T O O L K I T   G U I D E   3 9   ·   L E A D E R S H I P   E F F I C I E N C Y
Leader-Member Exchange (LMX)
You have an inner circle whether you meant to or not
WHAT IT IS
Leader-member exchange theory describes what actually happens on teams: leaders build different-quality relationships with different reports. An in-group that gets trust, latitude, and opportunity. An out-group that gets transactions. LMX quality predicts performance, satisfaction, and turnover, person by person.
WHY IT WORKS
The uncomfortable finding is that differentiated relationships are nearly universal. Claiming you treat everyone identically just means your in-group formed without supervision. In-groups assemble around similarity, early impressions, and proximity, not merit. And the costs land on whoever's outside: less feedback, fewer stretch assignments, faster exits. The fix isn't eliminating the inner circle. It's widening the doorway and auditing who's near it.
HOW TO USE IT
1. Map your actual exchanges. For each report: who gets your discretionary time, the interesting work, the benefit of the doubt after a mistake? Write it down. The pattern will be visible and a little embarrassing.
1. Check what the in-group has in common. If the answer is “reminds me of me,” “same hours as me,” or “sits near me” rather than “delivers,” the circle formed on similarity, not contribution.
1. Give out-group members an in-group experience. One stretch assignment with real support. One longer conversation about their goals. These relationships form early and fast, and they can be deliberately re-formed.
1. Distribute the relationship currencies. Discretionary time, visible projects, inside context. That's what in-groups are made of. Track their distribution like you'd track pay equity.
1. Watch remote and off-shift people hardest. Proximity is the strongest silent driver of in-group formation. Whoever you see least is drifting outward by default.
PITFALLS TO AVOID
1. Denying the circle exists. “I treat everyone the same” is the sentence that keeps the pattern unexamined.
1. Flattening everything. Trust earned through delivery should mean something. The fix is fair access to earning it, not identical treatment regardless of contribution.
1. Letting the in-group hoard development. If the same two people get every visible project, you're compounding the gap you're supposed to be managing.
Shortcut: pull up last month's calendar and tally discretionary one-on-one time per report. That tally is your in-group map. Now decide if you'd have drawn it on purpose.
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