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Understand the importance of proactive 
management of employee separation 

Gain a sense of the costs of 
turnover and how to manage 
turnover strategically

Appreciate the factors that influence 
retirement and how employers can 
actively and strategically manage 
this process 

Examine the alternatives employers 
have when considering large-scale 
layoffs or reductions in force 

Learning Outcomes

5
Understand the function of and 
processes associated with employee 
retention and its critical role in strategic 
human resource management



One of the most significant challenges organizations face is managing their workforce. As 
companies restructure, downsize, or merge, employees are increasingly likely to experience job loss 
or career transitions. Moreover, employees themselves are becoming less loyal to individual 
employers, seeking out new opportunities and challenges.

Employee separation, whether voluntary or involuntary, has become a strategic issue for HR 
departments. Organizations must develop effective strategies to manage the departure of 
employees, ensuring minimal disruption to business operations and maintaining positive 
relationships with departing staff. This includes planning for various separation scenarios, such as 
layoffs, resignations, and retirements, and implementing processes that support both the company 
and the employee during these transitions.

Introduction
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Reductions in force (RIFs), commonly known as layoffs, are a strategic decision made by 
organizations to downsize their workforce. This often occurs due to economic downturns, mergers, 
acquisitions, or the need to improve operational efficiency.
Key reasons for layoffs include:
Cost reduction: Labor costs are often a significant expense, and layoffs can help reduce this burden.
Inefficiency: Organizations may identify areas of redundancy or underperformance, leading to job 
cuts.
Market changes: Shifts in consumer demand or competitive pressures can necessitate workforce 
adjustments.

Reductions in Force (Layoffs)
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layoffs can have a significant impact on employee morale, productivity, and a company's reputation. 
To mitigate these effects, many organizations offer severance packages and outplacement services 
to support departing employees.

Outplacement Programs
• Specific services: Outplacement programs often include resume writing workshops, job search 

strategies, interview coaching, and networking opportunities.
• Vendor partnerships: Many companies contract with external outplacement firms for specialized 

expertise and resources.
• Employee perception: Effective outplacement programs can help mitigate the negative impact of 

layoffs on remaining employees by demonstrating the company's commitment to its people.

Strategies to mitigate Reductions in Force (Layoffs)
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Workforce Planning
• Proactive measures: Effective workforce planning involves continuous monitoring of business 

trends, industry changes, and technological advancements to anticipate future labor needs.
• Skill gap analysis: Identifying skill deficiencies within the workforce can help organizations 

prioritize training and development initiatives.
• Succession planning: Developing internal talent pipelines can reduce reliance on external hiring 

and mitigate the risk of key employee departures.

Legal considerations are also crucial. Several regulations mandates that employers provide advance 
notice of layoffs, helping employees prepare for the transition

Strategies to mitigate Reductions in Force (Layoffs)



Charles Schwab's Strategic Downsizing

Charles Schwab, a prominent discount brokerage, faced significant challenges during 
the early 2000s economic downturn. To address this, the company implemented a 
strategic downsizing plan that included laying off 3,400 employees.
However, Schwab's approach to this process was distinctive. Rather than simply cutting 
costs, the company prioritized the well-being of both departing and remaining 
employees. Laid-off employees received generous severance packages including 
extended benefits, outplacement services, and retraining stipends. Additionally, a 
rehire bonus was offered to encourage former employees to return when business 
conditions improved.



Charles Schwab's Strategic Downsizing

For employees who remained, Schwab maintained open and honest communication 
about the situation. To demonstrate solidarity, executive-level employees took 
significant pay cuts while lower-level employees experienced smaller reductions.

This approach not only helped mitigate the negative impact of the layoffs but also 
strengthened the company's reputation as a responsible employer, contributing to its 
enduring status as a sought-after place to work.
.
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Organizations can implement the strategies to avoid overstaffing:

1- Performance-Based Pay:
• This involves linking employee compensation directly to the performance of the division or 

organization.
• The idea is that when an organization is performing well, employees earn more, but when 

performance declines, so do compensation.
• This can discourage overhiring as it directly impacts the bottom line.

Managing Overstaffing
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2- Flexible Workforce:
• This strategy involves maintaining a core group of full-time employees and supplementing 

the workforce with temporary workers or overtime as needed.

• It allows organizations to adjust staffing levels to match fluctuating workloads without 
resorting to layoffs during downturns.

Managing Overstaffing
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Survivor Syndrome:

This refers to the negative psychological and emotional effects experienced by employees who retain their 
jobs after a layoff.
Symptoms include decreased morale, increased workload, job insecurity, and feelings of guilt or survivor's 
remorse.

Open Communication:
Transparent communication about the reasons for layoffs, the company's future plans, and the impact on 
remaining employees is crucial.
This can help to alleviate anxiety and build trust.

Focus on Retention:
Organizations should invest in strategies to retain and motivate surviving employees.
This might include offering additional training, development opportunities, or increased responsibilities to 
create a sense of growth and value.

Managing Layoff Survivors
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While layoffs are often seen as a quick fix for financial problems, they are rarely the most effective or 
sustainable solution. Research indicates that layoffs often lead to decreased productivity, increased turnover, 
and damaged company reputation.

Short-term gains: Layoffs can provide temporary financial relief and boost investor confidence.
Long-term consequences: However, these benefits are often short-lived. Studies have shown that layoffs can 
negatively impact a company's bottom line over the long term.

Strategic vs. Desperate Layoffs
• Strategic layoffs: When layoffs are part of a broader restructuring plan, they can be more effective.
• Cost-cutting layoffs: Layoffs solely focused on reducing costs often lead to unintended negative 

consequences.

The Impact of Layoffs on Organizations
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Workforce Optimization:

Cross-training: Equipping employees with multiple skills can create flexibility and reduce the 
need for layoffs during downturns.

Job sharing or reduced hours: These options can help to retain employees while reducing labor 
costs.

Voluntary early retirement or severance packages: Offering incentives for eligible employees to 
leave voluntarily can help avoid layoffs.

Alternatives to Layoffs
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Cost Reduction Strategies:

Expense reduction: Identifying and eliminating unnecessary expenses can help improve 
profitability without resorting to layoffs.

Process improvement: Streamlining operations and increasing efficiency can reduce costs and 
improve productivity.

Outsourcing or offshoring: Carefully considering outsourcing or offshoring specific functions 
can help reduce labor costs

Alternatives to Layoffs



Chapter

13
Alternatives to Layoffs
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Turnover, both voluntary (Employees who leave the organization on their own initiative) and 
involuntary (Employees who leave at the organization’s request), can significantly impact an 
organization's performance.

Costs of Turnover
• Direct costs: These include expenses for recruitment, selection, hiring, and training new 

employees.

• Indirect costs: These encompass reduced productivity, loss of institutional knowledge, and 
potential damage to employee morale and company reputation.

Turnover: Costs, Benefits, and Management
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High turnover rates can significantly impact an organization's overall performance.

• Customer Satisfaction: In customer-facing roles, high turnover can lead to inconsistent service 
quality, negatively impacting customer satisfaction and loyalty.

• Organizational Reputation: A high turnover rate can damage an organization's reputation as an 
employer, making it difficult to attract and retain top talent.

• Knowledge Loss: When experienced employees leave, valuable institutional knowledge is lost, 
which can hinder innovation and problem-solving.

Turnover: Costs, Benefits, and Management



Chapter

13

Benefits of Turnover
• New perspectives: New hires can bring fresh ideas and approaches to the organization.

• Opportunity for promotion: Turnover can create opportunities for internal promotions.

• Removal of poor performers: Replacing underperforming employees can improve overall team 
performance.

It's essential to view turnover as both a cost and an opportunity. Organizations should strive to 
minimize the negative impacts of turnover while maximizing its potential benefits through effective 
management strategies.

Turnover: Costs, Benefits, and Management



Chapter

13

Sprint PCS, a provider of consumer cellular telephone services, faced a critical challenge in the early 
2000s with exceptionally high employee turnover rates.
Recognizing that the issue stemmed primarily from poor management rather than compensation or 
benefits, the company implemented a focused strategy to address this problem.
By identifying key managerial competencies for retention, Sprint empowered managers to become 
"retention agents.“.

Sprint PCS Tackles High Turnover



Chapter

13

Through training and development, managers were equipped to build trust, communicate 
effectively, and foster a positive work environment. 

This approach, combined with employee feedback and data analysis, led to significant reductions in 
turnover rates and substantial cost savings.

Sprint's success demonstrates the importance of focusing on managerial effectiveness as a core 
component of retention strategy

Sprint PCS Tackles High Turnover
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Functional Turnover: This occurs when low-performing or disruptive employees leave the organization. 
It is generally seen as beneficial as it allows for the replacement of these individuals with higher-
performing employees.

Dysfunctional Turnover: This involves the departure of high-performing employees who are valuable 
to the organization. It can be costly and detrimental to the company's success.

Types of Turnover
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Performance- Replaceability Matrix (Exhibit 13.3): This tool helps organizations assess the impact of 
employee turnover. It categorizes turnover as either functional (beneficial) or dysfunctional
(problematic) based on  based on their performance level and the difficulty of replacing them.

High-performing, hard-to-replace employees represent the most critical turnover to manage, as their 
departure can be highly detrimental to the organization.
Low-performing, easy-to-replace employees are typically viewed as functional turnover, as their 
departure can create opportunities for improvement.

Managing Turnover



Performance-Replaceability Matrix
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Retention of High Performers:

• Career Path Development: Create clear career paths and opportunities for advancement to 
motivate top talent.

• Competitive Compensation: Offer salary and benefits packages that align with
market standards or exceed them.

• Recognition and Rewards: Implement programs to acknowledge and appreciate the 
contributions of high performers.

• Work-Life Balance Initiatives: Provide flexible work arrangements and support programs to 
enhance employee well-being.

Managing Turnover
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Management of Low Performers:

• Performance Management: Implement a robust performance management system to identify 
and address performance issues early on.

• Training and Development: Provide opportunities for low performers to improve their skills 
and performance.

• Progressive Discipline: Establish clear expectations and consequences for poor performance.
• Termination: When necessary, follow legal and ethical guidelines for terminating employment.

Managing Turnover
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Strategic Retention: Focusing on retaining high-performing employees who are difficult to replace is crucial.

Succession Planning: Developing internal talent pipelines can mitigate the risks associated with turnover.

Effective Onboarding:
• Comprehensive orientation programs
• Mentorship and coaching
• Performance management systems

Exit Interviews: Conduct exit interviews to gather feedback on reasons for leaving and identify
areas for improvement.

Managing Turnover
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Employee Ownership: Employees who feel a sense of ownership in the company are more likely to 
stay.

Entrepreneurial Spirit: The opportunity to start one's own business can be enticing for talented 
individuals.

Non-compete Agreements: These legal contracts can restrict employee mobility but are often 
challenged in court.

Factors Influencing Employee Retention
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Employer-Employee Partnerships: Some organizations invest in employee-led startups, fostering a 
collaborative relationship.

Salary and Benefits: Competitive compensation remains a significant factor in employee retention.

Work-Life Balance: Employees value flexibility and opportunities to balance personal and 
professional commitments.

Organizational Culture: A positive and supportive work environment contributes to employee 
satisfaction and retention.

Factors Influencing Employee Retention
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Talent Development: Invest in employee growth and career advancement opportunities.
Employee Engagement: Foster a strong organizational culture that promotes employee well-being 
and job satisfaction.
Exit Interviews: Conduct thorough exit interviews to gather feedback and identify areas for 
improvement.
Employer Branding: Build a strong employer brand to attract and retain top talent.
Competitive Compensation: Offer salary and benefits packages that are competitive with the 
market.
Work-Life Balance Initiatives: Provide flexible work arrangements and support programs.

Strategies for Retaining Top Talent
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Employee engagement is a psychological state reflecting an employee's involvement, 
dedication, and enthusiasm for their work and organization. It's more than just job satisfaction; 
it's a deep-rooted connection to the company's mission and values.

Importance: Highly engaged employees are more productive, innovative, and committed to the 
organization. They tend to have lower turnover rates, higher customer satisfaction, and 
contribute significantly to overall organizational success.

Challenges: Many employees are disengaged, leading to decreased productivity, increased costs 
due to turnover, and a negative impact on company culture.

Employee Engagement



Kraft Foods' Successful IT Retention Strategy

The IT talent shortage is a significant challenge for many organizations, with high 
turnover rates being the norm. However, Kraft Foods has managed to buck this trend 
by implementing a comprehensive retention program that has reduced its IT turnover 
rate to an impressive 5%.

Key elements of Kraft's successful strategy include:
Early Talent Development: The company focuses on cultivating talent from the ground 
up through its internship program, offering early responsibilities and challenging 
projects. This approach has led to a high conversion rate of interns into full-time 
employees.
Comprehensive Career Development: Kraft provides a clear career path with 
opportunities for both technical and managerial growth. Employees have dedicated 
time for professional development and access to various training resources, including 
tuition reimbursement.



Kraft Foods' Successful IT Retention Strategy

Mentorship and Leadership Development: The IT Leadership Program pairs junior 
employees with experienced mentors, fostering leadership skills and exposing them to 
broader organizational issues.
Employee Well-being and Work-Life Balance: Kraft recognizes the importance of 
employee satisfaction and offers flexible work arrangements, a supportive work 
environment, and amenities like a company store and on-site health club.
Strong Company Culture: A sense of family and inclusivity is emphasized at Kraft, 
where employees feel valued and empowered to contribute ideas.

By combining these elements, Kraft Foods has created a compelling employee value 
proposition that not only attracts top IT talent but also retains them long-term. This 
holistic approach demonstrates the importance of aligning HR strategies with business 
objectives to achieve sustainable success.
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Limited Growth Opportunities: Employees may seek roles with greater responsibility or challenges 
that their current organization cannot provide.

Organizational Culture Mismatch: A misalignment between employee values and company culture 
can lead to dissatisfaction and turnover.

Compensation and Benefits: Inadequate compensation packages compared to industry standards 
can drive employees to seek opportunities elsewhere.

Work-Life Balance Issues: A lack of flexibility in work arrangements can contribute to employee 
burnout and turnover.

Internal Challenges to Employees’ Retention
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Competitive Job Market: A strong economy and high demand for talent can make it difficult to 
retain top employees.

Startup Opportunities: The allure of entrepreneurship can entice employees to leave established 
companies.

Industry Trends: Rapid technological advancements or industry shifts can create opportunities for 
employees to explore new roles.

External Challenges to Retention
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The Impact of an Aging Workforce

• Skill Gaps: While older workers bring valuable experience and institutional knowledge, they may 
lack proficiency in emerging technologies and digital skills.

• Reduced Productivity: Age-related health issues or declining cognitive abilities can impact 
productivity levels.

• Increased Healthcare Costs: Employers may face rising healthcare expenditures due to the 
higher healthcare needs of older workers.

• Succession Planning Challenges: The retirement of key employees can create leadership gaps 
and knowledge loss.

Managing the Aging Workforce
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Leveraging the Potential of Older Workers

• Knowledge Transfer: Implementing formal mentorship programs or knowledge repositories can 
capture the expertise of older workers.

• Flexible Work Arrangements: Offering options such as part-time work, job sharing, or remote 
work can accommodate the needs of older employees and retain their talent.

• Age Diversity Initiatives: Creating an inclusive workplace culture that values the contributions of 
all age groups can boost morale and productivity.

• Financial Planning Support: Providing financial planning resources can help employees make 
informed decisions about retirement and reduce anxiety.

Managing the Aging Workforce
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Addressing Retirement and Workforce Planning

• Succession Planning: Identifying and developing high-potential employees to fill critical roles is 
essential for business continuity.

• Phased Retirement: Offering phased retirement programs can help to retain institutional 
knowledge while allowing employees to gradually reduce their workload.

• Rehiring Retirees: Bringing back retired employees on a consulting or contract basis can provide 
access to their expertise.

• Early Retirement Incentives: Offering voluntary early retirement packages can help manage 
workforce size and costs.

Managing the Aging Workforce
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Legal and Ethical Considerations

• Age Discrimination: Employers must comply with age discrimination laws and ensure fair 
treatment of older workers.

• Mandatory Retirement: Imposing mandatory retirement ages is illegal in many jurisdictions.
• Accommodation for Disabilities: Employers may need to provide reasonable accommodations 

for older workers with disabilities.

Managing the Aging Workforce
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Organizations are increasingly recognizing the value of maintaining relationships with former 
employees. These individuals can serve as valuable assets in various ways.
Benefits of Alumni Relations
• Employer Branding: Former employees act as ambassadors for the company, influencing the 

perceptions of potential employees and customers.
• Talent Pipeline: Alumni can be a source of referrals for new hires or potential rehires.
• Customer Relationships: Former employees who were in customer-facing roles may continue to 

have relationships with clients, benefiting the company.
• Knowledge Sharing: Alumni can contribute to the company's knowledge base through consulting 

or part-time work.

Alumni Relations
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Leveraging Technology for Alumni Engagement

• Online Platforms: Companies use platforms like LinkedIn to connect with former employees and 
share company updates.

• Dedicated Alumni Networks: Many organizations create exclusive online communities for alumni 
to foster engagement.

• Data Management: Tracking alumni information helps identify potential opportunities for 
reconnection.

Alumni Relations
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Challenges and Opportunities

• Maintaining Relationships: Sustaining engagement with a large alumni base can be challenging.

• Confidentiality: Protecting sensitive company information while maintaining open 
communication with alumni requires careful management.

• Balancing Costs and Benefits: Determining the appropriate level of investment in alumni 
relations is essential.

Alumni Relations



Alumni Relations at Ernst & Young

• Global professional services firm Ernst & Young (E & Y) employs more than 167,000 
employees in more than 140 countries.

• The organization also has an estimated 500,000 alumni worldwide, approximately 
200,000 of whom are located in North America.

• E & Y employs a 20-person staff dedicated to alumni relations who maintain a 
dedicated alumni Web site and database, publish a semi-annual print and online 
magazine, organize and publicize events and maintain a prolific social media 
presence on sites which include LinkedIn, Facebook, and Twitter as well as a video 
series on YouTube related to entrepreneurship and careers. 



Alumni Relations at Ernst & Young

The Web site has aided in the recruitment of new employees, in partnership
with HR, as a critical component of the organization’s candidate relations
management system and has also facilitated the hiring of 19 percent of the
organization’s hires at the management level and above from the ranks of
alumni who choose to return to E & Y.
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Termination Process: Following specific procedures, including warnings, documentation, and 
consistent application of rules, is crucial.

Supervisor Liability: Managers can be held personally liable for wrongful termination, 
emphasizing the importance of following company guidelines.

Severance Pay: Offering severance pay can mitigate the impact of termination on employees 
and reduce the likelihood of legal action.

Avoiding Wrongful Discharge Suits
:



Termination Interview: A difficult but necessary process requiring careful planning and 
execution.

Outplacement Counseling: Provides support and career guidance to terminated employees.

Exit Interviews: Gather feedback from departing employees to identify areas for improvement.

Managing the Exit Process



Effective management of employee separation and retention is a critical function for 
contemporary organizations. It encompasses a strategic approach that balances the costs and 
benefits associated with employee turnover while optimizing organizational performance.
Employee separation, whether voluntary or involuntary, is an inherent aspect of organizational 
life. 

Layoffs, often necessitated by economic downturns or strategic shifts, demand careful planning 
and execution to minimize negative impacts on remaining employees and organizational 
reputation. The strategic management of layoffs involves open communication, comprehensive 
severance packages, outplacement services, and efforts to preserve employee morale.

Conclusion



Retirement is another form of employee separation. Organizations must navigate the 
challenges associated with the loss of institutional knowledge while also capitalizing on 
opportunities for rejuvenation. Implementing phased retirement programs, offering early 
retirement incentives, and fostering knowledge transfer initiatives can help manage this 
transition effectively

Retaining top talent is crucial for organizational success. A high turnover rate can erode 
organizational culture, hinder knowledge transfer, and increase recruitment and training costs. 
Organizations must focus on creating a positive work environment that fosters employee 
engagement, development, and well-being. Competitive compensation, opportunities for 
career advancement, and work-life balance initiatives are essential components of a robust 
retention strategy.

Conclusion



A strong employer brand attracts and retains top talent. By cultivating a positive employer 
reputation through effective communication, social media, and employee advocacy, 
organizations can enhance their ability to compete for talent.

In conclusion, managing employee separation and retention requires a multifaceted approach 
that aligns with the organization's overall business strategy. By understanding the factors that 
influence employee turnover, implementing effective retention strategies, and leveraging 
technology and data analytics, organizations can optimize their workforce and achieve long-
term success.

Conclusion
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