Success During an Economic Downturn: Leading with Agility and Innovation
Introduction
When I first began working on this presentation, my frame of reference was “backward.” That is, I was looking back at the challenges introduced by another executive management change, a reduction in force, and a softening retail sector. I wanted to share what Zale IT had done to be “successful” during a very trying season. 

That all changed as the months of August and September gave birth to the month of October. No matter how much I tried, I could not “ignore” what was happening in front of my eyes. For the week of September 15th, according to the Boston Consulting Group, “marked the end of America’s Depression-era financial system.” The very financial services landscape changed irrevocably and virtually overnight. Even though the financial system was at the center of this turmoil, the ramifications will inevitably travel throughout the broader economy. Thus, I could not ignore modifying my frame of reference. It had to also include a “forward” look. 
One might ask: “Why would you resist looking to the future as part of this discussion?” The answer is simple – I don’t want to look like an idiot. I don’t want to hold myself out as a prophet. I don’t want to make Thornton sweat that he has another “futurist” with which to compete.

To assist you in being successful during an economic downturn, I would like to humbly share what I have learned and what I am doing at the current time. I want to look “backward” and “forward.” I want to comment on both completed and on-going elements of how I am attempting to lead with agility and innovation. I will organize my comments under the following three headings:
· The Environment that Necessitates Agility and Innovation
· The Elements of an Agile and Innovative Response

· The Evaluation (Past and Present) of the Attempt at an Agile and Innovative Response

The Environment That Necessitates Agility and Innovation
First, the external environment that Zale (a $2.2 billion specialty jewelry retailer with over 2,100 locations in the U.S., Canada, and Puerto Rico) confronted in the Spring and Summer included:

· Rising oil prices: $75a barrel (August, 2007) to $147 (August, 2008) and its inevitable impact on the price of gasoline
· Rising food prices: increasing 6% in the 12 months ended in August (CPI Index)
· Retail growth projected to rise only 2.2% in 2008 (as compared to the 10-year average of  4.4%) which is the slowest since the 1.3% rise in 2002 after the dot.com bust (NRF)
· Retailers paring back inventories and offering sales as incentives

These economic headwinds were also paired with a variety of internal environmental challenges:

· A new Board and executive management team

· A 20% Company-wide reduction in force (including IT)

· Fewer capital dollars

· Fewer expense dollars for merit increases and professional services
· The loss of one of our greatest strengths for hiring/retention – security

· No relief in salaries when we filled open positions (they were still rising)
· No reduction in appetite for “system” solutions
If that were not enough, Zale (as others) now face realities introduced by the financial crisis such as:

· A combination of less available (and more expensive) credit with stagnant or even declining demand 
· A choice of consumers to save more in order to pay down debt and/or build a nest egg for retirement
· An increasingly difficult environment for businesses to obtain short-term financing (and its impact on paying its employees)
· A higher cost of capital

· An increase in government intervention and regulation

· A cessation or reversal of such retail trends as trading up, robust luxury segments, etc.
· A decrease in retail sales for “non-essentials” 

· A lengthy recession (that may or may not have already started)

The Elements of an Agile and Innovative Response

That is the environment that Zale has faced and is facing. Before we look at the proposed elements of an agile and innovative response to that environment, let me share with you a story.

Sherlock Holmes and Dr. Watson went on a camping trip. They set up their tent, crawled inside, and fell asleep. Some hours later, Holmes woke his faithful friend up. "Watson, look up at the sky and tell me what you see." Watson replied, "I see millions of stars." "What does that tell you?" asked Holmes. Watson pondered for a minute. "Astronomically speaking, it tells me that there are millions of galaxies and potentially billions of planets. Astrologically, it tells me that Saturn is in Leo. Horologically, it appears to be approximately a quarter past three in the morning. Meteorologically, it seems we will have a beautiful day tomorrow.”  After a few seconds, Watson asked: “Well, Holmes, what does it tell you?" Holmes was silent for a moment and then he said: "Watson, you imbecile. Can’t you see that someone has stolen our tent." 

There is a danger, when we come to a topic like “Success During an Economic Downturn”, that, we look for the complicated and overlook the sublimely obvious. As such, let me set forth ten (10) elements of an agile and innovative response that can yield success during an economic downturn. These elements, utilized by Zale IT, are not necessarily in order of importance.

1. Vision

The first element of an agile and innovative response is a vision. Solomon said: “Without a vision, the people perish.” Vision “casting” is imperative in an economic downturn. Let me explain.

One of the greatest challenges that Zale IT currently faces is attracting and retaining -- not just employees -- but the best employees. Since very few people with brains, skills, and initiative appear unsolicited on your doorstep -- the challenge is to retain your most talented employees.  

Never before have these talented employees felt so free to tell their bosses what they think of them. Despite this current economic downturn, these talented employees are not afraid of losing their jobs.  Why? Because other jobs always await them. Even modestly competent people, who possess skills that are in short supply, can move from one company to another. This personal quest for the perfect position (they believe they richly deserve) costs the sending company untold sums of money in terms of loss productivity, recruiting fees, and training costs.

To address this specific matter, I set forth a vision at the beginning of our fiscal year. I told our leadership team that we were getting ready to go on a journey. It was a journey towards operational excellence. While our turnover has dropped to an historic low in 2008 (we are good), we need to be great! Our goal was to become the best department in all of Zale. Our goal was to be come one of the best IT shops in all the Metroplex.

How were we going to get there? We were going to get there by implementing a department-wide leadership vision called – “It’s Your Department.” This vision was a “takeoff” on Captain D. Michael Abrashoff’s excellent book: “It’s Your Ship.” 
We chose to address a specific business challenge imposed upon us by the economic downturn by setting forth a vision for the IT leadership team. It was a vision of operational excellence that was intended to make us more agile and innovative.

2. Strategic

The second element of an agile and innovative response is to remain strategic in your thinking. 

The story is told of a monastery in Portugal, perched high on a 3,000 foot cliff and accessible only by a terrifying ride in a swaying basket. The basket is pulled with a single rope by several strong men at the top of the cliff. One American tourist who visited the site got nervous halfway up the cliff when he noticed that the rope was old and frayed. Hoping to relieve his fear, he asked: "How often do you change the rope?" The monk in charge at the bottom of the cliff replied: "Whenever it breaks!" 

Rather than being reactive in the midst of an economic downturn – it is easy to fall into this trap -- you must continue to walk toward and modify your 3/5 year IT strategy. Zale IT continually inquires/participates in all business strategic planning efforts. We strive to align IT strategies with the ever changing business strategies of an organization that is in a constant state of flux (due to the economic downturn). We actively plan for the future. Why? It is because we want the staff to have a long-term perspective. We want them to continue to be innovative.
3. Security

The third element of an agile and innovative response is the need to stress and sell “security.” Employee retention is always important. It becomes critical in an economic downturn. One can always find replacement employees but market uncertainty (all other things being equal) tends to lower the quality of available talent in the marketplace. Thus, Zale IT speaks to its strengths. We stress that the known is better then the unknown. We remind them that tenure (in this world of HR control) often protects their job during a reduction in force – something they lose if they go to another company. 

Why is retention of talented employees so critical in an economic downturn (beyond the obvious)? It is because many companies disallow filling positions that come open during an economic downturn. They freeze “new” hiring. Do you want to remain agile in an economic downturn? Stress and sell “security” to your existing employees.

4. Subtlety

The fourth element of an agile and innovative response is the need to recognize the power of subtlety. 

A tour guide was explaining to some visitors that his job was not always as pleasant as it seemed. He told them about a group of disgruntled tourists he had taken to the Blarney castle (in Ireland) earlier in the week. "These people were complaining about everything. They didn't like the weather, the food, their hotel accommodations, the prices, everything. Then to top it off, when we arrived at the castle, we found that the area around the Blarney Stone was roped off. Workmen were making some kind of repairs." "This is the last straw!" exclaimed one lady who seemed to be the chief faultfinder in the group. "I've come all this way, and now I can't even kiss the Blarney Stone." "Well, you know," the tour guide said, "according to legend, if you kiss someone who has kissed the stone, it's the same as kissing the stone itself." "And I suppose you've kissed the stone," said the exasperated lady. "Better than that," replied the guide. "I've sat on it." 

Subtlety has both a negative and positive aspect. Negatively, in the midst of an economic downturn, every one of your employees becomes a self-anointed psychologist. They dissect your words. They scrutinize your actions. They “spin” what it means when you cancel a trip, re-schedule training until a later date, or disinvite someone to a meeting. Recognize that no matter what you say or do, your staff will reinterpret your words and actions. 

As a result, you must utilize the positive power of subtlety. Zale IT leadership is actively encouraged to move amongst their staff (MBWA). They are trained to implement our vision. They are encouraged to think and speak strategically (i.e., have a “long-term” view). They are expected to be optimistic. They are trained to avoid taking actions that are obvious “red flags” to the staff. They are instructed to do all these subtle things (and more) to keep us agile in the midst of an economic downturn.

5. Compelling Solutions

The fifth element of an agile and innovative response is to introduce “compelling” solutions. A “compelling” solution is one that literally begs for hitherto non-existent funds. Or stated a different way -- they are so compelling, you are able to get funding when funding is supposedly unavailable.

What do these “compelling” solutions look like? They stress “value” innovation rather than “technical” innovation. Borrowing from W. Chan Kim and Renee Mauborgne’s “Blue Ocean Strategy”, companies need to break out of the red ocean of bloody competition by creating uncontested market space that makes the competition irrelevant. Instead of dividing up existing – and often shrinking – demand and benchmarking competitors, blue ocean strategy is about growing demand and breaking away from the competition. And value innovation is the cornerstone of such a blue ocean strategy. It is called “value” innovation because instead of focusing on beating the competition, it focuses on making the competition irrelevant by creating a leap in value for your company – thereby -- opening up new and uncontested market space.

What is a specific example of a “compelling” solution introduced by Zale IT? Zale recently introduced a store kiosk (named Z-osk) that provides direct access to our website, expands the inventory available for sale in a store, provides Jewelry consultants with a tool to build rings, family jewelry, and charm bracelets, provides complete customer and warranty history, and lays the foundation for multi-channel retailing (something not yet available in the specialty jewelry retail space). The price tag per store (small due to being a thin client device), the ease of rollout, and the capabilities introduced to the stores prompted the Company to find unbudgeted funds for such “value” innovation.
If you want to be agile and innovative in an economic downturn -- introduce “compelling” solutions that create uncontested market space and make the competition irrelevant.

6. Recognition/Reward

The sixth element of an agile and innovative response is to recognize your staff’s success and reward commendable behavior. In the age of Generation Y employees (who got trophies for participating in a sport) and international employees (who consider anything less than an “outstanding” review to be a loss of honor), you simply cannot reward your staff enough. Under normal circumstances, your staff desires such recognition and reward. In an economic downturn, they crave such recognition and reward.
How does Zale IT recognize and reward its employees? First, we stress that all managers and directors know the name of every person in the department. This emphasizes how important every staff member is. Second, we recognize small (but important) efforts immediately with “I Noticed” cards. In conjunction with the Company’s “Rock Starz” program, 3 employees in the General Office who have received “I Noticed” cards (there is a tear off portion) are awarded $500 every quarter via a drawing. Third, personal cards are written by the CIO to each employee on their birthday and anniversary with the Company. Finally, we differentiate. We reward our most valuable employees (i.e., those who are our best performers) with larger merit raises.
You want to be agile in the midst of an economic downturn, you need to continually and creatively recognize and reward your employees.

7. Integrity

The seventh element of an agile and innovative response is integrity. Donald T. Phillips writes in “Lincoln on Leadership”: “The architecture of leadership, all the theories and guidelines, falls apart without honesty and integrity. It’s the keystone that holds an organization together.” 

This is even truer during an economic downturn. As employees read the headlines in the mainstream media – the stock market is down; companies are laying off employees; housing prices are declining; retail spending is soft; etc. – your integrity will be pressed. They will ask you: “Is there going to be a reduction in force?” “Are we going to get merit raises this year?” “Are you going to outsource my function?” Recognize that integrity can be your greatest asset when you answer these questions. That is because if your word is golden, if your staff trusts you, if you have been honest with them, your employees will engage in the kind of innovative risk-taking that brings a company rewards. Just beware – once lost, integrity is never regained. Once you forfeit the confidence your employees have in your word – you can never regain their respect and esteem.
8. Streamlining

The eighth element of an agile and innovative response is the fine art of streamlining. 
The Danish philosopher Soren Kierkegaard tells the story of a fire in a small town. The fire brigade rushed to the scene but the firemen were unable to get through to the burning building. The problem was the crowd of people who had gathered not to watch but to help put out the fire. They all knew the fire chief well. Their children had climbed over his fire engines during excursions to the fire station and the friendliness of the fire chief was legendary. So when a fire broke out the people rushed out to help their beloved fire chief. Unfortunately the townsfolk were seeking to extinguish this raging inferno with water pistols! The fire chief couldn't contain himself. He started screaming at the townsfolk. "What do you think you're doing? What on earth do you think you're going to achieve with those water pistols?!" The people realized the urgency of the situation. How they wanted to help the fire chief. So they started squirting more. "Come on," they encouraged each other. "We can all do better, can't we?" Squirt, squirt, squirt, squirt. Exasperated the fire chief yelled again: "Get out of here. You are achieving nothing except hindering us from doing what needs to be done. We need firemen who are ready to give everything they've got to put out this fire, people willing even to lay their lives on the line. This is not the place for token contributions." 

You will be challenged to streamline in an economic downturn. How should you respond? As part of its downsizing effort in February, and without violating any HR guidelines, Zale IT made sure that three groups of people were included (whenever possible) in our streamlining effort. First, negatively productive employees were included in the downsizing. These reductions were the least painful (and you don’t have many of these). Second, we included some (not all) “charity case” employees in the streamlining effort.  Every company has them – perfectly nice people who everyone likes but whose contributions are limited. They are a luxury, and this isn’t the time for luxuries. Third, we included some overhead in streamlining effort. We chose to surround our “go-to” staff, our “innovators”, with those who can code, perform analysis, and implement solutions. We chose to stretch our strong managers and directors rather than strain the staff that “delivers the goods.” 
If you want to remain agile and innovative in the midst of an economic downturn, you need to master the fine art of streamlining. You need to ensure that you have a staff that is wholeheartedly committed to your vision and strategy and interested in giving more than a “token” contribution. 

9. Optimism

The ninth element of an agile and innovative response is optimism. In the midst of an economic downturn you can not walk around with slumped shoulders. You can not dress like you are headed to a funeral. You can not speak with an apocalyptic tone. Optimism is desperately needed at this time. Optimism alone can lift the morale and productivity of the staff.

But someone will say? How do you balance optimism with reality? How do you maintain integrity if the situation is difficult? My solution for myself and my directors at Zale is simple. You are either in or out. If you can not be optimistic, if you can not be a positive influence, if you can not project hope – turn the job over to someone else. 

Innovation is impossible in the midst of defeat. Agility is crippled when there is no hope. Even if the situation in your company is dire, you need to view it from the most optimistic angle possible. You need to point out opportunities. You need to identify hope. This is because your optimism can aid in making your organization agile and innovative even in the midst of an economic downturn.
10. Exploitation

The final element of an agile and innovative response is the concept of exploitation. I am not talking about taking advantage of your employees. Rather, I am talking about those opportunities that abound in every economic downturn and how you need to move quickly to take advantage of them. 
At Zale, we approached our software vendors and negotiated lower or (at least) flat maintenance charges for the current fiscal year. We got our telecom provider to lower their rates from the contract rates that we signed two years ago. We changed data storage providers, increasing capacity by 50%, while saving over $400,000 a year on brand new technology. We routinely have consulting firms compete against one another lowering the rates we ultimately pay. We also take advantage of a variety of companies who willingly offer “free” assessments.
The bottom line is that there are deals out there now. Look for them. Find them. Negotiate them. Execute them. If you exploit these opportunities, you will be more agile and innovative in the midst of an economic downturn.

The Evaluation (Past and Present) of our Attempt at an Agile and Innovative Response
Having set forth the environment that necessitates agility and innovation and the elements of our agile and innovative response that is yielding success during an economic downturn, let me now critique/evaluate (past and present) our attempt at such a response.

· Fear Can Not Be Eliminated

First, no matter how hard I tried, I have never been able to completely remove fear. The reduction in force last February is still fresh in the minds of the staff. This combined with the deteriorating employment news picture (thank you main stream media) has allowed an underlying current of fear to remain (and even grow) in certain quarters. As such, I had to learn not to get frustrated. Lingering fear is a fact of life.
· Deeds Outweigh Words

Second, my deeds outweighed my words. I may be arrogant enough (at times) to think that I am an effective communicator, even an effective motivator. Nevertheless, my deeds (MBWA, knowing their names, asking their opinions, eating lunch with them, smiling in the halls, etc.) outweighed my words. I was unable to completely steer them in the direction they needed to go via the spoken word. Rather, I learned that I was more successful in steering them in the direction they needed to go via my actions. This is best summarized by Henrik Ibsen who writes: “A 1,000 words will not leave so deep an impression as one deed.”
· Substance Over Form

Third, I learned that substance trumps form. Zale IT is legendary (that is probably an exaggeration) for “fun” monthly meetings/activities. Many of these have been memorialized on DVD’s, have resulted in non-IT staff visiting our area and enjoying our festivities, and are the source of some jealousy within the building. Nevertheless, these “fun” meetings/activities lost some of their impact after the reduction in force and during this economic downturn. Why? Substance over form. Job security, merit increases, promotions, and approved capital projects speak much louder than “fun” activities.
· Metrics Are Only Directional

Fourth, I learned that traditional metrics of staffing/retention metrics are only directional. They are not absolute. What do I mean? The traditional metrics of lower turnover, internal referrals, and speed to fill open positions can deceive you. They can blind you into thinking that you are being more successful than you actually are. I am learning that the only true measure of employee satisfaction is “time.” The ability to proclaim victory in retaining key staff and remaining agile and innovative in the midst of an economic downturn must be deferred. Only time will really tell. 

· You Can Not Listen Enough

Fifth, you can not listen enough. You can not reach out and “touch” them in their workspace enough. Regular monthly meetings, small focus groups, and team meetings failed to surface the underlying skepticism and previously mentioned fear. I learned that I must get out of my office and interact with my staff several times a day, every day of the week.
· Consistency is Critical
Sixth, consistency is critical. Even the smallest inconsistency in my messages, actions, or words were noticed and quickly communicated through the department. It has been said that a husband that is faithful to his wife 95% of the time, is not very faithful. Though not a marriage, my relationship with my staff must be characterized by the same standard of faithful consistency. Simply put, in this environment, inconsistency is not acceptable. Absolute consistency is mandatory.
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