Turnover: The Real Bottom Line.

Turnover is the rotation of workers around the labor market; between firms, jobs, and occupations; and between the states of employment and unemployment.

[1] "In-house engineering," "revolving door policy," and "management by turnover," are a few of the many colorful and euphemistic terms used to describe this organizational phenomenon. By whatever name or form, labor turnover is one of the most significant causes of declining productivity and sagging morale in both the public and private sectors. Management theorists say it lies behind the failure of U. S. employee productivity to keep pace with foreign competition.

[2] Pervasive organizational downsizing and restructuring has dampened recent interest in turnover as the subject of academic inquiry. However, attrition among key personnel or groups of strategic employees at a time when many U.S. organizations face employee shortages continues to be a bedrock business issue.

[3] Specifically, two decades of relentless downsizing have removed the negative societal connotations once associated with hop scotching from job to job, and workers are increasingly willing to abandon their job when it is economically convenient. As a result, the concept of employee loyalty has been changed forever.

[4] Furthermore, technology has created a virtual mobility that allows people to work in their homes or other locations, perhaps even in other states or out of the country. This has enormously broadened the range and ensured the privacy of a potential job hunt. There will likely be many additional scholarly explorations on the subject of turnover. 

Consequences of Turnover 

Excessive turnover often engenders far reaching consequences and, at the extreme, may lead to jeopardy of the organization's objectives. There may be a brain drain that negatively affects innovation and causes major delays in the delivery of services and the introduction of new programs. The smartest and most talented employees are the most mobile and the ones who are disproportionately more likely to leave.

[5] For some departments and agencies of government entities, the loss of key employees may negatively impact the quality and innovation of services delivered. As a result, it may adversely affect the satisfaction of citizens/customers.

[6] In governmental agencies or departments the customer includes not only citizens who consume services, but the employees who work there. The human relations department in an agency must provide personnel services and incentive programs that will induce the best workers to stay. It is the job of the human relations department to keep agencies staffed with the skills, inclination, temperament, and willingness to provide high quality service to citizens/customers. Hence governmental units are becoming increasingly concerned about keeping loyal and dedicated workers, reducing turnover, and increasing the duration of employment. Employee loyalty is the underpinning of customer satisfaction with the organization. An enthusiastic and loyal employee will nurture productive working relationships with customers. Consequently, it is better for an organization to keep experienced and productive employees to hire new ones. However, to get and keep loyal workers, the organization must have a long run time horizon. It must invest in its employees through training programs and value them through strong organizational vision. In the face of eroding loyalty, attracting and keeping good people is the key to strategic staffing in all industries and sectors.

[7] Employee turnover is both pervasive and costly. It cuts across every type and size of organization from low tech to high tech and from finance to sales.

[8] While the rate of turnover may vary between companies, sectors, and industries, and by division, function, tenure, gender, race, and performance level within the same organization, there are enormous adjustment costs any time an employee walks out the door.

[9] For example, a Louis Harris and Associates survey pegs the cost of losing a typical worker at $50,000.

[10] Another nationwide survey suggests that the average internal cost-per-hire for an engineer is $4,901, computer programmer $2,500, secretary $1,000, retail sales associate $350, and assembly line worker $300.

[11] The out-of-pocket or visible costs can be categorized as costs of termination, advertising, recruitment, candidate travel, selection, hiring, assignment, orientation, signing bonuses, and relocation.

[12] The cost of replacing a worker is often underestimated, because in addition to visible costs like those noted above, there are many "hidden" costs and consequences of turnover. They include disruption of customer relations, the vacancy cost until the job is filled, costs resulting from disruption of the work flow, and the erosion of morale and stability of those who remain. Further, there is the temporary loss of production and valuable time taken from customer relations while the new hire acquires job skills and achieves maximum efficiency.

[13] One estimate reveals that the cost of voluntary and involuntary employee turnover to American industry--the "find them, lose them, replace them" syndrome--is about $11 billion a year.

[14] What Causes Turnover 

For years management theorists have suggested that the basic functions of management are to plan, organize, direct, and control the operations of their organization. Unfortunately, these functions tell the manager what should be done, not how to do it. Specifically, current labor force demographics suggest that the new diverse workforce will not respond to old traditional management practices.

[15] Consequently, today's managers are faced with a different workplace and workforce configuration than that of 20, 10, or even 5 years ago. They must rethink their staffing strategies for the year 2000--and beyond.

[16] Despite the metamorphic workforce and workplace, effective managers can use a variety of strategies to hire good people, influence and motivate them to perform at a consistently high level, and inhibit the departure of the more highly qualified performers. The key to curbing exits is for managers to gain insight into employees' attitudes by understanding their personality traits and core beliefs and fostering long-term and well-conceived employee development plans. The result of such turnover-reduction intervention may help organizations to improve their retention of valuable people, especially the most enthusiastic, skilled, and proficient ones.

[17] Given the high cost of turnover, investment in a well-executed retention program can yield a high rate of return. Although there is no single answer that explains all the causes of employee turnover, more is being understood about the turnover phenomenon each year. An organization can keep good workers with a holistic long-term retention strategy and the necessary programs and policies to support it.

[18] However, they must first understand the causes of employee departures. Some of the forces that underlie excessive employee separations and rehires are discussed below. 

1. Hiring Practices 

Putting the right people in the right position at the right time and then training them properly is one of the most critical tasks any organization faces. Good hiring and screening practices and effective job matches can expedite the speed with which new hires are moved to their profitable use.

[19] The U.S. Department of Labor estimates the expenses associated with a bad hiring decision may be as much as 30 percent of the first year's potential earnings.

[20] If the mistake is not discovered and corrected within six months, the cost goes even higher. Because of the high cost of employee exits, managers must recruit, hire, and maintain an expert work force with a coherent and comprehensive strategic vision.

[21] They must not only be sure that the hiring criteria are job related, with the new hires having the skills the organization needs, but they must be equally sure the criteria are consistent with the strategies and culture of the organization. The deployment of a built-in reward system for managers and supervisors who keep good people can help achieve that goal.

[22] Excessive turnover is driven by and is the natural and inevitable result of poor management. Overall, organizations fail because of managerial incompetency. Poor judgment, poor communication skills, lack of foresight, and a narrowly focused view of the management job are some of the reasons why managers fail in the human relations area as well as others. 
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2. Managerial Style 

The experience, background, and training of managers appear to have a significant impact on the problem of turnover. Studies show that the backgrounds of managers profoundly impact the mobility of people who work for them. A company's work environment is a reflection of the personality and philosophy of it's leadership. Chief executive officers who have a particular staff function background, say accounting, often are deficient in their knowledge of other functional areas--say production and marketing--necessary to successfully manage and socially integrate the whole organization. They are more likely to have a disparate strategy with regard to energizing, activating, and unifying the different functional areas of the organization.

[23] Furthermore, a manager with a background in finance is more likely to view the organization as a basket of assets that responds only to government's stakeholders, rather than a social institution with a concern for employees. (Stakeholders are any individual, group, or other organization that can place a claim on the organization's attention, resources, or output. Examples of a government's stakeholders are citizens, taxpayers, service recipients, the governing body, unions, interest groups, political parties, and others.) Of course, a manager with a background in production is more likely to emphasize efficiencies in processing and distribution. Such executives tend to have a "myopic" vision by concentrating their efforts on the functional areas that they know best, which often are not personnel activities. They are likely to turn quickly to labor force reductions as a way to solve competitive problems. Such an idiosyncratic view will often weaken the cohesion of the group; cause workers to lose their commitment to the organization and to disagree with company work rules and systems; create tension and conflicts between management and the workforce; and cause general frustration and dissatisfaction among subordinates over the lack of top management guidance.

[24] Managers with myopic vision often experience excessive turnover (churning), and they may end up with an insufficient number of qualified people.

[25] Further, they may not be able to get the most out of those who stay because they do not feel valued. Subordinates may be disloyal; show signs of diminished job satisfaction and poor performance; provide lackadaisical and less personalized service to clients; or when conditions become intolerable, seek to change their employment status.

[26] The result may be organizational stagnation. Dysfunctional managers should recognize that changes in their management style could lead to better retention of employees, better customer service, and enhanced productivity. 

Another factor contributing to turnover is the fact that some managers tend to focus on and manage for yesterday's conditions. They have a vested interest in the status quo because they feel more comfortable about a certain yesterday than an uncertain tomorrow. It is a natural inclination. After all, yesterday's workplace and work environment are where they got their experience, had their success, and is what they know best.

[27] But management is about tomorrow, not yesterday. The workplace, the ways of doing business, and the nature of work are shifting, and organizations and managers must adapt to keep up. Tomorrow's concerns are about changing workforce demographics, galloping technology, advances in generalized knowledge, attitudinal and value changes of the workforce, and corporate cultures that are rich enough to embrace a wide spectrum of ethnicities, personalities, and work styles.

[28] Workforce composition is changing at a maddening pace and management must change with it. For example, changing societal attitudes about gender roles have increased the number of women seeking full-time employment. Women have needs and wants that must be addressed on an individual basis and their quit rates far exceed those of white men.

[29] Similarly, an increase in the percentage of minority workers and evolving immigration patterns have fundamentally altered the make-up of the workforce.

[30] The plethora of workforce composition changes have rendered many employment practices, including controlling the flow of personnel to and from the organization, both archaic and profoundly offensive for some employees. For example, the new diverse workforce does not blindly accept orders. Employees want to be told not only how but "why" they are asked to do things, which presupposes and is conditioned upon a good communication system. They want recognition for what they do and want to relate their work to the larger picture.

[31] As the dynamics of the labor force change, there are other factors that make retention and motivation of the workforce more difficult. Workers decreasingly see subdividing power as a rational way to place responsibility and sustain workplace order. According to Peter Drucker, "...one does not 'manage' people as previously assumed. One leads them."

[32] In today's changing world of information technology, knowledge workers want to feel involved and empowered and cannot be managed as subordinates. They want to feel as if their fellow workers rely on them to do their best every day, that the organization is building on their strengths, and that their ideas do make a difference. Many are upwardly mobile and want more than just a job and a paycheck. They want a fair opportunity to showcase their talents; to be involved in decision making about policies, marketing directions, and operational changes; and to have opportunities for advancement. Many like to manage their own work time with their supervisor's approval.

[33] Lack of Recognition 

Lack of personal and team recognition translates to the employee as a lack of success. Regardless of the organizational level, employees want to feel good about themselves and their work, have a sense of purpose, and to be recognized when they do their jobs well. They want more than the standard pay and benefits package that formed the heart of traditional retention plans. Also, some employees appreciate the challenge by management to grow professionally. They consider recognition as a form of reinforcement and feedback for their accomplishments. There is little wonder why lack of recognition is the number one reason why people leave their jobs.

[34] Organizations that have a positive environment in which there are well-considered programs to award unusually good work, have a much better chance of keeping their employees and enhancing job incumbency.

[35] Projects can be used as incentives or rewards, and training and development programs in the newest technologies can be used to give employees a better quality of life at work. This lets employees know they are important and that the organization recognizes them as multi-faceted individuals with a variety of concerns and needs. It also gives the organization a competitive edge.

[36] Forward looking organizations fight turnover with a panoply of programs, benefits, and amenities that address all aspects of an employee's life, ranging from long-term personal financial growth to permitting employees to volunteer for their favorite charity on company time to flexible work arrangements. For example, Federal Express allows supervisors to confer instant cash awards to employees for quality efforts.

[37] Because of its commitment to find and keep superior people, FedEx has earned the Malcolm Baldrige National Quality Award, the highest recognition of quality that a U.S. Company can receive. 

4. Lack of Competitive Compensation System 

Another parameter of personnel policy--the design of an organization's compensation system--may have a critical impact on its ability to achieve its strategic goals in the human relations area. Overall, a poorly designed wage policy where salaries and benefits are not competitive can lead to turnover. Workers expect tangible rewards for good work and they like to be paid or receive financial rewards commensurate with their worth to the organization. For this reason, the organization's objectives and philosophies about what it will pay workers, as well as concerns about pay equity within the organization and in relation to other organizations, must reinforce and reflect the organization's culture, external environment, and business strategy. 

In addition, employers should recognize that a person's earnings subliminally serve as an indicator of power and prestige and are tied to feelings of self-worth. For many workers, earnings are a barometer of their value to the organization. Earnings and pay incentives can make workers feel that they have a vested interest in the organization's collective success, heighten their sense of self-worth, and cement their commitment and loyalty. In other words, compensation affects a person psychologically as well as economically and sociologically.

[38] Hence, integration of an employee retention program with a good compensation strategy, and constant review of both of them, is a management imperative.

[39] Otherwise, the natural and expected result will be an excessive number of employee separations. Key employees will be lured away by competitors with promises of higher pay, variable pay programs, idyllic surroundings, state-of-the-art equipment, and incentives to sign on for entry level positions. The consequences can be devastating for an organization.

[40] 

5. Toxic Workplace Environment 

Creating a positive and upbeat work environment that nurtures trust and imbues workers with a sense of common purpose is not easy.

[41] Employees want a feeling of belonging and security. Their decision to stay or leave may depend on working conditions, the characteristics of the employer and the "toxicity" of the work environment. While employee allegiance and devotion are not automatic anymore, if there is a positive work environment that is enriching and rewarding to employees, in which they have an affinity for those around them, they are more likely to stay and to energetically participate in the organization's activities.

[42] Often the difference between successful and mediocre organizations is employee motivation. Motivated employees are enthusiastic about the organization, their own personal development and long term potential, what they can do for the organization, the development and maintenance of a customer base, and the creation of innovative products or services.

[43] According to Jefferey Pfeffer, several studies reveal that "--companies that manage people right will outperform companies that don't by 30 to 40 percent."

[44] Organizations can develop policies and programs to enhance the skills, competencies, and intellectual growth of their employees to give them reason to stay and to achieve their career aspirations. The signs of a toxic workplace are:

[45] 1. When an organization requires people to choose between having a life and a career. 

2. When an organization treats people as if they are a factor of production. 

3. When an organization looks at its people and sees them as costs, salaries, benefits, and overhead. That is, some organizations do not see their employees as assets. 

Under these circumstances management needs to recognize that the alternative to creating a productive work environment is continuous supervisory headaches, stifling of innovative ideas, misplaced energy, and the continuous loss of good people. For most organizations, employee departures mean the deprivation of knowledge and the loss of cumulative skills and experience.

[46] This will eventually translate into poor morale, declining loyalty, dismal production, poor customer relationships, and additional stress for those who stay. 
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It is axiomatic that organizations can never eliminate all turnover. Even when managers do all the right things, there will be some ongoing recomposition of the workforce. Expansion and contraction due to retirement or medical reasons, spousal transfers, a change in career goals, a return to school, or movement to be near an aging parent are inevitable and predictable. Furthermore, in the natural course of events, organizations and jobs are born, they grow, they mature, they decline, and they die.

[47] However, this is no excuse for management to close its eyes to turnover. As long as the organization, and its management, ignores the turnover problem, it will not be able to reduce it or its negative effects on itself and its customers. 

Despite the inevitability of turnover, many experts believe that managers can adopt appropriate turnover reduction programs and enhance job survival because the majority of employee resignations occur for common and avoidable reasons. Some organizations alleviate their vulnerability with sound employee development programs and good employee relations. They provide the tools which allow workers to develop their careers and gain a palpable sense of personal achievement. In other words, they create an environment in which employees want to stay. To foster good employee relations, managers must demonstrate a character-based approach to the employer-employee relationship. They must show commitment and respect and provide fair, equal, honest, and consistent treatment to all employees. Further, they must demonstrate integrity and honesty at all times.

[48] Finally, managers must create a consistent culture and utilize an effective two-way communication system through which organizational vision and values are imparted uniformly to employees. Managers should share details about what the agency is doing with employees. This requires that management diligently collect and format relevant information and present it to employees clearly and forthrightly. They must also listen to and understand what employees are saying and experiencing, and give employees the freedom to air grievances about management decisions without negative consequences. Good communication through vision statements, newsletters, structured dialoguing, and other media are necessary if managers are to attract, retain, and motivate high quality and productive employees.

[49] Conclusion 

Today's boss must provide strong leadership in an environment where technology is growing at a runaway pace, change is constant, and uncertainty is never ending. They must achieve organizational profit and other goals with an increasingly diverse workforce whose attitudes and values have changed greatly from the previous generation. Managing today requires ingenuity and strategic wisdom to a greater degree than at any time in our history. 

Managers must keep in mind that employees are the major contributors to the efficient achievement of the organization's success. They must hire and train the right people, adapt their managerial style to today's worker, provide recognition and pay for superior performance, and create a nontoxic and productive work environment. Those managers who cannot or refuse to change face the prospect of excessive departures that can imperil the business strategy and be ruinous to the performance of their organization.

