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central database, and all its information systems are developed in-house and customized to the 

company’s needs. Their warehouses operate around the clock, which allows them to get a 

product to the customer faster. Fast shipping creates an instant gratification that is similar to 

shopping in a physical store. 

During the COVID-19 (coronavirus) pandemic in 2020, Zappos updated its website to 

address customer concerns. Due to an influx of orders, they alerted customers that deliveries 

could take longer than usual to arrive. The company also detailed how Zappos gave back to the 

community during the crisis. For example, customers were urged to nominate a “hero” to receive 

a $250 gift card. Additionally, the company provided Crocs shoes to healthcare professionals. 

Zappos merchandised its site to address shifting consumer behavior and preferences, highlighting 

slippers, athleisure, and leggings. 

Most companies have a negative view toward returns, but Zappos’s mentality is the complete 

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 prepaid 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’s advantage. The average 

industry merchandise return rate is 35 percent, but Zappos’s 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’s customer 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. This is what makes Zappos so successful. 

:E%+$F-/&=-/G(1-&
What really makes the Zappos business model unique is the company’s focus on customer 

service. The company has established a method of serving customers and handling their issues 

that is distinctive from the rest of the industry. Zappos believes great customer service is an 
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opportunity to make the customer happy. Customers are encouraged to call Zappos with any 

questions. The number is displayed on every page of the website. Hsieh says, “… At Zappos, we 

want people to call us. We believe that forming personal, emotional connections with our 

customers is the best way to provide great service.” Customer service representatives also 

actively use social media sites such as Facebook and Twitter to respond to customer issues. 

Another key aspect of Zappos’s customer service model is that nothing is scripted. 
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The corporate culture at Zappos sets it apart from nearly every other company. As Amazon’s 

CEO, Jeff Bezos, says, “I’ve seen a lot of companies, and I have never seen a company with a 

culture like Zappos.” Zappos’s 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 strategic. 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.” 

;(/()D&")*&5/"()()D&
The key to creating a zany work environment lies in hiring the right people. Zappos looks for 

people with a sense of humor who can work hard and play hard. Potential employees go through 

both cultural and technical interviews to make sure they will fit with the company. However, 

even Hsieh admits that finding great employees is tough. “One of the biggest enemies to culture 

is hyper-growth. You’re trying to fill seats with warm bodies, and you end up making 

compromises,” says Hsieh. 

New employees attend a four-week training program, which includes 2 weeks on the phones 

providing customer service and a week fulfilling orders in a warehouse. To make sure that new 

employees feel committed to a future with the company, Zappos offers $2,000 to leave the 

company after the training (called the “The Offer”). Amazon has since adopted a similar practice. 

Even after the initial training is over, employees take 200 hours of classes—with the company 

covering everything from the basics of business to advanced Twitter use—and read at least nine 

business books a year. 
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annual “culture book” comprising essays on the Zappos culture and reviews of the company. The 

culture book helps employees to think about the meaning of their work and is available unedited 

to the public. 

This positive work environment comes with the expectation that employees will work hard. 

Employees are evaluated on how well they embody the core values and inspire others. Zappos 

will fire people who are doing great work but don’t fit with the culture of the company. Hsieh 

says, “We definitely don’t want anyone to feel that they’re entitled to employment for life. It’s 

more about us creating an environment and growth opportunities for our employees such that 

they want to be employees for life.” 

5/")%#"/-)1J&
As with its customers, the foundation of Zappos’s relationships with its employees is trust and 

transparency. The company wants its employees, like its customers, to actively discuss any 

issues or concerns that may come up. Hsieh does not have an office; he sits in an open cubicle 

among the rest of the employees. He believes that “the best way to have an open-door policy is 

not to have a door in the first place.” Zappos’s management is very open with employees by 

regularly discussing issues on the company blog. Employees receive detailed information about 

the company’s performance and are encouraged to share information about the company. Zappos 

believes that employees should develop open and honest relationships with all stakeholders with 

the hope that this will assist in maintaining the company’s reputation. 

:76.76?5<&=7:3?C&6<=.74=3B3C35>&
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 as well as giving gift cards to elementary school students. Zappos is known for teaming up 

with celebrities for philanthropic events. The company worked with Michael Ray and Imagine 
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Dragons to create limited edition sneakers with Puma and Superga. All the proceeds from the 

shoe sales went to charity. Zappos also worked with Shaquille O’Neal and the Boys & Girls 

Clubs of America for a Shaq-a-Clause event that helped more than 2,000 underprivileged kids. 

Zappos for Good, the charitable arm of Zappos.com, launched a Prom Closet program, a prom 

shop that offered prom dresses, tuxes, shoes, accessories and hair and makeup services for teens 

in need. The company has other projects such as Pawlidayz, a pet adoption promotion, and 

Closets for Good that builds closets full of clothing and food in schools. In 2019, Zappos created 

a platform called Goods for Goods which allows customers to shop for purpose-driven products. 

The platform is separated into five different categories: recycled, vegan, organic, sustainably 

certified, and Give Back. The website supports more than 150 brands including Native Shoes, 

which converts used shoes into playground equipment, and Birkenstock who is committed to 

environmentally friendly operations and sustainability. 

Zappos also started a campaign to improve the company’s impact on the environment. 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 getting LEED certification for the 

company. Additionally, the company’s Las Vegas campus was redesigned to be more energy 

efficient. The company also uses renewable energy sources such as solar panels. 

Zappos created a new platform called Goods for Goods. This platform allows customers to 

shop for purpose-driven products. The platform is separated into five different categories-

recycled, vegan, organic, sustainably certified and Give Back. The website supports more than 

150 brands including Native Shoes, which converts used shoes into playground equipment and 

Birkenstock who is committed to environmentally friendly operations and sustainability. 

!?..7="=&=569:596<&
In 2014, Tony Hsieh made a controversial decision to completely change the structure of the 

organization. The company transitioned toward an organizational structure that abandoned the 

top-down managerial hierarchy in favor of a redistribution of power. Called a Holacracy, this 

organizational structure places empowerment at the core of the organization. Every employee 
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becomes their own leader with their own roles. To be effective, a Holacracy requires periodic 

governance meetings where each employee understands his or her roles and responsibilities. 

Teams hold tactical meetings to discuss key issues. While governance meetings focus on clarity 

and role structure, tactical meetings are used to “sync and triage next actions.” It is believed that 

this distributed authority increases clarity and transparency and decreases cognitive dissonance 

by recognizing tensions before they become a problem. 

As Zappos continues to grow, there is a risk its expansion will make it harder to manage 

employees and control productivity. Hsieh cites statistics that demonstrate how growth often 

causes innovation and productivity per employee to go down. However, he also claims that when 

cities double in size, productivity and innovation per resident increases by 15 percent. Hsieh 

believes that the key to sustainable growth at Zappos is to operate more like a city than a 

business. He feels the best way to handle growth is to become a Teal organization, starting out 

by using a Holacracy structure and evolving from there. In his book Reinventing Organizations, 

Frédéric Laloux uses a color scheme to describe the development of human organizations, with 

Teal representing an evolved level. The concept of a Teal organization is based on three 

premises: self-management developed through peer relationships; involving the whole person in 

the work; and allowing the organization to grow and adapt instead of being driven. A Teal 

organization is structured under the premise that all units will work “together to support the 

whole.” For Zappos, this involves adopting a new structure promoting self-organization and self-

management. 

The transformation of Zappos’s organizational structure started off slowly. However, Hsieh 

believed this slow transition was hindering the company’s transformation toward self-

organization and self-management. Hsieh sent an e-mail to all 1,500 employees in 2015 to 

inform them that the organization was going to take immediate action to transform Zappos into a 

Teal organization. This involved eliminating bosses and the traditional functions of finance, 

technology, marketing, and merchandising to create task-oriented circles structured around 

specific businesses. Managers became employees and no longer engaged in traditional 

management functions. Hsieh praised traditional managers for their past contributions but stated 

they are no longer required for a Teal organization. He realized there was likely going to be 

much resistance from managers and other employees who did not agree with the new system. To 
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address these concerns, Hsieh extended “The Offer.” Zappos agreed to provide employees who 

wanted to leave severance pay for 3 months. Approximately 14 percent of employees chose to 

take the package. 

In 2016, however, Zappos fell off the Fortune magazine’s 100 Best Companies to Work For 

list for the first time in eight years. Employee surveys showed that scores had gone down on 48 

out of 58 questions. However, Hsieh chalked the problem up to growing pains, saying he 

believed employees must be committed to the changes and that it will pay off in the long term. 

Sine 2017, Zappos has continued to evolve its Holacracy model. While the company has retained 

a circular hierarchy, they also reintroduced the manager role. Holacracy has received criticism in 

the past for being too internally focused which is at odds with Zappos’s customer focus. John 

Bunch, an executive at Zappos who co-led the movement towards Holacracy, said the company 

is veering employees to focus on the customer by implementing a marketplace system where 

teams operate like small businesses. They manage their own financials rather than stressing on 

the scope of their Holacratic authority. These small business-like structures are encouraged and 

incentivized to create new product lines and services for customers. While this is still a 

decentralized system that comes with a high degree of autonomy and self-sovereignty, it isn’t a 

pure Holacracy. 
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company, Zappos believes these moves are the right ones to make and will enable the firm to 

continue growing both in employees and productivity. 

Ethical leadership is a key factor in the success of any company, and for Zappos, having h66l bth in employ,gaeo foame,p yeIe,?fving eIe,?fvirbeligoth indld.?pbre,ing h66l y. 
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1. Does Zappos effectively focus on stakeholder happiness, and how does this approach 

affect the ethical culture? 

2. Has Zappos developed long-term relationships with customers and employees that 

provide a competitive advantage in the purchase of shoes and other products? 

3. Has Zappos effectively managed ethical risk, and what are potential ethical risks in the 

future? 
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http://www.wsj.com/articles/at-zappos-some-employees-findoffer-to-leave-too-good-to-refuse-1431047917
http://tbo.com/news/business/zappos-hacking-could-causeconsumer-problems-later-348177
https://www.youtube.com/watch?v=5mknIg_Abfw
http://www.inc.com/magazine/20090501/the-zappos-way-of-managing.html
http://www.inc.com/magazine/20060901/hidi-hsieh.html
http://tbo.com/news/business/zappos-hacking-could-causeconsumer-problems-later-348177
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