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The Relationship Between Employee Satisfaction and Company Profitability 

A growing body of academic research suggests that employee satisfaction is not 

merely a human resources concern but a measurable driver of financial performance. This 

paper argues that companies which invest systematically in employee satisfaction outperform 

their peers on profitability metrics, and that the mechanism driving this relationship is 

primarily reduced voluntary turnover rather than increased individual productivity. 

The link between employee satisfaction and profitability has been studied across 

industries and firm sizes. Harter, Schmidt, and Hayes (2002) analysed data from 7,939 

business units across 36 companies and found that units in the top quartile of employee 

engagement showed 22% higher profitability than those in the bottom quartile, after 

controlling for industry and firm size. Edmans (2011) took a longitudinal approach, tracking 

companies on Fortune's "100 Best Companies to Work For" list from 1984 to 2009 and 

finding that they outperformed peer benchmarks by 2.3% to 3.8% annually on stock returns. 

The consistency of these findings across different methodologies strengthens the case that the 

relationship is causal rather than coincidental. 

The primary channel through which employee satisfaction affects profitability appears 

to be turnover reduction. Replacing a mid-level employee costs approximately 20% of their 

annual salary in recruitment, onboarding, and lost productivity during the transition period 

(Boushey and Glynn, 2012). In organisations with high voluntary turnover, these costs 

accumulate quickly and erode margins in ways that do not appear on a standard profit and 

loss statement until they are already significant. Conversely, companies that score highly on 
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employee satisfaction surveys consistently report lower voluntary turnover, suggesting that 

satisfaction functions as a leading indicator of retention rather than simply a measure of 

workplace sentiment. 

A secondary channel is customer satisfaction. Heskett, Sasser, and Schlesinger (1997) 

introduced the service-profit chain model, which links employee satisfaction to service 

quality, service quality to customer satisfaction, and customer satisfaction to repeat business 

and referrals. Their research found that companies with satisfied employees achieved 

customer satisfaction scores significantly above industry averages, and that those customer 

satisfaction gains translated into measurable revenue retention. This indirect pathway means 

that the financial return on employee satisfaction investment is larger than turnover cost 

savings alone would suggest. 

Critics of this position argue that the causal direction is unclear: profitable companies 

may invest more in employee satisfaction precisely because they can afford to, rather than 

because satisfaction drives profit. This reverse causality argument has merit and is difficult to 

fully resolve with observational data. However, Edmans (2011) addressed this by using 

employee satisfaction data from a prior period to predict subsequent stock returns, finding 

that the predictive relationship held even after controlling for prior financial performance. 

This temporal ordering provides stronger evidence for a causal effect of satisfaction on 

profitability rather than the reverse. 

The evidence supports three practical conclusions. Companies should treat voluntary 

turnover as a financial metric rather than an HR metric, calculating its true cost across 

recruitment, training, and lost productivity. They should measure employee satisfaction at the 

business unit level rather than the company level, since aggregate scores can obscure 

variation that predicts localised performance problems. Finally, satisfaction initiatives should 
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target the factors most strongly linked to retention in their specific context, which research 

consistently identifies as manager quality, career development opportunities, and perceived 

fairness of compensation rather than workplace perks. 


