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Why Marriott
snareholders
sleep well at night

By Robert J. Thomas and Walter E. Shill

Lodging Is a mature industry, struggling with market
saturation and relentless pressure on margins. Marriott's
response? Combine a unique brand strategy and a focus
on employee training and retention with a carefully
nurtured corporate culture to create a winning mindset
that pervades the entire organization.
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Bill Marriott:
Two key decisions proved critical

to the company's success—the shift

to a business model focused on
managing and franchising hotels;

and the creation of a portfolio of
brands that would provide lodging
options to a broad range of customers.
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To the casual observer, it may seem as if little has changed
in the lodging industry over the past couple of decades.
There are the ubiquitous budget chains for weary families
on holiday, the smaller chains of luxury sites for well-off
vacationers and the in-between hostelries for corporate

road warriors.

In this seemingly placid environment, can an organization’s
particular approach to managing the core elements common
to every business—what Accenture calls “performance
anatomy”—make much of a difference?

Indeed it can, as we found upon
closer review of this industry
through the lens of Marriott Inter-
national. This article is the third
in a series of Outlook case studies
that explore the distinctive mind-
sets that comprise the performance
anatomies of a number of success-
ful companies in very different
industries (see page 28).

In fact, there is plenty to keep the
lodging industry executive tossing
and turning at night. The industry
is mature: the most appealing mar-
kets are saturated, brands are well
established, and there is limited
room for product innovation.

In addition, executives must navigate
the two-edged swords of the Internet
and globalization. The Internet gives
companies control over some costs
but also surrenders some power to
consumers; globalization means
companies have new opportunities
for expansion—and new threats from
international competitors. In this
environment, lodging businesses
must seek to trump rivals by stealing
market share, expanding in lower-
margin locations and optimizing
operational performance.

Marriott, which began life in
1927 as a root beer stand, has

successfully defied industry
trends, in both the long and the
short term. For example, its

US market share more than
doubled between 1991 and 2003,
from 4 percent to 8.4 percent.
In 2004, the company reported
revenue of $10 billion, with
income from continuing opera-
tions of $594 million; it also
posted significant increases in
revenue per available room and
revenue from management and
franchise fees, two key bench-
marks in this industry.

And in 2004 alone, Marriott
added 27,000 rooms to its total,
39 percent of which were
conversions from other brands.
Given those figures, it’s not
surprising that Marriott’s stock
outperforms that of most of

its competitors.

This article reveals how Marriott
has combined a unique brand
strategy, a focus on employee
training and retention, and
attention to other elements

of performance anatomy with

a carefully nurtured corporate
culture to create a winning
mindset that pervades the organi-
zation and helps the company
achieve high performance.



Shaping the market,
executing with discipline

Marriott has transformed the lodging
business in a number of ways while
consistently delivering superior ser-
vice to its customers and high returns
to its shareholders, demonstrating the
ability to combine creativity with dis-
cipline that is a hallmark of high-per-
formance business in any industry.

Yet the hotel business was not even

a glimmer in the eye of company
founder J. Willard Marriott when

he and his wife, Alice, opened a nine-
stool soda fountain in 1927 in Wash-
ington, D.C. Thirty years later, when
interstate highways and passenger jets
were enabling Americans to travel
farther and more frequently, Marriott
added to his restaurant and catering
businesses by opening his first hotel.
By 1972, when he passed the chief
executive baton to his son JW. “Bill”
Marriott Jr., the Marriott Corporation
consisted of a diverse portfolio of
businesses, including restaurants, food
production and purchasing facilities,
theme parks and hotels.

The new CEO set himself the task of
expanding Marriott’s lodging busi-
ness. Although implementation took
some time, two key decisions proved
critical to the company’s ability to
execute the new vision. The first was
to shift to a business model focused
on managing and franchising hotels
in which revenue would come from
recurrent fees and in which the risk
associated with real estate ownership
would be minimized. The second was
to build a portfolio of brands that
would provide lodging options to a
broad range of customers.

But this new strategic vision also
drew heavily on an existing service-
oriented corporate culture that had

been essential to the company’s suc-
cess in the past—and that still guides
Marriott today. The culture is
grounded in two very important
beliefs. First, everyone—managers
and employees alike—contributes to
the quality of a guest’s experience;
this is reinforced by the oft-repeated
maxim: “If management takes care
of associates, associates will take
care of guests.”

The second belief is linked to Bill
Marriott’s legendary attention to
detail. In his view, rigorous adherence
to standard operating procedures will
lead to flawless execution. The culture
also links process execution to strate-
gic goals: Employees have been able
to use the standard operating proce-
dures to benchmark, and then
improve, guest satisfaction scores.

Too much debt?

One of the reasons J. Willard Marriott
had moved cautiously into the hotel
business was the cost of buying and
owning real estate. “He was always
worried about having too much debt,”
notes Bill Shaw, the company’s cur-
rent president and chief operating
officer. The market saw it that way,
too, penalizing the company for the
debt on its balance sheet. Bill Marriott
was plagued by this issue as well, and
the company grew at only a modest
rate during the 1970s.

The company had experimented with
franchising as a solution to the debt
problem. But Bill Marriott was con-
cerned that quality would vary from
property to property, and he disliked
giving up hands-on management
control. In the late 1970s, Gary
Wilson, the chief financial officer at
the time, proposed a compromise:
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Even in the far corners of the globe,
Marriott's managers focus on their role
as guardians of corporate values.

Marriott would build the hotels, but
it would then sell them to investors
who, in turn, would sign long-term
management contracts with Marriott.

The company was, in effect, rein-
venting how hotels were managed
and franchised. Mike Jannini, cur-
rent executive vice president for
brand management, explains: “We
thought of it more as a partnership
model. In addition to financial feasi-
bility, we also wanted to assess
values and principles: Were these
people speculators, or were they

in it for the long term? Did they

define success in the industry the
way we did?”

Marriott, in short, was sharing the
risk with owners and franchisees
without relinquishing control over
operations. (The company currently
franchises between 50 and 60 per-
cent of its hotel properties.)

But as important as franchising
and hotel management was to the
growth of the lodging business,

it did not address two pressing con-
cerns: the need to offer increasingly
deep discounts to attract

Marriott has consistently outperformed competitors in terms
of key benchmarks like total return to shareholders.

Seven- and 10-year total return to shareholders

17.9% 7-year
17.2% EEE  10-year
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Source: S&P Compustat
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a broader array of customers, and
the diminishing opportunity in

a saturated market to build new
full-service hotels.

Market research revealed a potential
solution to both problems. Recog-
nizing that not all customers needed
24-hour room service or 50,000
square feet of meeting space, in
1983, the company introduced the
Courtyard brand. Hotels flying that
banner would be less expensive and
have fewer rooms and less public
space. This was the beginning of
Marriott’s portfolio brand strategy.

Encouraged by Courtyard’s immedi-
ate success, Marriott dramatically
enlarged its portfolio, adding Resi-
dence Inn and Fairfield Inn in
1987. By 1995 Marriott had moved
into the luxury market by acquiring
a 49 percent interest in The Ritz-
Carlton Hotel Company chain

and, going beyond the traditional
lodging business, by moving into
the time-share and assisted-living
markets as well.

That same year, the company
launched its brand management
initiative. The goal was, and contin-
ues to be, to maintain a delicate
balance in which Marriott’s culture
is instilled throughout all the brands
while each brand nonetheless main-
tains its own identity. Residence
Inn, for example, focuses on the
extended-stay market. But the brands
also share a high-profile connection
through Marriott Rewards, the com-
pany’s frequent-traveler program.

Marriott’s ability to manage the
tension between expanding market
boundaries through innovative
brand strategies and meticulously
focusing on tactical and operational
execution has made the company
highly successful as a shaper of
this market.



Using a selective

High-performance businesses use
data to support decision making and
are thoughtful about how they mea-
sure success. They use this informa-
tion to track not only widely
recognized tangible assets but also
the intangible assets—including
brand recognition, customer satis-
faction and employee engagement—
that exemplify their organizations’
values. Active management of these
intangible assets combined with
careful measurement sets the high
performers apart from the pack.

At Marriott, the management and
measurement of three intangibles—
employee engagement, communica-
tion and company culture—stand out.
Brendan Keegan, executive vice pres-
ident of human resources, defines
engagement as the extent to which
an employee knows and understands
the company’s mission, has an emo-
tional attachment to that vision and
is energized to carry it out. Marriott
has determined that more than 80
percent of its associates are engaged
or highly engaged in their jobs. This
figure is much higher than that for
other lodging companies, according
to Marriott’s benchmarking research.
Moreover, the company is able to
establish a direct link between
engagement and house profit, guest
satisfaction and the frequency of
guest returns. “We're surveying our
guests constantly,” notes Chief
Financial Officer Arne Sorenson. “It’s
a never-ending process to make sure
we’re getting a straight read from our
customers about what they thought
about [our] service.” Senior execu-
tives are now able to draw on that
data to push for change, rather than
having to rely on their intuition.

Alignment is also a critical intangi-
ble asset, and Marriott uses a variety

scorecard

of communication methods to help
its workforce see and understand
where the company is going, and
why. Employees use the company’s
in-house organ, The Spirit to Serve
Daily News, to share ideas about
how to be gracious hosts and what
it means to provide good service.
The management and franchise
model makes good communication
essential because it requires top
executives to persuade the hotel
owners and general managers of the
merits of any change.

Another crucial intangible is the ser-
vice-oriented culture that permeates
the organization. Even in the far cor-
ners of the globe, Marriott’s managers
focus on their role as the guardians
of corporate values. HR executive
Keegan recalls being given a tour of
a new hotel in China owned by a
consortium of businesses led by a
former general. The general, proud of
the hotel’s executive suite and confer-
ence facilities, was taken aback when
Keegan insisted on observing a time-
honored Marriott tradition: He asked
to see the employees’ cafeteria and
locker room first. Though acutely
aware of the irony of his request,
Keegan explained his move as consis-
tent with Marriott’s belief that “taking
care of associates first” will ultimately
mean better service for the guests.

Marriott successfully exports the
core essence of its culture because
it lives by the principle that every-
thing, from its core values to its
standard operating procedures,
should be easy to understand. Simple
but powerful phrases—for example,
“hot food hot, and cold food cold”—
are touchstones at the company. This
simplicity helps Marriott, despite its
diverse portfolio of brands, deliver

a consistent customer experience.
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The Outlook high-performance business
case study series

Through a program of original research, Accenture has determined that high per-
formance rests on three building blocks: the creation of distinctive capabilities;
market focus and position; and performance anatomy. Because performance
anatomy embodies a company's unique approach to managing the core elements
common to every business—and therefore is crucial to long-term effectiveness, the
quality and speed of decision making, and the mastery of change and innovation—
we believe it deserves special attention.

A high-performance anatomy consists of a number of elements, but at its heart

are five essential skills that determine how—and how well—an organization
approaches tasks critical to the execution of its strategy: balancing market creation
with disciplined execution; multiplying talent; using a selective scorecard to guide
performance measurement; viewing information technology as a strategic asset;
and renewing continuously.

In previous issues, Outlook has explored the performance anatomies of Harrah's
Entertainment (“Exploring the mindset of the high performer,” October 2005) and
Constellation Energy (A star is born,” January 2006). Organizations like Harrah's,
Constellation and Marriott International, which demonstrate those skills collectively,
have what we term a "winning mindset."

A refined model of high-performance anatomy

Performance anatomy

Balance market-making
with focus on execution
Leadership values Winning mindsets
Multiply talent

The statements The mindsets that guide

that management View IT as a strategic asset how—and how well—an
makes about what's organization approaches
really important to Use a selective scorecard tasks that are critical to

the organization execution of its strategy

Renew continuously

Strategic history

The images, stories and lessons
that management selects from

the organization's past to illustrate
how espoused values translate
into action

Source: Accenture analysis
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Multiplying talent

High-performance businesses actively
manage their talent, matching the
right people with the right jobs and
hiring for fit rather than for specific
skills. As a result, these companies
are rewarded with engaged, produc-
tive and creative workforces.

From recruitment to training and
support to retaining employees,
Marriott stands out because it
focuses on the entire talent devel-
opment chain. Hiring by gut
instinct is frowned upon; instead,
hiring managers use a quantitative,
predictive model that combines an
assessment of candidates’ job skills
with an evaluation of their atti-
tudes and values—attributes that
Marriott considers more important
than specific skills or experience.

Marriott’s success with employees
at all levels makes for great press.
The company regularly appears
on lists of best companies to work
for—for example, in the top 100
rankings for both Fortune (eight
consecutive years) and Working
Mother (15 years). And the com-
pany’s voluntary turnover rates
are among the lowest in the
industry.

Part of the reason can be found

in Marriott’s benefits and compen-
sation packages. “Our largest group
of employees is housekeepers—
largely women with families,”
explains Keegan. “We’ve found
that medical benefits are a critical
driver of retention—it keeps our
turnover low.” But that’s only part
of the story. Training, career oppor-
tunities and the cultivation of
emotional ties all play important
roles in helping Marriott retain
employees in an industry marked
by high turnover.

Once it makes a hiring decision,
Marriott devotes considerable
resources to training and develop-
ing its people at every level. Senior
managers attend a four-week,
in-house executive development
program designed to help them
cultivate a broad, externally
focused point of view. For hourly
workers, the emphasis is on struc-
tured, task-driven, on-the-job
learning. The company even incor-
porates a training budget require-
ment into its contracts with
franchisees and managed-property
owners. Career-growth opportuni-
ties are another key to high reten-
tion rates. Nearly half of the
company’s managers were pro-
moted from within the ranks of
hourly workers.

Marriott keeps its managers engaged
by providing many opportunities

for development and advancement.
Senior executives have spent an
average of 22 years with the com-
pany, while their direct reports have
an average tenure of 15 years. The
company prefers to promote from
within and provides cross-func-
tional opportunities for key senior
managers as a way to cultivate its
future leaders.

Another reason for employee loy-
alty—and another important intan-
gible—is the emotional connection
workers have to the company.
Marriott conducted research that
showed that this connection was
based largely on employees’ belief
that Marriott treats them fairly.
Marriott found that its survey results
surpassed industry benchmarks,
leading company executives to
believe that their employees trust
the organization’s leadership to
look out for their best interests.
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Viewing IT as a strategic asset

High-performance businesses view
IT as an integral part of their busi-
ness strategy. No longer merely
aligned with business decisions, IT
adds value by enabling new product
and service offerings.

At Marriott, information technology
is a source of operational excellence
and competitive advantage. Chief
Information Officer Carl Wilson
explains that Marriott instituted
guiding principles to change the
way employees thought about IT:
“We said, ‘There will be no IT proj-
ects. There are only business initia-
tives that are enabled and shaped

L)

by information technology:

Wilson’s team started by announcing
that new initiatives with a signifi-
cant information technology compo-
nent would be undertaken only if
the project was assigned a full-time
business leader and a full-time IT
leader. Within a short time, Marriott
found that managers in other func-
tional areas became more educated
about information technology and
began to align their use of IT with
the organization’s business strategy.

Wilson brings his message to prop-
erty owners and franchisees too.
The goal is to make sure they fully
understand how IT fits into their
business strategy. It’s an example of
how, by actively cultivating rela-

tionships with franchisees, Marriott
helps ensure that they are more
accepting of corporate initiatives,
not only in IT but also in such areas
as enforcing brand standards.

Marriott uses information technol-
ogy to enable innovation and to
create new value within the organi-
zation. One of Marriott’s early IT
successes was the development of
an inventory management system.
Being the leader in maximizing rev-
enue per room means, among other
things, putting all the data together
to forecast that September in New
York will be a high-demand month.

Marriott’s innovative use of informa-
tion technology allowed it to focus
on demand when the rest of the
industry was still talking about sup-
ply. The company invested heavily in
collecting customer information that
was then used to develop sophisti-
cated brand-tracking studies and
market segmentation analyses. Brand
management chief Jannini recalls
the leading-edge nature of the work:
“We had to go outside the industry to
find vendors to perform the work.”

Marriott integrates IT seamlessly
into its business, ensuring that cor-
porate strategy drives its IT invest-
ments and data drives its decision
making. These are hallmarks of

a high-performance business.

Continuously renewing the business

High-performance businesses

are never satisfied with the status
quo or even with their own suc-
cesses. They embrace change and
are on a continuous quest for
improvement.

The Marriott culture encourages risk
taking but discourages star turns.
“As long as it’s about the business,
you can stab every sacred cow on
the table; you can take any risk you
want,” says Jannini. “But once it



becomes about the person or the
leader, and you're trying to build
your own headlines and résumé, you
are very short-lived here.” Indeed,
Marriott expects its managers to
check not only their egos but also
their laurels at the door. “The senior
leadership group—particularly Bill
Marriott—constantly reminds folks,
‘I don’t care what we did in the
past, ” says CFO Sorenson.

Marriott finds that its own properties
are often a source of innovative new
practices. As a result, the company
has adopted formal and informal
communication channels to encourage
employees to share best practices. For
example, through a quarterly program
called the Worldwide Business Forum,
managers in Poland can learn from
practices in Peru.

New managers learn quickly that
Marriott embraces change—but on
its own terms. CIO Wilson explains
how once, soon after he joined the
company, he was pulled aside by a
colleague when some of his ideas
met with resistance. “He told me,
‘What you're saying makes sense,
but you've got to start talking about
how these changes you want to
make will support the values of our
company. Once [ started to do that,
people started to get on board.”

Marriott’s newest project—reinvent-
ing the lodging environment—is
nothing if not ambitious. Jannini
calls it the “experience phase” of
the organization’s endless journey
to engage its customers, and it’s
got the entire company focused on
the future. “We have to get to the
customers’ emotional drivers and
not just the rational drivers,” says
Jannini. “We’ll do that by exciting
the senses and paying attention

to music, lighting and aromather-
apy—a combination of environment
and amenities.”

Though the program is still in the
planning stages, Jannini says that
the company is using the desire of
customers of Marriott’s full-service
properties for luxurious amenities,
stylish surroundings, technological
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conveniences and personal service
to shape the changes. He makes it
clear, however, that at Marriott,
change isn’t driven through the cor-
porate headquarters; it’s a team
effort, and major programs simply
don’t happen without the advice,
guidance, acceptance and imple-
mentation expertise of the managers
at the hotels.
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Marriott’s commitment to continu-
ous renewal is so ingrained in the
culture that its managers recite
another saying by Bill Marriott—
“Success is never final”—even as
they laud recent company achieve-
ments. “It’s not just a platitude,”
says HR executive Keegan. “You
feel it at Marriott every day.”

This constant restlessness may keep
Marriott’s managers up at night, but
its customers (and shareholders)
sleep all the better for it.
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