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CASE 13

ZAPPOos: Delivering
Happiness®

This case exami  uni :
which focus or:lllrcllziivze?i)rll)go Shal;:;i(rllizsntlartkhe o Stratef?’}’ anc.l s bo'th !
few stumbles along the S s h0 be company’s varied stakehold?rs. ]?esplte a
in 1999, The compan Surv; dp};l as been a role model of success since its founding
For . y ved the dot-com collapse because its charismatic CEO,

Yy Hisieh, created a corporate culture that put its customers and employees ahead
of financial S}ICCCSS. The case looks at Zappos® business model and how it influences
the company’s relationships with customers, employees, the environment, and its
communities. The case also discusses some of the challenges the company faces and
how it plans to move into the future.

Marketing strategy, ecommerce, branding, long-term customer relationships, customer
satisfaction, corporate culture, employee relations, social responsibility, customer

loyalty, corporate reputation

an a company focused on happiness be successful? Zappos, an online retailer, is
proving that it can. The company’s revenue grew from $1.6 million in 2000 to
$1.64 billion in 2010. Tony Hsieh, Zappos’ CEO says, “It’s a brand about
happiness, whether to customers or employees or even vendors.” Zappos’ zany
corporate culture and focus on customer satisfaction has made it both successful and a

model for other companies.

The History of Zappos

Nick Swinmurn founded Zappos in 1999 after a fruitless day spent shopping for shoes in
Swinmurn decided to quit his job and start a shoe
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told Inc. Magazine, “It sounded like the poster child of baq Il?:e‘gne.t .1deas..i(but I got
. w ’ ing CEO, Hsieh made an unconventional decision to keep Zap,.

sucked in.” After becoming CEQ, Hsi e warchouse and onee ob-

pos going, even selling his San Francisco loft to pay

ting his salary at just $24.

Zappos struggled its first few years,
com crash forced Zappos to lay off half its st
of 2002, Zappos had sales of $32 mitllliobn lzut V\tli:\jn Setr P

7 deci hat in order to offer the best cus ) d |
5:11:3e (ci}elili(nlfiftrom order to fulfillment to delivery—and began holding 1ts1 ovan inventory,
Zappos moved to Las Vegas in 2004 to take advz'mtage of a i\arg'er 5887 ()fexpenengd
call center employees. The company generated its first profit in 2 ter. reaching
$840 million in annual sales. Zappos also started to be recognized for its unique work
environment and approach to customer service. .

In 2010, Amazo}:lpbought the company for $1.2 billion. Although Hsieh had rejected
an offer from Amazon in 2005, he believed that this buyout would be better for the com-
pany than management from the current board of directors or an 01.1tsi-de investor. Hsieh
said, “With Amazon, it seemed that Zappos could continue to build its culture, brand,
and business. We would be free to be ourselves.” Amazon agreed to let Zappos operate
independently and to keep Hsieh as CEO (at his current $36,000 annual salary). Hsieh
made $214 million from the merger, and Amazon set aside $40 million for distribution
to Zappos employees. After the merger, the company restructured into 10 separate com-
panies organized under the Zappos Family.

making sales but not generating a profit. The dot.
aff, but the company recovered. By the eng
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Zappos’ Business Model and Operating
Philosophy

Zappos has ten core values that guide every activity at the company and form the heart
of the company’s business model and culture:

o Deliver WOW through service.

« Embrace and drive change.

o Create fun and a little weirdness.

o Be adventurous, creative and open-minded.

o Pursue growth and learning.

« Build open and honest relationships with communication
« Build a positive team and family spirit, .
» Do more with less.

 Be passionate and determined.
e Be humble.

Zappos’ core values differ from th
. . ose of other co ies i 7 addi-
tion to being untraditional, the core values oo 1 @ couple of ways. In .

This is exemplified in the companite oo create a framework for the company’s actions:
) mm : > wees
well-being and satisfaction. 'tment to their customers’ and employees
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Most companies have a negative view toward returns, but Zappos’ mentality is the
corpplete opposite. It sees returns as the ability to maintain customer relationships and
to increase its profits. Zappos offers a 100% Satisfaction Guaranteed Return Policy. If a
customer is not satisfied with a purchase, he or she can return it within 365 days for a
full refund. The customer can print a pre-paid shipping label that allows all domestic
customers to return the product for free. This return policy encourages customers to
order several styles or different sizes and return the items that do not work out.

While this strategy seems expensive, it actually works to Zappos’ advantage. The aver-
age industry merchandise return rate is 35 percent, but Zappos’ most profitable customers
tend to return 50 percent of what they purchase. The customers who have the higher
return percentages are the most profitable because they have experienced Zappos® cus-
tomer service and return policy, which create loyalty to the company. These customers
are likely to make purchases more often and to spend more on each purchase. Craig
Adkins, who is the vice president of services and operations, stated that this is exactly
what has made Zappos so successful, saying, “Since it costs the‘san.ne to ship a $300 pgir
of pumps as it does a $30 pair of sandals, t.he Zappos pohq of winning over shoppefs with
its returns policy has helped to bring in high profit margins on many of its orders.

Customer Service What really makes the Zappos bUSiI'IESS model unique is tbe com-
pany’s focus on customer service. The complany.has established a metho‘d of servmg cus-
tomers and handling their issues that is distlnct.we from the rest of the 1nc:lustry. ZCdppos
believes great customer service is an opportunity to 'make the customer. app);. gsto-

raged to call Zappos with any questions. The number is displayed on
:\1;:; ?Jr:g:nocs Ltlhe website. Hsieh says, “...At Zappos, we want people to call us. We

believe that forming personal emotional connections with our customers is the best
elieve tha s

id t service.” Customer service representatives also actively use social
way to provide grea : ' o ac
Zlia siI:es such as Facebook and Twitter to respond to customer issue
me

i i ing i ipted.
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time as they nee

. e them to buy multiple sizes or colors to t'ry (since return ship-
titors. “;ebs;tes, gngoirsfthing it takes to make the shopping experience memorable.
ping is free), and do




Zappos’ customer service representatives try to develop relationships with theijr Custq.

mers and make them happy. Stories about great customer Service mtc}:u_de bc.ustomer sup.
port calls that last for hours, sending flowers to customhers qn ] sxrd erthdays, and
surprise upgrades to faster shipping. Some extreme casesd tavea mrcol:), T? Whappf)os hang.
delivering shoes to customers who have lost luggage an . Oh g f 0 forgot the
shoes for his wedding. Zappos has even sent pizzas to the homes of customers yj,,
have tweeted to the company about being hu_ngry.

Zappos believes that great customer experiences encouragflel cg;tom;:‘rs to use the stor,
again. In addition, Zappos’ long-term strategy 1 based 6 the 1dea that great Customer
service will help them expand into other categories. While around 80 percent of Zappos
orders come from shoes, the markets for housewares and apparel are much larger. The
company says it will expand into any area that it is passionate about and that meet the;,
customers’ needs. .

The company also considers word-of-mouth marketing to be the best way to reach
new customers. CFO/COO Alfred Lin says, “The customer is more powerful than pajq
advertising.” With over 75 percent of purchases made by repeat custc.)mers, it is evident
that Zappos’ mission to “provide the best customer service possible” is working well for
the company.

Corporate Culture and Work Environment

The corporate culture at Zappos sets it apart from nearly every other company. As Ama-
zon’s CEO, Jeff Bezos, says, “I've seen a lot of companies, and I have never seen a com-
pany with a culture like Zappos.” Zappos’ unorthodox culture is the work of CEO Tony
Hsieh, an innovative and successful entrepreneur. Hsieh built the culture on the idea that
if you can attract talented people and employees enjoy their work, great service and
brand power will naturally develop.

Zappos is famous for its relaxed and wacky atmosphere. Employee antics include Nerf
ball wars, office parades, ugly sweater days, and donut-eating contests. The headquarters
features an employee nap room, a wellness center, and an open mic in the cafeteria.
Other quirky activities include forcing employees to wear a “reply-all” hat when they
accidentally send a company-wide e-mail. This environment isn’t just fun; it’s also stra-
tegic. According to Zappos, “When you combine a little weirdness with making sure
everyone is also having fun at work, it ends up being a win-win for everyone: Employees

are more engaged in the work that they do, and the company as a whole becomes more
innovative.”

they will fit with the company. However, ey i i : es
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e benefits that it provides to its

representatives, Zappos says, “

to average side of the scale, the relaxed environment and potential for advancement both
add value that cannot be counted on a paycheck.”

Work-Life Integration One of Zappos’ core values is “Build a positive team and
family spirit,” so the company expects employees to socialize with each other both in
and out of the office. In fact, managers spend 10 to 20 percent of their time bonding
with team members outside of work. Zappos outings include hiking trips, go.ing to fhe
movies, and hanging out at bars. Hsieh says that this increases efficiency by improving
communication, building trust, and Creating friendships.

Along with creating friendships, employees are encouraged to support each otlher.
Any employee can give another employee a $§0 reward for great wo;k. Zappoitempaorzfd
ees compile an annual “culture book” comprised of essays on tbek ag)posﬂiu urenin
reviews of the company. The culture book }fxelpsb?@ployees to think about the meaning
of their Wor'k' ane i a"aﬂf‘ble une(tilct:f)cllnz tWi(?c}fﬂtlheli:xpectation that employees will work

Hhis positive work enwronzinen how well they embody the core values and inspire
hard. Employees are cvaluated on ho doing great work if they don’t fit with the culture
others. Zappos will fire PCOP}‘e oy ?‘ re't 1 dgorgl’t want anyone to feel that they’re entitled
of the company. HSif':h S?:S’ mV(\)[reeii)gEteu); creating an environment and growth oppor-
o é?pl?ym(f:: gzpl]lf;eets Ssuch that they want to be employees for life.”
tunities for

th i foundation of Zappos® relationships with its
Transpa?‘f.mcy As thhn;tsa:;l;t:;n;;Sé ::};jn;any wants its employees, like its customers,
employees is trust and tra espor concerns that may come up. Hsie-h does not have an office;
to actively discuss any 155t ong the rest of the employees. He believes that’ the best way to
he sits in an open cublc.le am %to have a door in the first place.” Zappos’ management is
have an open-door policy 118; n?e gularly discussing issues on the company blog. Employees
very open with emp onee§ d about the company’s performance and are encouraged to
reseiye détaiec informatlolil ompany. Zappos believes that employees ?hou.ld deYel‘?P i
share information ?bgz;(ls;ﬁ;scmﬂf all stakeholders with the hope that this will assist in e
open and honest rela

’s reputation. Hsieh uses Facebook and Twitter to share informa’./ .
y’s re . z

P an 1 '
mamtmﬁmg ﬂ;(fy(;oelsnfnd customers (he has over 2.6 million followers)
tion with emp



Despite the benefits of transparency, it can also be painful at times. In Octob
Sequoia Capital, a venture capital firm and controlling investor in Zappos, told t
pany to “cut expenses as much as possible and get to profitability and cash f
itive as soon as possible.” As a result, Hsieh had to make a difficult decisjon
off 8 percent, or 124, of Zappos’ employees. Hsieh strived to handle the layo
respectful and kind manner. He sent an e-mail notifying employees of the lay
was honest and upfront about the reasons behind the decisions, even discuss
move on Twitter and his blog. Employees who were laid off received generoy
ance packages, including six months of paid COBRA health insurance Coverage
Because of the company’s honesty and transparency, employees and customers Wer(;
more understanding of the tough decision Hsieh and Zappos had to make. Although
some companies may hesitate to open themselves to public criticism, Zappos feels it

has nothing to hide. In fact, most of the public posts on Zappos’ social media sites
are praise from customers.
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Corporate Social Responsibility Zappos also takes an unconventional approach to
corporate social responsibility and philanthropy. Many companies have CSR programs
that are dedicated to a certain area or cause such as education, but Zappos prefers to
support a variety of programs based on the needs of communities and the interests of
employees.

Zappos is involved in a variety of philanthropic efforts. Programs include donating
shoes and gifts, giving gift cards to elementary school students, and participating in
LIVESTRONG Day (wearing yellow to create awareness about cancer). Zappos donates
money to organizations such as the Shade Tree, a non-profit that provides shelter to
women and children, and the Nevada Childhood Cancer Foundation.

Zappos recently started a campaign to improve the company’s impact on the environ-
ment. A group of employees created the initiative, which is known as Zappos Leading
Environmental Awareness for the Future (L.E.A.F.). The campaign focuses on several
environmental efforts, including a new recycling program, community gardens, and get-
ting LEED certification for the company. L.E.A.F.’s most recent effort was Zappos
Recycles Day, an event to raise awareness on recycling and other ways the company
can reduce its carbon footprint. Like the rest of the company, L.E.A.F. is very open
with its progress posted on its Twitter account and blog.

Another area on the company’s blog is a section on “Eco-friendly Products.” Here, the
company highlights new products that are organic or were manufactured using environ-
mentally friendly procedures. The postings also list ways that customers can live more
sustainable lifestyles, including tips on how to throw an eco-friendly party.

Zappos’ Marketing Challenges

Like any company, Zappos has faced some challenging business and ethical issues in the
past. When these issues occur, Zappos attempts to handle situations in a professional
and efficient manner. However, the transparency at Zappos makes some business and

ethical issues more complex as the company strives to solve problems while keeping its
stakeholders informed.

Merger with Amazon

In 2009, Zappos was acquired by ecommerce giant Amazon.com. Many Zappos Cuswé
mers were confused by the unexpected move and expressed concerns about the futur
of the company’s culture and customer service. Most CEOs would not have felt 37
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Y8 and company focus. Specifically, Hsieh said,

i 2 ‘SO i 1 > i
didn’t move the overall bus; cial experiments might make for good PR but
usiness forward, The board wanted me, or whoever

Hsieh committed to a fy]] vauisit?c:;n.a‘:t{ter e g with Amazon CE‘O o

N, as long as Zappos could operate independently
g its culture and customer service. Many customers
) as not a good fit for Zappos, but Hsieh addressed
it oo o Amazon wants to do what is best for its customers—even,
me, at the expense of short-term financial performance. Zappos has
the same goal. We just have a different philosophy about how to do it.” Although
consumers were not pleased with the acquisition, they at least understood why it
occurred. Moreover, Hsieh’s commitment to his beliefs and management style reso-
nated with customers and employees.

and continue to focus on buildin
were concerned that Amazon w
those concerns, saying,

More than Shoes Campaign

To bring awareness to the fact that Zappos sells more than just shoes, Zappos created a
marketing campaign in 2011 that was designed to catch people’s attention. The company
released several advertisements that featured people who appeared to be naked doing
daily activities such as running, hailing a cab, and driving a scooter. The creative adver-
tisements had certain parts of models’ bodies blocked off with a box that said “more than
shoes.” The campaign received criticism from several groups because of its sexual nature.
However, the catch with these ads was that the subjects of the ads were not actually
nude; they wore bathing suits or small shorts that were later covered by the box. Bec?use
of the negative attention, Zappos pulled the ads and released an apology that explained

the production process.

chnical Difficulties | |
.Ire October 2011, Zappos experienced some technical difficulties that resulted in
n ’

: > orders and shipments. Zappos upgraded one of
frlelays and.probleinlsnsm ac;l;t??etr;e (;)rocess manyporders were deleted or delayed.
its processing S?j,s; i’ncorred shipping information, and products were shipped to
Some orders ha' t ?Althou I this upset several customers, Zappos handled the pro-
the wrong locatlon;l ustongers that it would get their merchandise as soon as possi-
Eiem’; ;md I‘::;Z‘:; alzo offered different perks, depending on the circumstances of

e. The co
each customer experlence(-)S encountered was that every item from 6pm.com, one of its
Another Prob.le:‘Iil aZtaglg 95 for six hours in 2010. The company had to shut down the
websites, was pric :

: illion loss.
icing mistake, whic i ? sLo ' ’ ter system, and the company had
pricing g 2. hackers broke into Zappos computer sy ; pany
In January 2012 f 24 million customers

ft * critical personal information. The stolen
0
to respond to the the




data included customers’ names, e-mail addresses, shipping and billing addresses, Phone

numbers, and the last four digits of their credit cards. Zappos immediately addresgeq the

situation by sending an e-mail to customers notifying them of the security breach Fap.

pos assured customers the servers containing their full credit card 1.nf0rmat10n were noy
hacked. Zappos’ next move was to disconnect its call center, reasoning that the eXpecteq

number of calls would overload its system. - .
While Zappos has a reputation for delivering customer service that is unmatchegq b

any competitor, some customers were unhappx with 'hothal;()p(;)Sbhatn;i}lled Fhe }_‘ackin g
Many customers were upset by their informfltlox.l being hacked, 1;1] e 31t.uat1‘0n Was
made worse by Zappos® action of disconnecting its call center: Although this situation,
caused problems for Zappos and blemished its customer service record, the cOmpany

believes that it can restore its reputation.

The Future of Zappos

Zappos remains committed to serving its customers and employees. So far, the com.
pany has retained its unique culture and continues to expand into new product cate.
gories. In a recent interview, Hsieh talked about the growth of Zappos and how he
believes that expanding into the clothing and merchandise market will help the com-
pany to grow. Hsieh says that “the sky is the limit” for Zappos, and that growing
and expanding into many different types of businesses is Zappos’ future. During his
interview, Hsieh states, “Although Zappos is a long way from becoming a company
that is similar to Virgin, it does consider Virgin a role model in how Zappos wants
to shape itself.” (Virgin Group Limited is a successful U.K. conglomerate.) As Zappos
expands, it will have to work harder to hire the right people, avoid technical issues,
and maintain its quirky culture.

Leadership is a key factor in the success of any company, and for Zappos, having
Tony Hsieh as a leader is a strong indicator for future success. Hsieh has expressed that
he will do whatever it takes to make his employees, customers, and vendors happy. The
future for any company looks bright when its leadership is committed to such strong
values. However, Zappos needs to make sure that it continues to focus on its stake-
holders and its long-term vision with or without Hsieh.

Ultimately, Zappos intends to continue to deliver happiness to its stakeholders.
Hsieh says,

“At Zappos, our higher purpose is delivering happiness. Whether it’s the happiness our
customers receive when they get a new pair of shoes or the perfect piece of clothing, or
the happiness they get when dealing with a friendly customer rep over the phone, or the
happiness our employees feel about being a part of a culture that celebrates their indi-
viduality, these are all ways we bring happiness to people’s lives.”

Zappos’ success and innovative business model have caught the attention of many
other companies. The company has appeared on several prestigious lists including For-
tum?’s “Best Companies to Work For,” Fast Company’s “50 Most Innovative Companies’”
DusinessWeek's “Top 25 Customer Service Champs,” and Ethisphere’s “World’s Most
Ethical Companies.” Zappos’ business model is so successful that the company offers
'tl?}?erscsnd workshops, which cost $5,000 for two days at the company’s headquarters
learn mrr(:f:?{) alstozcreatefl ZaI_’POS Insig}?ts, an online service that allows subscribers ©
have high pr:flilt SFPC;§alblf131ness practices through blogs and videos. These prograr:)l:
already does buct is :}Illelcomor the company bec.ause they are built on what Zapp

pany continues to gain recognition for its efforts in creatin8
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a vibrant and transparent corporate culture and business model, Zappos’ success among
its varied stakeholders looks promising.
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