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hole Foods Market is the |argesf Much of its inventery was ruined and
. . ils equipment was domaged. The total
natural fOOd retailer in the world losses were approximotely $400,000,

and the company had no insurance,

with more than 360 stores and Interestingly, cusiomers and neighbors

approximately $12 billion in annual sales.

helped the staff of the store to repair
and clean up the damage. Creditors,

With operations located primarily in the United ~ vendors, and invesiors il parinered

to help the stare raopen only 28 days

States cnd CIISO in Conodc and the U!'I“Gd after the flood. With their assistance,

Whole Foods survived this devastating

Kingdom, Whole Foods sells natural and organic il disester,

food products that include produce, meat, poultry,

Whole Foods starled lo expand
in 1984 when it opened its first store

seafood, grocery products, baked and prepared  cutside of Austin. The new siore was

locoted in Houston, lollowed by

goods, many drinks such as beer and wine, ancthes store in Dallos and ane in New
Orleans. It also began acquiring other
cheese, floral products, and pet products. The companies fat ol naral Joods,

origin of the company dates to 1978 when John  which helped fo increass its expansion

into new areas of the United Siates. In

Mackey and his girlfriend used $45,000 in 2007, it kpanded into infernational

markets by opening its first Whole

borrowed funds to start a small natural food store  Feods branded store. in London,

then named SaferWay. The store was located

England. {ln 2004, it acquired a small
natural foods company in the United

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

the space over the store [without a shower)

because they were “kicked out” of their
apartment for storing food products in it. WH I E

Iin 1980, Mackey developed a
partnership with Craig Weller ond
Mark Skiles, merging SaferWay
with Weller's ond Skiles's Clarksville
Natural Grocer 1o create the Whole
Foods Market. lts first siore opened in
1980 with 12,500 squore fest and

19 employaes. This was a
very large health food store
relotive to cthers at thal
time. There wos a devastat- ®

ing flood in Austin within a
year of s cpening cnd i

store was heavily damaged.

Logo praoperty of Whole Foods Market
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wse the Whole Foods brand unlil open-
ing its new sore in London.) also
acquired one of its majet U.S. com-
petitors, Wild Qats, in 2007. And,
it is currently planning on exponding
its lootprint in Canada from 9 stores
(all in British Columbia) to 49 slores
moving into other Canadian markels
such as Montreal. It now has approxi-
mately 67,000 employees with about
7 percent growth in the employee
base annually. Thus, Whele Foods has
become a major business enterprise
and the most successful natural and
organic foed retaiter 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 lo
implement an effective people-man-
agement system. Each Whole Foods
store employs approximately 40 to
os many as 650 associates. All of
the associates are crgonized into
self-directed teoms; associotes are
referred to as leam members. Each of
the teams is responsible for a specilic
product or service area le.g., pre-
pared foods, meats and pouliry, cus-
tomer service). Team members repart
to o leam leader, who then works
with store management, referred
lo gs store team leaders. The team
members are a crifically important
part of the Whole Foods operation.
[ndividuals are carefully selected
and trained to be highly knowledge-
able in their product oreas, io offer
friendly service, and to make eritical
decisions related 1o the types and
quality of products offered to the

as “workplace democracy.” In fac,
many of the team members ore
aftracted 1o Whole Foods because
of the discretion they have in mak-
ing decisions regarding product lines
and so on. Of course, there are other
afiractions such as the compensation.
For example, the company's slock
option program involves employees
at all levels. In fact, 94 percent of the
stack oplions offered by the company
heve been presented 1o nonexecutive
members, including frontline teom
members. The company pays compel-
itive wages and pays 100 percent of
the health insurance premium for all
associoles working ot least 30 hours
per week, which incluces 89 percent
of its workforce. Although the annual
deductible is high {$2,500}, each
associole receives a grant of up fo
$1,800 annually in o Personal Well-
ness Account to be used for health
care out-ofpocket costs. All of the
benelit options are voted on by the
associates in the compony. Current
programs include options for dental,
vision, disobility, and life insuronce
in addition to the full medical cover-
age for fullfime associates.

Whole Foods follows a demo
cralic model in the selection of new
associates. For example, potential
new team members can apply for any
one of the 13 teams thal operate in
most Whole Foods Markets. Current
team members participate in the inter-
viaw process and actually vole on
whether to offer a job lo prospective
colleagues. A candidate is generally
given a four-week Irial pericd fo deter-
mine whether he or she has potential.
Al the end of that trial period, leam
members vole on whether to offer a

high-parforming feams may earn
up to $2 on hour more than their
current wage base,

The top management of Whole
Foods believes thal the bast philos-
ophy is to build a shared identity
with all team members. They do so
by involving them in decisions and
encouraging their participation ot all
levels in the business. They empower
employees to make decisions and
even allow them to participale in
the decision regarding the benefit
oplions, as noted above. All team
members have access fo full informa-
fion on the company. It is referred
to as Whole Foods’ openbook
policy. In this epen-bock policy, team
members have access to the firm's
financial records, which include
compensation information for all
associates and even the lop manage-
ment team and the CEQ. Therefore,
the firm operates with full transpar-
ency regarding ils associates. This
approach emphasizes the com-
pany's core values of collaboration
and decentralization. The company
afiracts people who share those core
values and Iries to reward a highly
engaged and productive workforce.

The company also limits the pay
of top executives fo no more than
19 times the lowest paid associate in
the firm. While this amount has been
increased over fime in order to main-
fain compeiilive compensation for
managers, it is still well below indus-
iry averages for top management
team members. And, John Mackey,
the former CEQ and now coCEOQ,
only receives $1 annually in salary
and no stock oplions.

The outcomes of this unique

e i

system for managing human capital
have been impressive. For example,
Whole Foods' voluntary turnover is
much lower than the industry aver
age. The industry average is almost
90 perceni annually, but Whole
Foods' data show that it has a vok
untary turnover rate of only 7 per-
cent {in 2012). |n addition, Whole

permanent job to the candidate. The
candidate must receive a twothirds
majority positive vote from the unit
team members in order o be hired.
Teams also receive bonuses it
they perform exceplionally well.
They set goals relative to prior perfor-
mance and must achieve those goals
to atiin a bonus. Excepfionally

public. Thus, they operate much dif-
ferently than most “employees” in
refail grocery outlels. These team
members work with their team leader
to make a number of joint decisions
with regard to their specific areas,
and they coniribute to store level
decisions as well. Some observ-
ers have referred to this approach

et
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ranked in the top
Banies fo work for
S czina svery year
on of the ranking in

'k s Flat organization
oyers of management
setes and top manog-
78d decision mak-
n of new associ-
helieves that each
d feet a sicke in the
he company. In fact, this
d in its "Declaration
dsnice.” The Declaration
Bendence suggests that the
hes eight core values. They
jn Table 1.

ny chempts fo support
axcellence ond hap-
s empowering work
which feam members
Basther. o create the resulls.
an srvironment, they try to
imolivated work feam that
the highest possible produc-
fore is on emphasis on indi-
ting responsibility for their
lure and seeing both
iies for personal and

al growth.
mpany develops self-
work feams and gives them
ificant decision-making author-
B resolve problams and build o
i ent and product line to sat-
Idelight the customers. The
any beliaves in providing open
fimely information and in being

continuously allowing

s lo apply their collective
creativity and intellectual copabili-
@5 fo build a highly competifive
gg successhul organization. Finally,
8 company emphasizes o shared
*Ste among all stakeholders. This is
iy thers are no special privileges
glven o anyone, not even Io top
manogers. || is assumed thot avery-
9y “works fogether to achieve

YABLE 1 Whole Foods' Declaration of Interdependence

[Eight Core Values)

. Selling the highestquality natural and erganic products available.
. Saiistying, delighting and nourishing customers.

. Supporting leam member excellence ond happiness.

. Creating wealih through profits and growth.

. Serving and supporting local and global communities.

. Praciicing and advancing environmenial stewardship.

. Crealing ongoing win-win parinerships with suppliers.

. Promoling the hedlth of stakeholders through healthy eafing

mNO- bW —

education.

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 ogriculivre. In particy-
lar, the firm tries to support organic
farmers, growers, and the environ-
ment by o commitment fo using sus-
fainable agricullure and expanding
the market for organic products. In
this regard, the Whole Foods Mar-

ket lounched a program to loan’

opproximately $10 million annually
to help independent local produc-
ers around the country to expand.
helds seminars and teaches produc:
ers haw 1o move their products onto
grocery shelves and how lo command
and receive premium prices for their
products. These seminars and related
acfivifies have been quite popular.
Overall, the Whole Foods Market
does business with more than 2,400
independent growers,

Whole Foods Market dlso sup-
ports its local communities in other
ways, For example, the compony
promoles oclive involvement in local
communities by giving a minimum of
5 percent of its profits each year lo
a variety of community and nonprofit
organizations. These actions encour-
oge philanthropy and outreach in the
communifies that Whole Foods serves.

Whole Foods Market also tries
to promote posilive environmenal

practices. The company empha-
sizes the importance of recycling
and reusing products and reducing
waste wherever possible. Further-
more, Whole Foods was the first
retailer fo build a supermarket that
met environmental standards of the
Leadership in Energy ond Environ-
mentol Design Green Building Rating
System (LEED). It offsets 100 percent
of its energy use with wind credils.
Finally, Whole Foods onnounced o
new initiative o few years ago fo cre-
ate an onimal 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 thraugh their supermarkats [con-
cern for human ireciment and onimal
welfare). In 2012, the company pro-
duced its first Green Mission Report
that reports on oll of its areas related
1o environmental sustainability,

Whole Foods launched a pro-
gram lo encourage higher wages and
prices paid to farmers in poor coun-
iries, while simultoneously promating
environmenially safe praclices. In
fact, the company donates a portfion
of its proceeds fo its Whole Planet
Foundation, which in turn provides
microloans to entrepreneurs in devel
aping coyniries.

Finally, Whole Foods has
become o champion for healthy eat-
ing. It engoges in hedlthy edfing
education fo promole more healthy
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citizens and communities. It pravides
recipes for preparing healthy meals.

Very few, if any, major corpo-
rations, Including competing super-
market chains, have established pro-
grams that rival these 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
still has experienced some problems
along the way. Obviously, it has
produced o concept that has been
imitated by other natural foods com-
panies and a number of compefing
supermarkels as well. Yel, in gen-
eral, Whole Foods has been able
to maintain its compefifive advan-
tage ond market leadership, partly
by being the first to the market and
partly bacause of its practices, which
continue fo generale a strong reputa-
tion and a positive company image.
Yel, a number of firms have devel
oped compeling products and are
making headway in selling organic
foods, Including some regular large
supermarket chains, For example,
Sprouts Farmers Markel has garnered
a large number of customers with its
sales of natural and organic foods.
Maijor supermarket refailers such as
Kroger have expanded the number
and type of organic foods sold. Even
Wal-Mart offers organic foods in its
grocery operafions. In order o main-
jgin its leadership ond to continue to
command o premium price, Whole
Foods Markei has been continuously
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 inla
new morkets. It has recently begun
to expand into smaller cities such as
Boise, Idcho {populotion is 212,000]
and Lincaln, Nebraske {population is
260,000), with success. Previously, it
anly located stores in large metropoli-
tan areas. It recently opened its first

Domain store in which it offers dining
experiences such s oyster bars and
Texas barbecue along with retail gro-
ceries. And, Whole Foods recenly
market tested o “click and collect”
program whereby consumers con
order organic foods online and pick
up the order at the nearest Whole
Foods retail siore.

The top management of the
Whole Foods Market has been
strongly opposed to unionization.
The belief is that the company
pays workers well and ireats them
with dignity and respect and thal @
unian s likely to interfere in its rela-
fionships with associates. Mackey,
the CEO of the company, suggests
that it is o compaign to “love the
worker, not o unlon.” Yet, the first
union for Whole Foods was voled
in at its Madison, Wisconsin, store,
However, the Whole Foods Market
execufives have been able to fend
off union efforts at other stores,
including o compaign launched
that the company referred to os
*union awareness training.” Still, it
may experience problems with its
planned expansion into Montreal
where unions are especially strong.

Several years ago Mackey was
eriticized for and invesfigaied by the
Securities and Exchange Commis-
sion (SEC) for posting on o Yahoo!
financial message boord anony-
maus online critiques of competitors
and selfcongraiulating statements
about the Whole Foods Market.
These comments were made using
o pseudonym so no one knew that
he was the CEQ of Whole Foods.
This aclion was strongly criticized
by analysts and others, and several
questioned the ethics of his octions.
The Whole Foods' Board Investi-
gated the actions and reaffirmed its
support for Mackey. In addition, the
SEC concluded that no enforcement
action would be taken against the
company or the CEO. Mackey has
not engaged is such cctions since
that time,

FIRM PERFORMANCE
AND THE FUTURE
Whole Foods Market has performed
well over the past several years, sus-
jaining significant growth in sales and
profits. lis stock price has also gener-
ally performed well. However, during
the period 2005-2008, some analysts
argued that the stock was overvalued,
partly because they did not believe
that Whole Foods’ grawth rate and
returns could be sustained. Undoubt-
edly, mainiaining its growth rate will
be difficull as the compelition in its
natural and organic foods confinues
fo grow. It was a special concern dur-
ing the recent economic recession. Yet,
Whole Foods’ business model seems
to be sirong even with the challenging
economic environment. The company
is highly profitable and confinues to
outperform its direct compelitors. 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-
petition with its new approaches and
stores and recently offering discounts
on its products, The expansion of stores
to new communities has been success-
ful as well, hurting established super-
market competitors such os Albertsons
in its own backyard (Boise, Idaho).
Clearly, Whole Foods Market has been
a very positive force in dealing with its
associctes through its highly unique
means of manoging human capital. It
also has built a strong posifive repute-
fion and differentiated its produclts in
the eyes of consumers. Yet, there are
some challenges with which the firm
must dedl, such as growing compeli-
fion and potential unionization. While
the future likely remains bright, further
evalualion will be needed to determine
whether there will be conlinued growth
and positive returns for all stakeholders
of the Whole Foods Markel.

Source: Whole Foods Market logo used
with permission.
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2. How could Whole Foods’ democratic model of selection
interfere with the development or continuance of a diverse
workforce? Whal should it do fo prevent difficulties?

Chapter 3 ;

1. How do you think that globalization will affect Whole
Foods over time? Please explain several ways it could
affect the company operations.

2. In what ways con national cullure offect the manage-
ment of human capital? Will Whole Foods have to
odapt its democratic approach to selecting new leam




