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TO WIN CUSTOMERS — and a bigger share of the marketplace — companies must first
win the hearts and minds of their employees. If you are a business leader serious
about implementing proven engagement strategies for growth at your organization,
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ABOUT
THIS
REPORT

The State of the American Workplace: Employee
Engagement Insights for U.S. Business Leaders
report highlights findings from Gallup’s ongoing study
of the American workplace from 2010 through 2012.
This is a continuation of Gallup’s previous report on
the U.S. workplace covering 2008 through 2010. This
latest report provides insights into what leaders can do
to improve employee engagement and performance

in their companies. It includes an overview of the

trend in U.S. employee engagement, a look at the
impact of engagement on organizational and individual
performance, information about how companies can
accelerate employee engagement, and an examination
of engagement across different segments of the U.S.

working population.



FROM THE CEO

Leaders,

Here’s something they’ll probably never teach you in business school: The single biggest decision you
make in your job — bigger than all of the rest — is who you name manager. When you name the

wrong person manager, nothing fixes that bad decision. Not compensation, not benefits — nothing.

At Gallup, we've studied the impact of human nature on the economy for decades. We've now
reviewed more than 25 million responses to our employee engagement survey, the Q*%. And what
we found out about managers and employees has serious implications for the future of American

companies and the world.

Of the approximately 100 million people in America who hold full-time jobs, 30 million (30%)

are engaged and inspired at work, so we can assume they have a great boss. At the other end of the
spectrum are roughly 20 million (20%) employees who are actively disengaged. These employees,
who have bosses from hell that make them miserable, roam the halls spreading discontent. The other
50 million (50%) American workers are not engaged. They're just kind of present, but not inspired by

their work or their managers.

Here’s what you need to know: Gallup research has found that the top 25% of teams — the best
managed — versus the bottom 25% in any workplace — the worst managed — have nearly 50% fewer
accidents and have 41% fewer quality defects. What’s more, teams in the top 25% versus the bottom
25% incur far less in healthcare costs. So having too few engaged employees means our workplaces
are less safe, employees have more quality defects, and disengagement — which results from terrible

managers — is driving up the country’s healthcare costs.



Gallup research also shows that these managers from hell are creating active disengagement costing

the U.S. an estimated $450 billion to $550 billion annually. If your company reflects the average in

the U.S,, just imagine what poor management and disengagement are costing your bottom line.

On the other hand, imagine if your company doubled the number of great managers and
engaged employees. Gallup finds that the 30 million engaged employees in the U.S. come up
with most of the innovative ideas, create most of a company’s new customers, and have the most

entrepreneurial energy.

When leaders in the United States of America — or any country for that matter — wake up one
morning and say collectively, “Let’s get rid of managers from hell, double the number of great
managers and engaged employees, and have those managers lead based on what actually matters,”
everything will change. The country’s employees will be twice as effective, they’ll create far more
customers, companies will grow, spiraling healthcare costs will decrease, and desperately needed
GDP will boom like never before.

This isn’t impossible. It’s doable. And Gallup is working with some of the world’s biggest and best

companies to make it happen.

Jim Clifton
Chairman and CEO



TABLE OF CONTENTS

EXECUTIVE SUMMARY
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EXECUTIVE SUMMARY

While the state of the U.S. economy has changed substantially since 2000, the

state of the American workplace has not. Currently, 30% of the U.S. workforce is
engaged in their work, and the ratio of engaged to actively disengaged employees is
roughly 2-to-1, meaning that the vast majority of U.S. workers (70%) are not reaching
their full potential — a problem that has significant implications for the economy

and the individual performance of American companies. Gallup's research shows
that employee engagement remains flat when left unmanaged. However, there are
pockets of organizations in the U.S. that have figured out engagement, and some, like
Gallup’s Great Workplace Award winners, are reaping the benefits of having more

than five times the ratio of engaged to actively disengaged employees.

This report includes an overview of the trend in U.S. employee engagement, a look at
the impact of engagement on organizational and individual performance, information
about how companies can accelerate employee engagement, and an examination of
engagement across different segments of the U.S. population. Findings from what the
strongest organizations do differently provide insights into what any company can do

to improve employee engagement and performance.

Through decades of research with hundreds of organizations and more than
25 million employees, Gallup leads the world in its unparalleled understanding of

engagement’s impact on the workplace.



ENGAGEMENT MAKES A
DIFFERENCE TO THE BOTTOM LINE

Engaged workers are the
lifeblood of their organizations.
Work units in the top 25% of
Gallup’s Q"2 Client Database
have significantly higher
productivity, profitability, and
customer ratings, less turnover
and absenteeism, and fewer
safety incidents than those in the
bottom 25%.

Organizations with an average of
9.3 engaged employees for every
actively disengaged employee

in 2010-2011 experienced 147%
higher earnings per share (EPS)
compared with their competition
in 2011-2012. In contrast,

those with an average of 2.6
engaged employees for every
actively disengaged employee
experienced 2% lower EPS
compared with their competition

during that same time period.

Gallup estimates that active
disengagement costs the U.S.
$450 billion to $550 billion

per year.
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SOME OF GALLUP’S MOST IMPORTANT FINDINGS INCLUDE:

A8

MANAGERS AND LEADERS PLAY A
CRITICAL ROLE

Managers and executives
emerged from the Great
Recession with the most
momentum in the workplace.
More than one-third (36%)

of managers and executives
were engaged in 2012, up 10
percentage points from 2009. By
contrast, professional workers
overall saw a modest two-point
increase in engagement levels

from 2009 to 2012.

Gallup has found that
managers who focus on their
employees’ strengths can
practically eliminate active
disengagement and double the
average of U.S. workers who are

engaged nationwide.

DIFFERENT TYPES OF WORKERS
NEED DIFFERENT ENGAGEMENT
STRATEGIES

'The generations at the beginning
and approaching the end of their
careers tend to be more engaged
than those in the middle of
their careers, according to

Gallup’s research.

Millennials are most likely of all
generations to say they will leave
their jobs in the next 12 months

if the job market improves.

Women have slightly higher

overall engagement than men.

Employees with a college degree
are not as likely as those with
less education to report having

a positive, engaging workplace

experience.
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ENGAGEMENT HAS A GREATER
IMPACT ON PERFORMANCE THAN
CORPORATE POLICIES AND PERKS

¢+ Although certain policies such
as hours worked, flextime,
and vacation time do relate to
employee wellbeing, engagement
levels in the work environment

eclipse corporate policies.

*  Despite not always having a
manager nearby to monitor their
productivity, remote workers
actually log more hours at their
primary job than do their on-site

counterparts.

* Only 22% of U.S. employees are
engaged and thriving. When
employees are engaged and
thriving in their overall lives,
they are more likely to maintain
strong work performance — even

during difficult times.
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EMPLOYEES ARE NOT PREPARED
TO ENGAGE CUSTOMERS

Only 41% of employees felt that
they know what their company
stands for and what makes

its brand different from its

competitors’ brands.

Engagement levels among service
employees — those workers

who are often on the front line
serving customers — are among
the lowest of any occupation
Gallup measured and have
declined in recent years, while
engagement for every other job

category increased.
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0%

OF AMERICAN WORKERS
ARE “NOT ENGAGED” OR
“ACTIVELY DISENGAGED.”

U.S. WORKFORCE
ENGAGEMENT
STAGNANT

HOLDING BACK ECONOMY

Since the global recession of 2007-2009,
the American workforce has struggled
to adapt to the new economic climate’s
uncertainties in a period marked by
sluggish growth, persistently high
unemployment, and sharp spending cuts

by businesses and consumers.

Despite the toll the Great Recession

has taken on the economy, which was
documented at length in Gallup’s 2008-
2010 State of the American Workplace
report, Gallup found employee
engagement levels holding steady among
U.S. workers during that interval. This
trend continued through the 2010-2012
period of Gallup’s latest report. Gallup
defines “engaged” employees as those who
are involved in, enthusiastic about, and
committed to their work and contribute

to their organization in a positive manner.

In 2010, 28% of American workers were
engaged. By the end of 2012, as the

U.S. inched toward a modest recovery,
that number increased slightly to 30%,
matching the all-time high since Gallup
began tracking the employee engagement

levels of the U.S. working population
in 2000.

These latest findings indicate that

70% of American workers are “not
engaged” or “actively disengaged” and
are emotionally disconnected from

their workplaces and less likely to be
productive. Currently, 52% of workers are
not engaged, and worse, another 18% are
actively disengaged in their work. Gallup
estimates that these actively disengaged
employees cost the U.S. between $450
billion to $550 billion each year in lost
productivity. They are more likely to steal



EMPLOYEE ENGAGEMENT AMONG THE U.S. WORKING POPULATION
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from their companies, negatively influence their coworkers, miss workdays, and drive

customers away.

Having the vast majority of American employees not engaged with their workplaces is
troublesome as the country attempts to recover ground lost during the financial crisis

and get back on track to pre-recession levels of prosperity. Even more troubling is that
workplace engagement levels have hardly budged since Gallup began measuring them

in 2000, with fewer than one-third of Americans engaged in their jobs in any given year.

Gallup’s extensive research shows that engagement is strongly connected to business
outcomes essential to an organization’s financial success, including productivity,
profitability, and customer satisfaction. And engaged employees are the ones who are
the most likely to drive the innovation, growth, and revenue that their companies
desperately need. These engaged workers build new products and services, generate
new ideas, create new customers, and ultimately help spur the economy to create more

good jobs.
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ENGAGEMENT AMONG
WORKERS, STATE BY STATE

’ LOWER HIGHER

Percentage of engaged workers

Although engagement has remained flat overall in the U.S., Gallup researchers found slight variation in
engagement among workers state by state. Louisiana leads the country with the highest percentage of
engaged workers, at 37%, followed closely by Oklahoma at 36%. South Dakota, Georgia, Arkansas, and South
Carolina each have 34% of engaged workers. Thirty-three percent of workers are engaged in Texas, Nevada,
Wyoming, Alabama, North Dakota, and Florida. At the far end of the range is Minnesota, which has the lowest

number of engaged workers, at 26%.

Gallup found that at the opposite end of the engagement spectrum, more than one in five (21%) workers in
Rhode Island are actively disengaged, as are 20% of employees in New Jersey, Connecticut, Pennsylvania, New
York, Michigan, Vermont, Kentucky, and lllinois. When looking at the range of actively disengaged employees,

Idaho had the lowest percentage of this type of worker, at 14%.



“ORGANIZATION IS HIRING”
50%
40% B
30%
20% =

10%

0%

ENGAGED

“ORGANIZATION IS LETTING GO”
50%
40%
30% _
20%

10%) K

0%

ACTIVELY DISENGAGED

ENGAGED WORKERS REPORT TWICE AS MUCH JOB CREATION

The national unemployment rate has served as a key indicator
of progress — or lack thereof — in what many economists

have characterized as a “jobless recovery” after the recession
years. Economists widely agree that the U.S. needs more jobs
to bolster the country’s fragile economic recovery. In a recent
study, Gallup found that engaged employees are twice as likely
to report that their organization is hiring new workers as those
who are actively disengaged. In contrast, those who are actively
disengaged are nearly three times more likely than those who are
engaged to report that their organization is shedding jobs. This
is regardless of overall U.S. job creation holding steady during

the survey period.

Gallup researchers surmise that job creation partially may
be a by product of the economic climate as a whole, but it is
also likely a function of a business’ own success, driven by its

workplace environment, performance, and leadership.

How leaders manage their employees can substantially affect
engagement levels in the workplace, in turn influencing the
company’s bottom line. Gallup’s analysis suggests that the most
successful organizations effectively engage their employees,
leading to higher productivity and better financial outcomes.
‘These organizations appear to move the job market in the

right direction.

By comparison, workplaces that disengage their workers suffer
from lower productivity, are less likely to create new jobs, and

are more likely to be reducing their workforce.

These findings suggest a link between engagement and job
creation. And if American companies do not find a way to
engage more of their workers, they will struggle to create more
jobs, making it difficult for the U.S. to achieve real, sustainable

economic growth in the near future. &
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A CLOSER LOOK AT UNEMPLOYMENT IN THE
U.S., 2010-2012

In reviewing the state of the U.S. workplace, it is important to consider

the broader impact of unemployment on the country’s workforce.

Gallup's unemployment rate averaged 9% from 2010-2012. It peaked at

10.9% in January 2010 and remained above 10% for three consecutive

months through March of that year. The lowest unemployment level

Gallup measured during this period was in October 2012 when it dipped

to 7%, likely as a result of seasonal holiday hiring, although it quickly

bounced back up to 7.8% a month later. While Gallup did not begin

tracking unemployment until 2010, according to the U.S. Bureau of Labor

Statistics (BLS), the pre-recession unemployment rate was 5% in late

92007 and had remained more or less stable at that rate for 30 months.

Gallup measures unemployment in a
method similar to what the BLS uses;
however, Gallup does not seasonally
adjust its unemployment metric and it
reflects daily interviewing. The BLS, on
the other hand, collects and analyzes
data for one week of each month and
adjusts the data according to seasonal
trends. As Gallup began tracking daily
unemployment numbers during recovery
from the recent economic downturn,

it became clear that this conventional
unemployment metric only told part of

the story.

To fully understand the economic
backdrop of this recovery period, Gallup
developed a Payroll to Population (P2P)
rate and an “underemployment” rate.
P2P measures the percentage of the U.S.
adult population aged 18 and older who
are employed full time by an employer
for at least 30 hours per week. Gallup’s
underemployment rate measures the
combined percentage of U.S. adults who
are unemployed i the workforce with the
percentage of those who are working
part time but looking for full-time work.
These measures are unique to Gallup
and paint a more complete picture of the
U.S. employment situation than can the

unemployment rate alone.



GALLUP UNEMPLOYMENT RATE TREND, 2010-2012
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was 43.8%, although by December 2012
the P2P rate was up to 44.4%. Similar
to other employment metrics, P2P is
subject to seasonal hiring fluctuations,
but in general, P2P has improved since
2010, and many months in 2012 saw
month-over-month improvements. The
employment situation seems to be
steadily improving, though it is still

in a fragile state. G
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HOW GALLUP
MEASURES
EMPLOYEE
ENGAGEMENT

Gallup measures employee engagement based on workers' responses to its
Q'? survey, which consists of 12 actionable workplace elements with proven
links to performance outcomes. To identify these elements, Gallup spent years
conducting thousands of interviews at every level of various organizations, in
most industries, and in several countries. Since Gallup finalized the Q' question wording
in the late 1990s, the survey has been administered to more than 25 million employees in
189 different countries and 69 languages. The following items are the ones that emerged
from Gallup’s pioneering research as the best predictors of employee and

workgroup performance.
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ENGAGEMENT CATEGORIES

Engaged employees work with

passion and feel a profound

connection to their company.
They drive innovation and move the

organization forward.

Not Engaged employees are

essentially “checked out.” They're

sleepwalking through their workday,
putting time — but not energy or passion —

into their work.

Actively Disengaged employees

aren’t just unhappy at work; they’re

busy acting out their unhappiness.
Every day, these workers undermine what

their engaged coworkers accomplish.

THREE TYPES OF EMPLOYEES

Based on employees’ responses to the 12 items, Gallup groups
them into one of three categories: engaged, not engaged, and

actively disengaged.

Not engaged workers can be difficult to spot: They are not
hostile or disruptive. They show up and kill time with little

or no concern about customers, productivity, profitability,
waste, safety, mission and purpose of the teams, or developing
customers. They are thinking about lunch or their next break.
They are essentially “checked out.” Surprisingly, these people are
not only a part of your support staff or sales team, but they are

also sitting on your executive committee.

Actively disengaged employees are more or less out to damage
their company. They monopolize managers’ time; have more on-
the-job accidents; account for more quality defects; contribute
to “shrinkage,” as theft is called; are sicker; miss more days;

and quit at a higher rate than engaged employees do. Whatever
the engaged do — such as solving problems, innovating, and

creating new customers — the actively disengaged try to undo.

On the other hand, engaged employees are the best colleagues.
They cooperate to build an organization, institution, or agency,
and they are behind everything good that happens there. These
employees are involved in, enthusiastic about, and committed

to their work. They know the scope of their jobs and look

for new and better ways to achieve outcomes. They are 100%
psychologically committed to their work. And, they are the only

people in an organization who create new customers.

21







THE POWER OF ENGAGEMENT

Leaders often say that their organization’s greatest asset is its people — but in reality, this is only
true when those employees are fully engaged in their jobs. Engaged workers stand apart from
their not engaged and actively disengaged counterparts because of the discretionary effort they
consistently bring to their roles day after day. These employees willingly go the extra mile because
of their strong emotional connection to their organization. Reaching this unique state goes beyond
having a merely satisfactory experience at work to one of 100% psychological commitment. Any
employee can achieve this state in an engaging workplace, but leaders can only be sure they are
creating and maintaining this type of environment if they actively measure and manage the true
drivers of engagement. Gallup created and continues to test the Q!* metric to help organizations

harness the power of engaged employees in the most efficient and actionable way possible. @

“MEASUREMENT

TARGETED ACTION
USELESS.

23



24

Although measuring employee engagement is an increasingly common practice
in the business world, Gallup’s Q'? employee engagement metric is distinct in that
it is backed by rigorous science linking it to nine integral performance outcomes.
Gallup administers the Q'? to workers in various companies, nonprofits, and other
organizations worldwide in an effort to help its clients improve their employee
engagement. Meanwhile, Gallup researchers continually study findings from
research on the Q' to learn more about employee engagement'’s impact on

organizational and team performance.

THE Q2 PREDICTS KEY PERFORMANCE OUTCOMES

Every two to four years Gallup completes meta-analysis research — a statistical technique

that pools multiple studies — on the Q'?. By conducting this research regularly over time and
increasing the number of business units analyzed, Gallup stays on the cutting edge of how well
employee engagement predicts key performance outcomes. When sample sizes allow, Gallup

establishes links to new outcomes that companies can measure and manage to drive organizational



performance through employee engagement. Gallup knows of
no other company that backs its employee engagement survey

with such extensive research.

In 2012, Gallup conducted its eighth meta-analysis on the
Q!? using 263 research studies across 192 organizations in

49 industries and 34 countries. Within each study, Gallup
researchers statistically calculated the business/work unit level
relationship between employee engagement and performance
outcomes that the organization supplied. Researchers studied
49,928 business/work units, including nearly 1.4 million
employees. This eighth iteration of the meta-analysis further
confirmed the well-established connection between employee

engagement and nine performance outcomes:

°  customer ratings * safety incidents

*  profitability ¢ shrinkage (theft)
*  productivity * absenteeism
¢ turnover (for high- *  patient safety incidences

and low-turnover

.. + quality (defects
organizations) quality ( )
Given the timing of the eighth iteration of this study, it also
confirmed that employee engagement continues to be an

important predictor of organizational performance even in a

In short, the 2012
meta-analysis once again
verified that employee
engagement relates

to each of the nine
performance outcomes
studied. Additionally,
Gallup continues to

find that the strong
correlations between
engagement and the nine
outcomes studied are
highly consistent across
different organizations
from diverse industries
and regions of the world.

Median differences between top-quartile and bottom-quartile
units were 10% in customer ratings, 22% in profitability, 21%

in productivity, 25% in turnover (high-turnover organizations),

challenging economy. Gallup researchers studied the differences  ¢=o; 1) turnover (low-turnover organizations), 48% in safety

in performance between engaged and actively disengaged incidents, 28% in shrinkage, 37% in absenteeism, 41% in patient

business/work units and found that those scoring in the top half afety incidents, and 41% in quality (defects).

on employee engagement nearly doubled their odds of success
compared with those in the bottom half. Those at the 99 In short, the 2012 meta-analysis once again verified that

percentile had four times the success rate of those at the first employee engagement relates to each of the nine performance

percentile. outcomes studied. Additionally, Gallup continues to find
that the strong correlations between engagement and the
nine outcomes studied are highly consistent across difterent

organizations from diverse industries and regions of the world.
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ENGAGEMENT’S EFFECT ON KEY PERFORMANCE INDICATORS

Median outcomes between top- and bottom-quartile teams

Absenteeism

High-Turnover Orgs.

RO [ Low-Turnover Orgs.
Shrinkage

Safety Incidents
Patient Safety Incidents
Quality (Defects)
Customer

Productivity

Profitability

-80%  -70%  -60%  -50%

INCREASED ENGAGEMENT LEADS TO HIGHER
EARNINGS PER SHARE

Gallup’s research also shows that companies with engaged
workforces have higher earnings per share (EPS) and seem to
have recovered from the recession at a faster rate. In a recent
study, Gallup examined 49 publicly traded companies with
EPS data available from 2008-2012 and Q!? data available from
2010 and/or 2011 in its database and found that organizations
with a critical mass of engaged employees outperformed their
competition, compared with those that did not maximize their

employees’ potential.

In fact, researchers discovered that as the economy began to
rebound after 2009, having an engaged workforce became

a strong differentiator in EPS. Companies with engaged
workforces seemed to have an advantage in regaining and
growing EPS at a faster rate than their industry equivalents.
Conversely, those organizations with average engagement
levels saw no increased advantage over their competitors in the

economic recovery.

Organizations with an average of 9.3 engaged employees for
every actively disengaged employee in 2010-2011 experienced
147% higher EPS compared with their competition in 2011-
2012. In contrast, those with an average of 2.6 engaged
employees for every actively disengaged employee experienced
2% lower EPS compared with their competition during that

same time period.

0% -20%  -10% 0% 10% 20% 30%

MEASURING WHAT MATTERS

Joseph Juran, a noted management expert, said, “Without a
standard there is no logical basis for making a decision or taking
action.” Most organizations understand this to some degree;
however, many persist in measuring performance by the wrong
standard — using unsubstantiated or ineffective metrics that
ultimately lead nowhere. When leaders work with Gallup to
measure and manage employee engagement at their companies,
they can be confident that the Q!? is backed by years of empirical

research and used by some of the world’s leading organizations.

Factors such as EPS, profitability, productivity, and customer
ratings are all key indicators in determining an organization’s
health and its potential for growth. For leaders who are
responsible for these outcomes, the research plainly shows that
the Q'? is more than just another human resources initiative;

it is the best measurement tool for initiating companywide
transformation to create sustainable growth. By intentionally
focusing on measuring and managing employee engagement using
Gallup’s Q' metric, companies gain a competitive advantage that
keeps them moving forward. Research shows concentrating on
employee engagement can help them withstand — and possibly

even thrive — in challenging economic times. [&



In the intense competition to attract and retain top talent, some U.S. employers are
vying with one another to offer the most alluring perks imaginable to their workers.
Companies like Google are leading the trend, based on the thought that happy

employees are more productive, creative, and passionate. On the surface, it is hard
to argue with this approach: Who wouldn’t be happier if a day at the office included

a free lunch, a siesta in the nap room, or even a massage?

But in an era of corporate belt-tightening and austerity measures, the big question
is whether it pays to invest in employees’ happiness, without a clear return on
investment. After all, not every organization has the budget to lavish its employees
with such largesse. However, most employers do offer benefits, albeit more modest
ones, in the form of workplace policies covering vacation time, flextime, and hours
expectations. Gallup recently studied the relationship between these workplace
policies and employees’ performance and wellbeing and found that indulging

employees is no substitute for engaging them.

27
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EMPLOYEE SATISFACTION IS NOT ENOUGH

Gallup research shows that while keeping employees happy or satisfied is a worthy goal that can

help build a more p