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Chapter 1 How to Fire People and

Still Sleep at Night (1)

S hedding employees is something almost every manager dreads. But if you don’t think hard
about the process, you and your company could be headed straight for a world of woes.

John Koepke, now 56, didn’t want to leave his wife, Pat, home alone that horrible day in 1901.
Just hours earlier she had been diagnosed with malignant breast cancer. But she insisted hie go to
the offices of his Wlinois graphics company for a board meeting. Koepke had served as the company’s
president for the previous eight years, and his absence would be noticed.

When fe got to the office, the chairman pulled him aside. “How’s Pat?” the boss asked. “Not too
well,” replied Koepke. “We don’t have the details yet, except that the cancer’s mafignant.” “Too bad
—this isn’t a good day for you,” said the chairman. “We're making some changes around here, and
you're 1o longer needed.”

Koepke dissociated from rea(ity for a moment; he prayed he was having a bad dream. Later he

found out the company was reneging on his contractual severance agreement.

While few corporate executions are timed that badly, tales of thoughtlessness and even
outright cruelty are everywhere these days. A man finds out he has been let go when a restaurant
won’t accept his company credit card. A woman manager gets the news via a note placed on her
chair during lunch. Employees at a high-tech firm learn of their security codes no longer open
the front door of their office building.

Sheer numbness may account for at least some of this nasty behavior. The great corporate
restructuring fever has held pitch for over a decade now—some 400 000 hapless folks got the
boot during 1995 alone, and some executioners may be too desensitized by now to stand on
ceremony. But any company that ignores the human wreckage involved, that halts people’s
careers and threatens their financial security carelessly, is taking foolish risks. Lawsuits are the
most obvious threat; high-six-figure awards for wrongful dismissal or discrimination are ever
more common.

Harder to measure, but at least as corrosive to any organization, is the effect on survivors of
a mindless corporate purge. Any mass layoff somehow tarnishes a company, and the damage can
be permanent if the deed is done without care. Says Jim MacLachlan, director of change
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management operations at the Deloitte & Touche Consulting Group, “One thing is certain: If you
treat people like pieces of meat, it will come back to haunt you.”

1. To Fire—or Not

The experts—human resources executives, outplacement specialists, corporate hit persons
themselves—all agree that managers ought to question their own motives hard before they
institute layoffs. The stakes, human and otherwise, are just too high. “Don’t pull the trigger,”
they say, “if you are simply trying to cover up for your own management lapses.” Frederick
Reichheld, a director at the Bain Management Consulting Firm and author of The Loyalty Effect,
says, “Too often a layoff is viewed as some sort of virile gesture, a way of saying that senior
management is hard-minded and serious.”

Nor should top corporate brass view restructuring as a quick fix for a slumping stock price.
True, Wall Street has often responded nicely to layoff announcements. But companies have gone
to that well too often; security analysts and investors now grouse that repeated restructuring,
resulting in supposedly nonrecurring charges, have thoroughly muddied earnings at giants like
AT&T, IBM, General Signal, and many others.

It’s also becoming clear that investors’ ardor for stripped-down payrolls fades quickly. A
recent study of Mercer Management Consulting Firm 1 000 of the largest U.S. companies found
that the compound annual growth rate of market capitalization for downsizers was about 11%
from 1988 to 1994. For the companies that concentrated instead on revenue growth, the figure
was 15%.

Top managers would also do well to consider the multiple costs involved in firing people,
say the experts. That’s true even if just a single individual is involved. Boston outplacement
specialist Laurence Stybel estimates that the average US company spends at least $25 000 to
replace an executive getting a $70 000 salary. Far better, he argues, to find ways to improve a
faltering employee’s performance. “Rehabilitation is better than replacement,” says Stybel.

He cites one client, a large hospital, that contemplated axing a director of radiology who had
become increasingly rude to co-workers. Instead of firing him, the hospital’s managers put him
on probation and assigned him a consultant who counseled him on interpersonal relations. To
everyone’s surprise, the doctor appeared delighted to tone down his act. Result: The hospital
saved the slew of money and effort it would have taken to replace him.

Then there are the human costs to consider. The toll on people losing their jobs is obvious
enough. “These are wounded people, often battered by exactly what they had been loyal to,” says
Richard Levin, a Massachusetts psychologist who works with corporate executives who fire
people. For purely practical reasons, top managers might consider even more the potential pain
and guilt survivors of a big layoff suffer; they are, after all, the people who would have to carry
the ball forward. Almost everyone is likely to be affected in some way, but the managers who do
the actual firing are often hurt the most. Alan Downs, a confessed corporate assassin for years
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before turning to human resources consulting, recalls the hideous feeling of walking into a
headquarters building the day after a round of layoffs had begun. This was his greeting from a

survivor, “Are we clubbing baby seals again today?”

2. Being There

The hard truth is that, despite whatever soul-searching senior managers can muster, some
firings are inevitable. There will always be individuals who don’t hack it. And increasingly, there
will be companies that are forced to restructure to stay competitive. When an AT&T deconstructs
into three smaller companies, there are bound to be casualties. When banks or utilities are
deregulated, employee rosters are all but certain to shrink.

But whenever heads roll, particularly during a large layoff, top management has to be an
active and visible presence. Among the worst things corporate leaders can commit during a
restructuring is a Pontius Pilate maneuver—placing the job with outside consultants or their own
personnel department and then washing their hands off it. Ralph Johnson, who trains managers in
proper firing techniques for the American Management Association, recalls an East Coast
manufacturer who sent a low-level human resources executive around to announce a series of
plant closings. Workers started hurling spools of thread at her. And she completed her tour
accompanied by security guards.

Top management’s proper role before a restructuring is, first and most important, to develop
and disseminate a rational explanation for what’s taking place and where the company is headed.
Those who are leaving are far less likely to be angry (and litigious) if they understand why their
company is changing. Those who stay are more likely to pitch in with a full heart if they believe
they are working for a more competitive organization. Says Jim MacLachlan of Deloitte &
Touche, “If you can get into the hearts and minds of employees, they will buy the truth. Dialogue
is the oxygen of change.”

Management, working with the legal department, should also draft a profile of the new
work force—one that matches its vision of the company’s future. The idea is to take a close look
at your total labor group—age, sex, competencies, length of service. There will eventually be
legal issues to consider. Your lawyers won’t let you even think of wiping out most minority
workers or employees over age 40.

But the most important at this stage is to hold your labor force up against the precise future
needs of the company. Says Eileen Canty, an organizational psychologist who labored through
layoff battles at ITT during the 1980s and now works as a consultant with William & Mercer Inc.,
“It sounds simple, but you’d be amazed how often people screw it up.” You have to ask yourself
two questions: what are the skills you need to run the business at the end of this tunnel, and what
are the skills you won’t need?

This is definitely not the moment to settle old scores or weed out employees with attitude

problems. Ralph Johnson of the American Management Association recalls the chaos that ensued

[T ]
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at the now defunct Eastern Airlines in the late 1980s when supervisors singled out workers they
didn’t like during layoffs, regardless of whether their skills would be needed. “It was sort of a
textbook on how not to draw up a new work force,” says Johnson, “It was all about emotion.”

3. Get Serious

Once management has a clear grasp of its future labor needs, the next step in the layoff
process is preparing the troops for the coming storms. Top management should issue clear,
repeated warnings that a downsizing is possible, informal advice from line managers can help
too. The employee who has been tipped not to take on a big financial burden—a new house, say
—will be grateful to have been warned when the ax falls.

Actions, however, rattle way more cages than words. Workers all over the US have been
living with the threat of downsizing, and they are unlikely to take verbal warnings seriously,
unless they are backed up by concrete changes in the status. The best methods serve two
purposes. First, they proclaim, loudly and clearly, that change is inevitable. Second, they
demonstrate that involuntary layoffs, when they occur, is a last result.

Reduced overtime, shortened workweeks, pay cuts, unpaid vacations—they all make it
obvious that particular ship is changing course. One of the trickiest moments in the cruise comes
when management contemplates asking for volunteers to walk the plank. Since you’ve promised
to offer a package to anyone who steps forward during a voluntary layoff, there’s always a
danger that too many people will leap at the chance. This could make it appear that the ship is
sinking, or cause a lot of those employees you’d rather keep on board to go ashore. Still, say the
experts, if management has communicated its vision of the future properly, voluntary layoffs are
the proper initial step. “You take your chances,” says Jim MacLachlan. “If you are selling a good
business plan, most of the good people won’t leave.”

There’s nothing wrong, of course, with trying out special inducements to get more people to
walk out voluntarily. Smart managers, those with close links to their work force, sweeten
severance packages to match the tastes of each particular employee. “You never know what
buttons you have to push unless you are in touch with your people.” says Eileen Canty of
William & Mercer Inc. She worked with one company that helped persuade a number of older
workers to retire voluntarily by promising them membership in a 25-year club, even though they
were a couple of months short of the requirement. Another company got the body waned by
allowing departing employees to remain in the corporate gun club for an extended period.

When deciding who’s going to stay, it’s crucial to receive feedback from employees. At
AT&T the decision this winter to eliminate some 40 000 jobs took place only after months of
furious planning and internal communication. Management first defined the core competency of
each of the company’s three new businesses, then polled supervisors to gather information on
each worker’s skills. Employees were asked to fill out a highly structured resume including job

preferences and geographical limitations. No one was left in the dark about how the old work
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force would fit into the new streamlined company.

The final decision about who would go was left up to a team of supervisors and HR staff;
each employee was evaluated for specific posts needed to be filled. And there were no unilateral
decisions. Says Linda Villa, the vice president of AT&T Human Resources Department who led

the team that masterminded the company’s recent layoffs, “It was of utmost importance to us that

everyone was treated with dignity and respect.”
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