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In summary

What. Reinforce business
turnaround and support new
strategy through people

Why. Top-line performance
needs to improve across the
board

How. Analytics and
experimentation to inform
sales incentive redesign

Stockmann in brief

Stockmann, established in
1862, is a Finnish listed
company engaged in the
retail trade. It has about

47 000 shareholders and
about 7 000 employees. The
Group's revenue in 2017 was
EUR 1 055.9 million.

Stockmann's operating
structure is devided in three
divisions — Stockmann
Retail, Real Estate and
Lindex.

stockmanngroup.com

Organization performance drivers are key inputs to improve business outcomes through people
Experimentation coupled with rigorous analytics facilitates learning and helps drive the right actions

Impactful experiments do not require state-of-the-art HR systems, but thoughtful design and active listening
Right incentives can substantially change workforce behaviors and contribute to organization performance

Commissions outperformed team-based incentives by 18% in terms of improved sales performance

The retail sector has gone through rough years. Disruptive competitors, online
business models and changing consumer habits have rocked department stores
both in the U.S. and Europe. Stockmann, an iconic up-market department store chain
operating in Finland and the Baltics, has not been spared. In late 2016 revenue in the
critical Finnish Retail business was still in a 10% decline compared to last year. With
large losses, the previous years were no better.

Against this grim backdrop and with a clear sense of urgency, Stockmann HR
leadership and the OnWork team sat down in November 2016 to think of ways to
reinforce turnaround and support a new corporate strategy through people. The top
priority was clear: to drive top-line growth we had to understand how human capital
and people practices impact sales performance. Without such systemic clarity any
people interventions would be guesswork. The analytic journey kicked-off quickly as
we gathered HR, sales performance, and store traffic data (see "Data” for details).
Another priority was a new incentive plan for key personnel and management. It was
designed concurrent to the analytic workstream.

Journey

We started with organization performance analytics: the objective was to
understand how various human capital attributes like age, gender and even language
skills, and factors such as full/part-time status, drive hourly sales performance at
the individual-level. This helped us understand sales "success profiles”:
characteristics conducive to high or low performance. The most important
performance driver was the tenure effect: how much Stockmann experience
contributed to sales. It blends both how well an organization can retain its top talent,
and how an individual's own performance develops over time. Tenure effect is
important to understand as it impacts so many facets of people strategy.

After running a series of statistical models, a key storyline emerged. First, key
performance drivers all indicated people mattered a great deal. Human capital and
people practices explained sales performance variation. Second, despite many high-
caliber individuals an across-the-board performance improvement was needed.
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Third, Stockmann had to get better at retaining the right
talent. Competitors poached top people literally from the
shop floar, a previously-held intuition the modeling
confirmed. Fourth, the existing team-based incentive
plan did not differentiate pay enough. In short, the
preconditions to become moare entrepreneurial and
customer focused — a key piece of the new strategy —
were not fully met on the people side.

Analytic insights clearly reinforced the case for a sales
incentive plan redesign. It would not be a panacea but an
important first step. But what type of plan would move
the needle? We gleaned public information of incentive
practices from Nordic retail sector and U.S. luxury
department stores. Nordic “benchmarks” — at least those
we were able to gather — were helpful in showing what
not to do. Caution and conservatism in these examples
would be antithetical to the objective of reinforcing
business turnaround.

Bloomingdales, Nordstrom and the like revealed more
attractive practices. Here, sales incentive plans are
individual-based and yield higher pay differentiation. In
theory at least, such plans drive performance and
retention of top performers. These insights from U.S.
luxury department stores were ideal starting points for
experimentation. Nonetheless, what works in context A
might fail in B; theory and practice sometimes disagree.

Experiment

To find the right solution for Stockmann, we chose to run
an experiment in its Finnish department stores. A
controlled experiment, if designed, implemented and
analyzed properly, would provide much more robust input
for decision making than any "industry best-practice.”
The objective was to understand how a commission-type
plan based exclusively on individual sales would

contribute to hourly sales performance compared to the
existing team-based incentive.

Around 200 front-line sales employees from Cosmetics,
Home and Fashion were assigned in a commission-based
plan while the rest of around 800 formed a control group
(see "Analytics” for details). In practice we wanted to
know how sales performance of the commissioned
relative to team-incentivized employees changed after
the introduction of commissions.

The commission was uncapped and radically improved
earning opportunities. High-performers could double
their base salary, and “stars” had a chance to earn even
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