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approximately $12 billion in annual sales. ot up the domas. Credhiors

With operations located

States and also in Canada and the United after the flood. With their assistance,
Kingdom, Whole Foods sells natural and organic ol disaster.

food products that include produce, meat, poultry,
seafood, grocery products, baked and prepared  outside of Austin. The new store was

gOOdS, many drinks such as beer and wine, another store in Dallas and one in New
Orleans. It also began acquiring other
cheese, floral products, and pet products. The sl e o g

origin of the company dates to 1978 when John ~ Which helpedto increase ifs expansion
Mackey and his girlfriend used $45,000 in 2007, it expanded info international
borrowed funds to start a small natural food store  Foods branded sore in London,
then named SaferWay. The store was located s commsay T e Uit

n Austin, Texas. John and his girlfriend lived in ~ Kingdom, Fresh & Wi, but did not

he space over the store (without a shower)
>ecause they were “kicked out” of their
1partment for storing food products in it.

' 1980, Mackey developed a
artnership with Craig Weller and
lork  Skiles, merging SaferWay
ith Weller's and Skiles's Clarksville
atural Grocer fo create the Whole
'0ds Market. lis first siore opened in
780 with 12,500 square feet and

hole Foods Market is the largest Much of its Inventory was ruined and

) : its equipment was damaged. The total

natural food retailer in the world losses were approximately $400,000,

. and the company had no insurance.

' with more than 360 stores and Interestingly, customers and neighbors

helped the staff of the store to repair

imarily in the United vendors, and investors all partnered
pEUREILES to help the store reopen only 28 days

Whole Foods survived this devastating

Whole Foods started to expand
in 1984 when it opened its first store

located in Houston, followed by

into new areas of the United States. In
markets by opening its first Whole

England. (In 2004, it acquired a small

19 employees. This waos a
very large health food store
relative to others at that
time. There was a devastat-
ing flood in Ausfin within a
year of its opening and the
store was heavily damaged.
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use the Whole Foods brand until open-
ing its new store in London.) It also
acquired one of its major U.S. com-
petitors, Wild Oats, in 2007. Apd,
it is currently planning on expanding
its footprint in Canada from 9 stores
(all in British Columbia) to 49 stores
moving into other Canadian markets
such as Montreal. It now has approxi-
mately 67,000 employees with about
7 percent growth in the employee
base annually. Thus, Whole Foods has
become a major business enterprise
and the most successful natural and
organic food retailer in the world.

MANAGING HUMAN CAPITAL

Whole Foods Market has done a
number of things right, thereby
achieving considerable  success.
Yet, many people believe that one
of the best things it has done is to
implement an effective people-man-
agement system. Each Whole Foods
store employs approximately 40 to
as many as 650 associates. All of
the associates are organized into
self-directed teams; associates are
referred to as team members. Each of
the teams is responsible for a specific
product or service area (e.g., pre-
pared foods, meats and poultry, cus-
tomer service). Team members report
fo a team leader, who then works
with store management, referred
to as store team leaders. The team
members are a critically important
part of the Whole Foods operation.
Individuals are carefully selected
and trained fo be highly knowledge-
able in their product areas, to offer
friendly service, and to make critical
decisions related to the fypes and
quality of products offered to the
public. Thus, they operate much dif-
ferently than most “employees” in
retail grocery outlets. These team
members work with their team leader
to make @ number of joint decisions
with regard to their specific areas,
and they contribute to store level
decisions as well. Some observ-
ers have referred to this approach

as “workplace democracy.” In fact,
many of the team members are
attracted o Whole Foods because
of the discrefion they have in mak-
ing decisions regarding product lines
and so on. Of course, there are other
attractions such as the compensation.
For' example, the company’s stock
opfion program involves employees
at all levels. In faet, 94 percent of the
stock options offered by the company
have been presented to nonexecutive
members, including frontline team
members. The company pays compet-
itive wages and pays 100 percent of
the health insurance premium for all
associates working at least 30 hours
per week, which includes 89 percent
of its workforce. Although the annual
deductible is high ($2,500), each
associate receives a grant of up to
$1,800 annually in a Personal Well-
ness Account to be used for health
care outof-pocket costs. All of the
benefit options are voted on by the
associates in the company. Current
programs include options for dental,
vision, disability, and life insurance
in addition fo the full medical cover-
age for fulltime associates.

Whole Foods follows a demo-
cratic model in the selection of new
associates. For example, potential
new feam members can apply for any
one of the 13 teams that operate in
most Whele Foods Markets. Current
team members participate in the infer-
view process and actually vote on
whether to offer a job to prospective
colleagues. A candidate is generally
given a four-week trial period fo deter-
mine whether he or she has potential.
At the end of that trial period, team
members vote on whether to offer a
permanent job fo the candidate. The
candidate must receive{ a hvl?-ihird':;
maiority positive vote from the uni
leulm n?erri:bers in order to be hired.

Teams also receive bonuses i
they perform exceptionally well.
They set goals relative to prior perfor-
mance and must achieve those goals
fo aftain o bonus. Exceptionally

" TN ey
h1gh-performing feams may e
up to $2 an hour more than tl?r-n
curre.la_: wage base. =

e fop management of W,

Foods believes that the best ph}iilc::
oghy is to build a shared identity
wnh_ all team members. They do so
by involving them in decisions and
encouraging their participation af of|
levels in the business. They empower
employees to make decisions and
even allow them to parficipate in
Ihe' decision regarding the benefi
oplions, as noted above. All team
members have access to full informe-
tion on the company. It is referred
to as Whole Foods' open-book
policy. In this open-book policy, team
members have access to the firm's
financial records, which include
compensation information for all
associates and even the fop manage-
ment team and the CEQ. Therefore,
the firm operates with full transpar-
ency regarding its associates. This
approach emphasizes the com-
pany’s core values of collaborafion
and decentralization. The company
attracts people who share those core
values and tries fo reward a highly
engaged and productive workforce.

The company also limits the pay
of top executives fo no more than
19 fimes the lowest paid associate In
the firm. While this amount has been
increased over time in order to main
fain compefitive compensation for
managers, it is{sﬁll well I‘aelowg "::::;
try averages for fop manage
1e);m men?bers. And, John Mackey
the former CEO and now _COCf ’
only receivis $1 annually in salary

stock options. .,

P E'I"l:a outcgmes of this U“‘q“”:
system for managing human :fnpp 8,
have been impressive. o exover is
Whole Foods’ voluntary furn

dusiry aver
much lower than the in s

age. The industry overage e
9% percent annud ly, ‘bll-:i s\‘:h:o_
Foods' data show that it Ia Lh
untary turnover rafe of only P
cent (in 2012). In addition,
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ﬁoods has been ranked in the to
100 best companies to work fcpr
by Fortune magazine every year
since the inception of the ranking in

1998.
In addition to its flat organization

siructure (few layers of management
between associates and top manag-
ers) and decentralized decision mak-
ing (e.g., selection of new associ-
afes), the company believes that each
employee should feel a stake in the
cuccess of the company. In fact, this
is communicated in its “Declaration
of Inferdependence.” The Declaration
of Interdependence suggests that the
company has eight core valves. They
are listed in Table 1.
The company aftempts to support
team member excellence and hap-
piness through its empowering work
environment in which team members
work together fo create the results.
In such an environment, they fry to
create a motivated work team that
achieves the highest possible produc:
fivity. There is an emphasis on indi-
viduals toking responsibility for their
success and failure and seeing both
as opportunities for personal an
organizational growth.
The company develops self-
directed work teams and gives them
significant decision-making author-
ity to resolve problems and build @
department and product line to sat-
isfy and delight the customers. The
company believes in providing open
and fimely information and in being
highly transparent in all of its opera-
tions. It also focuses on achieving
progress by continuously allowing
associates to apply their collective
creativity and intellectual capabili
fies to build a highly competitive
and successful organization. Finally,
the company emphasizes @ shared
fate among all stakeholders. This Is
why there are no special privileges
given fo anyone, not even fo fop
managers. It is assumed that every-
body works together to achieve

success.

(Eight Core Values)

. Satisfying, delighting
. Supporting team mem
. Creating wealth through
. Serving and supporting
. Practicing and advancing enviro
. Crealing ongoing win-win partne
. Promoting the health of stakehold
education.
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SOCIAL AND COMMUNITY
RESPONSIBILITIES

Whole Foods Market takes pride in
being o responsible member of its
community and of society. For exam-
ple, it emphasizes the importance of
sustainable agriculture. In particu-
lar, the firm tries to support organic
farmers, growers, and the environ-
ment by a commitment to using sus-
tainable agriculture and expanding
the market for organic products. In
this regard, the Whole Foods Mar-
ket launched a program to loan
approximately $10 million annually
to help independent local produc-
ers around the country to expand. It
holds seminars and feaches produc-
ers how to move their products onfo
grocery shelves and how to command
and receive premium prices for their
products. These seminars and related
octiviies have been quite popular.
Overall, the Whole Foods Markel
does business with more than 2,400
independent growers.

Whole Foods Market also sup-
ports its local communities in other
ways. For example, the company
promotes active involvement in local
communities by giving a minimum of
5 percent of its profits each year fo
a variety of community and nonprofit
organizations. These aclions encour:
age philanthropy and outreach in the

communities that Whole Foods serves.
also fries

Whole Foods Market
to promote positive environmenta

., Selling the highestquality natural an
and nourishing customers.

ber excellence and happiness.

profits and growth.

local and global communities.
nmental stewardship.
rships with suppliers.

ers through healthy eating

YABLE 1 Whole Foods’ Declaration of Interdependence

d organic products available.

practices. The company empha-
sizes the importance of recycling
and reusing products and reducing
waste ‘wherever possible. Further-
more, Whole Foods was the First
refailer fo build a supermarket that
met environmental standards of the
leadership in Energy and Environ-
mental Design Green Building Rating
System (LEED). It offsets 100 percent
of its energy use with wind credits.
Finally, Whole Foods anncunced a
new initiafive a few years ago to cre-
ate an animal compassion standard
that emphasizes the firm’s belief in
the needs of animals. The company
developed standards for each of the
species that are used for foods and
sold through their supermurkeis (con-
cern for human treatment and animal
welfare). In 2012, the company pro-
duced its first Green Mission Report
that reperts on all of its areas relate
to environmental sustainability.
Whole Foods launched a pro-
gram fo encourage higher wages an
prices paid o farmers in poor coun-
tries, while simultanecusly promofing
environmentally safe proctices. In

fact, the company donates a portien
! ; to its Whole Planet

of its proceeds :
Foundation, which in tur? provides
microloans to enirepreneuts in evel-
oping countries.

i gina“y_. ole Foods has
become a champion F;r T;ﬂhhy :ab
i in thy eafing
ing. It engages o it

education to promote
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citizens and communities. It provides
recipes for preparing healihy meals.

Very few, if any, major corpo-
rations, including competing super-
market chains, have established pro-
grams that rival those of the Whole
Foods Market to meet social and com-
munity responsibilities.

SOME BUMPS IN THE ROAD
While the Whole Foods Market has
been a highly successful company, it
sfill has experienced some problems
along the way. Obviously, it has
produced a concept that has been
imitated by other natural foods com-
panies and o number of compefing
supermarkets as well. Yef, in gen-
eral, Whole Foods has been able
to maintain its competifive advan-
tage and market leadership, partly
by being the first to the market and
partly because of ifs practices, which
continue fo generate a strong reputa-
tion and a positive company image.
Yet, a number of firms have devel
oped competing products and are
making headway in selling erganic
foods, including some regular large
supermarket chains. For example,
Sprouts Farmers Market has garnered
a large number of customers with its
sales of natural and orgonic foods.
Major supermarket retailers such as
Kroger have expanded the number
and type of organic foods sald. Even
Wal-Mart offers organic foods in its
grocery operations. In order fo main-
tain its leadership and to continue fo
command a premium price, Whole
Foods Market has been centinuously
differentiating its products and build-
ing its image so that people will buy
from it rather than from competitors.
Whole Foods continues to expand the
number of its stores and move info
new markefs. It has recently begun
fo expand info smaller cities such as
Boise, Idaho [population is 212,000)
and Lincoln, Nebraska (population is
260,000), with success. Previously, It
only located stores in large metropoli-
tan areas. It recently opened its first

Domain sfore in which it offers dining
experiences such as oyster bars and
Texas barbecue along with retail gro-
cerles. And, Whole Foods recently
market fested o “click and collect”

ram whereby consumers can
Ezgr organic loo)crls online and pick
up the order at the nearest ole

Foods relail store.
The top management of the

Whole Foods Market has been
strongly opposed fo unionization.
The belief is that the company
pays workers well and treats them
with dignity and respect and that a
union Is likely fo interfere in ifs rela-
tionships with associates. Mackey,
the CEO of the company, suggests
that it is @ campaign to “love the
worker, not a union.” Yet, the first
union for Whole Foods was vofed
in at its Madison, Wisconsin, store.
However, the Whole Foods Market
executives have been able to fend
off union efforts at other stores,
including @ campaign launched
that the company referred to as
“ynion awareness training.” Sfill, it
may experience problems with its
planned expansion into Montreal
where unions are especially strong.
Several years ago Mackey was
criticized for and investigated by the
Securities and Exchange Commis-
sion (SEC) for posting on a Yahoo!
financial message board anony-
mous online critiques of competitors
and selfcongratulating  statements
about the Whole Foods Market.
These comments were made using
a pseudenym so no one knew that
he was the CEO of Whole Foods.
This action was strongly criticized
by analysts and others, and several
questioned the ethics of his actions.
The Whole Foods’ Board investi-
gated the actions and reaffirmed its
support for Mackey. In additien, the
SEC concluded that no enforcement

_action would be taken against the

company or the CEO. Mackey has
not engaged is such actions since
that time.

FIRM PERFORMANCE
AND THE FUTURE
Whole Foods Market has performed
well over the past several years, sus-
faining significant growth in sales and
profits. Its stock price has also gener.
ally performed well. However, during
the period 2005-2008, some analysts
argued that the stock was overvalued,
parfly because they did not believe
that Whole Foods’ growth rate and
refurns could be sustained. Undoubt-
edly, maintaining its growth rate will
be difficult as the competifion in its
natural and organic foods confinues
fo grow. It was a speciol concern dur- |
ing the recent economic recession. Yet, |
Whole Foods’ business model seems
o be strong even with the challenging |
economic environment, The company
is highly profitable and confinues to |
outperform its direct compefitors. And |
the value of its stock has increased |
considerably with a return of 1,075
percent over its most recent five years
ending with fiscal 2013. Shareholders
enjoyed a 2 for 1 stock split in 2013.
The firm has been combating com-
pefition with its new approaches and
stores and recently offering discounts
onits products. The expansion of sfores
to new communities has been success-
ful as well, hurfing established super-
market competitors such as Albertsons
in its own backyard (Boise, Idaho).
Clearly, Whole Foods Market has been
a very posifive force in dealing with its
associates through its highly unique
means of managing human copital. I
also has built a strong positive reputa-
fion and differentiated its products in
the eyes of consumers. Yet, there are
some challenges with which the firm
must deal, such as growing competi-
fion and potential unionization. While
the future likely remains bright, further
evaluation will be needed te determine
whether there will be continued growth
and posifive returns for all stakeholders
of the Whole Foods Market.

Source: Whole Foods Market logo used
with permission.
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Chapter 1
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22.
23.
24,

25.

26.

27.
28,
29.
30.
31
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jotes as it expan

fo its OSSOCE . ol morkets?

further into intern

fer 4 "
?’?I': what extent do you think that
" haining and associate learning
would be more important for W 0
Foods than for other grocery stores
2. What type of perceptual problems
on the part of associates and the
public may have resulted from the
scandal regarding John Mackey's

blog aclivities?

Chapter 5

1. Given the nature of Whole Foods'
jobs and the way in which associates
are selected, what type of personal
ity fraits are imporfant for Whole
Foods' associates fo possessg

2. Compared fo the industry average,
Whole Foods has a low turnover
rate and is consistently ranked as
a great place to work, Why do
you think Whele Foods’ associates
are so satisfied and committed to
the organization?

Chapter 6

1. Are Whole Foods' team members
likely to experience problems with
procedural and/or distributive jus-
tice? Explain,

2, Wh:;h of the major motivational
procfices are emphasized by
Whole Foods in ifs management sys-
tem? For example, do they include
meaningful rewards, tying rewards
to performance, designing enriched
jobs, providing feedback. or clarify-
Ing expectations and goals?

Chtlph’:r 7

1. Based on the demand—conirol and
effort-reward models of stress
are Whole Foods’ feam member;
likely to experience o great deal of
stress? What about its executives?

6
II-

: i 2. Does Whole Foods need a we

members of thabmrte prowd:: ness programé Why or why not?

Chapter 8 .

1. Is John Mackey a transformational
leader? Why or why not?

2. Based on confingency theories of
leadership, what approach to lead-
ership should be used by Whole
Foods’ team leaders? Why?

Chapter @

1. Whole Foods’ open-book policy
allows all associates to have full
access to all information about
the company and s executives.
Would this degree of open com-
munication work as well in other
companies? Why or why nof?
What impact do you think this
degree of transparency has on the
attitudes and behavior of Whole
Foods' associates?

2. What ethical issues arise from John
Mackey's use of o pseudonym to
post opinions, information, and
critigues on blog sites?

Chapter 10

1. What decision styles does John
Mackey appear fo use? Do these
fit his situation?

2. Which  group  decision-making
pitfalls appear most likely within
Whole Foods' feams, and which
decision-making techniques would
you recommend fo counter those
pitfalls?

Chapter 11

1. What policies and procedures
does Whole Foods enact that
allow it to develop successful asso-
clate teams?

2. What impact do you think that the
process of allowing team members
to vote on hiring new members has
on the dynamics and performance
of the Whole Focds teams?

T

Chapter 12

1. Whole Foods’ “Declaration ¢
Interdependence” states that twg
of the company’s core values are
"creating wealth through profis,
and growth” and “caring about
our communities and the envirgn.
ment.” Often, these two values are
in conflict for many companies.
How does Whole Foods resolve
this conflict?

2. Whole Foods has been opposed
to the unionizafion of its associ-
ates. However, associates in a
Madison, Wisconsin, store voted
to become unionized. What type
of conflicts or power struggles may
have caused this to occur?

Chapter 13

1. Analyze the effects of the demo-
cratic approach to store opera-
tions and hiring new associates on
store performance.

2. What does the transparency about
company financial data and asso-
ciate and managers’ compensa-
tion communicate about Whole
Foods' culture? How does the Dec-
laration of Interdependence reflect
aspects of Whole Foods’ culture?

Chapter 14

1. Analyze how Whole Foods has
managed change over the years
since it started.

2. Whole Foods now faces a signifi-
cant amount of competition, How
should it respond to the changas
in the competitive landscape of its
industry? What future challenges
do you envision for Whole Foads’
market?




