Cypress Semiconductor Case: Vision, Values, and Killer Software

Introduction: "Cypress: We eat nails." - Employee licenseplate.
· T.J. Rodgers, CEO of Cypress Semiconductor, is a Stanford PhD who has been working in the semiconductor business since 1973.  Rodgers has a very black-and-white, performance-oriented view on corporate culture and corporate success.   Rodgers' view was forged partially from his first job at a company that was focused mostly on employee nurturing and support.  The company didn't survive, as Rodgers recounts: "the ultimate hypocrisy of warm and fuzzy cultures (is that they) don't deliver. . . . Winning is what matters.  And if winning means being tough, demanding, impatient, then that's what you have to be."

· Rodgers' take-no-prisoners philosophy is reflected in the corporate culture of Cypress, which has a highly regulated way of doling out rewards (cash bonuses and stock options) as well as a highly regulated way of punishing sub-par performance, such as software that cuts off your paycheck when you miss your goals.

Background: "Cypress is about winning." So you better not be a loser!

· Cypress is a $600 mm (1998) semiconductor firm located in San Jose.  Founded in 1982 by Rodgers and six others, the firm specializes in niche markets for integrated circuits and in high-volume, cost-sensitive markets (e.g., EPROMS).  This strategy was originally adopted in order to grow while flying under the radar of Intel and AMD.

· The niche strategy met its limit in 1992, when Cypress fell into the red for the first time since its highly successful 1986 IPO.  Rodgers repositioned the company for growth, competing in higher-volume markets through competitive cost structure and rapid new product introduction.

· The 1992 debacle led Rodgers to rethink and clarify his management philosophy.  "The most important thing for a CEO to do is to provide leadership.  You have to let people know what the company stands for and where it's going."  Rodgers' senior team spent a year developing five core values for Cypress:

1. Cypress is about winning.   

2. Cypress people are only the best.

3. We do what's right for Cypress.

4. We make our numbers.

5. We invent and make state-of-the-art products.

· Rodgers' aggressive and hands-on style was exemplified by a public letter to a Catholic nun, in which he criticized the nun through 6 pages of diatribe for suggesting that he have "qualified women and members of racial minorities as nominees" for the board of directors.  In short, he used a nuclear weapon to swat a fly.

The Cypress Model: Nation of Startups

· Rodgers wanted to preserve start-up ingenuity and leanness within a large, growing company.   So the original design of the company envisioned Cypress as an independent economy with a federation of companies.  Headquarters provided management guidelines and initial and working capital, while subunit managers were responsible for everything else.  If the manager did well, he kept his gains and the "equity" of his subunit rose, but if the manager required additional funding, the "equity" of his subunit was diluted by increased holdings by corporate.
· While this organization allowed for incredible independence, creativity, and initial growth, it collapsed in on itself in 1992. Cypress "niched" itself to death: too many products generating small revenue streams.
· Rodgers publicly acknowledged his responsibility for the disaster, and refocused on production efficiencies for high-volume markets and new products.  He maintains his emphasis on people management, performance management, and "killer" software.
People Systems: "Great people don't guarantee corporate success -- but no company can succeed without great people."

Hiring

· Cypress has developed a highly streamlined, aggressive approach to hiring, and views hiring as one of the fundamental cornerstones of a successful company. There are three fundamental principles to hiring:

1. The 18 managers with the ability to extend job offers are responsible for finding and attracting necessary talent.  This is an operations driven process, not an HR-department driven process.

2. "Make it tough as hell to get in."  Four interviews are required, at a minimum.  One of these will be a stress ("pack of wolves") interview.  Cypress follows the influence tactic of making the job seem more desirable by making it incredibly difficult to get through the door.

3. "We don't buy employees." Cypress avoids hiring people who are looking for a big step up in perks or salary.  Cypress only offers an 8% non-negotiable pro-rated increase.

· The culture surrounding the hiring process reflects Cypress' corporate culture as a whole:

· It's fast: Cypress stages "raiding parties" where they do marathon interview sessions of select employees culled from target competitors.  There's a high distillation factor.  It takes 300 prospects to get 10 solid candidates.

· It's regimented: there's a "hiring book" that a manager uses to document the entire process, containing checklists, written results of interviews, reference checks, etc.  The hiring book is consistently reviewed to further refine hiring processes.  Assessments of interviewees are very tough.

· It considers culture:  candidates fill out a "career path questionnaire" which teases out personal character info.  If you don't fit Cypress' culture, you don't get an offer.

· It's pushy: the offer letter is ready for signature at the final interview.   Cypress coaches you in how to leave your old company.  If you waver, a senior Cypress exec comes to your house, chats up your spouse, and convinces you to join.

Controlling Headcount

· Rodgers demands that managers maintain disciplined and lean hiring practices.  Managers must make very strong arguments for headcount increases, and must combine headcount increases with productivity increases.

Retaining People
· Cypress seals off its company from headhunters by only publishing the contact information of employees who need to be listed in public documents.  Cypress tests the effectiveness of their systems by having fake headhunters try to get access to their employees.

· If an employee resigns, there is a rapid process for winning them back.  A response must be made within 5 minutes, and the manager must attempt to wipe out all communication between the employee and their prospective new employer.

Performance Management: avoiding the "mediocrity of the mean"

· Cypress has a custom software solution based on a spreadsheet to assist managers with performance compensation.  The software is intended to 1) assist the manager in distinguishing between merit (rewards for individual performance) and equity (smoothing out disparity among peers) and 2) ensure that there is a distribution of rewards, not huge clustering around the mean.  Rodgers himself can be paid no more than the highest-paid VP, and no more than 25 times an entry-level worker.

· While it sounds complex, it apparently only takes a couple of hours to use the software for any one peer group.  Rodgers credits the performance management system for Cypress' low turnover, which is half of industry average.

Compensation

· Cypress philosophy on rewards:

1. Every group of peers receives the same average percentage raise as a group.

2. Outstanding performers deserve outstanding raises.

3. Merit and equity must remain distinct.

4. Precision matters. All employees are grouped into comparison bands and ranked.

· There are four phases to compensation:

1. Performance ranking: Peer groups are selected, and each person is ranked using forced-choice comparisons, based on how much they contributed to the company in the past year.  

2. Merit raises: The ideal outcome is for 2/3rds to hear that they got above average raises, while 10% get a "solid citizen" raise.  The software program apportions raises based on the rankings, ensures a maximum spread of raises, flags raises out of line with its apportionment, and ensures that nobody receives the precise average raise.  Some people get no raise.

3. Equity: The software generates a trendline that compares salaries versus merit rankings.  Here, the manager can adjust outcomes to move salaries closer to the ideal distribution.

4. Stock option grants: Option grants are given to reward future potential.  One million stock options are granted per year. Critical deciding issues on stock option grants: "Whom can we least afford to lose over the next 4 years?  Are the person's unvested option amount fair in comparison to their long-term potential?"

Goals, Measures, and "Killer Software"

· Cypress has developed a set of software applications that monitor performance.  Dubbed "killer software," the application sorts through various databases to detect whether units have violated agreed-upon performance targets.  The systems warns the group, and if the violations accumulate to reach a tipping point (e.g., 500 of your goals are 5 weeks behind schedule), the software shuts down the group's computers that run the manufacturing system.  As a result of this threat, units rarely let performance slip to the tipping point. (For an amusing anecdote and another glimpse into Rodgers' management style, check out the story behind the genesis of the system on page 16, paragraph 4.)
· Rodgers has been criticized for such an application since it is inherently negative -- emphasizing failure more than success.  Rodgers views the system as a quality tool (similar to the Japanese manufacturing "andon cord"), not a productivity tool, since it "improves execution without imposing bureaucracy."  Rodgers himself has been victim of the killer software.
· There are clear advocates and detractors of the system.  One former skeptic calls it the "world's most sophisticated day timer," while a detractor feels that the software has created a "no mistakes" culture that breeds fear and conservatism.
The Challenges for Cypress in 1994: Is it like the Marines?  Or is it like Stalinist Moscow?

· Rodgers' goal is to have Cypress become "a monument company: exemplary people, technology, manufacturing, products, and finances."  However, he also admits that Cypress is "tough and fast moving. . . not an environment for everybody."
· Advocates of the Cypress culture liken it to "being in the Marines. . . a sense of comradery develops, a sense of mission."  Cypress employees like the meritocratic environment, the autonomy, and the high quality of their coworkers.
· For detractors, Cypress is a totalitarian state.  One person felt that the culture tends to bring out the best and worst in people.  Stress can be severe for those who don't fit in.  The constant competition and micromanagement can become overbearing: "When something doesn't work right and the job can't get done, it feels really bad. . . more so than at other companies."
Thought Questions:

· Are part of Cypress' market performance problems due to a lack of alignment in the management systems?
· Are the management systems too punitive?  Are they affecting innovation?
· How can Cypress both change and adhere to its values?
