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Downsizing: what do we
know? What have we learned?


Wayne F. Cascio, University of Colorado


Executive Overview Downsizing, the planned elimination of positions or jobs, is a phenomenon that
has affected hundreds of companies and miiiions of workers since the late 1980s.
While there is no shortage of articles on "How To" or "How Not To" downsize,
the current article attempts to synthesize what is known in terms of the economic
and organizational consequences of downsizing. We argue that in many firms
anticipated economic benefits fail to materialize, for example, lower expense
ratios, higher profits, increased return-on-investment, and boosted stoclr prices.
Likewise, many anticipated organizational benefits do not develop, such as
lower overhead, smoother communications, greater entrepreneurship, and
increases in productivity.


To a large extent, this is a result of a failure to break out of the traditional
approach to organization design and management—an approach founded on the
principles of command, control, and compartmentalization. For long-term,
sustained improvements in efficiency, reductions in headcount need to be
viewed as part of a process of continuous improvement that includes
organization redesign, along with broad, systemic changes designed to
eliminate redundancies, waste, and inefficiency.


In My View American Telephone & Telegraph, Eastman Kodak, Citicorp, Goodyear, Digital
Equipment, Amoco, Chevron, Exxon, Black & Decker, CBS, ABC. The list reads
like a "who's who" of American business. Is there no end to it? It seems to be
endemic to the 1990s. In fact, it's hard to pick up a newspaper on any given day
and nof read about another well-known organization that is announcing a
corporate restructuring (a.k.a., cutting workers, and, in some cases, selling off
other assets). By the end of 1992, just to cite a few well-known examples.
International Business Machines will pare down by another 40,000 workers, and
Xerox will cut 2,500 workers from its document-processing division. By mid-1993
the Postal Service will eliminate 30,000 of 130,000 management jobs, and TRW,
Inc. will cut its work force by 10,000 people, or fourteen percent. By 1995, General
Motors will cut 75,000 workers. More than eighty-five percent of the Fortune 1000
firms downsized their white-collar work forces between 1987 and 1991, affecting
more than five million jobs. More than fifty percent downsized in 1990 alone.
Across the total economy, counting only jobs held for at least three years, 5.6
million people lost permanent jobs from 1987 through 1991.' In short, companies
large and small are slashing jobs at a pace never before seen in American
economic history.


What's Different About the Current Cuts?
In previous business downturns, manufacturing h a s t e n d e d to take the big hits.
Since 1980, U.S. manufacturing firms h a v e cut more t h a n two million workers.
However, the most recent recession h a s h a d a decidedly white-collar pattern to it,
with more middle m a n a g e r s eliminated during the downturn. For e x a m p l e , while
middle m a n a g e r s m a k e u p only five to eight percent of the work force, they
a c c o u n t e d for s e v e n t e e n percent of all dismissals from 1989 to 1991. Further
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Debt can be a cruel
master, forcing firms
to take drastic steps to
ensure suificient cash
How to service it.


evidence comes from the fact that in 1992 white-collar employees constituted
thirty-six percent of the unemployed workers in the U.S., compared with
twenty-two percent during the 1982 slump. Nearly a million U.S. managers
earning more than $40,000 a year lost their jobs in 1991, and, in fact, each year for
the past three years, between one and two million middle managers were laid
off. 2


The major reason for this, according to a Boston University survey of
manufacturers, is that overhead (which includes staff and white-collar salaries)
comprises 26.6% of manufacturing costs in the U.S., compared to 21.6% in
Germany, and just 17.9% in Japan. Indeed, after benchmarking its performance
against other international chemical companies, Du Pont decided to slash $1
billion from its costs. How? Largely by cutting 1,900 white-collar jobs from its fibers
business, plus 550, or twenty percent of the total, from in-house engineering.


Orientation
Although the subject of downsizing has been addressed from a number of
perspectives, this article focuses on just two major issues: (1) What are the
economic and human consequences of such massive restructuring? and (2) What
have we learned? To provide answers to these questions, I did two things. First, I
reviewed more than 500 published articles on the subject of downsizing. Then I
conducted semi-structured interviews with twenty-five senior executives—ten who
had authorized downsizing actions at their companies, and fifteen who had been
laid off as a result of downsizing activities. Let us begin by considering some basic
questions: What is downsizing? Who is most likely to downsize, and what do they
expect to get out of it?


Definition. Downsizing refers to the planned elimination of positions or jobs. Let us
be clear about these terms. While there are as many positions as there are
employees, jobs are groups of positions that are similar in their significant
duties—such as computer programmers or financial analysts. Downsizing may
occur by reducing work (not just employees) as well as by eliminating functions,
hierarchical levels, or units. It may also occur by implementing cost containment
strategies that streamline activities such as transaction processing, information
systems, or sign-off policies.


Downsizing does not include the discharge of individuals for cause, or individual
departures via normal retirement or resignations. The word "normal" is important.
Voluntary severance and early retirement packages are commonly used to reduce
the size of the work force, especially among firms with traditional "no-layoff"
policies. Even if targeted workers are called "redundant," "excessed," or
"transitioned," the result is the same—employees are shown the door. It's just
called something else.


Who Is Most Likely to Downsize?
The most likely candidates (though by no means the only candidates) are firms
that are struggling to get through hard times, saddled with more debt than ever.
Over twenty-six percent of corporate cash flow currently goes to meet debt
payments, compared with only nine percent at the start of the 1974 recession, and
eighteen percent going into the 1982 slump. ̂  As an example, consider Marriott
Corporation. Marriott eliminated 2,500 jobs at headquarters and also by closing
down its hotel construction and development unit. Yet such savings pale against
the cost of servicing more than $1 billion in debt taken on in an overly aggressive
hotel construction program. Debt can be a cruel master, forcing firms to take
drastic steps to ensure sufficient cash flow to service it. In the meantime,
companies that didn't take on debt, including foreign competitors, can gain
significant market share. Loss of market share, along with a concomitant loss of
profitability, stimulates more downsizing.
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Anticipated Results
Downsizing is expected to yield economic as well as organizational benefits. Let us
consider each of these in turn. In terms of economic benefits, downsizing firms
expect to increase value for their shareholders. Executives conclude that future
costs are more predictable than future revenues. Thus, cutting costs by cutting
people is a safe bet to increase earnings, and, by extension, the price of the
company's stock. Judging by the 1,000 companies that the American Management
Association follows, downsizing is a popular strategy. From 1989 to 1991 those
companies eliminated 212,598 jobs—saving $8 billion per year.'' Here are some
specific company examples.


E.I. du Pont de Nemours took a $125 million, one-time charge against earnings to
gain a $230 million recurring, annual, aftertax savings. Union Carbide spent $70
million in up-front charges to obtain $250 million in annual savings subsequently.
Consider a third example. An IBM analyst estimated that if 8,000 employees
accepted one of IBM's early retirement offers, the company would realize an extra
40 cents per share in earnings the following year, plus a 50-cents-per-share
increase in the years afterward. An additional attraction that encourages
businesses to consider this retirement cost strategy is the almost $100 billion
surplus in overfunded U.S. corporate pension accounts.


In terms of organizational benefits, proponents of downsizing cite six expected
outcomes:^


Lower overhead
Less bureaucracy
Faster decision making
Smoother communications
Greater entrepreneurship
Increases in productivity


When coupled with
advice from popular
business books and
journals fo "cut out
the fat," to get "lean
and mean." senior
executives might well
iind the lure oi
downsizing to be
irresistible.


People costs comprise roughly thirty to eighty percent of general and
administrative costs in most companies. In capital-intensive industries, such as
commercial airlines or oil refining, the cost is about thirty to forty percent. Among
savings institutions, that figure is roughly fifty percent, and in highly
labor-intensive operations, such as the postal service, the figure may exceed
eighty percent.^ Hence, cutting costs by cutting people appears to be a natural
strategy, especially for companies struggling to stay alive in an unprecedented,
globally competitive market. Carving out entire echelons of middle-level
managers certainly does reduce overhead, and trims the number of layers in the
organizational hierarchy. In theory this should lead to less bureaucracy and faster
decision making. At Sears, for example, there are only four levels of management
from the top to the bottom of the corporation. With fewer layers of middle
managers to "filter" information, communications should be smoother and more
accurate, entrepreneurship should flourish, and productivity should climb. It all
seems so logical.


To be sure, the gains expected to result from downsizing are tantalizing. When
coupled with advice from popular business books and journals to "cut out the fat,"
to get "lean and mean," senior executives might well find the lure of downsizing to
be irresistible. Are the proponents of downsizing right? To what extent have the
economic and organizational benefits actually followed? We will try to provide
some answers in the following sections.


Anticipated Versus Actual Economic Results Of Downsizing
A 1991 survey by the Wyatt Company of 1,005 firms suggested that most
restructuring efforts fall far short of the objectives originally established for them:''
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• Only forty-six percent of the companies said their cuts reduced expenses enough
over time, in part because four times out of five, managers ended up replacing
some of the very people they had dismissed;


• Fewer than one in three said profits increased as much as expected; and
• Only twenty-one percent reported satisfactory improvements in shareholders'


return on investment.


What happens to the stock prices of companies that downsize? The answer to that
question only makes sense by examining stock prices at different time intervals
prior to and subsequent to the initial announcement of downsizing. To provide at
least a partial answer to that question, Mitchell & Company, a consulting firm in
Weston, Mass., examined what happened to the stock prices of sixteen companies
in the Value Line data base that wrote off ten percent or more of their net worth
between 1982 and 1988.̂


In most cases, the stock in question already had lost some ground in the few
months before the company announced its decision to downsize. Typically it will
have lagged behind the market by twelve percentage points or so. ("The market"
in this study was defined as Standard & Poor's 500-stock index for large stocks,
and the Nasdaq composite index for small stocks.) On the day that the
announcement is made, stock prices generally increase, but then there usually
begins a long, slow slide. Two years later, in the Mitchell & Co. study, ten of the
sixteen stocks were trading below the market by seventeen to forty-eight percent
and, worse, twelve were below comparable firms in their industries by five to
forty-five percent. To understand some of the reasons why this is so, we need to
examine the impact of downsizing on the day-to-day functioning of organizations.


Impact of Downsizing on Organizational Functioning
One poll of 1,142 companies that recently downsized, conducted by the American
Management Association, revealed that nearly half were "badly" or "not well"
prepared for the dismantling, and had not anticipated the kinds of problems that
developed subsequently. More than half reported that they had begun downsizing
with no policies or programs—such as employee retraining or job
redeployment—to minimize the negative effects of cutting back. Succumbing to
the pressure to produce short-term results, many ignored the massive changes in
organizational relationships that result from reorganization. As one observer
noted, "In the process, they misused and alienated many middle managers and
lower-level employees, sold off solid businesses, shortchanged research and
development, and muddled the modernization of their manufacturing floors.^


Apparently, a number of top managements have put the concerns of their
employees and subordinate managers at the very bottom of their priority
lists—and they pay a price for doing so. David Heenan, chief executive officer of
Honolulu-based Theo H. Davis and Co. noted, "Corporate America has neglected
the downside of downsizing." For just one example of this, consider the impact of
extensive reductions of headquarters staffers whose jobs focus on corporate
planning.


Once these specialists are gone, operating managers may be expected to fill the
void. To do so, however, they need to develop the kinds of skills that will allow
them to make groupwide contributions. Yet many line managers have neither the
training nor the perspective to see beyond the segment of the business they are
assigned to run. Moreover, organizations that employ cut-and-slash tactics are
also those least likely to make long-term investments in training and management
development. Remaining staff experts who could help subsidiary managers
develop a policy-making perspective refuse to plant the seeds of their own
destruction.'° Moreover, they are likely to be demoralized, less productive, and
unable to monitor, control, and support business units effectively. The result?
Strategic planning suffers.
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Furthermore, it's unrealistic to ask department or division heads to make long-term
decisions about research and development expenditures, capital investments, or
work force training when they are paid to attend to short-term profit or production.
Last, the loss of staff support means that vital information may not be available to
help the chief executive and other top managers make decisions that only they
can make. Computer networks and video conferences cannot completely replace
the human interaction that is so essential to achieving honest communication.


In summary, managers who remain after a downsizing often find themselves
working in new, and not necessarily friendly, environments. These survivors are
often stretched thin, they manage more people and jobs, and they work longer
hours. Many are not willing or able to work under these conditions." More on this
shortly, but first let us examine why anticipated cost savings often don't
materialize.


Why Anticipated Cost Savings Often Don't Materialize
Consider three such reasons: (1) newly lean companies replace staff functions with
expensive consultants (as a result of conditions described previously); (2)
subsidiary business units recreate the kinds of expertise that headquarters staffers
formerly supplied by hiring their own trainers and planners; (3) companies
discover that it's expensive to train line managers to handle tasks formerly
performed by staff specialists.


The net result of all of this reshuffling is that some severed employees will be hired
back permanently, and others will return on a part-time basis as consultants. One
executive recruiter estimated that downsizing companies wind up replacing ten to
twenty percent of those they dismissed previously.


During an interview, one senior manager of a Fortune 100 company described a
situation where a bookkeeper making $9 an hour was let go in a downsizing
effort. However, the company later discovered that it lost valuable institutional
memory in the process, for the bookkeeper knew "where's, why's, and how-to's"
that no one else apparently did. The result? The former bookkeeper was hired
back as a consultant for $42 per hour! Another senior manager for a Fortune 500
firm noted that after a downsizing, "Head count went down, but overall human
resources expenses went up." How can that be? Because payroll records reflected
only the number of full-time employees. Victims of downsizing who were later
rehired as part-timers or consultants were paid from subsidiary accounts. Thus,
they were not officially listed as part of overall headcount. In other words, an
accounting gimmick masked the actual impact of downsizing on labor costs. Now
let's consider the impact of downsizing, as usually practiced, on productivity.


Impact of Downsizing on Productivity
Unfortunately in m a n y companies, downsizing is limited to reductions in
h e a d c o u n t (rather t h a n integrated with organization redesign or b r o a d , systemic
c h a n g e s d e s i g n e d to root out r e d u n d a n c i e s , waste, a n d inefficiency). '^ Firms take
a one-time c h a r g e to e a r n i n g s , their operating m a r g i n s improve, a n d the financial
markets cheer. In m a n y c o m p a n i e s , however, the g a i n s a r e short-lived, for despite
all of the layoffs, automation, a n d just-in-time inventory m a n a g e m e n t , U.S.
nonfarm productivity rose a scant 1.2% a y e a r during the 1980s. That's almost n o
improvement from the 1970s. In fact, in terms of a v e r a g e productivity g r o w t h — a
key to future prosperity—the U.S. ranks fifth, b e h i n d Japan, G r e a t Britain, F r a n c e ,
a n d Italy.


From a historical perspective, consider w h a t this implies. Beginning in the late
nineteenth century the yearly rise in productivity of England, then the world's
foremost industrial nation, w a s just slightly less (one percent) t h a n that of its
industrial rivals, mainly the United States a n d G e r m a n y . By the mid-twentieth
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century that seemingly small difference proved to be enough to tumble England
from its previously undisputed industrial prominence.


Now back to the present. More than half the 1,468 restructured companies
surveyed by the Society for Human Resource Management reported that employee
productivity either stayed the same or deteriorated after the layoffs. Moreover, a
four-year study of thirty organizations in the automobile industry revealed that
very few of the organizations implemented downsizing in a way that improved
their effectiveness. Most deteriorated relative to their "pre-downsizing" levels of
quality, productivity, effectiveness, and human relations indicators.


The term productivity is an abstract concept, but the nervousness and gloom that
pervaded Bell & Howell during and subsequent to a three-way takeover battle
and reports of impending layoffs during a six-month period took a toll on
productivity that was very real. Senior executives at the company figured that the
drop in productivity may have dragged down the company's profits for the half by
as much as eleven percent or $2.1 million.


Among firms that execute downsizing well (for example, almost fifty percent of the
firms surveyed by the Society for Human Resource Management where
productivity went up as a result of downsizing), certain characteristics, each an
apparent contradiction, seem to be common. Consider six such characteristics:'"^


' • Downsizing is implemented by command from the top, with recommendations
from lower-level employees, based on job and task analyses of how work is
currently organized.


^ • Both short-term (workforce reduction) and long-term (organization redesign and
systemic change in the organization's culture) strategies are used, together with
across-the-board and targeted downsizing.


^ • Special attention is paid both to those employees who lost their jobs (e.g.,
through outplacement, generous severance pay, retraining, family counseling),
and to those who did not (by increasing information exchange among top
managers and employees).


^ » Through internal data gathering and data monitoring, firms identify precisely
where redundancy, excess cost, and inefficiency exist. They then attack those
areas specifically. They treat outside agents (suppliers, distributors) as involved
partners as well as potential targets of their downsizing efforts.


C"« Reorganizations often produce small, semi-autonomous organizations within
large, integrated ones. However, geographic or product reorganizations often
produced larger, more centralized units (e.g., information processing) within
decentralized parent companies.


^ • Downsizing is viewed as a means to an end (that is, as an aggressive strategy
designed to enhance competitiveness), as well as the targeted end.


Study after study
shows that following a
downsizing, surviving
employees become
narrow-minded,
self-absorbed, and
risk averse.


In summary, it seems that the best explanation for the difference between firms
that downsized effectively and those that did so ineffectively was the existence of
apparent contradictions. Effective downsizing often involves contradictions—that
is, processes that are thought to be opposite or incompatible. Organizations that
downsized ineffectively generally tried to maintain consistency, harmony, and fit
in their downsizing approach. The key seems to be to adapt a "both/and"
approach to downsizing, even though this is not consistent with traditional
approaches to change.


Impact of Downsizing on Employee Morale and Motivation
Study after study shows that following a downsizing, surviving employees become
narrow-minded, self-absorbed, and risk averse. Morale sinks, productivity drops,
and survivors distrust management. In fact, this constellation of symptoms is so
common that it has taken on a name of its own: survivois' syndrome. ^^
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A key ingredient that
*is necessary to sustain
programs of total
quality management
is high morale.


A survey by Right Associates, a Philadelphia outplacement firm, illustrates these
findings. Among senior managers at recently-downsized companies, seventy-four
percent said their workers had low morale, feared future cutbacks, and distrusted
management. This has a long-term impact that extends far beyond the short-term
benefits of reducing headcount. Thus in a survey of about 1,000 readers by
Industry Week magazine, sixty percent of middle managers said they were less
loyal to their employers than they were five years ago. Consider just one indicator
of lack of employee involvement. According to Consolidated Edison Co, of New
York, the rate of suggestions for improvement per employee is only one per 25
years in the electric utility industry, compared to one per seven years for U,S.
industry as a whole.


To a large extent, this may be due to lack of communication. Only forty-four
percent of companies that downsized in the last five years shared details of their
plans with employees, and even fewer (thirty-four percent) told survivors how they
would fit into the company's new strategy, according to a 1992 survey of 1,020
directors of human resources.'^ This has a predictable effect on morale. Two-thirds
of those polled said that since the restructuring, workers have lost trust in their
companies; eighty percent said survivors can't manage their work without stress.
The remedy? Plan downsizings with employees instead of springing it on them
unannounced.


Diminishing expectations. Another survey by the Hay Group reported that in 1979,
almost seventy-five percent of middle managers were optimistic about their
chances for advancement. Now less than a third still think their futures look sunny.
What this implies is a lack of commitment to a given employer, and makes career
transitions more frequent. How much more frequent? Twenty years ago a
manager worked for only one or two companies in his or her entire career. Even
as late as 1981, average job tenure was twelve years. By 1988, that figure had
fallen to nine, and by late 1992 it was under seven years. Indeed, workers under
age 35 stay on a job a median of only 2,5 years. Soon managers will hold seven
to ten jobs in a lifetime. As one observer noted: "People used to be able to count
on the organization and its stability. But the myth that institutions will take care of
us has been shattered,"'''


Erom the perspective of the individual, the implications of all of this can be
summarized succinctly: our views of organizational life, managing as a career,
hard work, rewards, and loyalty will never be the same. Unfortunately, far too
many senior managers in the United States seem to regard employees as "units of
production," costs to be cut, rather than as assets to be developed. This is a
"plug-in" mentality—that is, like a machine, plug it in when you need it, unplug it
when it is no longer needed. Unlike machines, however, employees have values,
aspirations, beliefs—and memories,


Erom the perspective of organizations, the long-term implications of reduced
morale and employee commitment are not pleasant. Consider just one area that is
likely to be affected: efforts to enhance the quality of goods and services. A key
ingredient that is necessary to sustain programs of total quality management is
high morale. This is so because employees must "buy in" to the management
strategy of improving quality, they must align their interests with those of
management, and they must become involved and committed to bring about
genuine, lasting improvements in this area, '̂  When was the last time you saw an
organization try to improve morale and commitment by cutting workers?


Again and again, executives interviewed for this article echoed the same theme:
far too often, downsizing is done indiscriminately. The resulting low morale and
lack of trust have ripple effects on virtually every people-related aspect of business
activity. Eor firms intent on downsizing or restructuring, is there a better way? In
our next section we present one possible alternative.
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Redeiining the Way Work Is Organized and Executed
We have already seen the economic and human consequences of simple
reductions in headcount without concomitant changes in the reorganization of
work. Why do so many organizations seem to be "stuck" in this mode? Perhaps
because they operate on the basis of a traditional 3-C system of organization:
command, control, and compartmentalization.^^ In the typical pyramidal
hierarchy, senior managers are in command and exercise control through
personal supervision, policies, and procedures. Job descriptions compartmentalize
specific responsibilities and activities, and, all too often, the larger the
organization the more rigid the job descriptions. Organizations that function on
3-C logic are most effective in stable environments. However, they tend to be
unresponsive to customers, slow to adapt, and limited in creativity.


Not all large U.S. organizations continue to operate under the 3-C system. General
Electric, under the leadership of chief executive officer John F. Welch, exemplifies
a different approach. Since 1986 GE's "Work-Out" program has tried to achieve
the following objectives: (1) to identify and eliminate sources of frustration,
bureaucratic inefficiency, and unproductive work to energize employees; (2) to
encourage feelings of ownership and self-worth at all levels of the organization;
and (3) to overhaul how managers are evaluated and rewarded.


The basic features of the Work-Out system are similar to those that characterize
Japanese manufacturing systems: teamwork, communication, efficient use of
resources, elimination of waste, and continuous improvement. This is a
deceptively simple, yet profound way to view the organization of work. It is based
on the assumption that managers are creators of contexts that facilitate the
execution of work by other people. One of the important mechanisms that
managers can use to do this is to act in ways that add value to others' °̂


Perhaps the major advantage of this system is its recognition that continuous
improvement eliminates the need for radical "restructurings" whose only outcome
is a reduction in headcount. How has GE done? Under Welch's leadership, it has
achieved world market-share leadership in nearly all of its fourteen businesses.
While GE's approach may someday serve as a model for other firms, for the
present and for the immediate future, certain trends seem clear.


Trends
• Downsizing begets more downsizing. Kodak restructured four times between


1982 and 1992. Honeywell is shrinking for the second time in four years. Xerox,
Digital Equipment, IBM, and TRW, just to name a few major companies, have
announced multiple cutbacks through the 1990s.


• Ongoing staff reductions have become etched into the corporate culture. This is
true even among firms with record profits, such as GE Appliance Division,
Nordstrom, Saks Fifth Avenue, and Compaq Computer. In late 1992, Compaq
announced it would shrink its work force by about 1,000 people, or ten percent
of its world-wide total, over several months, despite record revenue and unit
shipments. Why? In anticipation of a continuing intensely competitive market
environment for personal computers.


Conventional wisdom holds that recessions are good opportunities to improve
productivity, often by dropping people and putting in automated equipment.
However, almost fifty percent of respondents to an American Management
Association survey reported that downsizing had nothing to do with the recession.
Mergers and acquisitions, plant obsolescence or newly automated processes, and
transfers of operations elsewhere have turned work force reductions into an
ongoing activity that continues without regard to current financial performance.


• "Companies are managing their workers as they manage their inventories of
unsold goods. They are trying to keep both sets of inventories—employees and
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merchandise—as low as possible," according to Leslie McNulty, research
director of the United Food and Commercial Workers Union. This approach,
which may well characterize the 1990s, has been termed "Kanban
employment," using the Japanese term for just-in-time delivery and no
stockpiling or inventorying of resources.^'


• Downsize first, ask questions later. Companies often say they turn to layoffs as a
last resort. But Right Associates, in polls of 1,204 and 909 companies that had
reduced staffing levels, found that only six percent of the employers had tried
cutting pay, nine percent had shortened work weeks, nine percent used
vacation without pay, and fourteen percent had developed job-sharing plans.
Clearly they are not listening to employees, for when a Time/CNN poll asked
1,250 adult Americans "If your company needed to cut expenses in order to stay
in business, would you prefer they cut everyone's pay by ten percent or lay off
ten percent of the work force?" Eighty percent preferred the pay cut.^^


• Many unionized blue-collar workers are trading off wage freezes or concessions
for job security. White-collar workers in manufacturing and service jobs don't
have that security in the lower echelons—and they are being hit hard.
Consider the agreement between Uniroyal Goodrich Tire Co. and the United
Rubber Workers at the company's 71-year-old Eau Claire, Wisconsin plant. The
union agreed to a 63-cent-an-hour reduction in pay, one less vacation week,
three fewer annual holidays, no cost-of-living increases, and extensive
work-rule changes. In return, Uniroyal guaranteed the jobs of the workers
during the life of the contract.


Implications for Managers
The experience of hundreds of downsizings during the late 1980s and early 1990s
has spawned a vast literature. Some answers to the questions, "What do we
know?" and "What have we learned?" can be summarized in terms of ten key
lessons for managers.


1. Downsizing will continue as long as overhead costs remain noncompetitive
with domestic and international rivals.


2. Firms with high debt are most likely to downsize by aggressively cutting
people.


3. Far too many companies are not well prepared for downsizing, they begin
with no retraining or redeployment policies in place, and they fail to anticipate
the kinds of human resource problems that develop subsequently.


4. Six months to a year after a downsizing key indicators often do not improve:
expense ratios, profits, return-on-investment to shareholders, and stock prices.


5. Survivors' syndrome is a common aftermath. Be prepared to manage it. Better
yet, try to avoid it by actively involving employees in the planning phase of
any downsizing effort.


6. Recognize that downsizing has exploded the myth of job security, and has
accelerated employee mobility, especially among white-collar workers. It has
fundamentally altered the terms of the psychological contract that binds
workers to organizations.


7. Productivity and quality often suffer because there is no change in the way
work is done. The same amount of work as before a downsizing is simply
loaded onto the backs of fewer workers.


8. To downsize effectively, be prepared to manage apparent contradictions—for
example, between the use of top-down authority and bottom-up
empowerment, between short-term strategies (headcount reduction) and
long-term strategies (organization redesign and systemic changes in culture).


9. To bring about sustained improvements in productivity, quality, and
effectiveness, integrate reductions in headcount with planned changes in the
way that work is designed. Systematically question the continued
appropriateness of 3-C logic.


10. Downsizing is not a one-time, quick-fix solution to enhance competitiveness.
Rather, it should be viewed as part of a process of continuous improvement
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Endnotes ' There have been many accounts of such
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Layoff Legacy," HR Magazine, August 1991,
29-32.


^ B. Dumaine, "How To Manage in a
Recession," Fortune, November 5, 1990, 58-60;
64, 68, 72. See also "All That Lean Isn't Turning
Into Green," Business Week, November 18, 1991,
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* F. Lalli, "Learn From My Mistake," Money,
February 1992, 5.


' D.A. Heenan, "The Downside of
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Resources: The Financial Impact of Behavior in
Organizations, 3rd Ed. (Boston: PWS-Kent, 1991).
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Again Asks for Rate Increase as Automation
Lags," The Wall Street Journal. March 7, 1990,
Al; A2; and K. Severinsen, "Cost-Cutting
Measures Boost the Bottom Line," Savings
Institutions. February 1989, 50-53.


' Lalli, 1992, op. cit.
° J.R. Dorfman, "Stocks of Companies


Announcing Layoffs Fire Up Investors, But
Prices Often Wilt," The Wall Street Journal.
December 10, 1991, Cl; C2.


^ The source of the quotation is T.J. Murray,
"For Downsizers, the Real Misery Is Yet to
Come," Business Month. February 1989, 71-72;
but see also E.R. Greenberg, "The Latest AMA
Survey on Downsizing," Compensation and
Benefits Review, 22, 1990, 66-71.


'° Heenan, op. cit.
" R. Zemke, "The Ups and Downs of


Downsizing," Training, November 1990, 27-34.
'̂  The first large-scale research study to


demonstrate this was conducted by K.S.
Cameron, S.J. Freeman, and A.K. Mishra, "Best
Practices in White-Collar Downsizing:
Managing Contradictions," Academy of
Management Executive, 5(3), 1991, 57-73.


'̂  Converging evidence on this point comes
from Cameron et al., 1991, op. cit.; A.B. Fisher,
"The Downside of Downsizing," Fortune, May
23, 1988, 42-52; and R. Henkoff, "Cost Cutting:
How To Do It Right," Fortune. April 9, 1990, 40-49.


'* Cameron et al., 1991, op. cit. identified
these characteristics...


'̂  A considerable amount of research has
been done on this issue. For a summary of it,
see J. Brockner, "The Effects of Work Layoffs on
Survivors: Research, Theory, and Practice," In
B.M. Staw and L.L. Cummings (Eds.), Research
in Organizational Behavior. 10. (Greenwich, CT:
JAI Press, 1988), 213-255. See also D. Rice and
C. Dreilinger, "After the Downsizing," Training
and Deve/opment, May 1991, 41-44.


'̂  J.E. Rigdon, "Lack of Communication
Burdens Restructurings," November 2, 1992, The
Wall Street Journal. Bl.


" The source of the quotation is T.F. O'Boyle,
"Loyalty Ebbs at Many Companies a s
Employees Grow Disillusioned," The Wall
Street Journal. July 11, 1985, 29; but see also
E.M. Fowler, "A Good Side to Unwanted Job
Changes," The New Yori Times, February 21,
1989, lH.; also "Labor Letter," The Wall Street
Journal, October 20, 1992, Al.


'° See United States General Accounting
Office, Management Practices: U.S. Companies
Improve Performance Through Quality Efforts
(Washington, D.C.: USGPO, May 1991).


' ' The 3-C system was pointed out to me by
V. Nilakant, "Total-Quality Management: What
Is It Really All About?" Management. Bulletin,
August 1992, No. 1, University of Canterbury,
Christchurch, New Zealand, 3.


^ Nilikant, 1992, op. cit.; see also J.P.
Womack, D.T. Jones, and D. Roos, The Machine
That Changed the World (NY: Rawson
Associates, 1990).


^' E.R. Greenberg, "Downsizing: AMA Survey
Results," Compensation and Benefits Review,
23(4), 1991, 33-38.


^ The term "Kanban employment" comes
from A. Freedman, "How the 1980s Have
Changed Industrial Relations," MonthJy Labor
Review, May 1988, 35-38. The source of the
quotation is L. Uchitelle, "Layoffs Are Rising
Even at Companies in Good Condition," The
New York Times. October 29, 1990, Al; B7.


" "Labor Letter," The Wall Street Journal,
April 14, 1992, Al; "Labor Letter," The Wall
Street Journal, June 2, 1992, Al; "Vox Pop,"
Time. June 29, 1992, 27.
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