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Redundancies: Aless than optimal strategy”?

In response to a recent Harvard Business Review (fer, 2009) Case Study on redundancies,
a Stanford University Professor commented that toanany executives assume redundancies
are the best way to cut costs. He goes on to quote a Bain & Company study of
redundancies at S&P500 firms during the 2001 downttn which showed that it took them six
to 18 months to realise the savings from job cuts.The issue of redundancy is a hot topic in
the current economic climate, and with consumer cofidence low many in the retail industry
have been confronted with consideration of this isge. Globally and in Australia, the retalil
sector has been hit hard with established and expeenced businesses with trusted brand
profiles folding (i.e., Woolworths UK, women's wearetailer Viyella) or announcing cut backs
in staff or operations (i.e., Pacific Brands, Marksind Spencer, NEC Australia). This paper
argues that redundancies may not be the best courseof action for retail organisations facing

these pressures.
The case against redundancies

There is an argument against redundancies in genelaand more specifically, against the
issue being high on the list of cost cutting measws. Research has shown that downsizing
has mixed effects on performance. For instance, Caso et al.’s (1997) study on the impact of
downsizing over a period of 15 years on performancdound that in all the firms studied,
reduction in employment did not translate into impsvement in performance. There is thus
little evidence that downsizing improves long-run pofitability and financial performance
(Casco, 2002).

A major problem is the difficulty in calculating t& impact from the knowledge drain, plunging
employee morale, loss of trust in management, andhte voluntary turnover that follows such a
move. In the UK, the Chartered Institute of Personel and Development (CIPD) suggest an
average redundancy costs employers £16,375 before ay savings are made, and that it is
much better to hold on to employees and plan for reovery (Management Today, 2009). The

CIPD calculation for redundancies reveals severaldden costs, as shown in Figure 1.
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Figure 1: The cost of redundancy

Where:

n = number of people made redundant

r = redundancy payments

X = number of people subsequently hired

h = hiring costs

y = percentage quitting post redundancy

t = induction/training cost

y = percentage quitting post redundancy

w= average monthly staff salary

Z = percentage reduction in output per worker cause by lower morale

p = number of people employed prior to redundancies

While redundancies may seem like a good way to cutosts in the short-term, the direct and
indirect costs of downsizing can paralyse long-ternrevenue-generating streams. The indirect
costs — like losing experienced sales and marketingemployees who have strong
relationships with clients — can cause lasting damge to a business. In fact, Pfeiffer (1998)

suggests that downsizing may erode customer loyaltyn the long run.

Additionally, the direct costs of redundancies negte any financial benefit if new employees
are hired within six to twelve months, according ta Bain & Company study (Bragged, 2008).
The article goes on to suggest that this type of tatic is common during recessionary periods
and can place an organisation in an unfavourable pgition when the recession comes to a

close.

A redundancy strategy can also have a negative eft on the organisation’s best employees

— a term called ‘survivor syndrome’ (Bruckner, 199p A study by Iverson and Pullman (2000)
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from the University of Melbourne, and another by Mare et al. (2003) from the University of
Colorado at Boulder, both confirmed that employeeswere far more likely to quit jobs in
environments of repeated downsizing. Both studies gartially attribute this occurrence to the

general dissatisfaction associated with working ah company after a series of redundancies.

Furthermore, if a company considers itself as recefve to the needs and personal
development of its workers, redundancies can be eve more troublesome. A report by
researchers Zatzick and Iverson (2007) found thatedundancies at high-involvement
workplaces (i.e. those with management strategieshat give employees the skills, information
and motivation to be competitive), can be markedlynore detrimental to the organisation than

redundancies at an ‘average’ company.

One author suggests that organisations that downsig “see employees as commodities — like
paper clips or light bulbs, interchangeable and sustitutable one for another” (Cascio, 2002,
p. 84). Cascio (2002) suggests that this is a ‘plugn’ mentality: plug them in when you need
them; pull the plug when you no longer need them. Tie author also goes on to suggest that
in contrast, responsible restructurers see employeg as sources of innovation and renewal —
seeing employees as having the potential to grow thir businesses. Furthermore, a cynic
might suggest that the economic crisis is used as a excuse to make redundancies within an
organisation. In fact, one legal commentator suggeis that sometimes the “economic

situation is a cunning shorthand for firms dumpingsome unwanted staff members, cruelly
regarded as ‘dead wood’, using the spectre of a re@ssion to avoid legal repercussions from

such dismissals” (Lawyers Weekly, 2009).

Some alternative solutions

There are alternatives that can work in favour ofhe organisation, for instance, pay cuts,
reduced benefits, unpaid leave, or incentives for aluntary departure. Even including the
employees in the discussion for solutions has beersuggested as a possible alternative to
redundancies. The Boston Globe (Cullen, 2009) repts of one CEO that did just that, asking
8,000 health system employees for suggestions in th name of saving jobs. He began
receiving ideas that included cutting hours and gimg up pay increases, at a rate of 100 per

hour.

In essence, people want to belong to organisationsthey want some sense of control over
their futures and they want to see their companiesucceed. In the current economic climate,

organisations have an opportunity to enlist the suport of employees, fostering creativity,
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generosity and loyalty. Organisations that can suaessfully do this while managing through
the recession will be well placed when the recovertomes. Employee involvement during
tough times is an idea supported by Rigsby (2001)author of Moving Upward in a Downturn,
Harvard Business Review. He suggests that difficutimes should be used to strengthen the

company.

There are times when a reduction in workforce mighbe the last option to save a faltering
company. In that case, leaders must become transpagnt, accept responsibility, over
communicate and express compassion and empathy. Thdeader’s job following the cuts will
be to support the healing of the organisation by fetering an atmosphere of hope and guiding

the company into eventual health.

Moving forward

Only 12 months ago the ACRS highlighted the growingchallenges facing retailers in
attracting and retaining staff and published a repd on this very topic. With increasing
unemployment numbers, the attraction of staff may hve become easier; however, retailers
need to foster loyalty and trust within their orgaisations — particularly as retail has a history of
being a career of last resort. Retailers that can wccessfully manage the downturn will
become employers of choice and be well placed forlie economic recovery — Holden have
made a step in the right direction with their receh announcement, despite recent figures

showing a further 20 percent decline in car salesi Australia for the past month.

Just last week the Australian press reported that nions had welcomed Holden's move to cut
its car production by half in an effort to avert any job losses at its Adelaide plant. In addition,
the company is changing the production arrangements cutting the afternoon shifts and
slashing penalties for its workers to ensure therare no longer downtimes at the factory. One
ABC (ABC, 2009) report reveals that Holden is shiftg production in line with demand and
rather than having a morning and afternoon shift,hiere will be a one day shift with two crews
working at the plant, meaning that some workers willose their penalties. The company says
this change in production is a move away from the dwntime arrangement where the factory
essentially shut down for several days a month. Hdken is also cutting executive pay,
scrapping bonuses and freezing all white-collar payin an effort to avoid any voluntary

redundancies at the plant.

In arguing against redundancies as an optimal stragy, we do not suggest that they are

totally avoidable. For instance, Pacific Brands’ ieent decision was a manufacturing choice to
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move production off-shore. However, what retailerscan learn from this example is that the

negative media surrounding the decision to cut jobscan potentially be detrimental to the

brand.

Successful retailers will continue to provide highelevels of training and engage staff at
various levels in strategy development. A highly siafied work force is likely to have positive
effects on customer service, given that staff membes are very close to customers and so
involved with creating and sustaining loyalty behawur. A climate of trust works both ways —
employees appreciate and respond to empowerment andopportunities to learn and

contribute, particularly in hard times.
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About the Australian Centre for Retail Studies

The Australian Centre for Retail Studies providegsearch driven education to those
involved in the retail sector through broad basedesearch and information generation,
management education programs and the promotion ofetailing as a career.

As a commercial centre within Monash University’s Bsiness and Economics Faculty and
Department of Marketing, the ACRS is a bridge betwen the academic and the
commercial retail worlds, enabling clients to acces resources and knowledge that may
not be otherwise available to them.

The centre engages in the following areas of actityi throughout Australia, New Zealand,
South East Asia and Asia.

Management development programs
Presentations, conferences and seminars
Retail research, reports and publications
Study tours

The ACRS builds skills, knowledge and understandingt all levels of management from
first line appointees to CEOs; because of its uniqeiretail focus the Centre offers
advantages over other general management trainingrpviders.
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