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In June 1994, the following announcement was published from New York: 

"Amoco Corp. told its employees Wednesday that it will launch a corporate 
restructuring July 1 as part of a sweeping plan to boost profits and expand 
operations. The restructuring will replace the Chicago-based oil giant's three 
operating companies with 17 business groups, each responsible for its own 
financial performance, according to. a letter sent to employees by Chairman 
Laurance Fuller. 

"Amoco will not announce layoffs, charges against earnings or savings targets 
until late July, a spokesman said. Amoco announced at its annual meeting of 
shareholders in April that it would restructure to reduce or eliminate middle 
management at the three operating companies. Fuller's letter gave the first 
details for the restructuring. 

"Amoco underwent a major restructuring in 1992 that included 8,500 job cuts 
and pre-tax savings of $600 million. Despite that restructuring, earnings at 
Amoco have lagged the results it posted between 1988 and 1990. The company 
reported 1993 operating earnings of $1.74 billion, or $3.50 per share."1 

When Amoco restructured the business in 1992, industry watchers considered its moves 

exemplary, because the company simultaneously refocused its oil exploration strategy and sought a 

cultural transformation within the organization in addition to cutting payroll. Its goal was to 

become a more agile company, ready to seize opportunities as they occur. In effect, it attempted to 

work smarter, rrot just leaner.2 Why, then, is this painful process being repeated? Is there 

anything the company could have done differently to avoid a second wave of layoffs? 

This paper explores the answers to these questions. It offers background to help 

understand why corporate downsizing has become a popular and perhaps necessary management 

strategy. It uses the collective experience of many U.S. companies to examine how downsizing 

has occurred and its human and financial consequences. And it offers several approaches to 

workforce management, which address the need to increase employee productivity and corporate 

profits while minimizing the human and financial costs of layoffs. 
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BACKGROUND 

While most downsizing activity in the U.S. has occurred since the mid-1980s, it began in 

both a symbolic and actual sense with the downsizing of the American automobile in the 1970s. 

Up to that time cheap fuel made the big, inefficient automobiles manufactured by General Motors, 

Ford, and Chrysler attractive to people looking for a symbol of their success—the larger the better. 

As gasoline became significantly more expensive, Americans turned to imported automobiles for 

fuel efficiency, and auto plant layoffs began. 

Horton and Reid (1991) describe the ensuing period in American history graphically and 

succincdy: 

"The shrinking of America's automobiles symbolized the end of a postwar 
binge during which self-indulgent U.S. corporations had become overweight, 
unwieldy, and complacent. Totally out of shape, they were in no condition to 
respond rapidly and effectively to the momentous changes taking place in the 
United States and all over the world: new technology, an information-based 
society, a faster business tempo, and the onset of global competition (p. 15)." 

For twenty-five years after World War H, U.S. companies had their markets virtually to 

themselves. In 1969 they produced 82% of the nation's television sets, 88% of its cars, and 90% 

of the machine tools used in the States.16 With large profit margins and no inclination to look 

ahead, companies developed policies that created too many management positions, bureaucratic 

redundancy, and employee complacency. While blue collar productivity rose at a steady pace, 

white collar productivity fell. 

As foreign competitors invaded U.S. markets with less expensive and higher quality 

products, American businesses scrambled to respond. They did so through mergers and 

acquisitions, with the intent of expanding their markets and reducing supply costs. An already 

cumbersome business structure became increasingly complex. Redundancies became apparent, 

and the response was to eliminate a million managerial positions by 1989. 

Leveraged buyouts generated huge debts. The required cash came from eliminating jobs at 

all levels. Thus, either as a result of the merger and acquisition frenzy or direct attempts to cut 

overhead costs, U.S. companies moved quickly and often recklessly into an era of downsizing that 

laid off over six million workers between 1987 and 1992.3 Most of those who lost their jobs were 

managers and professional employees. Nearly half the companies which have completed one cycle 

of layoffs, have also undergone a second or even three or four. 
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The outcome is often blamed on rapid advances in technology. However, their impact is 

complex. The introduction of personal computers may have created more work than it eliminated 

in some companies, as new staff functions were developed to install, train, and service their use. 

Instead, the cause may be attributed more directly to human resource policies affecting compen

sation, career development and corporate culture. Compensation in the U.S. traditionally favors 

managers, making promotions to management attractive to just about anyone. Companies made 

liberal use of promotions to keep and reward people. And the corporate culture tended to reinforce 

beliefs that "it is better to win than lose," "it is better to control than be controlled," and "it is better 

to hide mistakes than to admit them."36 

In many industries technological advances have created jobs the present American work 

force cannot fill. Motorola is a good example. As its product sales expand, the company is facing 

a hiring crisis in its efforts to find workers with the skills to make equipment. An "aptitude for 

learning" is needed today and tomorrow, to adapt to ongoing changes in manufacturing tech

nology. Greater reading and math skills are required than ever before.27 Technological evolution 

has instigated a shift from unskilled to skilled work, that U.S. companies and workers cannot meet 

unless they both invest in considerable training.24 By comparison, research conducted in Australia 

offers no evidence that technological change creates a demand for higher skills generally.6 

In mid-1994, the U.S. is well out of its recem recession, and the business outlook is 

improving. While U.S. companies have now backed off from the record number of layoffs 

established through 1993,18 companies are still executing them for reasons not always evident in 

corporate financial reports. For example, Compaq Computer announced in October 1992 a 1,000-

person layoff while profits doubled. General Electric and Campbell Soup continue to make layoffs 

while remaining profitable.3 

Xerox Corporation recently announced a 10% cut in its work force over the next three 

years because, according to CEO Paul Allaire, "to compete effectively, we must have a lean and 

flexible organization which can deliver the most cost effective-products and services."8 Xerox 

has been financially stable for the last ten years, increasing its revenue 50% during that period and 

providing steady employment to about 100,000 employees. The company has carefully nurtured 

relationships among workers and managers and is cited in management literature as a company that 

knows how to manage people. Their recent downsizing decision puzzles industry experts, who 

wonder whether the impact on employee morale is worth it. 

Are the layoffs worth it? We'll examine this question in the next section. 
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EFFECTS OF CORPORATE DOWNSIZING 

Financial Effects 

Cuts in payroll are initiated for the obvious reason of reducing overhead costs and 

increasing profit. The goal is to preserve or enhance the return on investment for those with the 

largest stakes in the business-senior officers and other shareholders. The first question to ask is, 

Has this financial goal been met? 

Broad surveys conducted in 1992 by the Wyatt Company (an employee compensation and 

benefits firm) and the American Management Association found that following a significant 

downsizing, less than one third of the companies increased profits as much as expected. Fewer 

than half realized any increase in operating profits at all. Among those firms undertaking second 

and third rounds of cuts, productivity shortfalls were even greater.9 

Stock values typically increased and then returned to former levels. Overall, there has been 

no increase in the retum-on-investment for stockholders. More often than not, profitability and 

expense ratios have remained about the same. The chief explanation is mat in most companies 

downsizing was poorly implemented—meaning the process was conducted without careful 

planning and consequences were not accurately anticipated.9 Stockholders may also be wising up: 

"Investors...know that firms that had major layoffs often have more significant 
problems. Streamlining a company does not push stock prices higher 
(Baumohl, 1993, p. 55)." 

A consultant who studied stock prices of fourteen firms following downsizing reports the 

average rise in their stock lagged behind the overall market by 70% and behind their direct 

competitors in 1989 to 1992. She concluded, "cutting labor costs did not make Wall Street forgive 

their more deep-seated problems."3 

Roben Heller (1993) reports "the statistics show that companies which shrink most are 

outperformed handsomely by those which expand (p. 14)." 

Another way that corporate downsizing fails to meet financial expectations is evident in one 

of the most recent undertakings in the U.S. The City of New York is pursuing die objective of 

cutting 7% of its workers or 15,000 people by July 1995. So far 6,800 workers have left the 

payroll in response to an attractive severance offer. Essential employees (e.g., police, firefighters) 

and scientists were excluded from the plan, but in all other areas, managers have been given quotas 
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to meet via workforce reduction. As an outcome, some departments have far exceeded their quota 

(for example, losing 296 instead of 55) and must rehire new employees after paying already trained 

employees to leave. The City is attempting to fill surplus vacancies with employees from other 

departments, but the staff dme needed to assess and place appropriate employees is considerable.22 

The real costs of downsizing in this case are bound to exceed the amount forecasted. 

Flattening the Organization 

Another purpose for downsizing is to match or lead foreign competitors on speed—e.g., the 

time it takes to respond to a customer need, how quickly a new product is brought to market, the 

speed with which information is exchanged. New organizational structures are designed to break 

down communication and decision barriers as well as to implement just-in-time delivery standards. 

Organizations find they need to eliminate levels of management and delegate the functions of first-

level supervisors to individual contributors. Having done so, are they generally better off? 

The answer depends on how management reductions were handled. In many cases early 

retirement options were so attractive that more managers left than expected. Among them were 

many people the organization was sorry to lose, who took with them years of company- and 

industry-specific skills and left the organization with the need to rediscover what they knew. Some 

organizations are also finding the better managers leave and the mediocre ones stay.16 The practice 

has become less popular in recent years because of the uncertainty of results. 

There is risk in eliminating too many middle managers, regardless of who stays and who 

goes; and this point is illustrated by the fate of People Express-me unusual airline that flourished 

briefly then died in the early 1980s. The airline designated every employee a manager and hired no 

middle managers between customer service employees and executives. Issues normally addressed 

by mid-level management problems were ignored. Executives were too busy to address them and 

support staff lacked authority. This power vacuum undoubtedly contributed to the airline's demise.37 

Other reasons to proceed advisedly in eliminating management positions are (a) remaining 

employees may not have the knowledge and skills to assume acquired duties immediately and (b) 

reducing staff without re-evaluating the work load can place too much stress on managers who 

remain. The number of employees supervised generally increases considerably—for example, from 

4 or 6 to 15 or 20.37 And unless expectations change, remaining managers are placed on the road 

to burnout. The average work week for managers has increased to 59 hours/week,10 and the 

manufacturing work week has also increased—up to 45 hours in 1993.3 
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Several researchers have noted a psychological need of employees for authority in an 

organization. Managers offer a buffer against risk and uncertainty by providing a sense of 

direction and linking employee groups with other pans of the organization. Employees of People 

Express were selected for their ability to be self-motivated. But they foundered, nonetheless, 

when they had no clue to where the company was going and how it was preparing to address the 

competition. The Harvard psychologist Abraham Zaleznik observes that detaching work from 

authority encourages irrational behavior. In this sense, "empowerment" is not a good idea unless it 

is directed to a particular task and purpose37 and someone is around to notice the outcome. 

Reduction in Support Roles 

Size emerges as a confounding factor when large organizations compare their profit 

margins with those of small to midsize companies. Amoco's decision to replace three operating 

companies with seventeen business groups exemplifies the trend to divide companies into smaller 

profit centers. Among other reasons is the expectation that corporate staffs are, for the most part, 

unnecessary. Does the elimination of support positions actually produce a more profitable 

company? Are mere any tradeoffs? 

One answer to these questions lies in whether those employees considered "overhead" are 
working to improve systems or clog them up. Overhead quality is more important uian quantity. 
Further, they may assist a line employee in performing his or her work more efficiently, by taking 
on duties that can be delegated. A former Xerox executive found in a study of 292 companies that 
the businesses with the highest profitability tended to be those with the most clerks or suppon staff 
per knowledge worker.37 

Many employers have decided to reduce, eliminate, or "outsource" staff functions such as 

accounting, R & D , legal, personnel functions, market research, data processing, and the like. 

Their purpose is to cut costs in "nonessential" areas. Others have turned to "contingency workers," 

some of whom may be former employees, who agree to work on contract or are hired from 

temporary service firms. In this manner, companies have redefined both their essential functions 

and their obligations to employees. Analysts tend to agree mat contingent or contract employees do 

not bring to the job the same degree of loyalty or personal investment that full-time, regular 

employees may. But the impact is hard to measure, for regular employees are hardly more loyal or 

committed following downsizing than contingent employees generally. Several observers note mat 

deep cuts in support personnel affect all employee attitudes toward the downsizing effon.9 
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Critics of this practice describe it as organizational "deconstruction" and believe it creates 

"hollow corporations" which destroy the capacity for broad, creative planning and problem 

solving. "In an age which has learnt the vital importance of breaking down boundaries between 

design, engineering, manufacturing, and marketing, the hollow corporation not only separates out 

key functions but places many of them outside the firm (Heller, 1993, p. 17)." 

The practice also creates a two-tier employment structure which further undermines the 

American worker's ability to earn a decent wage.12*13 It, along with exporting jobs abroad, is 

described by one author as the "low road" of corporate management and the "dark side" of flexible 

production.12 

Staff layoffs, as middle management reductions, may leave an organization understaffed in 

critical areas. IBM found itself with a dearth of experienced salespersons after a wave of employee 

departures. Some observers wondered whether Exxon's ability to react swiftly to the disastrous 

1989 oil spill in Alaska was hampered by its work force cuts of over 80,000 jobs in seven years.16 

In a few companies, staff positions have been eliminated through cross-training, by 

preparing workers to perform both a "staff and "line" function. For example, at the management 

level, an individual may direct an operation and also handle market research. At a lower level, 

employees can rotate through product development as well as through customer service. The 

advantages are organizational flexibility and helping employees see how various functions relate, 

while also enriching their jobs. Critics call this approach the "high road" to corporate flexibility.12 

Germany's Mittelstand companies (mid-sized, technical) maintain successful businesses by, 

among other things, ensuring no employee including the president is isolated from the customer.37 

A few companies have turned their corporate infrastructure into independent cost centers, 

which must sell their services to line organizations and/or outside the corporation. While the idea 

was praised early on, not many such ventures lasted. For example, the purchasing, accounting 

and record keeping functions supporting a large health-maintenance organization could not 

compete, it was found, with experienced vendors in the community, once they became a self-

supporting business. Staff lacked the entrepreneurial motivation to compete and win.9 In a 

situation known to the author, former personnel managers wanted very much to be successful 

consultants, and they responded enthusiastically to the challenge; but they didn't know how to run 

a profitable consulting business. In both cases, employees simply weren't up to the task. It 

wasn't a good fit for their interests and capabilities. 
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Impact on Employees 

In recent years, organizations have tried to soften personal employee losses by hiring 

outplacement firms, extending benefits, and sweetening early retirement and severance offers. The 

purpose is to demonstrate their humanitarian concerns and resolve any guilt they may have. What 

are the effects on people—both those terminated and those allowed to stay? Do they relate to the 

financial outcomes in any way? 

By most reports, the impact of downsizing on employees-both those who are forced to 

leave and those who stay—is devastating. With experience, companies have developed more 

considerate means of terminating employees. But the literature still offers horror stories of how 

people were ushered out of the building by security personnel and not even allowed to pick up their 

own personal effects from the office before leaving. Such treatment is always humiliating, and 

particularly for persons who have made a solid contribution to the firm for many years. 

The security measures have not diminished. Security patrols now sciutinize the workplace 

for employee sabotage and theft, and occasional violent acts of retribution-even at IBM.7 But for 

the most part, effects of downsizing on employees are more subtle. And by now they are well 

documented. 

One of the biggest unanticipated outcomes of corporate downsizing, rightsizing, re-

engineering, or whatever name it's given, is the effect on survivors. Many analysts believe that 

lower productivity and morale among survivors has cut deeply into the cost savings companies 

expected to achieve through cutting overhead.19 

"Perhaps executives thought the survivors would be grateful for still having a 
position. They were wrong. Layoffs can create a workforce whose motives 
are antithetical to the organizational benefits that executives expect (Margulies, 
1994 j ? . 23)." 

A 1992 survey of downsized firms by the American Management Association revealed that 

morale was down among 77% of the surviving employees. A similar proportion of the workforce 

distrusts management.21 Loyalty has been replaced by mistrust.16 In those businesses enduring 

second and third rounds of cuts, the gloom has intensified and the productivity gap widened. A 

"survivor syndrome" has emerged that includes the following characteristics:9 
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risk aversion: I'm not going to do anything that might get me fired; 

survival at all cost, for security is threatened; 

demoralization: the rules have changed, and I can't predict what will happen next; 
loyalty and performance decreases, for they don't matter anymore; and who wants to 
build for a future they may not be around to enjoy?16 

fearfulness: When will it happen to me, my boss, my friends? I can't count on being 
able to take care of those who depend on me; 

guilt about surviving: I'm still okay while my friends are suffering, and there's no 
difference in how I perceive their value and mine; 

stress from overwork: personnel is cut but not the work; 

untrained for added responsibility because training dollars have been cut, too; 

angen working harder and not getting paid for it, or even acknowledged by 
overworked managers 

violence against self and the organization, as disillusion and despair become 
intolerable.19 

Even senior managers are adversely affected: An Industry Week survey of middle 

managers and executives found mat two thirds were no longer enjoying their work, including 61% 

of the vice presidents, and only half expected to be with their current employer in five years.9 

It is clear that layoffs also hurt those who lose their jobs. But the nature of that hurt is not 

well understood by people who haven't experienced it. Based on interviews with over 100 laid-off 

managers, Horton and Reid (1991) describe the experience this way: 

"Psychologically, many managers identify themselves with their job. And when 
they lose their job it's like losing a part of themselves. As a result, they often 
succumb to depression, anger, lowered self-esteem-and in extreme cases, 
mental illness or even suicide. For most managers, losing their job is a loss 
from which they never fully recover (p. 24)." 

A publications manager who lost his job 17 years ago write in Newsweek: "You will not 

be made whole again. Nothing can restore the sense of bedrock security that sustained your 

previous life. You will not sleep as soundly as you once slept."16 Eight workers laid off over two 

years ago from Pan Am were interviewed recently be reporters who had interviewed them before. 

All of them, whether they were presently employed or not, agreed they would return to Pan Am in 

a moment if a job were available.26 Some of them were enjoying their current careers (some were 

not). Perhaps it was to restore wholeness that they all longed to return. 
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Such outcomes have led some observers to call American workforce reductions 

"wrongsizing" The management mistakes in this category include strategic business decisions as 

well as human resource decisions--e.g., reductions in research and development, reductions in 

employee training and development, failure to modernize manufacturing plants, and selling off 

solidly performing businesses. But one of the most significant deterrents to their success was the 

failure to address the needs of layoff survivors.19 

Horton and Reid (1991) point out that managers are not naive about changes in the global 

marketplace and their impact on most businesses. They can accept, however reluctantly, that 

changes in the traditional employment contract are inevitable. What leaves them bitter is the way 

they have been treated as employees. And this treatment is no better illustrated than in the 

frequency with which employees are referred to as "headcount," "redundancies," "backfill" (those 

who remain after a layoff), and "deadwood" (those who go) or the sweeter but equally distasteful 

terms for layoffs~"decoupling," "demassing," "career adjustment." 

Managers who feel their companies view them as "overhead reduction opportunities" are 

motivated more by fear than anything else. Farthest from their minds is the idea of committing 

themselves to the long-range goals of their organization. And teamwork falls prey to self-

preservation. About twenty percent of managers who lose their jobs now start their own firms, 

compared with 7% in 1985.16 Losses of surviving employee productivity and increased 

competition from former employees are two of the consequences companies face for middle 

management and professional layoffs. Over the long run, the nation's businesses may be losing 

managerial talent when they can least afford to.16 Robert Tomasko (1987) points out that 

eliminating jobs does not by itself expand markets, develop better products, provide better service, 

improve worker morale, or modernize plants. 

Some authors believe workforce reductions are simply the wrong solution. They feel 

employees are being blamed for the company's failure to change their products or make the right 

business decisions, and that managers are paying for bad executive decisions.3,16-35 Bernard 

Baumohl (1993) writes, 

"The deeper problem facing some companies was an inability to respond 
adroitly to changing markets, and decimating their work forces may have made 
that task even tougher when the recovery finally rolled around (p. 55)." 

Another observer who notes the popularity of downsizing among even profitable 

companies and the tendency to cut again and again has concluded, "There is tremendous peer 
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pressure to get rid of workers (A.G. Shilling in Baumohl, 1993)." Conclusion: downsizing has 

become the thing to do (85% of the Fortune 1000 companies have done it19), and companies may 

even feel they are out of step with the times if they don't. 

The management consultant, Daniel McConville, Q993) concludes, 

"If one common theme is discernible, it's that if a company thinks of what it's 
doing only in terms of downsizing...it will be unsuccessful. If, on the other 
hand, a company takes the economic opportunity to look at doing other things 
in the process, positive results can occur (p. 12)." 

He reports that 60% of his downsizing clients have focused on cost of overhead and nothing else, 

and have created an erosion of quality and morale in the firm. Successful managers have been 

mere interested in redeploying people than shedding them.21 

So how have successful companies met the need to become more flexible, competitive and 

profitable? Based on the experiences of a small number of firms and the reflective ideas of industry 

executives and consultants, the following strategies are offered. 

BEST PRACTICES 

Effective practices recognize both of the following principles: 

(1) The process of reorganization deserves a significant amount of careful attention. 

(2) Business strategy must be addressed and a clear vision of the future established, 
before staffing changes are made. 

Companies which contemplate downsizing to address declining profits must start by 

identifying the real reasons for their problems. Then they must design and implement a strate

gically appropriate solution.19 Thirty companies whose downsizing efforts proved less destructive 

of employee morale used the following approach generally: 

• They combined changes in the work with changes in the work force, to mitigate 
effects on job overload and address real problems with how work was designed. 

• They examined both short- and long-term goals and consequences. 

• They provided for meaningful employee contributions to the decision making 
process. 

• They treated their employees considerately and fairly.19 
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Several experts agree that a company must start the reorganization process by examining its 
roots—asking, What have we historically done well?--then stick to it or return to it and do it better. 
They also believe a company needs to renew its view of the firm's place in society and weave 
personal values and individual worker competencies into corporate decision making.21-16-37 

In an age when workers at all levels have lost faith in their leaders, it is important for 

corporations to look at how employees treat each other. The old employment contract is gone21 

and with it workers* confidence that the company will take care of them for as long as they choose 

to stay. However, this change is not bad if it adds to the employee's self reliance and willingness 

to accept responsibility for his or her own career rewards.16 

Corning is one of a few large U.S. companies that has not conducted a layoff in recent 

years tut has instituted significant changes in employee expectations. A Coming manager reports: 

"We've trained our people to think for themselves and share management's goals." We tell them to 

""question everydiing"—if it works, increase it; if it doesn't, get rid of it. Employees are also 

encouraged to be their own entrepreneurs and focus on upgrading and marketing their skills. At 

Corning, the total number of employees stays the same, but they are constantly shifting within the 

firm as new products replace the old.19 

Faced with a need to cut overhead costs, the president of Rhino Foods in Vermont shared 

the situation with his employees and asked them to find a solution that would save money while 

rtiinirnizing job losses. The solution proposed by employees was to loan them to other local 

companies until the financial situation improved. Two local companies agreed to make good use of 

loaned employees for as long as they were available. A few workers were also assigned to 

community projects while remaining on the company payroll. Now the company is profitable and 

in a hiring mode, and it is looking to other companies to see if they have employees to lend. A 

high level of trust among employees has been maintained.20 

These alternatives may not appeal to everyone. The Coming example is feasible only in 

companies willing to invest in employee training and development and to move workers out of 

rLiyrowly defined job classifications. The Rhino Foods example is feasible only in companies 

willing to involve lower-level employees in decision making and overcome any resistance to 

Cooperating with competitors. Both companies, however, have been amply rewarded for their 

investment in employees. 

What about a company whose desire to refocus its business does require cuts in employees 

as well as services? The chairman of a CPA firm summarizes what contributed to a successful 
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downsizing effort in his business as follows: It involved (a) a delicate balance between needs of 

the firm and people, (b) avoiding analysis paralysis, and (c) good management practices. Strate

gies focused on internal organization and staffing as well as external relations with customers. 

The work in this firm was downsized by focusing on fewer clients: only those who valued 

their services, paid full fees and paid promptly were retained. Business goals for the downsizing 

were communicated to clients in a way designed to win their understanding and acceptance. 

Business contacts in the community were reached early to ensure they understand the goal; and the 

firm took advantage of good press relations to manage as well as distribute information, good or 

bad, in a positive light. 

A similar approach was taken with employees. The firm's business goals were described 

clearly and specifically. Employees were retained who felt their personal goals were most 

compatible with the organization's. And employees who stayed were allowed time to adapt to the 

departure of valued contributors. 

As a whole, the firm worked to identify new, best ways to make and implement necessary 

management choices. It required new organizational structure, a shift in power, and new 

administrative procedures. Looking back, the chairman describes the experience this way: 

"The challenge is an exciting one and requires a resourceful, innovative and res
ponsive attitude. Transformations can be psychologically demanding, requiring 
extreme flexibility and application of new ideas in an open environment with an 
emphasis on communication. But it can also produce a healthier, better 
managed firm (Schiffman, 1994, p. 51)." 

A corporate CEO describes two recent experiences in his career, where he was hired to turn 

around failing companies. He recognizes in retrospect that it placed him on a learning curve and 

that experiences in the first firm informed the way he handled reorganization in the second. 

Among other things, he learned there needed to be a balance between cost reduction and 

responding to employee concerns and that the first step in implementing workforce reduction was 

to "prick the bubble of falsely positive expectations."9 

This executive discovered in the first firm that the company had been using periodic, 

comprehensive employee attitude surveys; and he realized that by continuing them, he could get a 

"before," "during," and "after" picture of how employees felt about the change process and its 

consequences. He explored survey repons in detail and followed up on them with employee focus 
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groups. In so doing, he learned to understand the human dynamics of change quite intimately. 
This is what he found: 

(1) Nearly everyone in the company bought the customer-oriented philosophy, but not 

everyone liked or even understood their role in delivering the philosophy. 

(2) The worst sentiments were found among people with no direct role in serving the 

customer—middle managers and support service functions. These were areas where 

here, as in many other firms, staff cuts were most deep. In fact, a vicious cycle was 

discovered: when infrastructure morale was low, it lowered internal services, leading 

to complaints from other units, further cost cutting in support roles, subsequent 

deterioration of morale, and so forth. People were blamed for a problem in the design 

of work and rewards in the organization. 

(3) Employee sentiments tended to be more negative when either of the following were 

true: the person didn't like his or her job or the manager had a negative attitude. 

Instead of resorting to further layoffs, this executive helped infrastructure units and middle 

managers identify the customer within the organization and obtain performance feedback from 

them. He even tied compensation bonuses to the results and invited support units to market their 

services outside the company. He learned in the second organization, however, that making 

support units self supporting fails without entrepreneurial leadership within the group.9 . 

The Downsizing Process 

Managers interviewed by Horton and Reid (1991) listed a series of complaints about how the 

process of downsizing has been handled in their firms. Restated, they offer useful guidelines, 

from the employee's point of view, for how the process can be improved. Note that some of the 

points are not directly related to downsizing activities but provide the context for making layoffs 

particularly offensive. 

Offer open, honest communication from start to finish. 

Ensure that laid off employees are treated with respect and dignity. 

Be forthright about the possibility of future downsizing and don't mislead. 

Never ignore the impact of downsizing on the survivors. 

Recognize workers' accomplishments. 

Don't allow die gap between top management and middle management 
compensation to escalate beyond reasonable proportions.16 
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Particularly offensive has been the tendency for chief executive salaries in the U.S. to 

increase annually by double-digit amounts while managers are losing their jobs or realizing litde or 

no increase in pay in exchange for increased work loads. 

To this list, consultant David Noer adds another request from managers: Treat me as an 

asset to be developed, not a cost to be reduced. The language of downsizing is about numbers. 

When employees hear meir executives explain "you've got to understand that our ROI wasn't 

sufficient to get the stock up, and since the stock wasn't up, earnings per share dropped," there are 

in no mood to listen (p. 45).16 In fact, intellectual capital and "strategic competencies" deserve 

considerably more attention, according to experts.14 

Organizations which eliminate whole departments and/or layers of management necessarily 

move their functions elsewhere, to people who need training in order to perform tfiem well. Every 

organization needs to consider the impact of downsizing on its ability to function efficiendy and 

maintain a high quality of service to the customer.16 Thus, an important purpose for planning a 

downsizing strategy may be to use the planning process for identifying how a company can avoid 

such costs by preparing employees to assume new responsibilities if called for. This strategy helps 

achieve the goals of flexibility, responsiveness, and profitability, as well, when it allows the 

company to move employees where they're needed and allows employees to recognize creative 

solutions they may not recognize from the perspective of a narrower job niche. 

Planning is a key ingredient of effective downsizing, if it should occur, along with 

accurately anticipating consequences. For example, organizations need to figure out how to avoid 

the loss of valued employees in the process of giving people incentives to leave. And, in the U.S., 

they must also do it legally to avoid age, gender, or race cUscrimination and unfair labor practices. 

No one claims that downsizing and restructuring can be accomplished without some pain, 

disruption and stress. The challenge is to minimize the damage and maximize payoff.16 Besides 

improving the process, what can organizations do? 

The Long View 

Steps that should take place prior to downsizing are difficult and challenging. They require 

changing the way top management usually thinks and ignoring pressure from stockholders to 

increase dividends fast. However, the consequences of ignoring these vital prerequisites lead to 

the kinds of human and financial disaster already oudined. And starting these steps before a crisis 

occurs may mean no downsizing at all is necessary.35 
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1. Refocus the vision. 

"Restructuring can be done better. But it's going to take a corporate leadership 
that is willing to totally refocus its vision. Only then will it be able to stop 
shooting itself in the foot and begin restoring a healthy relationship with its 
managers and other employees (p. 79).16 

The CEO of Quantum Chemical Corp., John Hoyt Stookey, has remarked that "it is up to 
corporate leaders to promote a set of values that fundamentally satisfy the needs and better instincts 
of the employees who cannot impose those values themselves."16 This view begs for two kinds of 
investment from corporate executives: (a) to know what their values for the company are and (b) 
to act as if they mean it. 

"Vision" is an overused word in today's business society. Everyone is supposed to have 

one, but rarely is it articulated in a way that describes the direction, the outcomes, the rationale, and 

the strategy that must be used to achieve it—for example, "We aim to be the pre-eminent company 

in our marketplace," "We value the customer above all else." Even when a corporate vision is well 

defined, managers rarely act as if they mean it. 

Thus, the first step is the hardest: define the values that lead the organization in language 

that can be understood and recognized by all employees, and then live the values. 

2. Practice leadership. Leadership as a term is also misused, and there is no shortage 

of books and articles telling us what it is (a synonym for management) and to whom it belongs 

(senior management). Once managers realize that leadership is given to them by those who follow, 

and that trust is the primary exchange on which leadership is based, some of them will see their 

relationship with employees in a different light. As former AT&T executive Robert Greenleaf so 

aptly described in his book Servant Leadership, the most effective leader is one who recognizes 

the needs of followers and supports them in achieving shared goals. 

A new breed of manager is needed who recognizes that better results will be obtained by 

enabling others to succeed and capitalizing on their interests and the areas where their purpose and 

the organization's purpose are in sync. Tomasco (1993) describes the primary functions of the new 

manager as (1) Set direction, (2) Provide support, and (3) Measure results.37 And within the new 

leadership paradigm, cooperation becomes the rule rather than coercion. 

3. Shift commitments. Horton and Reid (1991) have labeled the current malaise in 

American business the '.'trust gap." They have observed a number of management behaviors that 
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either widen the gap or close it. These they label "trust busting" and "trust enhancing," and the list 
of representative behaviors shown below identifies what astute management observers agree needs 
to change. 

Trust Busters 

"Leaders give priority to shareholders 
over all other corporate constituencies 

Leaders sacrifice long-term needs to 
short-term advantages. 

Leaders rely on buzzwords and quick 
fixes to address serious corporate 
problems. 

Leaders use manipulation and 
hypocritical pronouncements to keep 
the troops in line. 

Leaders play the power role of 
isolated, luxury-loving feudal lords. 

Leaders are technocrats who 
understand only methodology and 
quantification. 

Trust Enhancers 

Leaders balance the needs of all con
stituencies: customers, employees, 
owners, suppliers, communities. 

Leaders balance short-term needs widi 
long-term health of the company. 

Leaders make a strong commitment to 
genuine and continuous change. 

Leaders practice honest 
communication and support what they 
say with action. 

Leaders play the service role of 
getting close to customers and 
supporting employees. 

Leaders understand the need to 
establish a cohesive corporate culture 
that maximizes human potential."16 

During the recent downsizing era, the end justified the means in the mind of its proponents. 

Now many corporations are left with a trust gap and corresponding losses in talent and produc

tivity that require radical change. The new direction is toward integrity, an integration of values, 

and firm adherence to a system of ethics which is practiced consistently. 

Grounded in a clear understanding of the organization's purpose, their own purpose, and a 

commitment to open, honest, and respectful communication, executive leaders can approach the 

issues often addressed by downsizing in ways that more effectively balance financial and human 

needs. Careful planning and implementation will also help ensure the process meets its intended 

objectives. 

4. Get the human resource department involved. Note this step precedes actual 

downsizing. Human resource managers need to be involved in assessing whether and how staff 

reductions will meet corporate goals. And they may suggest alternatives senior officers haven't 
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thought of, such as changes in job classification, compensation, training, and job design that will 
support business objectives. 

5. Address how to correct the ills of the organization before attacking payroll. 

This kind of analysis starts by asking sensible but often ignored questions: for example, What do 

we do better than anyone else? What knowledge and skills are we known for? Why are we better 

off with this form of organization or that?35 and What are we doing poorly that we need to stop?37 

6. Find out what others think. It's very difficult for managers at any level to share their 

problem with others, despite the talk of employee empowerment, teamwork, and becoming active 

learners. It's commonly assumed they don't want to share control. And if somebody else gets 

criorf» power, tiiey must lose some. An equally difficult hurdle to overcome is the pride of being an 

expert. However, in today's complex and dynamic world, manager's must give up the idea of 

knowing more than their coworkers.16 All the answers to important questions do not reside in the 

heads of senior managers. Prahalad and Hamel's research on what makes an organization 

successful, finds that "the real sources of competitive advantage [are] the ability to make better use 

of existing resources to reach goals that would otherwise be unattainable."37 

The example of Rhino Foods given earlier in this section describes how a company owner 

went to his employees and simply asked diem for ideas to help solve a problem. Some companies 

have used various employee teams to help determine how to reduce unnecessary overhead costs. 

Often their suggestions saved the company enough money to avoid reductions in payroll. The use 

of this concept at General Electric has saved the company millions of dollars.37 Whedier they are 

viewed as part of the problem or part of the solution clearly makes a difference in how employees 

perceive the outcome. 

Companies can also ask their customers, suppliers, and community members what they 

think. A few companies have used an approach with these groups similar to die focus groups wim 

employees. The skeptic may ask, But won't this move warn company watchers of possible 

layoffs and begin the cycle of rumor and lost business? An understanding of the idea's value 

requires a shift in commitment mentioned earlier. Companies which sincerely seek to learn how 

they can improve, rather than rushing to cut payroll, will not have to apologize for asking the 

question. 

7. Identify requisite capabilities. People provide the talent to get things done in 

organizations. Before jobs or whole functions are eliminated, die employer needs to identify and 

classify the competencies needed to run the business.37 
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Tomasko (1993) classifies capabilities at four levels: "core" capabilities are the knowledge 

and skills common to most companies in a particular business; "critical" capabilities are what 

provide today's competitive advantage; "cutting edge" capabilities are the sources of tomorrow's 

competitiveness, and "complementary" capabilities are found in the support services and allow the 

company to do business with itself, (p. 42). Capabilities are dynamic: what is classified as critical 

at one time may become core at a later time and vice versa. 

Companies seeking to grow through making better use of employee potential have two 

choices. They can incent people and functions to grow individually or they can direct employee 

and functional growth through interaction with one another. The latter approach is likely to lead to 

increased creative output and coordination, but it is harder to envision. The former is more direct, 

but it can lead to internal competition. 

8. Relate choices at this point to the personal and company vision and values. 

Companies at this point can proceed in one of several directions: 

(a) They can map out which employee capabilities are essential and follow with decisions 

to cut, develop, or outsource. This is the approach recommended in both of Robert 

Tomasko's best sellers-Downsizing (1987) and Rethinking the Corporation (1993). 

(b) They can invest in employee development to ensure each worker can meet evolving job 

requirements. This approach is taken by Nynex Corporation, for example, a regional 

telephone company serving New York and New England. The company negotiated 

with its union to cut jobs through early retirement incentives over five years in 

exchange for a new education standard for blue-collar workers mat requires a two-year 

college degree in telecommunications technology. The education is underwritten by 

the company, and employees are given one full day a week to spend in school. 

Employees with a two-year degree and five years with the company, who wish to 

pursue a four-year degree, are granted a two-year educational leave of absence. This 

plan offers workers the security of remaining qualified as technical requirements 

increase, and it provides an experienced workforce for the utility company. The 

program had to be paid for through accelerated retirements. But the company is 

committed to developing the talent it needs from within, rather than replacing current 

employees with more skilled new hires. 
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(c) They can redesign jobs, realign functions, find new markets for services or use any 
other creative means to maintain profitability. Employee and customer ideas can be 
particularly helpful at this point. 

(d) They can form cooperative partnerships or identify other companies which need the 

capabilities some of their employees possess. This approach is more often found in 

countries other than the U.S., and a Japanese acquaintance recendy provided a good 

example. When the ship building industry in Japan declined, a number of builders 

were no longer needed. Company managers looked within the city for another 

industry that needed some of the capabilities ^f their workers. Other construction 

companies were in the same kind of trouble <u they, so they identified a company 

supplying window washers to office buildings as a potential source. Their workers 

were accustomed to working at great heights and had learned to take the necessary 

precautions. The window-washing company was glad to employ workers who had 

already demonstrated their ability to adapt to the hazard of working at heights. 

9. Decide whether some form of work force reduction is now necessary to 

achieve carefully considered business goals, and determine in relation to vision and values how the 

effort should be undertaken. The literature on corporate downsizing contains helpful advice on 

how to implement an approach that balances the needs of people with the financial needs of the 

business (See Bibliography). 

Recap 

What have we learned from this review that might explain why Amoco is once more cutting 

deeply out of its workforce? The most obvious clue is the statement, "Despite that restructuring [in 

1992], earnings_at Amoco have lagged the results it posted between 1988 and 1990." When a 

significant reduction in payroll fails to affect the profitability of a company, chances are losses of 

another kind have wiped out the effect—losses due to the cost of layoffs and losses due to lowered 

productivity and malaise. 

What is the prognosis, based on the scant data offered on page 1? It isn't good, if one may 

hazard a guess. Second layoffs generally deepen the malaise, and productivity is less likely to 

recover after a second layoff than after the first. Further, the CEO has announced the restructuring 

without announcing details, allowing present employees to grow more fearful and rumors to fly 

while they wait for more explicit information. We wish them well. 

20 



ONS 25 August 1994 E2: Corporate Downsizing in the U.S. 

BIBLIOGRAPHY 

1. Amoco plans July 1 restructuring. Star Tribune (Minneapolis, MN), June, 1994. 

2. Amoco: Running smoother on less gas. Business Week, February 15,1993,110-112. 

3. Baumohl, Bernard. When downsizing becomes "dumbsizing." Time, March 15, 1993, p. 55. 

4. Belous, Richard S. The contingent economy: The growth of the temporary, part-time and 
sobcontracted workforce. Washington D.G: The National Planning Assoc., 1989. 

5. Bohl, Don Lee (Ed.). Responsible reductions in force: An American Management 
Association research report on downsizing and outplacement. New York: American 
Management Assoc., 1987. 

6. Burke, Gerald & Rumberger, Russell W. The future impact of technology on work and 
education. London/New York: The Falmer Press, 1987. 

7. Caully, Leslie. Morale is in the sewer. USA Today, August 23,1993,13-14. 

8. Cutdng back to stay ahead. Industry Week, February 7, 1994,37-40. 

9. Emshoff, James R. How to increase employee loyalty while you downsize. Business 
Horizons, March 1994, 49-57. 

10. Fierman, Jaclyn. What happened to the jobs. Fortune, July 12,1993,40-41. 

11. Ford, Robert C. and Perrewé, Pamela L. After the Layoff: Closing the barn foor before all 
the horses are gone. Business Horizons, July-August 1993, 34-38. 

12. Harrison, Bennett. Lean and mean: The changing landscape of corporate power in the 
age of flexibility. New York: Basic Books, 1994. 

13. Heller, Robert. The dangers of deconstruction. Management Today (London), February 
1993, 14-1?. 

14. Hendricks, Charles F. The rightsizing remedy: How managers can respond to the 
downsizing dilemma. Homewood, Illinois: Business One Irwin, 1992. 

15. High-tech firms using temps for almost all jobs. Star Tribune (Minneapolis, MN), Sunday, 
July 24, 1994. 

16. Horton, Thomas R. & Reid, Peter C. Beyond the trust gap: Forging a new partnership 
between managers and their employers. Homewood, Illinois: Business One Irwin, 1991. 

17. Interim staffing: Being "lean" without being "mean." Supervisory Management, March 
1993, p. 10. 

21 



ONS 25 August 1994 E2: Corporate Downsizing in the U.S. 

18. Layoffs fell 45% in July to 14-month low. Star Tribune (Minneapolis, MN), Monday, 
August 1994. 

19. Margulis, Stephen T. Bad news, good news about downsizing. Managing Office 
Technology, April 1994, 23-24. 

20. Maynard, Roberta. A creative alternative to company downsizing. Nation's Business, 
January 1994, p. 10. 

21. McConville, Daniel J. The upside of downsizing. Industry Week, May 17,1993,12-16. 

22. Mitchell, Alison. Severance takes its toll. New York Times, May 20, 1994, Sec. B-l. 

23. National Academy of Engineering. People and technology in the workplace. Washington, 
D.C.: National Academy Press, 1991. 

24. Nynex workers go to school as part of cutback. Star Tribune (Minneapolis, MN), Sunday, 
May 22,1994. 

25. Owen, John P., MacNaughton, John F., & Belzung, L.D. The anatomy of a workforce 
reduction. Houston, TX: Center for Research in Business and Economics, Univ. of 
Houston, 1965. 

26. Pan Am - two years later. MacNeal-Lehrer News Hour, Public Television Network, June 
1994. 

27. Production jobs hard to fill in age of technology. Star Tribune (Minneapolis, MN), Sunday, 
July 24,1994. 

28. Public ratio announcement, June 1994. 

29. Reich, Robert B. Companies are cutting their hearts out. New York Time Magazine, 
December 19, 1993, Sec. 6, p. 54-55. 

30. Schiffman, John. Performing a successful firm downsizing. Journal of Accountancy, 
February 1993, 48-51. 

31. Sorohan, Erica Gordon. When the ties that bind break. Training & Development, February 
1994, 28-33. 

32. Survivors of layoffs face own struggle. Star Tribune (Minneapolis, MN), Monday, July 4, 
1994. 

33. The Conference Board. Encouraging employee self-management in financial and career 
planning. New York: The Conference Board, 1991. 

34. The Conference Board: Company programs to ease the impact of shutdowns. New York: 
The Conference Board, 1986. 

35. To save Big Blue. .Economist, January 16, 1993,18-19. 

22 



ONS 25 August 1994 E2: Corporate Downsizing in the U.S. 

36. Tomasko, Robert M. Downsizing: Reshaping the corporation for the future. New York: 
Americal Management Assoc., 1987. 

37. Tomasko, Robert M. Rethinking the corporation: The architecture of change. New York: 
Americal Management Assoc, 1993. 

38. Tylczak, Lynn. Downsizing without disaster: A thoughtful approach to planned 
workforce reduction. Los Altos, CA: Crisp Publications, 1991. 

39. Woodward, Harry & Buchholz, Steve. After-shock: Helping people through corporate 
change. New York: John Wiley & Sons, 1987. 

40. Zahniser, Gale, Ashley, William L. & Inks, Lawrence W. Helping the dislocated worker: 
Employer and employee perceptions. Columbus, Ohio: The National Center for Research 
in Vocational Education (The Ohio State University), 1985. 

23 


