%
77%



12 |  A HARVARD BUSINESS REVIEW ANALYTIC SERVICES REPORT

In addition, Lilly has reframed the relationship between their sales representatives and their physicians, 
adopting a more values-based approach that focuses on being of service. To support this, a typical ques-
tion they now ask is, “What are the problems you face in your practice?” The company also benchmarks 
outside its industry, looking at the best practices of renowned customer service companies like Zappos, 
the online retailer. 

“Zappos was built on the simple premise that to have happy customers, we need happy employees. To 
have happy employees, we need a great company culture. The success of Zappos demonstrates the link-
age between company culture and employee engagement to company success. Our motto of ‘Deliver 
Happiness’ for customers and employees was also good for our business and investors,” said Alfred Lin, 
partner at Sequoia Capital and former chairman and COO of Zappos.

At the European branch of a global logistics and supply chain company, employee engagement is first 
evaluated via their anonymous annual survey, which they track year-over-year. The survey asks specific 
questions that include: 1) Is our company a great place to work? 2) Are you thinking of getting a new job 
outside of this company? 3) Are you proud to work here? 4) Are you satisfied with the job you’re doing 
here? The company has been using NPS to collaborate on goals and ensure that employees adopt a cus-
tomer-centric approach to all that they do. 

The chief HR officer and director of human resources at LG Electronics USA, Bernard McGovern, says all 
employees have KPIs recorded on their annual performance plan, which is measured three times a year 
formally. Those in revenue-generating or influencing positions have revenue or profitability KPIs, while 
everyone else has service KPIs, measured quantitatively by sending out goals and targets. Rewards are 
based on KPI performance. KPIs are set after evaluating customer survey data: “Our mission is making 
products that customers love. So we do the market research—the short survey, how are we doing, what 
can we improve? This helps fix KPIs for the upcoming period.” 

A line manager at the Indian subsidiary of a global technology products and services company says his 
company uses a constantly evolving performance connection tool to link individual performance with 
KPIs. Managers set individual goals for employees based on broader business goals—for example, rais-
ing customer satisfaction by solving bugs in a particular product. While the company has twice-yearly 
performance reviews, employees and managers can tweak goals at their discrepancy throughout the year 
via the online tool. Informed of corporate goals and strategy changes via quarterly all-hands meetings, 
employees are empowered to set new goals for themselves, but managers can make adjustments where 
necessary and have veto power if the goals don’t align with the overall KPIs. 

At a global telecommunications company’s Latin American subsidiary, the engagement director uses an 
annual dialogue survey to measure the state of the company, including an employee engagement index. 
“Every line manager needs to formulate a plan based on the results of the survey. Results are rated com-
pared to last year, compared to the whole company, compared to other regions, and compared to outside 
global benchmarks outside the company.” In addition, they have all-employee meetings four times a year, 
where results are shared and progress on their balanced scorecard is revealed. These meetings also recog-
nize staff members who have achieved excellent performance. 

The North American banking chain regional director advised against too-narrow benchmarking: “Look at 
other teams, other industries to come up with best practices. Then it becomes practice sharing. Tie that 
into employees’ annual performance reviews. Encourage managers to talk about development during 
those one-on-ones throughout the year.” 
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USING THE NET PROMOTER SYSTEM (NPS) AS A MODEL FOR MEASURING ENGAGEMENT ON 
BUSINESS PERFORMANCE: AN INTERVIEW WITH ROB MARKEY 

Rob Markey, head of Bain & Company’s Global Customer Strategy and Marketing Practice 
and co-author, The Ultimate Question 2.0, believes that “the only way to have consis-
tently really high levels of customer loyalty is to have a workforce that is so enthusiastic, 
creative, and energetic that you outperform competitors in service delivery, execution, 
and product design.” To do that, “you need to put employees in a position where they 
can be successful in creating high levels of customer loyalty and where they get the pride 
in knowing that they’ve made someone else’s life better.” 

Markey differentiated between employee satisfaction and employee advocacy. Satisfied employees, he said, 
“have a physically and emotionally safe work environment, are given good training, and are being valued 
and compensated fairly.” But true engagement requires advocacy, and “what earns advocacy is the ability to 
achieve extraordinary things against a purpose with meaning, an objective; the ability to work in a team that 
you trust and like and you’d do anything for and that would do anything for you; and the opportunity to learn 
more and grow in the role.” 

According to Markey, companies that are strongest in fostering high levels of employee engagement do these 
three things: 

1.  They put employees in positions where they have the ability to exercise judgment in doing their jobs and 
learn over time through feedback from customers (internal or external) to do that job better; 

2.  They continually link employee performance back to the broader goals of the organization to make cus-
tomer goals better; and

3.  Culturally, their missions are heavily staked in offering employees autonomy, mastery, purpose, and a 
strong sense of affiliation. Structurally, this means top managers need to open up the decision-making au-
thority, allowing power and responsibility to be decentralized from headquarters out into individual teams.

Markey advises clients on how to use NPS to achieve higher employee engagement and sustained customer loy-
alty to improve shareholder value. NPS is based on the question, how likely is it that you would recommend this 
company, or this product or service, to a friend or colleague? By asking this simple question, and stripping down 
customer surveys to this and a few follow-ups, NPS provides a tangible, real-time metric and allows companies 
to gain customer insights that go straight to the front line, affecting strategy and decision-making and giving 
employees critical, quick feedback on their performance and on what customers find most valuable. 

“NPS ties directly to revenue growth,” Markey explains, “and it inspires the actions that drive growth. Feed-
back is specific, tangible, and immediate. Team members up and down the organization could relate to what 
the score meant and what response would be appropriate.” 

Markey cited an example of two airport teams from the same South American airline and the impact of delays 
on customer net promoter scores, comparing two delays and their impact on customers. The first team 
oversaw a delay of 20 minutes or less but customers reported bad communication. This team’s employee NPS 
was 30. The second team, which had an employee NPS of 70, experienced a delay of more than four hours, but 
customers reported good communication; employees offered frequent updates. On average, NPS is dramati-
cally lower when customers experience a significantly longer delay. But despite the huge difference in delay 
time, customers gave both teams the same NPS, revealing a direct link between employee NPS and customer 
loyalty. What mattered most to them was the communication. 
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UNDERSTANDING THE SERVICE-PROFIT CHAIN

The service-profit chain establishes relationships between profitability, customer loyalty, and employee 
satisfaction, loyalty, and productivity. The links in the chain (which should be regarded as propositions) are as 
follows: Profit and growth are stimulated primarily by customer loyalty. Loyalty is a direct result of customer 
satisfaction. Satisfaction is largely influenced by the value of services provided to customers. Value is created 
by satisfied, loyal, and productive employees. Employee satisfaction, in turn, results primarily from high-
quality support services and policies that enable employees to deliver results to customers.  
See the exhibit The Links in the Service-Profit Chain

The service-profit chain is also defined by a special kind of leadership. CEOs of exemplary service companies 
emphasize the importance of each employee and customer. 

Reprinted with permission from Harvard Business Review, July 2008 article, “Putting the Service-Profit 
Chain to Work” by James L. Heskett, Thomas O. Jones, Gary W. Loveman, W. Earl Sasser, Jr., and Leonard A. 
Schlesinger. 

! workplace design
! job design 
! employee selection 
   and development
! employee rewards 
   and recognition
! tools for serving customers

! 

! retention
! repeat business
! referral

! service concept:
   results for customers
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Service Delivery System
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Service
Quality

Employee
Satisfaction

Employee
Retention

Employee
Productivity

External
Service
Value

Customer
Satisfaction

Customer
Loyalty

Revenue
Growth

Profitability

service designed and delivered to meet 
targeted customers’ needs

The Links in the Service-Profit Chain 
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Conclusion
While there is still much work to be done to improve employee engagement, some common practices and 
cultural norms emerged among high prioritizers surveyed and interviewed for this study. Business objec-
tives and strategy were clearly communicated via multiple channels and reinforced by line managers; 
performance metrics were clearly tied to business goals; benchmarking was widely used both inside and 
outside companies and industries; employees were given a fair degree of responsibility and asked to work 
creatively to solve problems; formal recognition programs were in place to reward top performance; and 
there was a decent amount of autonomy, where many decisions could be made on the individual team 
level versus at headquarters.

The most common measurements best-practice companies are using to connect engagement to business 
performance were those that tied customer metrics with engagement metrics. Specifically, a number of 
best-practice companies interviewed found NPS and the service-profit chain to be powerful tools to link 
engagement initiatives with business goals.  
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