
I
’d like to paint a picture of the 
food industry as it was when 
I started out in this business 
30 years ago.
Fast food was king. It was 

where you took your kids for 
an easy meal. Back then, you 
weren’t sure what was in the 
food, but at least it was fast and 
cheap. You didn’t go there to 
hang out, but to get in and out.

So, is it any wonder that fast 
food left an entire generation si-
multaneously full and empty?

It was hardly any better on 
the other side of the counter.

The food industry I grew up 
in treated its workers no differ-
ently than any other machinery 
used in the process. People were 
expendable objects bought at the 
lowest possible cost. Managers 
were not allowed to use their 
own judgment. Companies ex-
pected little of their people, and 
they got even less.

The paper hats companies 
asked managers to wear were 
just the final insult.

As someone who grew up as an 
operator in this industry, I knew 
we could do better for our custom-
ers by doing better for hourly as-
sociates and managers. I knew 
that the people I worked with had 
so much more to contribute … but 
no real reason to do so. 

My research shows that the 
single biggest correlation to suc-
cess in a restaurant is the quali-
ty of the manager and the people 
who work there. 

Indeed, I would argue that 
managers who can improve the 
customer experience and oper-
ate better restaurants are often 
worth more than we pay them, 
and managers who can’t get the 
job done aren’t worth nearly as 
much as they’re making today. 

In so many ways, the culture 
and compensation systems of 
many foodservice operations 
seem dysfunctional. In these 
dysfunctional companies, man-
agers have to make an extraor-
dinary difference in order to get 
a modest increase in compensa-
tion, and they have to be an ex-
traordinary underperformer to 
get fired. Indeed, in these kinds 
of dysfunctional companies, the 
company needs the managers 

more than the man-
ager needs the com-
pany. 

Though some oper-
ators still think that 
they can succeed by 
keeping pay down, a 
contrarian approach 
to compensation actu-
ally makes more sense 
to me. See, I want to 
pay people more. A lot 
more — but with one 
catch. I only want to 
pay more to those people who are 
able to make a real difference. 

Why? Because these are the 
people you want to keep. Paying 
the people who get the job done 
extraordinarily well ensures 
they stay and lowers your turn-
over. The result for your busi-
ness is not only better store-level 
performance, but significantly 
lower overhead, as recruiting, 
training and supervisory ex-
penses are less. 

In fact, I’d go so far as to say 
that I think it’s a mistake to 
pay all of your managers essen-
tially the same. Why? Because 
their impact on your business 
is not the same. Someone I 
know says I play favorites — 
and it’s true. It makes sense to 
me to pay people who can help 
me get the job done a lot more 
than those who can’t. 

This is why many progressive 
companies have adopted a sys-
tem where managers earn very 
little in base pay, but earn a sig-
nificant amount with bonuses. 

This kind of culture and 
compensation system was an 
idea first tested by the now 
defunct chain Sambo’s. They 
called their program “Fraction 
of the Action.” While Sambo’s 
may no longer exist, their last-
ing contribution to our indus-
try is a model for a compensa-
tion system in which managers 
earn a percentage of monthly 
store profits. 

Many companies built off of 
that original Sambo’s model 
and improved on the original 
thesis. Companies like Golden 
Corral, Luby’s Cafeteria, KFC 
franchisee the Harman Group, 
Outback Steakhouse and Au 
Bon Pain all tried different ver-

sions of the original 
Sambo’s program.

As these systems 
evolved from one 
company to another, 
management teams 
learned that an im-
portant element of a 
successful program 
was to lock in manag-
ers for multiple years, 
say three to five, and 
tie a material per-
centage of total com-

pensation to the results in the 
last year or two of the commit-
ment. These second-generation 
companies structured longer-
term commitments because they 
understood that their business-
es were best served by a focus 

on long value creation and not 
short-term profit versus plan. 

Let’s think about how these 
second-generation programs 
worked in dollars. It’s not un-
usual for managers in these sys-
tems to earn $60,000, $80,000 
or even $100,000 per year as 
their percentage of the monthly 
cash flow. More importantly, in 
these second-generation com-
pensation systems, it’s not un-
usual for managers to receive a 
payout of $100,000, $200,000 or 
more at the end of the five-year 
agreement. Such large, lump-
sum compensations paid at the 
completion of the agreement cer-
tainly focus managers on long-
term customer satisfaction and, 

indeed, long-term value creation.
Compare that to what hap-

pens in some less progressive 
companies. We all know what it 
was like working in “corporate” 
foodservice. They pay you a base 
salary and a modest bonus based 
on store profit versus plan. Man-
agers know they will be moved 
around frequently, so they rarely 
take a long-term perspective. 
Quarterly numbers have to 
be hit. Is it any surprise that 
many restaurant industry hor-
ror stories originate under these 
kinds of systems? I remember 
interviewing one manager who 
told me that he and his district 
manager decided not to fix the 
air conditioning one summer 
because they didn’t want to be 

over their R&M plan and subse-
quently lose their bonuses. 

The kind of system I’m ad-
vocating is the opposite of this. 
I’m advocating a progressive 
compensation system that turns 
managers into profit centers 
driving long-term customer sat-
isfaction and value creation. 

P.F. Chang’s, Chick-fil-A and 
Panera Bread are examples of 
companies that use systems like 
this today. These kinds of incen-
tive systems have become the 
norm today rather than the ex-
ception. 

So, let me share with you 
where I think progressive res-
taurant companies must turn 
their attention to next: the hour-

ly associate. Indeed, I believe 
the most successful companies 
in our industry will figure out 
how to create incentive-based 
compensation systems for hourly 
employees. 

Right now, many hourly em-
ployees give significantly less 
than what they’re capable of, 
and restaurant operators fool-
ishly accept that. The chal-
lenge progressive companies 
face is coming up with a system 
to encourage hourly associates 
to take more responsibility and 
contribute more because it’s 
in their best interest. Whole 
Foods currently does this with 
its “Gainsharing” program, 
and I think progressive compa-
nies in the restaurant business 

need to figure out how to do 
this as well.

Smart companies in our in-
dustry will figure out how to 
create a culture and an incen-
tive system that aligns hourly 
associates’ self-interest with the 
company’s interest. Our indus-
try will be well-served by those 
who crack the code. 

In the end, restaurant opera-
tors are best served when they 
focus on paying all employees for 
long-term performance rather 
than viewing labor as a cost to 
be reduced.

Each of us must ask our-
selves: If people really are the 
key to our success, are we will-
ing to figure out how to com-
pensate them with a “fraction 
of the action”? n
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Ron Shaich is the co-founder and 
executive chairman of Panera 
Bread, which, as of April 27, has 
had the strongest stock perfor-
mance of any public restaurant 
company when measured over the 
last decade. He can be reached at 
ron.shaich@panerabread.com.

Smart companies will 
figure out how to create 
incentive systems 
that align associates’ 
self-interest with their 
companies’ interests.
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