Do happy employees make happy customers?
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It's commonly assumed by business leaders that happy and engaged workers are more likely to provide a better experience for the customer. But is there any truth in this assertion? 
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By Neil Davey, editor 

"Your people," so the saying goes, "are your most important asset." Certainly the companies featured in The Sunday Times recent ‘100 Best Companies To Work For 2008' list would argue that this adage is central to their business philosophy. But when it comes to your firm's relationship with its customers, does it really matter whether your employees are satisfied and engaged? Can the happiness of your employees actually influence the happiness of your customers? 

"Rather than seeing it as a linear, one way, cause and effect relationship - 'happy workers make happy customers' - think of it as a spiral"

David Pardey, Institute of Leadership & Management

The evidence certainly suggests so. Historically, a great many studies have concluded that by offering a pleasant working environment, good opportunities for advancement and other benefits, firms can instil positive attitudes in their employees, and that there is a correlation between this happiness/engagement and customer satisfaction. 

One of most widely documented studies on this area was undertaken by Sears, Roebuck and Co. The US retailer examined 800 of its stores and found that if employee attitudes on 10 factors including workload and treatment by bosses improved by 5%, customer satisfaction would jump 1.3% - and boost revenues by 0.5%. Related to this, Sears, Roebuck and Co also found a high inverse correlation between customers satisfaction and employee turnover, with the stores that had the highest employee turnover having the lowest customer satisfaction and vice versa. 

Similarly, MOHR Retail Learning Systems relayed study results to the National Retail Federation indicating that the highest employee turnover rate in companies correlates with the lowest customer satisfaction. Supporting these findings, John Hauser reported in Marketing Science that with lower turnover rates, employees will have worked together longer and are therefore more likely to provide better quality and service (and therefore customer satisfaction) because cooperative efforts are often demanded of them. 

Elsewhere, in the Academy of Management Journal, Hui Liao and You-Ta Chuang posited that positive employee attitudes could directly affect customer satisfaction in some environments. They highlighted that in environments where there is direct interaction between customer and employee, positive employee attitudes may be observable and therefore enhance customers' buying experiences. 

The virtuous spiral 

More recently, Cornell University's Daniel Simon and Jed DeVaro used data from the American Customer Satisfaction Index (ACSI) and Fortune Magazine's lists of Best Companies to examine a relationship between making a '100 Best' list and customer satisfaction. 

"I was curious to see whether it pays off for businesses to provide employees with amenities and to treat them well, pay them well and provide them with a good working environment," says Simon. "In particular, I wanted to see whether being good to your employees would translate into your employees being good to your customers. We thought a good way to do this was to look at firms when they make the Fortune list of Best Companies and compare their customer satisfaction with years when they don't make the best company list and see whether they do better when they make the list than when they don't." 

"Engagement is more than a 'nice to have' barometer – it is a critical business driver."

Caroline Jones, B&Q

The results of the study, reported in 'Do the Best Companies to Work For Provide Better Customer Satisfaction?', point to a connection. "We do find some evidence that does seem to suggest that doing good things for your employees and being a good employer, does translate into better customer satisfaction," Daniel continues. "We think that the mechanism is that it induces your employees to work harder." 

Meanwhile, David Pardey, senior research and policy manager at the Institute of Leadership & Management, suggests that findings also indicate that whilst happy employees do contribute to happy customers, the opposite is also true. "Research done by AQR and ILM has shown that what people want, above all else, is to be successful in their work, and making customers happy is one good sign that you are working well," he explains. "Rather than seeing it as a linear, one way, cause and effect relationship – 'happy workers make happy customers' - think of it as a spiral. An effective, well-managed workplace enables people do their job well (and who wants to do their job badly?). Doing your job well makes customers happy, and that encourages people to work even better, creating more satisfied customers - it's a virtuous spiral." 

The importance of engagement 

Outside of the world of academia, business leaders themselves suggest a link exists. In June 2005, workforce engagement at home improvement retailer B&Q was low and overall customer satisfaction – as measured by a mystery shop survey – stood at a disappointing 65%. However, under a new management team, B&Q launched a comprehensive action plan, making the improvement of employee engagement an integral component of its performance management process. Caroline Jones, business engagement manager at B&Q, believes the results indicate a clear link. 

"As a result of a decline in sales in a depressed and increasingly competitive market, B&Q made a fundamental change in how it viewed engagement and how to use it to leverage business performance," she explains. "By 2007, engagement had increased significantly, as had customer satisfaction, which rose to 80.4%." 

Last year, the company was the recipient of a Gallup Great Workplace Award, and its continued interest in this area is now seeing the retailer conduct further impact analysis studies in conjunction with The Gallup Organisation to establish the link between engagement and key business metrics such as sales, turnover, customer complaints and mystery shop. 

"Previous impact analysis demonstrated that stores with high engagement experienced higher customer satisfaction and customer loyalty, few customer complaints, lower staff turnover, less shrinkage (stock loss) and greater increase in profitability," Jones continues. "We understand that engagement is more than a 'nice to have' barometer – it is a critical business driver." 

"If improving customer satisfaction is important – and particularly if you are a service firm – one of the ways in which you can do that is by being a good employer."

Daniel Simon, Cornell University

But not all findings report a link, however. H James Harrington explored the relationship between employee happiness, customer satisfaction and organisational performance in Quality Digest a decade ago, and concluded there was only a slight correlation. 

More recently, Rosa Chun, professor of business ethics and corporate social responsibility at the Manchester Business School, has also questioned the connection. Interviewing 10,000 people - half customers, half customer-facing staff – from 13 UK retail organisations across financial services, telecommunications, insurance and food retailing, Chun asked how satisfied they were and whether they would recommend a friend to work for the company or buy its products. 

Whilst some business units revealed a link between happy staff and happy customers, others reported customers that were happy whilst employees were not and vice versa. Furthermore, Chun has concluded that in many cases managers believe there is a link because of the influence of reports and that their assumptions are actually based on little evidence. 

Different strokes for different sectors 

Certainly the issue isn't entirely clear cut. For instance, many of the studies that do report a positive link come with a proviso – specifically that the connection is far more pronounced in some industries than others. 

"We would expect it to be biggest where the employees have the biggest influence on customer satisfaction," says Simon. "Employees would have the biggest influence on customer satisfaction in service firms because in the manufacturing industry a big chunk of customer satisfaction is probably determined by the quality of the product, which is in turn dependent on the inputs that you use, like the raw materials and so on, which is less under the control of employees. Whereas in the service sector, the service itself is produced directly by the employees with little other input." 

So what about other sectors? ORC International has undertaken projects looking at the link between employee commitment, customer service and business performance in the past, including work with building society Nationwide. It recently commissioned a new piece of research to see whether a correlation was present in the public sector. "Within the private sector it is fairly intuitive that there is a direct link," says Kate Pritchard, head of the employee research division at ORC International. "But within the public sector it is very much more difficult to really look at because they are not profit making and they all have different ways of identifying how successful they are as organisations." 

As a basis for its study, ORC International focused on key performance indicators called best value performance indicators (BV3s), a percentage of citizens satisfied with the overall service provided by the authority, that every local authority has to monitor and make publicly available. It then compared these to ORC's own benchmarking data from employee surveys within the local government arena on work satisfaction. Comparing the data, it was able to find direct correlations between customer satisfaction and employee engagement in the sector. 

"For a lot of organisations, the drivers are very much the business profitability and the customers, but the staff are often forgotten within that."

Kate Pritchard, ORC International

There was a particularly strong correlation to the issue of whether the employee was treated with fairness and respect by the organisation, as well as areas of awareness of long-term goals and organisational pride. 

"It all falls quite nicely together," continues Pritchard. "If you have got a strong leader within the council and they are demonstrating the commitment to customer satisfaction and communicating the council's goals and they are advocating a culture of fairness and respect then that provides pride within the workforce which you can expect to lead to employees who are more engaged and more likely to give good customer service. We felt it was fairly intuitive in terms of what the research came out with." 

Practice what you preach 

The findings supported the results of ORC's work with the private sector, where factors such as organisational pride, recognition and fairness were found to be linked to customer service performance. It adds further credence to the prevailing view amongst management that there is a link between employee engagement and customer satisfaction. Yet whilst there is this acknowledgement, there seems little effort to walk the walk. 

Indeed, there are indications that there is not enough emphasis on employee engagement in the wider business world. In a study of 500,000 work groups in more than 450 companies in 124 countries, Gallup has found that no more than 30% of employees are actively engaged in their jobs, with one in five being positively disengaged. Furthermore, there are no signs of improvement. The Gallup survey results have been consistent over the past seven years, whilst biannual research by the human resources consultancy Tower Perrin similarly indicates that there has been no sustained rise in employee engagement levels in Europe. 

It would seem that companies could have plenty to gain from a sustained focus on their employees – particularly if they are operating in certain sectors. "If improving customer satisfaction is important – and particularly if you are a service firm – one of the ways in which you can do that is by being a good employer," says Simon. "Some combination of paying good wages, offering good opportunities for promotion, having flexible scheduling, balancing work/life issues, offering on-site amenities, etc. seems to be one way to for a firm to improve its customer satisfaction – not the only way, but certainly a way." 

Pritchard similarly believes that it's time for companies to take a holistic view of their organisation and recognise the important role that their employees play to the bigger picture. "For a lot of organisations, the drivers are very much the business profitability and the customers, but the staff are often forgotten within that," she concludes. "And within a lot of organisations, even if employee satisfaction studies are undertaken it is almost taken because they feel it ought to be done, but they aren't really believing the importance that employees have on the underlying business success. So I think it does need to be taken more seriously and recognised more widely."
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