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Introduction

T
he service industry is a major driver 
of Western economies. In the United 
States alone, it represents over 75 
percent of the GDP (Ford & Bowen, 
2008). Thus, it follows that research 

directed at increasing an understanding of 
drivers of employee and organizational per-
formance in this sector is of growing concern 
to human resource management scholars 
and practitioners (e.g., Bowen & Ford, 2002; 

Chesbrough & Spohrer, 2006; Liao, 2007; 
Pugh, 2001; Schneider, Ehrhart, Mayer, & 
Saltz, 2005). The purpose of the present 
study was to contribute to this knowledge 
base through a quasi-experimental investi-
gation. 

Specifically, this study examined the appli-
cation of a technique adapted from marketing, 
namely, mystery shopping, to overcome a 
problem that confronts most managers—
providing employees timely systematic 
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Fisher, & Taylor, 1979; Locke & Latham, 
2002). 

Feedback/knowledge of results that is de-
layed is far less effective than relatively im-
mediate feedback for facilitating learning 
and maintaining effort and persistence. 
Because performance appraisals are typically 
done on a fixed interval basis—that is, 
annually—the feedback an employee may 
need to act upon to improve performance is 
not given in a timely fashion. Thus, it should 
not be surprising that there is little or no 
evidence for the beneficial effect of perfor-
mance appraisals on job performance 
(Latham & Mann, 2006).

Ongoing coaching, in addition to perfor-
mance appraisals, is viewed by many practi-
tioners (e.g., Hutcheson, 1996; Luthans & 
Peterson, 2003; Waldroop & Butler, 1996) as 
a primary way to develop and motivate em-
ployees. This is because coaching overcomes 
the problem of timeliness. It involves giving 
feedback on an ongoing basis. Based on this 
feedback, specific goals are set, the relation-
ship between what the person is doing and 
the outcomes the person can expect is clari-
fied, good performance is praised, and the 
individual is inspired to take action that will 
result in an improvement in job performance 
(Hall, Otazo, & Hollenbeck, 1999; Heslin, 
Latham, & VandeWalle, 2005; Heslin, Vande-
Walle, & Latham, 2006).

Despite the fact that coaching has 
become a commonplace prescription in the 
popular press for managing the performance 
of employees, there is a paucity of empirical 
research on the effectiveness of this process. 
Exceptions to this statement include a study 
by Sue-Chan and Latham (2004). They exam-
ined the relative effectiveness of outsider, 
peer, and self coaching on the team-playing 
behavior of MBA students in their respective 
study groups. Smither, London, Flautt, 
Vargas, and Kucine (2003) examined the im-
portance of goal setting and providing feed-
back in relation to goal pursuit. Heslin et al. 
(2006) examined the implicit person theory 
held by managers regarding the malleability 
of behavior. Yet no study to date has exam-
ined ways of overcoming the inability of 
managers, especially in the service industry, 

performance feedback. Specifically, we 
looked at the effect of feedback from a third 
party unknown to both the employees and 
their supervisors—hence, the term mystery.
Mystery shoppers assessed the performance 
of employees in three restaurants on a vari-
able interval schedule. We wanted to see if 
feedback from this source could be used to 
enhance the coaching effectiveness of su-
pervisors on the performance of frontline 
sales staff who in turn have a direct impact 
on their organization’s performance. Prior 

to conducting this study, there 
was no evidence to suggest that 
employee performance and the 
performance of the restaurant 
where they worked would in-
crease or decrease as a result of 
this intervention. Thus, we 
wanted to ascertain whether su-
pervisory coaching of direct re-
ports based on feedback provided 
on a seemingly random, albeit 
systematic schedule from a neu-
tral third party affects employee 
and organizational performance 
positively.

Performance Management

Performance management in the 
service industry is typically prob-
lematic. Requiring a manager to 
systematically assess each em-
ployee is often not logistically pos-
sible. In the majority of instances, 
an employee cannot consistently 
be observed interacting with a cus-
tomer who is being served. None-

theless, employees in this new millennium 
want relatively immediate performance feed-
back (DeStobbeleir & Ashford, in press). Em-
pirical research shows that this request is justi-
fied. Extensive empirical research conducted in 
experimental and organizational psychology 
throughout the twentieth century has demon-
strated that feedback is critical for learning 
(i.e., ability) and the choice to exert effort and 
persist in goal attainment (i.e., motivation) 
(e.g., Ammons, 1954; Annett, 1961; Ilgen, 

Extensive empirical 
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goal attainment (i.e., 

     motivation).
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show that when learning a response, a con-
tinuous schedule of reinforcement results in 
higher performance than a variable schedule 
(Ferster & Skinner, 1957; Latham & Dossett, 
1978). Once the response is learned, and re-
inforcement is subsequently administered on 
a fixed interval such as once every minute, 
the responses increase rapidly only as the end 
of the predetermined time period approaches 
(e.g., reinforcement is only available at the 
end of 60 seconds), and drops rapidly to near 
zero immediately following the reinforce-
ment. But, on a variable interval (VI) sched-
ule, responses are emitted at a high steady 
rate as it becomes increasingly difficult to 
discern when the seemingly random time 
interval will terminate and reinforcement 
will be available. No study to the authors’ 
knowledge has investigated the effectiveness 
of a VI schedule on the job perfor-
mance of employees and the orga-
nization that employs them. 

Providing feedback on a VI 
schedule does not eliminate the 
problem of managers finding 
the time to coach all their em-
ployees on a systematic basis. It 
only suggests that there may not 
be a necessity for coaching all em-
ployees on a continuous basis. 

Mystery Shoppers

For upper-level managers, the 
coach is often a professional con-
sultant who is not employed by 
the organization (Hall et al., 
1999). This “neutral” party often 
“shadows” the manager on the 
job. The hiring of outsiders, how-
ever, is prohibitively expensive for 
coaching employees in lower-level 
jobs. Luminaries in the practi-
tioner world, such as Jack Welch, 
the former CEO of the General 
Electric Company, have argued 
that coaching is a core compe-
tency of leadership. Effective leaders, he said, 
are those who find the time to “grow” their 
people (Welch, 2001). The critical phrase is 
“to find the time.”

to find the time to provide ongoing feedback 
systematically to their employees. There is a 
critical need to do so. 

Komaki (1994) found that in practice 
supervisors spend less than 1 percent of their 
time observing their subordinates. This is 
because, as Ashford and Northcraft (2003) 
argued, managerial work has been organized 
in ways that have increased managers’ span 
of control. A consequence of a wide span of 
control is that accurate and timely supervi-
sory appraisals of employees are an increas-
ingly difficult undertaking. As a result, many 
employees often view appraisals of their per-
formance as biased, and empirical research 
supports this perception (Lance, 1994; 
Lefkowitz, 2000; Strauss, Barrick, & Conner-
ley, 2001). There is a theory and a technique, 
however, that suggest a solution to the issues 
of timeliness and bias. 

Human Resource Management 
Theories

At least three human resource management 
theories of organizational behavior stress the 
necessity of providing employees feedback 
on their performance. Feedback is a modera-
tor variable in goal setting theory (Latham & 
Locke, 2007; Locke & Latham, 2002) because 
feedback is necessary for effectively guiding 
goal pursuit. Social cognitive theory (Bandura, 
2001) emphasizes the importance of feedback 
for increasing self-efficacy for goal attain-
ment. The theory also explains the impor-
tance of feedback for enabling employees to 
see the relationship between what they are 
doing and the outcome they can expect (e.g., 
goal attainment). Neither theory, however, 
specifies the frequency with which feedback 
should be given. The answer is suggested in 
Skinner’s (1974) theory of reinforcement.

Although the philosophy underlying 
reinforcement theory—namely, behaviorism 
(Watson, 1924)—has been discredited for fail-
ing to acknowledge cognition as a mediating 
variable (Bandura, 2001; Latham, 2007; Locke & 
Latham, 1990), this failure does not negate 
the effectiveness of this theoretical framework 
for suggesting ways of managing performance 
(Dunnette, 1976). Voluminous experiments 
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A solution to 

the problem of 

managers not 

being able to 

systematically

observe their 

employees might 

be to employ a third 

party to do so—

namely, a mystery 

shopper.

is an effective method for resolving difficul-
ties inherent in coaching, not to mention 
the traditional performance appraisal. This is 
because mystery shopping provides rela-
tively immediate feedback systematically on 
a variable interval basis, the feedback is rela-
tively objective in that it is based on observa-
tions of behavior, and it is directly tied to 
important organizational outcomes identi-
fied through job analysis. Moreover, the 
feedback given to an employee by a supervi-
sor comes from an external source that is 
relatively unbiased, as the mystery shopper 
has never before interacted with the 
employee.

In summary, this was the first study to 
investigate the effectiveness of supervisory 
coaching based on (a) feedback from a third 
party (b) provided on a variable interval 
schedule to employees. Two hypotheses were 
tested: (1) supervisory coaching, using feed-
back from a relatively neutral third party that 
is provided on a variable interval schedule, 
increases employee performance and (2) this 
coaching process also increases an organiza-
tion’s performance. 

Method

Context
Three restaurants in the same restaurant 
chain, located in the same metropolitan area, 
participated in this quasi-field experiment. 
The restaurants can be characterized as “ca-
sual dining” as opposed to “quick serve” or 
“fine dining.” The seating capacity ranges 
from 225 to 275 seats. The restaurants serve 
both lunch and dinner. Each restaurant serves 
customers 11 hours a day, seven days a week. 
The sales revenue of each restaurant falls 
in the range of $3 to $4 million annually. 

Each of the three restaurants in this study 
employed approximately 30 servers.

Servers are a critical factor affecting the 
profitability of a restaurant (Andaleeb & 
Conway, 2006; Gupta, McLaughlin, & Gomez, 
2007). This is because they greet customers, 
suggest/take orders, check the presentation of 
food for both appearance and accuracy prior 
to serving it, and present and process the bill 
in a (un)timely manner. The customer–server 

Changing the word appraiser to coach
does not resolve the issue of enabling manag-
ers to find the time to systematically observe 
the performance of each of their direct re-
ports. While a baseball coach is standing in 
the dugout observing the ongoing perfor-
mance of the players on the field, and a 
hockey coach is standing behind the bench 
watching players skate, the typical manager/
coach in industry and government is likely to 
be away from employees performing myriad 
job duties (e.g., strategic planning, coordinat-
ing implementation with other department 
heads). Thus, the decision was made by se-

nior management of a restaurant 
chain to employ mystery shoppers 
to provide relatively immediate 
feedback for coaching employees 
on a timely basis. 

Mystery shoppers are typically 
hired by organizations in the ser-
vice industry to assess employee–
customer interactions (Wilson, 
1998). The dependent variable is 
usually customer satisfaction. Mys-
tery shoppers are generally given a 
standardized form, based on a job 
analysis, to complete regarding 
their observations of an employee. 
This allows assessments across 
time and units (Beck & Miao, 
2003; Finn, 2001; VanderWiele, 
Hesselink, & Van Iwaarden, 2005).

The effectiveness of mystery 
shopping is due in part to the fact 
that no one in the organization 

knows the identity of a mystery shopper 
(Lewis & Chambers, 2000). Thus, the em-
ployees do not know when they are being 
assessed. Nor is the time period for the assess-
ment known because it occurs on a predeter-
mined VI schedule. Hence, a solution to the 
problem of managers not being able to sys-
tematically observe their employees might be 
to employ a third party to do so—namely, a 
mystery shopper. Using mystery shopper 
feedback on an employee’s performance for 
coaching purposes has never before been in-
vestigated.

The overarching hypothesis of the pres-
ent investigation was that mystery shopping 
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Upon leaving the restaurant, the mystery 
shopper completed a 110-item question-
naire designed to evaluate the behaviors of 
the server who was identified by a name tag 
worn on the server’s uniform. The questions 
assessed the desired behaviors of a server 
that had been identified through the job 
analysis. These questions focused on three 
major areas: (1) time and timing (e.g., “How 
long before you were greeted by your 
server?” “Did your server get back to you 
within a reasonable time period to check on 
your meal?”); (2) professionalism (e.g., “Was 
the server attentive to your needs by antici-
pating things before you had to ask?” “Was 
the server polite and careful not to interrupt 
your conversation unnecessarily?” “Was the 
table kept clean and cleared of any unneces-
sary plates, glassware, and trash throughout 
the meal?”); and (3) knowledge (e.g., “Was 
your server knowledgable of the menu 
items and wine list without over-
selling it?” “Was dessert offered 
after the meal with a specific sug-
gestion?”). Each of the 110 items 
allowed a shopper to assess 
a server’s behavior (mostly on a 
two-point scale [i.e., yes/no]), 
with several items also allowing 
a response of N/A and some 
items with different anchors, 
such as for “time to greet,” for 
which the possible responses 
were “right away,” “too slowly,” 
or “N/A.”

There was a 100 percent return 
rate from the mystery shoppers. 
This is likely due to the fact that 
they would not have been reim-
bursed if they did not post their 
report within the time frame men-
tioned earlier, nor would they have 
been rehired by the shopper con-
sulting firm.

The mystery shopper’s report on an indi-
vidual server was posted on the respective 
restaurant’s secure online reporting site within 
12–18 hours of the visit. A manager provided 
the server with feedback from the shopper 
prior to the start of the next day’s shift, 
praised effective behaviors, and set behavioral 

interaction affects “repeat business” (Carrillat, 
Jaramillo, & Mulki, 2009; Ford, Wilderom, & 
Caparella, 2008; Paul, Hennig-Thurau, 
Gremler, Gwinner, & Wiertz, 2009).

Prior to conducting this study, the restau-
rant chain had trained the servers on the 
importance of, and ways to engage in, 
the behaviors critical to job performance/
customer satisfaction. These behaviors had 
been identified through the company’s job 
analysis of performance. Thus, the restau-
rants’ servers had the knowledge, skills, and 
ability to perform their jobs.

Mystery Shopping Procedure

The mystery shoppers were drawn from a 
national database of approximately 300,000 
households developed and maintained by 
the mystery shopping firm hired by the res-
taurant chain. The shoppers matched the 
customer demographics of the restaurant 
chain’s target market—namely, 25–55 years 
of age, a minimum of some college educa-
tion, and a minimum income of $50,000. 
They are people who typically eat in a similar 
restaurant at least three times a month but 
who are not employed as restaurant consul-
tants or critics. A shopper receives no training, 
as the employing company wants observations 
from a “typical customer.” The shoppers in 
this study were reimbursed up to $35 of their 
dining bill.

Each mystery shopper received an e-
mail from the shopping consulting firm as 
to the specific date and hour to eat at one 
of the three restaurants. The e-mail also 
specified the categories of food the shopper 
was to eat (e.g., must order an entrée and at 
least one appetizer). No shopper visited the 
same restaurant more than once. Each 
shopper was accompanied by one to three 
friends or relatives. No server and no man-
ager in any of those restaurants knew the 
hour when a shopper would appear or 
the person’s identity. Hence, a shopper’s 
presence in a restaurant was on a variable 
interval-type schedule. On average, each 
employee could expect to serve a mystery 
shopper once a month, as a shopper visited 
a restaurant daily.

Upon leaving the 

restaurant, the 

mystery shopper 

completed a 110-

item questionnaire 

designed to evaluate 

the behaviors of 

the server who was 
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tag worn on the 

server’s uniform.
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was initiated in the three restaurants at differ-
ent points in time. Thus, there is variance in 
the data-collection periods for each stage in 
the study, as described below.

Precoaching Time Period
Consistent with the recommendations of 
Campbell and Stanley (1972), mystery shop-
ping data on server performance were col-
lected prior to the coaching based on mystery 
shopping feedback. Specifically, 16 months of 
premeasure performance of customer count 
was collected for restaurants 1 and 2, and 17 
months of premeasure performance of cus-
tomer count was collected for restaurant 3. 

Coaching Intervention 

The duration of mystery shopping was 
approximately a year (12 months for restau-
rants 1 and 2, and 11 months for restaurant 
3). In month 28, the frequency of mystery 
shopping feedback to servers was reduced by 
two-thirds (i.e., from 30 to 10 mystery shop-
ping visits a month) in all three restaurants. 
The reduction in coaching based on mystery 
shopping feedback lasted for five months 
(i.e., until month 33). 

Postcoaching Period
Seven additional months of data were col-
lected (i.e., until month 40) on each restau-
rant’s customer count. No mystery shopper 
feedback was available for the servers during 
this time period.

Customer count was recorded by the res-
taurant for 16 months prior to the introduc-
tion of the mystery shopper feedback interval 
and 8 months after it had been terminated. 
The data parallel those obtained for server 
performance.

Employee/Server Performance
The mystery shopper’s behavioral observa-
tion scores of a given server were the sole 
rating of that employee’s performance. The 
survey was extremely detailed, with 110 sepa-
rate questions assessing the entire customer 

goals for improvement (e.g., suggest dessert 
to each customer, greet customer within 
three minutes of seating). Hence, the feed-
back to and goal setting for an employee was 
relatively timely and objective. 

To ensure the manager provided the mys-
tery shopper feedback from a motivational/
developmental vantage point, the manager 
was trained by the organization’s training 
department to (1) acknowledge/praise a 
server for the effective behaviors that were 
observed by a shopper, (2) ask the server for 
ideas on how to improve performance in 
areas that were identified by the mystery 
shopper as performed poorly, (3) set a behav-
ioral goal based on the feedback, (4) discuss 
ways of dealing with difficult customers or 
situations, and (5) summarize with a server 
action steps for obtaining a score of 90 per-
cent or higher from future mystery shoppers. 
In short, the emphasis of a coaching session 
was motivational/developmental rather than 
critical. No incentive other than feedback 
from a mystery shopper and the setting of 
behavioral goals was administered to the 
servers. 

At a later point in the study, the number 
of mystery shoppers was reduced by two-
thirds—namely, to 10 visits a month to each 
restaurant instead of 30. This was done be-
cause senior management believed that the 
performance of the three restaurants in-
volved in this study had reached a high level.

Research Design and 
Data Collection
The data were analyzed with an interrupted 
time-series quasi-experimental design 
(Campbell & Stanley, 1972). The design in-
volved multiple time-interval pretest mea-
sures (1) when no shopper feedback was 
provided to any employee, (2) the interven-
tion (coaching based on a mystery shopper’s 
feedback), (3) a two-thirds decrease in mys-
tery shopping feedback, and (4) a posttest 
performance measure where no shopper feed-
back was provided to the servers. Data on two 
performance measures were obtained from 
three different restaurants of the same restau-
rant chain for 40 months. Mystery shopping 
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this same baseline number. In that case, a 10 
percent increase in month 12 means that the 
restaurant had 11,000 customers that month. 
Similarly, a 10 percent decrease reported in 
month 4 reflects a count of 9,000 customers 
for that month. 

Data Analysis

Bergh (1993) argued that the analysis of an 
interrupted time-series design relies on dif-
ferential responses over time to reveal if there 
is a treatment effect. With a large number of 
observations across time intervals, the sources 
of variation can be determined with a high 
degree of reliability. A “panel” of data is a set 
of observations with both “time-series” and 
“cross-section” dimensions. A “time series” 
arises from observations on the same unit 
(e.g., restaurant) at different points in time 
(e.g., months). A “cross-section” arises from 
contemporaneous observations of the depen-
dent variable(s) on different units. 
In this study, there were two time 
series—namely, 30 monthly ob-
servations of servers’ performance 
and 40 monthly observations of 
restaurant customer count. Ac-
cordingly, we conducted a fixed 
effect generalized least square test 
to assess the effect of coaching, 
based on mystery shopping 
feedback, on employee and res-
taurant performance (Hsiao, 1986; 
McDowall, McCleary, Meidinger, & 
Hay, 1980).

A limitation of time-series 
analysis is that it often suffers 
from temporal autocorrelation in that suc-
cessive observations are not statistically in-
dependent. This results in autocorrelation of 
the error terms that in turn increases the risk 
of overestimating the statistical significance 
of the intervention (i.e., coaching). A tech-
nique that takes this structure of the error 
terms into account is the ARIMA method 
developed by Box and Jenkins (McDowall et 
al., 1980). To supplement our generalized 
least squares analysis (GLS) model, we used 
interrupted ARIMA time-series analyses. The 
ARIMA model allowed a comparison between

experience. The percentages were calculated 
by dividing a mystery shopper’s actual scor-
ing of a server’s performance by the maxi-
mum possible score (excludes NAs). The 
percentages for each time period were the sum 
of all daily mystery shopper scores divided by 
the number of days in the period. Thus, pos-
sible scores ranged from 0 to 100 percent.

The data on server performance were col-
lected for 21 months—namely, from month 
13 through month 30. The months in which 
data were collected prior to the mystery 
shopping intervention (i.e., until month 17 
for restaurants 1 and 2, and until month 18 
for restaurant 3) were used as baseline data. 
That is, no feedback from a mystery shopper 
was provided to any employee during this 
pre-intervention time period. This baseline 
was compared with the data collected during 
the subsequent time period when feedback 
from mystery shoppers was provided by the 
restaurant manager to a server (i.e., until 
month 28). Server performance during the 
baseline and the intervention time periods 
were also compared with the following five-
month time period when mystery shopping 
feedback to servers was reduced by one-third 
(i.e., month 29 to month 33). A limitation of 
these data is that server performance was not 
assessed by the organization after coaching 
based on mystery shopping feedback was ter-
minated. Only each restaurant’s customer 
count was assessed. 

Restaurant Performance

To ensure confidentiality, senior manage-
ment provided us with a percentage change 
of customer count instead of the actual head 
count. The baseline for the percent change 
was based on the average count of customers 
for the year prior to the start of this study. 
The baseline varied for each of the three res-
taurants. The percentage change reflects an 
increase, decrease, or no change relative to 
the baseline. Specifically, each month of the 
study was compared with the baseline estab-
lished in the year prior to the intervention. For 
example, if the average headcount baseline in 
year t� 1 was 10,000 customers, months 
1, 2, 3 . . . 40 of the study were compared with 
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was quite low (max � 0.25), well below the 
acceptable level of 10. Thus, multicollinearity 
does not appear to have affected parameter 
estimates for the regression parameters. Our 
initial analysis confirmed the importance of 
controlling for time-series and cross-section 
effects in the data. When cross-section and 
time-series components of the error were not 
controlled, (1) the hypothesis of first-order 
autocorrelation could not be rejected (as indi-
cated by a Durbin-Watson statistic of 2.03) 
and (2) the hypothesis of homoscedasticity 
could be rejected (as indicated by an F statis-
tic of 3.23 for White’s test). Because autocor-
relation and heteroscedasticity were evident 
in our data, our construction of a model with 
a time-series component in the error struc-
ture was necessary. Accordingly, the Fuller-
Battese GLS approach with time-series and 
cross-section effects was used to adjust for 
autocorrelation in the time series and for het-
eroscedasticity in the cross-section. 

When the analysis was appropriately 
placed into a panel framework (i.e., with an 
error structure that allows estimation of the 
time-series and cross-section effects), and is 
estimated with generalized least squares, the 
model conformed with Bergh’s (1993) guide-
lines for the appropriate treatment of data 
with both time-series and cross-sectional 
components. Thus, a generalized least squares 

the pre-, during-, and postcoaching time peri-
ods. The data were analyzed using STATA, 
invoking the robustness function, and using 
a one-month lag for each dependent variable. 

Results

The percentage changes in server perfor-
mance and customer count over the duration 
of the study are presented in Figures 1 and 2, 
respectively. The two figures indicate that, on 
average, the three restaurants had higher 
server performance and a higher customer 
count in the period when the frequency of 
coaching, based on mystery shopper feed-
back, was provided daily. The two figures also 
show that server performance and customer 
count were lower in the case of the pre- and 
postcoaching time periods when no feedback 
from a mystery shopper was made available 
to the servers. 

Consistent with both Sawyer, Latham, 
Pritchard, and Bennett (1999) and Bergh’s 
(1993) recommendations, the analysis 
of these data followed a two-step process. 
First, tests for the assumptions underlying 
the time-series model were conducted. Sec-
ond, the time-series panel analysis was per-
formed to test the hypothesized relationships. 

A test for multicollinearity showed that 
the variance inflation factor for all variables 

FIGURE 1. Average Server Performance Across Three Restaurants
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40% of the variance in server performance 
(adjusted R2 � .40, p � .05). This finding is 
statistically significant (F � 15.10, p � .05). 
Similarly, the model explains 48 percent of 
the variance in the month-to-month changes 
in customer count (adjusted R2 � .48, p �

.05). This too is statistically significant (F �

18.44, p � .05). 
Tables IIIA and IIIB and IVA and IVB pres-

ent the results of the ARIMA model on cus-
tomer count and server performance, respec-
tively. Specifically, in Table IIIA, we explore 
the relationship between coaching and cus-
tomer count. To make sure our results were 
due to coaching, and not the use of mystery 
shopping, we first entered the dummy vari-
able associated with the period of mystery 
shopping in Model 1, and then added the 
dummy variable associated with coaching in 
Model 2. As shown in Model 2 in Table IIIA, 
only coaching was positively and significantly 
related to the increase in customer count in 
all three restaurants, providing additional cre-
dence to the initial findings reported earlier. 

To evaluate the degree to which the 
coaching intervention is significantly differ-
ent from both the pre- and postcoaching 
period, we conducted an additional analysis 
reported in Table IIIB. In Model 1, we compared

estimation was conducted using a Fuller-
Battese Variance Components Model. As 
shown in Table I, the panel framework, esti-
mated with the Fuller-Battese procedure, 
used the time-series effects in the data to ob-
tain unbiased, consistent, efficient estimates 
of the coefficients. The GLS estimate of vari-
ance associated with the time dimension (i.e., 
the months) was 3.91 and 3.69 for server per-
formance and customer count, respectively. 
The variance associated with cross-section 
(indicators and restaurants) was 17.79 and 
17.89. The variance associated with error was 
83.03 and 83.63. Thus, the variance was 
dominated by the residual error. The cross-
sectional effects across indicators and restau-
rants, while small, are much larger than the 
time-series effects. This indicates little vari-
ance due to the time dimension beyond that 
accounted for by month-to-month change in 
server performance. The lagged server perfor-
mance and customer count scores were in-
cluded in our model. 

Table II shows the results of the GLS. 
These results provide strong support for the 
two hypotheses. Feedback from mystery 
shoppers was positively and significantly re-
lated to both server performance and a res-
taurant’s customer count. The model explains 

FIGURE 2. Percentage Change in Average Customer Count Across Three Restaurants
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T A B L E  I  Variance Component Estimates From the GLS Fuller-Battese Method

Server Performance Model Customer Count Model

Root mean squared error 8.37 9.27

Variance component for cross-section 17.79 17.89

Variance component for time series 3.91 3.69

Variance component for error 83.03 83.63

T A B L E  I I GLS Fixed-Effect Model for the Relationship Among Coaching, Server Performance, 
and Restaurant Customer Count

Server Performance Customer Count

Coaching 1.68*
(.65)

5.23*
(2.12)

Constant –15.10 –18.44*

R2 overall .40 .48

Standard error in parentheses; * p < .05.
N � 120.

T A B L E  I I I A  ARIMA Model for the Relationship Between Coaching and Customer Count*

Restaurant 1 Restaurant 2 Restaurant 3

Model 1 Model 2 Model 1 Model 2 Model 1 Model 2

Mystery shopping 14.198*
(3.07)

2.02
(3.84)

14.85*
(3.11)

4.36
(3.49)

12.90*
(3.72)

–.16
(5.12)

Coaching 21.31*
(4.09)

18.36*
(4.27)

22.86*
(5.10)

Constant –4.58* –4.58* –4.47* –4.47* –2.95* –2.95*

/sigma 9.99* 6.45* 10.09* 7.64* 11.98* 8.74*

Log likelihood –148.86* –131.33* –149.20* –138.10* –156.10* –143.48*

* β coeffi cients are reported and standard errors in parentheses. 

T A B L E  I I I B  ARIMA Model Comparing Pre-, During-, and Postcoaching Effects on Customer Count*

Restaurant 1 Restaurant 2 Restaurant 3

Model 1 Model 1 Model 1

Coaching 25.75*
(2.02)

24.92*
(3.02)

26.22*
(3.10)

Postcoaching 6.62*
(2.39)

7.74*
(2.34)

7.47*
(3.44)

Constant –7.01* –6.66* –6.47*

Model 2 Model 2 Model 2

Precoaching –26.07*
(1.99)

–25.09*
(2.88)

–29.03*
(2.63)

Postcoaching –19.13*
(2.59)

–17.17*
(3.33)

–18.75*
(2.58)

Constant 18.75* 18.25* 19.75*

/sigma 5.88* 7.13* 8.17*

Log likelihood –127.65* –135.34* –140.76*

* β coeffi cients are reported and standard errors in parentheses. 
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Table IVB compares the different periods. 
Model 1 shows that server performance is 
significantly higher during the coaching and 
postcoaching periods relative to the pre-
coaching period. Server performance, how-
ever, is significantly lower in the pre- and 
postcoaching periods relative to the coaching 
period, as shown in Model 2. 

Overall, Models 1 and 2 in both Tables IIIB 
and IVB indicate that customer count and 
server performance is lower during the post-
coaching relative to the coaching period, and 
is significantly higher than the precoaching 
period. This suggests a relatively long-term 
effect of coaching on employee and organiza-
tional performance. 

To evaluate the financial benefit of 
the mystery shopper program, we requested 

the coaching and postcoaching periods 
with the precoaching period. As shown in 
Model 1, customer count is significantly 
higher in the coaching and postcoaching pe-
riod relative to the precoaching period, and 
the effect of coaching on customer count is 
significantly stronger than the postcoaching 
period. In Model 2 in Table IIIB, we compared 
pre- and postcoaching periods with the coach-
ing period. As shown, the customer count is 
significantly lower in the pre- and postcoach-
ing time periods relative to the time period in 
which coaching employees took place. 

Table IVA reports the ARIMA model ex-
ploring the relationship between coaching 
and server performance. As shown, coaching 
is associated with a significant increase in 
server performance in all three restaurants. 

T A B L E  I V B  ARIMA Model Comparing Pre-, During-, and Postcoaching Effects on Server Performance* 

Restaurant 1 Restaurant 2 Restaurant 3

Model 1 Model 1 Model 1

Coaching 20.08*
(2.49)

15.58*
(1.64)

14.5*
(1.34)

Postcoaching 10.01*
(2.89)

7.33*
(2.44)

9.50*
(2.24)

Constant 72.33* 77.33* 80.33

Model 2 Model 2 Model 2

Precoaching –18.12*
(2.54)

–13.23*
(1.87)

–19.3*
(1.29)

Postcoaching –10.08*
(1.81)

–8.25*
(2.07)

–5.05*
(2.19)

Constant 92.42* 92.92* 94.83*

/sigma 3.21* 3.24* 3.47*

Log likelihood –54.32* –54.51* –55.94*

* β coeffi cients are reported and standard errors in parentheses. 

T A B L E  I V A  ARIMA Model for the Relationship Between Coaching and Server Performance*

Restaurant 1 Restaurant 2 Restaurant 3

Coaching 13.42*
(2.23)

10.69*
(1.96)

8.17*
(2.24)

Constant 79.01 82.22 86.67

/sigma 4.46* 3.95* 4.54*

Log likelihood –61.18* –58.67* –61.59*

* β coeffi cients are reported and standard errors in parentheses. 
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A second indirect benefi t is one that is 
more diffi cult to measure. It is the cu-
mulative effect of the improved service 
across the enterprise that resulted from 
the continuous coaching made possible 
by the direct and frequent feedback of 
the mystery shoppers on a daily basis. 
With a return on investment of nearly 
100 percent, senior management con-
cluded that this program was indeed 
profi table even before calculating the 
benefi ts in head count gained from 
the improved server performance.

Discussion

Using mystery shopping feedback for coach-
ing employees incorporates well-researched 
psychological principles in that:

1. It is based on a job analysis of behaviors 
critical for effective server–customer perfor-
mance. Hence, the relevance of feedback 
based on job analysis may decrease the like-
lihood that the relevance of the assessed 
behaviors will be questioned by employees, 
and increase the likelihood that “bottom-
line” measures are affected favorably.

2. The feedback given to employees comes 
from a relatively neutral third party, a mys-
tery shopper. This enables a manager to 
fulfill the role of coach with minimum 
concern that an employee will view the as-
sessment of performance as a personal at-
tack. A mystery shopper is a relatively 
“dispassionate observer.” Nothing is 
known about the employee by a shopper 
other than the service (performance) that 
is provided. 

3. The feedback from a mystery shopper is 
provided shortly after observing an em-
ployee on the job. In the present study, it 
was 18 hours or less. Hence, the feedback 
is relatively timely.

4. The mystery shopper appears on a variable 
interval schedule. This enables coaching to 
occur on a systematic rather than a hap-
hazard basis.

the data senior management actually used to 
evaluate the program. The vice president in 
charge of this program reported: 

These data showed both direct and in-
direct benefi ts of the mystery shopper 
program. It yielded nearly $2 in profi t 
for every $1 spent on the program. 
There were direct benefi ts resulting 
from the amount spent by the mys-
tery shoppers themselves in excess 
of their reimbursement. The average 
amount spent in the restaurant by 
each mystery shopper was calculat-
ed at just over $22 per person. Since 
each mystery shopper was required to 
bring at least one additional person 
(and many brought more than one 
additional person) to the restaurant, 
the revenue yield from each mys-
tery shopper party actually averaged 
almost $80 per visit. The designated 
shopper was reimbursed a total of $35 
per visit, and the mystery shopper 
fi rm was paid a $15 management fee, 
making the total cost to the company 
of $50 per visit. Thus, with an incre-
mental gross margin of almost 45 per-
cent, the cost of the shopper program 
was almost completely covered by 
the revenues generated by that visit. 

The indirect benefi ts of this program 
were as follows. The mystery shop-
pers returned with a surprisingly high 
frequency of 2.4 times in the follow-
ing 12 months—with no fi nancial 
incentive. Additionally, they seldom 
returned alone, averaging more than 
2.5 guests per party. These incremen-
tal visits were very profi table and 
more than offset all the costs of the 
program and yielded an additional 
incremental profi t of $44 for each 
mystery shopper visit! Effectively, the 
mystery shopper program became a 
superb method of introducing cus-
tomers to the concept, which worked 
out to have an approximately two-
for-one profi t-to-cost ratio. 
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that “pop quizzes” will be administered, em-
ployees do not know when an assessment of 
their performance will occur. Hence, a tem-
porary spike in behavior that is typically ob-
served on a fixed interval (i.e., studying only 
one or two nights before an exam; excelling 
on the job just prior to an appraisal) followed 
by a performance decrement subsequent to 
an exam/appraisal is likely avoided. When 
observations of one’s performance are sched-
uled on a variable-interval rather than on a 
fixed-interval basis, ongoing excellence is re-
quired of employees in order for 
them to be assured that they will 
be observed performing effec-
tively. 

A fourth benefit of this inter-
vention is that only one server 
was assessed each day. Conse-
quently, a manager only had to 
spend a maximum of 30 minutes 
daily coaching an employee. This 
time requirement of a manager is 
far less than that which is re-
quired to coach all employees 
continuously.

Fifth, the results obtained in 
this study are likely generalizable 
to the service industry in general, 
and the hospitality industry in 
particular with regard to transfer 
of training to the job. These re-
sults suggest the benefit of coach-
ing employees on a systematic 
variable-interval basis for ensur-
ing that what is learned in a train-
ing program will continue to be 
applied on the job. Consistent 
with laboratory findings (Ferster 
& Skinner, 1957), performance in the present 
study increased when feedback was given on 
a variable interval schedule, and performance 
decreased when systematic coaching based 
on mystery shopping feedback subsequently 
ended. In the absence of this systematic 
coaching intervention, poor work habits were 
likely displayed to customers who had come 
to expect a high level of service. Conse-
quently, customer count went down when 
employees were no longer being coached on 
the basis of feedback from a mystery shopper. 

Theoretical Signifi cance

The theoretical significance of the present 
investigation is at least threefold. First, con-
sistent with reinforcement theory, feedback 
provided on a VI schedule increased and 
maintained high performance for both 
employees and organizations relative to a 
baseline condition. This is the first such find-
ing regarding the effectiveness of providing 
feedback on a VI schedule in the workplace. 
Second, relevant to both goal setting and so-
cial cognitive theories, this study revealed 
that feedback does not need to be provided 
on a continuous schedule in order to main-
tain goal pursuit. Third, from the standpoint 
of theories on the criterion-space or work-
place/job performance, this study suggests 
that a key driver of an organization’s effec-
tiveness in the service sector is the perfor-
mance effectiveness of its frontline staff.

Practical Signifi cance

The practical significance of the present find-
ings for human resource management is at 
least fivefold. First, this study adds to the 
paucity of empirical research on the effect of 
coaching in an organizational setting. It is 
among the first to show that coaching can 
affect outcomes at both the individual and 
the organizational level of analysis. Whereas 
most coaching involves changing the behav-
ior of upper-level managers, this study 
showed the benefits of a manager coaching 
lower-level employees who interact directly 
with the organization’s customers.

Second, this is the first study to show the 
benefit of a manager coaching an employee 
on the basis of feedback from a relatively 
neutral third party, a mystery shopper, who 
knew nothing about an employee other than 
the service (performance) provided. Hence, 
ad hominem bias attributed by an employee 
to feedback from a supervisor was minimized. 

Third, the benefits of using a mystery 
shopper intervention include the fact that it 
enables employee performance to be assessed 
on a VI schedule rather than continuously or 
at a fixed interval (e.g., annually, biannually, 
quarterly). Similar to students who are aware 
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Future research is now needed to see if proce-
dures similar to that used in the present study 
can be adapted to other industrial sectors to 
facilitate transfer of training to the job.

Strengths, Weaknesses, and Subse-
quent Research
The primary limitation of this study is the 
use of a quasi-experimental design. It was not 
feasible to randomly assign servers to two or 
more conditions, nor was it possible to ob-
tain a nonequivalent control group. Conse-
quently, the data were analyzed using a cross-
sectional time-series design and a GLS 
analysis. Specifically, observations were made 
prior to, during, and subsequent to the mys-
tery shopping intervention in three restau-
rants. Few threats to internal validity appear 
to explain the close relationship between the 
introduction and removal of the mystery 
shopping intervention, and the parallel 
changes in a server’s behavior and a restau-
rant’s customer count (Campbell & Stanley, 
1972). Cyclical maturation as a rival hypoth-
esis for explaining the present findings was 
rejected because the mystery shoppers ap-
peared at variable time periods of a day. More-
over, no obvious historical, extraneous events 
took place. For example, none of the restau-
rants initiated a new advertising campaign, 
changed managers, or instituted any “spe-
cials.” Further, there were no internal man-
agement changes, nor were there any changes 
in the local economy in the time period in 
which this study took place. Employee tenure 
remained stable throughout this study. Fi-
nally, and arguably most importantly, the 

results obtained in one restaurant were repli-
cated in two additional restaurants. 

Maturation as a rival hypothesis was also 
ruled out because we could assess the matura-
tion trend prior to the introduction of the 
intervention. Instrumentation effects were 
also ruled out because there was no change in 
administration procedures regarding the 
ways company records were kept before ver-
sus after the introduction of the mystery 
shopper intervention. There was no change 
in menu items. Moreover, no server knew 
when a mystery shopper was present. Hence, 
the following conclusion appears warranted: 
Feedback from mystery shoppers, given to 
an employee by the manager/coach on a 
variable-interval schedule, increased both 
employee and organizational performance. 

Nevertheless, because these findings are 
based on quasi-experimental design, the most 
worrisome causal alternative explanation of 
these results is that competent, aperiodic 
coaching, unassisted by mystery shopping 
data, might be as effective as the intervention 
used in this study.

Another arguable limitation of this study 
is that coaching is an applied technique that 
consists of myriad variables. There is no way 
of knowing which variable is more effective 
than another in bringing about a change in 
behavior. However, each variable has been 
shown empirically, in voluminous studies, to 
increase performance (e.g., reinforcement, 
feedback, goal setting) and, as Azrin (1977) 
noted, a set of variables when considered to-
gether can often yield a more effective treat-
ment in an applied setting than any one of 
the variables alone. 
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