MANAGEMENT

Rebuilding the
human spirit

While downsizing has meant improved financial returns for
many companies, it has shaken employee morale and
commitment. In the aftermath, what can be done to rebuild

the human dimension?

ownsizing has pro-
duced improved finan-
cial returns at many
companies, making
their shareholders and Wall Street
very happy. Clearly, downsizingisa
widespread practice, with a recent
survey of large companies showing
that 38 percent were involved in or
planning some kind of downsizing.
Corporate downsizing, however, has
also shaken employee morale and
commitment. It is perhaps the most
dramatic intersection of
the financial and human
dimensions in recent cor-
porate history—with pro-
found implications for
future corporate health.
In this article, we first
examine why you might
decide to downsize and
the human spirit dimen-
sions of that decision. We
then look at what man-
agers responsible for
planning and imple-
menting the downsiz-
ing—and their employ-
ees—can do to rebuild
and nurture the human
spirit necessary for long
term corporate success.

n his May 1996
I “Viewpoint,” Alan

Rooks, editor in chief of PIMA
Magazine, cites two reasons for com-

pany layoffs: thereis financial trouble
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or the work the employees do is no
longer needed. Rooks states further
that, as a process of “creative de-
struction,” capitalist organizations
must continually weed out and re-
invent themselves.
Too often, however, executives
leap to downsizing for other reasons:
@ [tactsasanapparentautomatic
boost in financial performance; or
@ It's the latest management fad.
As shown in Figure 1, profitabil-

ity is directly related to business per-
formance and the cost of the
company s resources. These include
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non-physical resources such as the
firm’s intellectual and human spirit
resources.

When acompany invests inbuild-
ing its resources, it expects future
gains in business performance and
profitability. In the meantime, re-
ported financial results sufferas they
reflect the costs of investing in the
future,

Conversely, asshown in Figure 2,
when a company downsizes, it re-
duces its resource base. This may
result in a long term reduc-
tion in business perfor-
mance—yetshort term gains
in reported financial perfor-
mance. Downsizing seems to
work because resources are
immediately cut, and busi-
ness performance continues
on foratime,sothatreported
profitability increases.

Downsizing can backfire,
however, as reported by The
Wall Street Journal in a June
article, “Dumbsizing.” As
shown in Figure 2, with de-
pleted resources it may not
be possible to maintain—let
alone improve—business
performance. The Journal's
article cited several examples
where major corporations
downsized, only to watch as
business performance, like
customer service, declined.

Downsizing inherently threatens
the human spirit. It shakes the foun-



dation of employee morale, confi-
denceand commitment. Witha weak-
ened human resource, the company
will have even greater difficulty
building and tapping into the “spirit”
of the organization. Thus the capac-
ity and impact of the remaining hu-
man resources may decline. This can
lead to even worse business perfor-
mance and lower financial results.

While downsizing seems to work,
it may actually wound the company’s
ability to produce future business
results. Why? Because the business
results achieved in any given year
are not just the result of that year’s
resources and their use, but also the
resources built up in past years. For
example, the market share held by a
company is determined by product
quality and customer service over
the last several years.

Wall Street is learning to discount
the reported financial results of com-
panies that skimp on physical and
intellectual resources (like Ré&D).
What is needed is an equally careful
assessment of whether companies are
skimpingon the humanspiritresource.

efore reducing and perhaps
B weakening the human re-

source of your organization,
first concentrate on getting more and
better results from existing resources.
For example, instead of scaling back
the sales organization to fit the cur-
rent level of sales, call on your people
to find ways to revive and expand
sales. Instead of cutting the plant work
force, call on them to improve not
only product quality, but customer
service and satisfaction, perhaps
teaming up with sales and market-

ing. Staff groups such as finance and
information systems can be called on
to provide even greater support to
the line organization in achieving
these goals.

[t is at times like this that em-
ployee efforts can have a magnified
impact, since these efforts stand out
in contrast tocompetitors whomay be
withdrawinginto theirshells. This pro-
cesscanincrease business performance
and expand the capacity and dedica-
tion of people in the organization.

f a company does decide to
downsize, how can it address

the organization’s “spiritdimen-
sion?” Executives may expect “busi-
ness as usual” once the cuts have
been announced and people leave,
ignoring the fact that downsizingisa
major and traumatic event. It needs

The Resource-Profitability “Formula”

Resources
® Financial - Working Capital

@® Technological - Processes

@® Physical - Plant & Equipment

® Human - Body, Mind, Spirit

Business Performance
® Product - Performance
- Cost
- Delivery
® Customer - Service
- Relationship

...used to generate

- Satisfaction
- Positioning
- Pricing

® Market

> - Share

Profitability
@® Earnings Growth

® Return on Financial Investment
® Economic Value Added

...translates into

Figure 1

® Equipment neglected,

not replaced
® R & D cutbacks

cutbacks

® Employee development
programs curtailed

@ Staffing levels cut

Resource Reduction/Depletion

® Market development program cut
® Customer service and support

® Product quality falls

® Fewer new products

® Delivery & service declines

® Customer:
- satisfaction declines
- relationships suffer
- customers leave

® Market:
pricing pressures
share drops

eventually causes...

® Margins tall

Business Performance Decline

Profitability: Immediate Impact
® Higher reported protits

- Costs down immediately

- Business performance

not yet hurt

Profitability: Long Term Impact
® Lower profits as business
performance declines

Figure 2
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