INSIGHTS

A Strategic Response to
Workforce Cost Reduction
in Volatile Times
VALUE + VALUES
When world events plunge us into an economic downturn, many companies, as a matter of survival, must squeeze
every non-essential cost out of business operations, as quickly as possible. This condition is particularly difficult in
the “talent-first economy”, where total workforce investment typically is a company’s first or second largest operating
expense. Applying a “clean page”, value-driven approach to strategic workforce composition and deployment
represents one of the greatest cost-saving levers available to senior leadership. However, the lessons of the past
remind us that this tactic must both drive value and balance core values.
Executives invest a significant level of capital and attention to select, develop, and retain a talented and engaged
workforce – the “greatest asset”. Now is not the time to rashly alter these commitments with subjective and reactive
approaches to workforce reduction. Reducing strategic capabilities and diluting high-performance cultures while
downsizing workforce expenses is a common error. Done correctly, businesses can aggressively respond to shortterm imperatives while preserving the soul of their company.
As fiduciaries of the companies we lead, we are sometimes afflicted by a strange mix of déjà vu and amnesia, where
we forget what we thought we knew, all over again. After all, we have been pressed to dramatically reduce workforce
expenses (i.e., downsize, right-size, rationalize) in the past. We should build upon our learning and, importantly,
avoid the missteps that have such long-term consequences.

HOPE CYCLES ETERNAL, AND HOPE CREATES OPTIONALITY
We know the economy is cyclical. Accordingly, we must consider the recovery even as we aggressively respond
to weakness. This posture creates the potential for breakthrough thinking that will transform our commercial
enterprises for the long-term. Leaders must be dedicated to making crucial decisions, including maintaining
brand identity and corporate culture, that will determine the performance of the enterprise for decades to come.
And, the “correctness” of these decisions won’t really be known until their consequences are upon us. The current
crisis presents the opportunity to implement enduring capabilities and methodologies that enable greater competitive
readiness, higher levels of employee commitment and activation, more magnetic company cultures, and better
financial outcomes.
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HUMAN EQUITY VALUATION™:
ZERO-BASING THE WORKFORCE FOR STRATEGY EXECUTION & VALUE CREATION
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The HEV approach often produces impressive savings
and liberates companies from defaulting to entrenched
positions that are perpetuated by past spending
trajectories and internal politics or retaining unproductive
organizational units that do not justify their ROI.
Novel reallocation of capital to higher-value roles focuses
the organization – from top to bottom – on strategy
execution and value creation. HEV enables a business’
ability to make empirical, considered choices about total
workforce spending. Further, HEV provides measures
that signal when and where further attention is required.
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Just as executives have long-recognized zero-based budgeting for its ability to extract cost savings and transform
the spending behavior of a company, Human Equity Valuation™ (HEV) is growing in repute with executives who
seek to deploy human capital to effectively drive strategy execution and create financial value. Unlike traditional
workforce deployment and development models, HEV is based on strategy implementation that leads to identified
financial outcomes, in stark contrast to approaches
that rely on staffing history. No role is automatically
included in the next workforce budget; instead, with
LEADERSHIP
HEV, management reviews every activity, identifies
the importance of each category and specific role, and
prioritizes the expenditure. HEV considers the “total
W
gy
workforce investment”, to derive a return on that
investment that is directly tied to financial performance.

CULTURE

HEV is a comprehensive approach that extends zero-based-budgeting principles to the totality of workforce
investment spending. This approach has helped numerous companies reduce costs and jump-start growth, improve
financial performance, and instill a culture of strategy execution and value creation.

APPLYING HEV TO AGGRESSIVELY REDUCE COSTS & IMPROVE LONG-TERM COMPETITIVENESS
IN RECESSIONARY PERIODS
When implemented for a division or throughout the enterprise, HEV promotes the leanest, fit-for-strategy workforce
composition possible, and frees capital to be invested in strategic growth initiatives. Workforce productivity is
monitored through greater transparency, revealed in period-over-period HEV Impact Statements, that enable leaders
to track workforce productivity and redirect capital. Metaphorically, it is a “best offense is a great defense” game plan.
The payoff is well worth it. When HEV is implemented as the overarching philosophy to enhance competitive
capabilities and promote a dynamic, high-performance culture, a company can achieve cost savings of 10 to 30
percent (depending on the size and complexity of the workforce) while allocating more capital to strategic priorities.
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HOW HEV IS DIFFERENT FROM TRADITIONAL COST-CUTTING METHODS
Companies have numerous levers to pull to reduce operational costs and most have already been pulled. Here, it is time
to implement HEV and transcend traditional cost-cutting approaches. HEV distinguishes itself by acting as a platform to
identify low-value-added employee roles – roles that create minimal value or even destroy value – thus enabling better
choices. In simple terms, HEV combines greater visibility about workforce investment decisions, intelligent targets for
spending and performance, and a philosophy that activates leaders to allocate the company’s workforce deployment
resources in the best possible way. Examples of these alternative actions include: reengineering the scope and decision
authority of high-value roles, the provision of productivity-enhancing technology, highly focused training, coaching,
leader development and the realignment of incentives. HEV brings focus to workforce deployment in support of a
company’s business strategy, including growth agendas, while creating a high-performance company culture.
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THE HEART OF THE MATTER: WHAT CYCLES DOWN WILL CYCLE UP
Job Design

Policy

Purpose

Shapingmany executive
Brandingleadership
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Valuation
As economic
crisis causes
teams to confront the reality Management
of aggressive workforce cost
reductions, how you do it is nearly as important as what you do. Anxieties are already running high, and your actions
will reverberate for months or years for all those under your leadership. Your actions now become your policy and
determine the company destiny. Your reputations are at stake. Your brands will be defined or redefined in accord
with your actions. The morale, engagement and productivity of your workforce will be determined by your actions
in this moment. Things will cycle back, as they always do, and your approach now will accelerate or decelerate your
recovery. You have a greater range of choices at your disposal than you may be aware to radically reduce costs in
concert with enhancing strategic capabilities and shaping a culture of performance for years to come.
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As you contemplate your next move, it is important to note that layoffs do not create as much cost savings as
commonly believed. According to Job Security Surveys conducted by SHRM, only thirty-two percent of the responding
companies said that layoffs improved profits. Even significant layoffs in large companies did not produce increased
earnings years later. Similarly, another survey of the S&P 500 showed that profitability did not necessarily follow
downsizing, even two years later.
At an employee level, the real cost of turnover amounts conservatively to 50 percent to 75 percent of the departing
hourly employee’s annual cash compensation and 150 percent to 300 percent of an exempt employee’s salary,
depending on industry. This includes direct and indirect costs of sourcing, onboarding, and developing new employees
and lost productivity and inefficiencies, which are 80 percent to 85 percent of the total. By way of example, a
company that lays off five salaried and five hourly employees, paid $150,000 and $50,000 respectively, will lose
between $1,000,000 and $1,950,000 exclusive of legal liability and litigation costs.

ADVERSITY THAT UNIFIES
HEV implementation reduces the total workforce investment and can create a sense of shared sacrifice to galvanize
a committed, high-performance culture. We have found the following approaches, that may be employed separately
or in combination, to be highly effective.
1. Spans and Layers Restructuring – increasing managerial breadth while flattening the organizational hierarchy to
reduce costs, and speed communication and decision-making.
2. Rebalancing the Workforce – move people from strategically irrelevant or historically important roles to new
roles that drive future value
3. Telework – working from an off-site location (often one’s home) increases productivity and job satisfaction while
reducing capital and operating costs.
4. Reduced Work Schedules – voluntary or mandatory reduction in work hours and corresponding salary that may
include temporary reduction in benefits, such as 401k matching funds.
5. Furloughs – voluntary or mandatory time off without pay taken as occasional days or in blocks of time.
6. Sabbaticals – voluntary or mandatory unpaid or partially paid leaves of absence or time off, typically for a
specified period of weeks or months.
7. Personal Time Off (PTO) – compelling employees to take PTO which lowers long-term financial obligations and
increases the probability that employees are available to work in the future, after the upward cycle begins.
8. Pay Cuts – voluntary or mandatory pay reductions for some or all employees (often with more sizable
contributions by exempt employees at the top of the company hierarchy).
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These tactics are employed by companies who have come to be lauded as “resilient,” “enduring,” and “survivors”. By
employing a variety of these responses, the companies have garnered the following benefits and advantages:
• Reduced legal liability and litigation costs (de-risking the restructure)
• Improved corporate brand reputation
• Lower direct workforce expenses
• Savings in severance and outplacement costs
• Maintained or increased productivity and employee engagement
• Retention of the highest-value, most scarce talent
• Corporate-wide sense of solidarity and shared sacrifice
• Improved employer brand, thus facilitating future talent acquisition initiatives
• Survival of the company and its ability to respond and recover, which is a win for all stakeholders – investors,
suppliers, communities, customers, and employees
Michael Porter advocates, “[G]ood leaders need a positive agenda, not just an agenda for dealing with a crisis.”
By employing HEV, our clients have an immediate action plan and an agenda for the future. We challenge companies
to shape their legacies by putting courage into practice in the vital area of human capital management.
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GERARD F. MCDONOUGH
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Senior Managing Director

Managing Director

gerard.mcdonough@ankura.com
+1.704.968.8918 Direct

lisa.moceri@ankura.com
+1.612.743.6611 Direct

ABOUT US
Ankura is a business advisory and expert services firm defined by HOW we solve challenges. Whether a client is facing an immediate
business challenge, trying to increase the value of their company or protect against future risks, Ankura designs, develops, and
executes tailored solutions by assembling the right combination of expertise. We build on this experience with every case, client,
and situation, collaborating to create innovative, customized solutions, and strategies designed for today’s ever-changing business
environment. This gives our clients unparalleled insight and experience across a wide range of economic, governance, and regulatory
challenges. At Ankura, we know that collaboration drives results.
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