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INTRODUCTION

1. Major reforms in public sector management have been underway in the national governments of
most OECD Member countries for more than a decade. These reforms have resulted in a variety of
changes to the conditions, structures and expectations governing employment for public servants and the
ways they carry out their jobs (e.g., via customer-service initiatives, results-based versus compliance-based
accountability, contract employment, corporatisation, competitive tendering). However, the reform trend
that is having, arguably, the greatest effect on the individual public servant and the culture of many public
services is the trend toward a smaller public sector workplace and the emphasis on providing better and
more efficient programmes and services with fewer resources -- a trend that has become commonly
referred to as "downsizing".

2. Broadly speaking, from the 1950s to the 1980s a career in the public sector was seen as offering
substantial job security. While this is still true in some OECD countries, it is becoming less so in most.
The internal labour market of the public sector is gradually moving toward its private sector counterpart in
considering an occupation to be a part of a business environment subject to changing needs from its
workers, shifting job requirements and a need for workers to be flexible and replaceable. The business of
"downsizing" has been written about, as has the best means for retooling and reshaping the workforce to
meet changing needs and dealing with termination of employment in ways that do not undermine the
productivity of the rest of the organisation.

3. There is a perception that the public sector is not good at making large-scale workforce
adjustments -- especially in the area of downsizing. The literature on downsizing and the case studies
provided later in this report suggest conceans related to issues such as lack of experience and
management capacity in managing large-scale organisational change, cultural issues related to expectations
of long-life employment and job tenure, and the political nature of public sector management promoting
short-term solutions to fiscal and organisational constraints.

4, Despite these concerns, models and lessons for good change management as regards workforce
adjustments can be found in the experiences and successes, and indeed even the failures, of public sector
organisations. Good practices in this area are important to the extent that links can be made between good
change management and organisations that achieve and sustain their reforms goals, and poor change
management and organisations that fail to achieve their goals or may fail to sustain the achievements over
time. The literature on workforce restructuring indicates that that where workforce restructuring and
downsizing is managed well the result can be improved productivity and cost effectiveness, more
employment stability for those workers that remain, and improved management capacity for dealing with
new organisational and staffing structures. Where such reforms are managed badly, the literature provides
that problems with morale, productivity, and general workforce capacity may deteriorate, seriously
impairing the ability of government to operate effectively and efficiently and may threaten the
sustainability of restructuring over time. It is reported, for example, that poorly managed downsizing can
create (or reinforce) a professional culture that is risk averse and innovation-feafing. examples

1. Robert Tomasko, Downsizing, American Management Association, New York, 1987.
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provided in the case studies indicate that workforce adjustments, and particularly staff reductions, do result
in “ripple effects” in management and performance across an organisation.

5. Decisions for undertaking, structuring and administering programmes aimed at workforce
adjustment -- particularly reducing the size of the national public sector -- will vary considerably from
country to country based on a variety of political, economic and structural priorities. This report does not
address issues of whether or not governments or organisations should engage in workforce restructuring.
Nor does this report in any way promote downsizing gseéerred alternative to achieve reform goals.
Simply, this report seeks to highlight a number of common features that, from a hescamce
management perspective, may offer lessons and ideas for developing and implementing change
management in those public sector organisations that choose to undertake staffing reductions and other
workforce restructuring measures as part of their reform agenda.

6. This paper provides an overview of the activities of Member countries with respect to workforce
adjustments, and particularly, staff reductions. The paper is organised around two principal information
sources. First, this paper reports the results of a survey of policies and priorities for workforce adjustment

in the national governments of OECD countries. The main issues and trends from the survey are discussed
in Chapter 1; summaries of the actual country responses are provided in Annex 1. Second, two country
case studies draw on the experiences and lessons-learned by Sweden and the United States in undertaking
large-scale workforce adjustments programmes as a part of wider government reforms aimed at reducing
cost and increasing the efficiency and effectiveness of government programmes and services. The case
studies are provided in Chapter 2 (Sweden) and 3 (United States).

7. In reading the case studies, it is important to note that it offers only selected examples from a
broad range of departments and agencies that have undergone major workforce adjustments. It is not the
intention of this report to praise or criticise any particular organisation or approach, nor does is there an
intention to promote particular models to be transplanted into other organisations. Robert Tomesko in a
series of case studies of private sector organisations undergoing downsizing noted that where organisations
made mistakes or ran into barriers, it was usually done honestly, often because of crisis pressures or a
perception that they lacked alternati?e3he same is true of the organisations discussed in this report.
Indeed, it is the honest portrayals by managers of the difficulties inherent in workforce restructuring that
may offer the greatest learning value to other organisations. It is our intention that executives, managers
and other policy-makers focus on the general principles behind the examples and assess who how those
principles can be applied to particular organisations facing restructuring and to stimulate thinking about
the range of alternatives.

8. The specific information contained in this report is based on the interpretation of the authors.
While every attempt is made at accuracy, any errors or omissions are solely the responsibility of the
authors. Moreover, the analyses and opinions provided in this report are solely those of the authors and do
not propose to speak for or represent the views of the governments or organisations discussed.

2. Robert Tomasko, Downsizing, American Management Association, New York, 1987.
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CHAPTER 1: AN OVERVIEW OF WORKFORCE ADJUSTMENT TRENDS
AND PRACTICES IN OECD COUNTRIES

The Study

1. During 1996-1997 the OECD Public Management Service undertook a survey of workforce
adjustment trends in the national administrations of OECD countries. The purpose of this survey was to
identify whether and to what extent governments were undertaking workforce adjustments, including
workforce reductions, as part of broader public management reforms. The results of the survey are
reported below, offering an overview of the range of policies and practices being used across OECD
countries and an analysis of the main trends. For purposes of this report, workforce adjustments include,
for example, policies and practices related to staff reductions, hiring freezes, mobility opportunities, re-
deployment, and programmes to re-train and re-skill workers. The survey was sent to the central
management departments and agencies in national governments that have responsibility for workforce
management programmes. The initial round of survey information was collected in 1996, and the
information was subsequently updated in the Fall of 1997. The survey information is supplemented by
two country case studies (Sweden and the United States) offering practical insights into how some of these
policies and practices are being used to achieve workforce adjustment goals. The survey results are
provided in Annex 1.

Introduction

2. The national public administrations of OECD countries offer both similarities and contrasts in
their approach to workforce adjustments and, particularly, in their approach to workforce reductions. On
the one hand, pressures for more efficient government have resulted in a rapidly changing environment
and a common set of constraints and challenges for carrying out the business of government within
resource limits.  On the other hand, variety between countries in human resources policies
(e.g. employment conditions, management flexibility, performance orientation) often result in different
solutions to similar problems (e.g. government modernisation, fiscal control).

3. Where national governments are seeking to modernise and rationalise the public sector
workforce, policies in OECD Member countries appear to fall into two broad categories. In some cases, ,
reducing the number of public sector workers appears to be both a means and an end. Government is
viewed as overstaffed or too expensive, and needs to be “downsized” or “rightsized”. Although
downsizing is part of a larger reform agenda, such as fiscal consolidation, it is not linked explicitly to
organisational reforms aimed at redirecting the scope and organisation of work. In this context,
downsizing tends to be ‘numbers-driven’ focused on achieving staff reduction targets through means such
hiring freezes (not replacing workers that leave). There is a concern, though, that numbers-driven
reductions that are not linked to organisational reform carry risks for good management and organisational
capacity, and produces rigidities that hinders rather than contributes to efficiency gains. How can
government keep pace with new skills if recruitment is frozen? How can redundancies be spread sensibly
to allow new staffing needs to be realised?
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4, Faced with such questions, other countries have adopted a more “managerial” approach to
workforce adjustments that seek to balance the need to achieve staffing targets with the need to ensure
organisations maintain the needed skills and capacities to carry out their work. In this latter case, staff
reductions flow from broader policies to reorient or restructure public service organisations, allowing
organisations to better target workers, occupations or particular departments for re-training, redeployment,
reduction or other staffing adjustments. The idea is less about focusing on the overall size of the public
sector workforce, but more toward facilitating change in the context of achieving greater organisational
efficiency and effectiveness.

Frameworks for managing staffing levels

5. The national public administrations of most OECD Member counsaiesfacing similar
constraints, particularly in terms of the need to operate the public sector with fewer resources. There is a
widespread determination to control or reduce public expenditures to contribute to fiscal consolidation. As
the public sector paybill represent a major share of a government’s operating budget, initiatives to reduce
the size and cost of the public sector workforce are either seen as a direct méans pablic
expenditure, or included in a programme aiming at improving public expenditure efficiency.

The common goal to ‘rationalise’ staffing levels

6. While most OECD countrieare interested in reforms aimed at rationalising the size and
structure of the public sector workforce, there is less consensus as to the pace and content of such reforms.
Workforce adjustment policies can be distinguished based on whether they take a passive approach or an
active approach. In some countries, policies focus on more passive measures to curb growth in the public
service workforce, rather than on making significant reductions in the number of existing staff. This type

of policy may be preferred because public service has strong job security and tenured employment. This
type of approach prevails mainly in countries withcareer-basedpublic service (i.e. life-long
employment with a single employer). This type of strategy can be found most notably in continental
Europe (e.g., Belgium, Greece, Italy and Turkey).

7. Mexico and lIreland pursued policies based on workforce stabilisation or more moderate
efficiency-types gains rather than broader workforce reductions. For example, in Ireland the reductions
were in the range of two per cent in 1997. Switzerland has also opted for stabilisation along with a two
per cent cut in personnel expenditure in 1997.

8. Australia, Canada, Finland, Hungary, Norway, Portugal and the United States have introduced
more active workforce reduction programmes of various levels of intensity. Some are on a nhational scale,
as in Canada where a 16 per cent reduction in federal staffing levels was planned for the period 1995-1998.
In other cases the policies are more devolved, as in Australia. There, reductions are focused on overall
cost-cutting targets which allow agencies to tailor reduction targets to their needs and budget levels;
however, central guidelines ensure that devolved practices remain consistent within overall administration
policies.

9. Active workforce adjustments are also taking place through shifting government programmes
(and their workers) from central government into other levels of government or into public enterprises. For
example, in the Nordic countries workforce reductions occur mainly by transferring staff to other sectors
by converting government services into public enterprises or privatising state-owned enterprises.

10. Trends in workforce adjustments can also be distinguished by whether they are broad-based or
sector-specific. In Norway, for example, staff reductions have been specific to the defence-related
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agencies and public companies. Spain’s policy is based on five sectoral employment plans that cover the
Post and Telegraph, National Employment Institute, Tax Collection Office, civilian staff in the Ministry of
Defence, and CIEMAT (a body reporting to the Ministry for Industry and Energy). In the United States, a
broad-based workforce reduction programme implemented in 1991 initially focused on civil defence-
related agencies, but was later extended across the national government as part of the “Reinventing
Government” initiative.

11. Another group of countries, including Denmark, Finland, Iceland, New Zealand, the United
Kingdom and Sweden, have implemented broad-ranging workforce adjustment programmes with specified
targets. In these countries, workforce reductions have resulted from reforms aimed at creating a more
“management-oriented” public service. The central goal is to rationalise the provision of government
services and tailor them to organisational requirements, rather than focusing on “downsizing” via pre-set
staffing targets. In most cases, rationalisation has led to a needs-driven staffing reductions. In some of
these countries privatisation and an increased focus on competitive tendering and outsourcing have a direct
impact on the size and structure of public sector employment. In New Zealand and the United Kingdom,
public service rationalisations has emphasised reducing surplus staff.

The legal environment: varying degrees of flexibility

12. Differences in policy are only part of the story in identifying trends in public sector workforce
adjustments. Implementation strategies also vary considerably between countries. Some governments put
priority on reaching agreement with labour unions to gain support and a degree of social consensus before
undertaking major changes in the public sector workforce. Such agreements have been reached in
anticipation of redundancies (as in some Westminster-type countries) or changes to service conditions (as
in the Nordic countries). During the 1990s, collective agreements regarding workforce adjustenents
signed (at either central or devolved level) in Australia, Canada, and the Netherlands. In Sweden, a major
public sector collective bargaining agreement on employment security complements national labour laws.
In most of continental/Mediterranean Europe, Mexico and the United States, the official rolerafithe

unions is primarily advisory or consultative, with legislation as the main vehicle for implementing
workforce reduction policies. Differences in approaches may stem from the differing legal cultures across
countries, and is also reflective of the differences in cultures regarding the relationship between
government and the labour unions.

13. In comparing staffing systems generally within the national administrations of OECD countries,

a distinction may be made between “career-based” (life-long tenure) and “job-based” public services. The
majority of OECD countries appear to operate with career-based systems. On close inspection of staff
reduction policies, the information collected in the survey also reveals that there is a similar distinction

that can be made between countries with a “job-type rationale” and those with a “career-type rationale”.

Closely related to career structure is the legal culture that underpins the staffing and administrative
systems of national administrations. These variables are key in understanding the differences in design,
implementation and priorities for workforce adjustment programmes in OECD countries and discussed in

relation to each of the topics that follow below.

The career rationale and the job rationale

14, The job-type rationale assumes workers are hired to carry out a particular function, but if that
function ends or changes, there is no guarantee (or obligation) for continued employment. However, the
worker has some protection through various forms of ‘compensation’ such as a period of notice before
dismissal and redundancy payments. The career rationale assumes that public service employees will
generally be recruited to service olifalong basis and will be offered another position within government
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if posts are cut. Indeed, both rationales can be found in a single country, such as when staff are not all
subject to the same legal regime (e.g. tenured versus non-tenured civil servants, use of employment
contracts).

15. In the national administrations of many OECD countries, particularly in continental Europe,
many categories of staff have protection against the redundancies generated by programmes to identify
surplus staff. Dismissal is seldom used and then it is primarily a disciplinary measure. The situation is
different for untenured public servants. In Austria, for example, a probationary period allows public
servants to be dismissed without reason during the six months following appointment. In Germany, public
servants (as opposed to workers under contract) have full job security. While collective agreements allow
for staff reductions among contractual staff, public servants have life-long employment and the only
reductions in a department come from natural attrition (i.e. retirement, resignation). This accounts for
small annual fluctuation in staffing levels of approximately 1.5 per cent.

16. In Spain and Portugal, service conditions provide considerable protection against jMiHess .

a post is cut, the public servant may be placed on ‘non-active status’ but will generally not be dismissed.
Ultimately, the government is obliged to offer another post. The implicit relation here between public
servant and government is not just an “economic” link between employer and employee: the public
servant assists the government in exercising its authority, and in exchange the government offers material
security and hence a career for life. a@st is suppressed, the only option is in-placement. In this case,
governments has duties as an employer exceeding those of private-sector employers. In ltaly, which has a
traditional career-based public service, staff on suppressed positions may be put on ‘leave of absence’ for a
maximum of three years. At the end of that period, staff who have not found a post in another government
department via mobility programmes (voluntary or otherwise) are dismissed.

17. The legal obligations of a government towards its st&fless restrictive in systems based on

the job rationale. Here the duties of a public service employer are closer to (or even the same as) those of
a private sector employer. However, it is worth noting that generally even public services under the job-
type systems offer more protection to its workers than private sector employers. For example, in Australia
‘redundant’ staff have a seven month notice period during which time they continue to receive their salary
as active government employees and may use the time to build their skills and seek new employment;
immediate dismissal based on redundancy is legal is very rare in practice.

18. The rules for identifying staff as ‘redundant’ are relatively similar across OECD countries:

» The post-holder must be officially notified of the redundancy, as is the case in the United
States, Sweden and the United Kingdom.

» There may be a period of notice. For example, in Canada, workers receive six months notice
on full pay; in Sweden workers may receive up to 12 months on full pay. Notice may vary
according to age and length of service. In Australia, staff aged over 45 or with more than 20
years service receive 13 months notice.

* A redundancy payment is usually made. This may consist of a lump-sum payment in
exchangdor immediate resignation or retirement (rather than living out the term of the notice
period), often with additional formula-driven payments based on length of service. The
amount of the redundancy payment varies substantially between countries.

19. Canada’s Early Departure Incentive Program offers an example of a redundancy scheme that
sets out financial incentives for voluntary resignations. Under this system, officials receive a redundancy
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payment based on length of service, plus a fixed lump-sum payment, which is increased for those with
more than five years of service. Additional weeks of salary may also be paid based on age and years of
service.

20. New Zealand provides an example of a kind of the more extreme end of the job-type rationale
where the terms of employment vary depending on the type of contract. Conditions governing the end of
the contact period are based on what is negotiated into the contract terms and the employment courts.
Similarly, Iceland shifted to a job-type rationale and since 1 July 1996 officials whose posts have been cut
are no longer entitled to an equivalent position or priority placement, as was formerly the case.

Definitions of surplus staff

21. Legal definitions of identifying staff as “surplus” vary between countries, if they exist at all.
Therefore, it is difficult to identify any trends. In Australia and Norway, staff can be declared “surplus to
agency requirements” using legally defined procedures, or they can be declared “potentially surplus to
agency requirements” (in which case they may be redeployed, but will not have priority status for
positions). In Canada and the Netherlands, a function or post must be cut before an official can be
declared “surplus” to requirements. The unions may be involved in negotiating over which staff are
declared surplus, such as in Sweden. Moreover, there is variation between countries on the type of criteria
used to identify which workers will be made surplus. In some cases, selection is based on merit (e.g.,
Canada), and in others length of service is the main factor or, more commonly, length of service in
combination with merit (as in the Netherlands, Sweden and the United States).

22. In some countries, the designation is particularly important because staff mdetléed
surplus in order to be eligible for early departure incentives or other government programmes to assist
workers in finding new employment (e.g., Canada, Norway, and the Netherlands).

23. The majority of OECD countries do not report a standard definition of surplus staff. Switzerland
does not have general regulations in this area, nor does the United Kingdom (although departments and
agencies are expected to use consistent and uniformly applied criteria.) In Spain, Employment Plans are
developed on a case-by-case basis to specify the criteria that will be used to reassign workers in terms of
skills, training, experience and length of service.

Applying staff reduction policies

24, Maintaining control over overall staffing levels in the public sector is reported as on the agenda
in most OECD countries. The survey shows that legal possibilities for “rationalising” the wonioyce
between countries. That said, the policies pursued are similar in some ways -- for example, most countries
give priority to not systematically dismissing staff. However, as with the laws, the national contexts vary
considerably in the amount of flexibility in designing and implementing staffing practices at the central
level and with managers. As a results, there are both converging and diverging trends in applying staff
reduction policies.

Converging trends: a common interest in preserving jobs

25. As discussed earlier, analyses of the workforce adjustment systems described in the survey
indicate to two parallel trends: 1) a tendency to operate on a job-type rationale for dismissing public
sector employees (without formal guarantee of another post); and 2) to redeploy officials within the public
sector in career-based systems (in such countries leaving the public service is not encouraged and no
allowance is payable on dismissal). But in practice these opposing positiensot so clearly
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differentiated. In most cases, OECD countries seek as far as possible to protect jobs for public sector
workers or at least to find alternative solutions to large-scale redundancies. Redeployment within the

public service is often possible and, moreover, is often promoted by programmes to give redundant
workers priority status in applying for vacancies within the public service. Indeed, these are the only legal

alternative to dismissal of established staff (although early retirement is sometimes available).

26. The close involvement of trade unions in the public sectors of many OECD countribsanay

on this determination to give priority to job stability in the public sector. Union participation in staff
reduction policies is the rule in most OECD countries, whether in the form of consultation or negotiations.
In some countries unions play an important part in policy-making, as for example in Norway.

Help for staff redeployment

27. Most countries have established systems to encourage redeployment of redundant workers. In
systems with no provision for redundancy, redeployment of staff is designed to avoid long periods of non-
active status or dismissal. Depending on the administrative traditions and the flexibility of the labour
market, redeployment may be solely within the public service or may also offer access to the private sector
(such as through re-training or transition programmes to help employees adapt to new jobs). Canada and
the United States have also sought to encourage employees to leave quickly by offering incentive
payments. For example, in Canada, officials who have been made redundant can opt for “a payment in
lieu of employment”. If they refuse the “payment” they can keep their official status and continue to
receive a salary for up to twelve months. Incentives of this type appearaelka OECD countries and

most countries only pay compensation for loss of employment under fixed (unilateral) arrangements that
function more simply as “severance” than as an “incentive” for departure.

28. Countries with career-based public services encourage mobility within the public service rather
than exit from it. This is thease in France, Belgium, Germany, Spain, Portugal and Turkey. Mobility is
sometimes backed by training programmes to equip staff to take on new jobs. In Franaes gliafin

personal assistance and financial assistance for relocating geographically for a new job. In these countries
staff are generally given priority status when filling vacant posts.

29. Internal redeployment is found in some public services which have evolved in a “managerial”
direction, although government here does not have the same level of obligations. This is the case in
Australia where employees designated as surplus to agency requirements are given priority over their
colleagues for appointment to any jobs at the same level. In Canada, excess staff are given priority when
filling internal government vacancies and benefit from advisory services for redeployment. Similar
provisions are reported in the national administrations in Mexico, Norway, the Netherlands, the United
Kingdom and the United States. These programmes generally include measures to encourage the training
and adaptability of surplus workers in seeking new job opportunities. In Sweden, due to the high level of
managerial devolution, mobility is generally sought within, but not between, agencies. In seeking
mobility assignments, the worker is often required to take positive action to seek out opportunities. For
example, in Switzerland, failure to be proactive can lead to dismissal without compensation and there is no
priority placement for vacancies.

30. Most countries support mobility within the government. However, some governments operate
on an even broader principle of labour market flexibility where staff may freely move within the public
sector and between the public and private sectors. This is the case in New Zealand, for example, which
sought to unify its labour market as from the beginning of the 1980s. In terms of mobility bnotder

context, emphasis is on using mobility as a means for training and professional development.

10
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Recruitment freezes

31. Hiring freezes are another strategy used in OECD countries to reduce public sector employment
levels without redundancies (voluntary or involuntary). In general, this means stopping (or limiting)
external recruitment, resorting to the labour force available and leaving vacant posts unfilled and
eliminating the posts. In recent years there have been recruitment freezes in many OECD countries. In
Belgium a freeze has been applied across the board for loweplestsl In Greece, outside recruitment

has been largely frozen providing that only one official may be recruited for every five vacancies.

32. For most OECD countries that elect to use recruitment freezes, some degree of flexibility is
provided. For example, in Spain one quarter of vacant positions may be filled. Similarly, in Portugal, a
“total” freeze applied since 1982 actually allows a certain number of critical posts to be filled each year. A
complete freeze would indeed threaten organisational flexibility and undeboihe efficiency and
effectiveness of government programmes.

33. There are many potential management problems associated with hiring freezes -- even those that
allow for some degree of flexibility. The nature of attrition means that agencies cannot control which
posts will be left vacant and whether it will be possible to ensure key posts remained filled with qualified
staff. Moreover, modernisation and changing service demand requires creation of new jobs based on up-
to-date skills that may not be readily available in the remaining workforce requiring properly qualified
staff. Total or partial freezes may also result in a stagnant workforce that lacks the injection of new skills
and ideas. In this regard, inter-governmental mobility programmes may be an important complement to
policies to freeze recruitment. Although there may be benefits in examining whether individual vacant
posts should be filled (indeed, this would be considered part of a good strategic management programme),
across-the-board hiring freezes have been purposely avoided by a number of countries (e.g., Australia,
New Zealand, the United Kingdom) due to the potentially negative effects on management and the
workforce.

34. Freezes on recruitment are found at both the central and department and agency levels. In
France, the decision whether or noffiteeze recruitment to vacapbsts is taken by the Ministry for the
Budget; however, in Australia, New Zealand and the United States such decisions are taken at the agency
level. Even so, objectives agéneral procedures may still be set at central level. Budget reductions for
agencies may also have an incentive effect on the choices and the amount of flexibility in this regard.

Encouraging early retirement

35. Employment conditions and political considerations will effect the choice of strategy and options
for achieving workforce restructuring and reductions. The composition of the workforce itself is also a
key consideration. Public services with a large population of workers over age 50 or that nedhicéo
management layers, may wish to use retirement incentives, particularly early retirement incentives, as a
voluntary means to effect reductions and restructuring.

36. Early retirement incentive programmes are generally authorised only under special conditions
(such as during a period of workforce adjustment) and may require special authorisation by a central
management agency (such as the Ministry of Finance) or legislative bodies. In Norway, early retirement
can only be used as part of restructuring measures and must be authorised by the Parliament. Belgium has
also encouraged early retirement when faced with cutting public geb&r In the United Statesarly
retirement incentives are widely used as a means for reducing staff numbers. The authority to approve
early retirements is centralised in theS. Office of Personnel Management, which has periodically
delegated this authority to departments and agencies for limited time periods during periods of

11
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restructuring and staff reductions. Indeed, in some cases (as in the United States), early retirement
incentives are structured to serve as a clear alternative to workers layoffs or policies to promote voluntary
attrition from younger staff.

37. Where early retirement incentives are used, the incentives programmes and rules governing
eligibility vary between countries. The age for eligibility varies from age 50 to age 65. Senitityf of

and length of service requirements also differ between countries. Special conditions are often attached to
the offer, such as requiring that the retiree not become re-employed elsewhere within the public service.
There is also variation between countries on the pension incentives. In the Netherlands and the United
States, the amount of the pension is reduced if taken before reaching full retirement age. In Canada,
pensions are paid in full with various allowances (salaries for the non-expired part of the priority period
for excess staff, service allowance, leaving allowance).

38. The question of whether early retirement should be the main way of reducing staff numbers
remains open. From a managerial perspective, there is a serious concern that it promotes the loss of
experience and expertise -- an issue highlighted often in the case studies provided later in this report. In an
economic context, it offers short term savings to government agencies (particularly as older workers are
likely to be higher paid), but places a substantial burden on the pension system (often an unacknowledged
cost to government). There is also a problem of equity and discrimination. Is it legitimate for age to be
the primary criterion for redundancy? In New Zealand it is planned to abolish outright the legal retirement
age as from 1999 and make eligibility a function of number of minimum age and number of years of
service. This orientation makes the idea of “early retirement” essentially meaningless.

39. It is important to note that many countries do not offer early retirement schemes. Germany,

Austria, Denmark, Finland, Hungary, Ireland, the Czech Republic, Turkey and New Zealand make no

reference to such arrangements. Neither is early retirement to be found in the French public sector.
However, France does provide for special leave on termination of employment and for arrangements for
leaving on a gradual basis. In ltaly, while early retirement is possible as from age 57, no financial

incentives are provided. The conditions imposed are also quite strict: to retire at age 57 contributions
must have been paid for 35 years.

The role of central government

40. In several OECD countries, control over policies as regards the evolution of the workforce
remain in the hands of finance ministries -- if only through the control exercised over departmental and
agency budgets. This is particularly the case in Austria (since 1997), the Czech Republic, Finland, France
Iceland, Ireland, Mexico, Switzerland and the United States. The degree of supervision varies between
countries. In another group of countries supervision of workforce adjustment policies is primarily in the
hands of a ministry for public service (often part of the Ministry of the Interior), as in Belgium, Italy,
Portugal and Spain. In Greece, the Interministerial Committee exeitdseentrol jointly with the
Ministry of Finance.

41. In another group of OECD countries, responsibilities for workforce adjustment has been
entrusted to a public service oversight committee. This is the case in several Westminster-type countries
including Australia, Canada and New Zealand. Hungary is also planning to set up a system on this model.

42. In OECD countries, central government appears consistently to be involved (to a greater or lesser
degree) in measures to reduce public sector staffing levels, while the autonomy of individual agencies in
this regard varies considerably. The administrative tradition of each country is crucial in this regard. In

the Netherlands and the United Kingdom, for example, where jobs are generally managed on a more
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decentralised basis, recruitment and management of surplus staff remains in the hands of the agencies. In
the United States, agencies have substantial autonomy in managing reductions, but must submit measures
for review to a central management agency.

Towards more flexible work organisation

43. The survey indicated that many OECD countries had put in place a variety of different policies
and practices for promoting a working environment that is flexible and adaptable to the needs of
employees and employers. These included:

» use of part-time work (Austria, Belgium, Canada, Finland, Iceland, Italy, Netherlands, New
Zealand, Spain, Sweden and United States). In Austria, part-time work is presented as a way
of helping staff to adapt to new jobs.

» tele-working (Canada, Netherlands and New Zealand).

» use of flexible working hours (Belgium, Canada, Finland, Italy, New Zealand, Netherlands,
Sweden and United States) and four-day work-weeks (Belgium, Canada and Netherlands).

» work-sharing (Canada, Finland, Italy, Netherlands, New Zealand, Sweden, and United
States).

44, Other programmes to aid workforce adjustment mentioned in survey responses included
counselling, particularly on career development (e.g. Canada, New Zealand, United States), and a wide
variety of development and re-training programmes. These types of professional support and development
programmes (also discussed in the case studies provided later in this aepaofjen linked to staff
redeployment efforts to help workers be better prepared for seeking and finding new employment. Indeed,
such programmes are inseparable from efforts to unify the labour market and to help satisfy individual
needs and make skills more mobile.

Conclusions

45, Policies for workforce adjustments, and particularly staff reductions, face a number of obstacles.
In many OECD countries, rigid career systems by their very ndimie the scope ofworkforce
adjustments. As a result, these countries have tended not to view staff reductions as a specific problem to
be approached by active restructuring. These countries have tended to make use of passive measures for
adjustment such as hiring freezes and natural attrition as a way to stabilise or reduce employment levels.
In some countries such measures have been linked to mobility, redeployment and training programmes, as
well as flexibility to fill key posts, in order to ensure organisations remain appropriately and sufficiently
staffed. At the same time, a number of countries have taken on more active programmes of reducing the
size of the public sector workforce through voluntary departure incentives, involuntary layoffs, and
transferring functions to other sectors of the economy. Such programmes have often been linked to a
variety of support programmes to assist workers in finding new employment or by giving them priority
placement and career assistance to find new jobs in the public service. The case studies which follow also
indicate that large-scale staff reductions are also generally linked to organisational restructuring and re-
directing programmes, whereas small scale staff reductions (linked to efficiency-type gains) may occur
without substantial organisational reform. In conclusion, though, it is fair to say that they survey results
indicate that, in practice, most countries have given priority to minimising job loss, where possible, for
their workers. Programmes for priority placement, mobility, and re-training appear to be afesjutar

of more active programme geared at reducing overall employment levels.
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46. From a managerial perspective while both job-type and career-type systems may have similar
bottomline priorities, there is a key difference in the amount of flexibility the systems offer in managing
the workforce to carry out the business of government. Hiring freezes, untargeted attrition and early
retirements may appear to offer a ‘friendly’ means of achieving reduction, but over time may tie the hands
of managers and employees alike through a stagnant workforce and inflexible policies for filling key
positions. On the other hand, when the decision is taken to make use of more proactive means of
reductions, it is clear that they must be accompanied by supportive programmes for the affadteds

by job loss, as well as identify possibilities to retain the skill and expertise of surplus workers in other
parts of the organisation.
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CHAPTER 2: FROM REDUNDANCY TO NEW EMPLOYMENT:
THE SWEDISH EXPERIENCE WITH "WORKFORCE ADJUSTMENTS”

Introduction

1. In seeking promising practices in the area of management tools for restructuring the workforce,
examples found in the Swedish State Sector often come to the fore. With nearly a decade of experience
with organisational and structural changes and the resulting workforce adjustments, including staff
reductions, Sweden’s national government has a track record of success in building innovative
programmes to support the people side of managing change. Built in partnership with unions,
programmes for staff reductions, in particular, are based on principles of employment security that seek to
balance government's need for rapid and conclusive restructuring with a strong social conscience on behalf
of those workers facing unemployment or redeployment. The purpose of this report is to identify the tools
public sector managers have at their disposal to implement workforce adjustment programmes (based on
the views of practitioners such as managers and union officials), and draw from these experiences,
promising practices in the field of public sector workforce adjustments.

2. This chapter is organised in four parts:

* public sector employment and restructuring in Sweden in the 1980s and 1990s;

» Swedish labour law in Sweden and the legal basis of employment security;

» case study examples of downsizing programmes from three State Sector authorities; and
» discussion and conclusions of promising practices based on the Swedish experience.

3. The case studies provided in Part 3 of this chapter offer examples of workforce adjustment
programmes stemming from closing down an organisation and reorganising it into new State Sector and
commercial organisations (National Bacteriological Laboratory), diminishing the size of an organisation as
part of reorganisation and restructuring (Agency for Administrative Development), and closing down
selected parts of an organisation to increase efficiency in response to commercialisation (Swedish Rail).

Part 1. Change and Restructuring in the Swedish Public Sector

4. Approximately one-third of the workforce (1.3 million) are employed by the public sector in
Sweden. The great majority of these public sector workers are employment by local government which
maintains responsibility for primary school education, health care and municipal governance. The State
Sector (the national administration), which is the focus of this case study, employs 20 per cent of the
public sector workforce, or nearly 250,000 people.

3. The information provided in this report is drawn from a series of interviews and briefings conducted in the
Fall of 1995 by senior managers responsible for carrying out workforce adjustment, and particularly
downsizing activities, in their agencies, as well as officials in the central management agencies and officials
from two of the large public sector unions.
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5. Between 1960 and the mid-1980s public sector employment in Sweden accounted for the
nation’s entire increase in employment. Of particular significance were increases in local and regional
governments. Up to about 1980 more modest increases occurred in State Sector. Since 1980, the
employment level in the State Sector has consistently gone down. When corrected for the effects of
organisational changes (such as changes in responsibilities or corporatisations) there was a reduction of
about 10 per cent during the 1980s. During the period 1990 to 1995, the central government was further
reduced by 10 per cent. Not correcting for organisational changes, employment has shifted from 410,000
employees to 242,000 employees, with 100,000 of that reduction resulting from corporatisations.

6. The 1990s to-date have been a period characterised by major public sector restructuring. As
many as 65 per cent of State Sector employees work in agencies that have been affected by the birth or
disappearance of functions. The “turnover” of agencies has also been significant. From 1990 to 1996
nearly 140 agencies were phased out and 30 per cent of State Sector employees were affected by closures.
In only about 10 per cent of these cases were activities actually discontinued. More often, actikaties
transferred to another new or existing agency or corporatised. An overwhelming proportion of ‘closures’
involve the formation of new entities, so that to date one quarter of State Sector employees work in
agencies that have been formed since 1990.

7. Since 1990, approximately 27,000 workers (outside the state-owned enterprises; 40,000
including state-owned enterprises) have actually been dismissed. In the early 1990s, most dismissals
resulted from closures of State Sector agencies. The cutbacks have affected most spheres of the national
government, although the majority of the dismissals are from the defense-related agencies. Organisational
and policy changes in other spheres also account for significant reductions, mainly in the sectors of tax
administration, immigration, central public administration, social welfare, judicial administration, and
services for businesses and industry. A summary of Sweden’s key public management reforms and
concerns from the 1970s through the 1990s is provided in Table 1.

The 1980’s -- cost cutting, devolution and redefining the State Sector

8. Swedish public management in the 1980’s was characterised by large-scale attempts to
modernise and decentralise management of the bureaucracy. Reforms included providing increased
flexibility to agency management and frame-type budget in place of detailed budget and personnel
allocations. In exchange, it was expected that agency performance (outputs) would be reported in a
measurable way. The values extended to agency management through these new priorities were those of
agency renewal, goal-setting, and staff and personnel policy development. To rein in costs, agency budget
were reduced 11 per cent across the State Sector from the mid-1980s to the early 1990s.

9. Under the current structure, the Director General (the highest career civil servant in the agency)
is responsible for the effectiveness of the organisation, and as such, is given control over management and
staffing priorities in the agency, including investments in information technology, recruitment, training
and development, and, in most cases, salaries (through local negotiations with unions). Therefore, it is up
to the Director General, with little oversight or “interference” from the Minister, as to how to achieve
outputs. This high degree of management flexibility in the hands of top civil servants is an important
difference from the situation in many OECD countries where Ministers take an operational interest in
agency operations, particularly on decisions to remove and restructure staff. However, in Sweden, the
Minister would only provide budget limits and the general priorities for expected outputs for the agency.
From that point forward, implementation rests solely in the realm of the Director General.

4, This is a gross figure, so that individuals may be counted more than once -- counted once in an agency
closure, counted again in a new agency, and thirdly by having its tasks changed.
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Public Sector Restructuring and Employment in Sweden

Table 1 -- Summary
Key Public Management Reforms (1970-1995)

Growth in public sector employmentand the pay bill, including large increase in
employment between the mid-1970s and mid-1980s, as well as new fringe benefits.

Increase in workers’ rights, including Law on the Security of Employment (1974)
limited flexibility of the employer in dismissal and deployment; Act on Joint
Regulation (1977) required employers to negotiate with unions before decisions on
major issues; and the Working Environment Act (1978) required workers to be
involved in designing their own jobs and workplace.

Numerous activitiesto decentralise the bureaucracy, enhance productivity,
increase customer satisfactiomnd regard for the public sector.

Budget reforms with emphasis on “management by objectives” and allowing agencies
to manage their resources, including the ability to retain surplus funds from year to
year, and shift funds between budget accounts with fewer restrictions.

Adopting private sector labour practices and “harmonisation” of working
conditions, including the Personnel Policy Bill (1985) which emphasisecbtimerns

of the employer in staffing and deployment. This bill also called into question the
issue of government as a single employer, with focus instead on operating each agency
as its own “corporation” and its own employer.

Large-scale efforts to restructure State Sector Ministrieand agencies, combined

with reductions in the size of the State Sector workforcancluding the Job Security
Agreement which provided new measures of job security and employees rights in
situations of staff reductions, while also giving increased flexibility to agencies in
designing workforce adjustment programmes; continued efforts to devolve human
resource and organisational management in the public sector.

Further effort in adopting private sector labour practices with a Law on Public
Employment (1993) which substantially increased management flexibility with regard
to staffing and deployment and diminished remaining differences between public and
private sector labour laws.

Real staff reduction in the State Sectoby the mid-1990s with total employment
strength reduced to 250,000, from a strength of 400,000 five years earlier. Job loss
accounted for 40,000 of the reductions, with the remainder due to transferring
functions to other sectors of government and conversion of agencies into public
enterprises.

Table adapted from Lois R. Wise and Per Stengard, “Public Sector Reforms and Internal Labour Markets: Examples from
Sweden and the United States”, (unpublished).
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10. Within this decentralised agency structure, an employee moving from one agency to another is
equivalent to moving from one private company to another. This is change from the pre-reform era of the
early 1980s when the State sector operated as a unified company and the hiring priority was determined by
seniority and tenure in the State Sector. "Now", said one official at the Agency for Administrative
Development, "skill is the number one priority. How long you have been working in the State sector just
doesn't matter very much. Mainly, you renegotiate your salary." The only continuity that remains is the
carryover of supplemental pension benefits and unused vacation leave.

Table 2 -- The State’s Function as Employer

Every agency is its own employer.

Moving from one agency to another is equivalent to moving from
one private sector company to another. Selection is based on skill
over other considerations such as tenure or seniority in the public
sector.

Ministers have responsibility for policy but not operations. Clear
responsibility and authority for agency operations is delegated to an
agency'’s Director-General (highest-level civil servant).

Government and the Parliament have no direct influence on
conditions of employment.

The 1990s - rationalisation and cost control

11. The 1990s has been characterised by continued devolution of management authority, but with a
larger emphasis on "rationalisation" in the context of cost control and keeping up with changing
demographics in the workforce and the workplace (i.e., technology has reduced the need for many types of
administrative personnel). Rationalisation also involves reassessing the appropriate role and function of
the State Sector, including ongoing discussions in the Government about "back to basics" -- what should
be the State's core business and in allocating limited financial resources, determining explicitly whether a
programme or service is a priority and, moreover, whether it is best provided by the State Sector.

12. The effects of long-term budget and staff reductions and pressures to be more flexible carrying
out the work have begun to show in operating statistics. For example, in the mid-1980s, on average, 60
per cent of the budget for an agency was for salaries and personnel. By the mid-1990s, that figure had
decreased to an average of 48 per cent. Such a reduction suggests extensive changes in the means of
production. Although comparative spending data has not been compiled, it is hypothesised that agencies
are buying more services from the outside that used to be carried out by agency staff. Factors such as
information technology have change the demands for labour intensive work of typing and data collection
and reduced the number of people needed for work in administrative-type organisations. In addition,
growth in service industries has made it easier to buy support service (printing, computing, equipment
maintenance) from outside government without engendering the fixed costs of employment and benefits,
as well as provide more flexibility in tailoring the service to the particular job needs at any given time.
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Part 2: Swedish Labour Law and the Legal Basis for Employment Security

13. “In labour law nothing is ever “obvious” because it is always a question of negotiating a
solution. Even the truth is bargained for.” This statement by an expert on Swedish labour law is
important in the Swedish context where the labour market operates under a strong spirit of co-operation
between management and the labour unions. The principles and priorities set out in the labour laws are
important in understanding the strategies behind workforce adjustment practices at the agency level. In
general, there are three main acts applicable across labour market (private and public sector) and one
special act which applies only to the State Sector. The main provisions of each law are summarised in
Table 3.

14, The Law on Joint Regulatiorand the Job Security Actprovide for a large measure of
“co-determination” by management and unions in agency operations. They provide a significant role for
the local unions to work in partnership with the agency in carrying out a reorganisation or staff reduction
programme. Thelob Security Acgoes further to ensure that State Sector workers have maximum job
security (or opportunities to find new employment) in the event of redundancy.

15. The Law on the Security &mploymentestablishes a seniority-based process for identifying
redundant staff. This has been the focus of much debate by agency management who see a “last-in, first-
out” principle as contrary to overall public management principles for flexibility in staffing practices and
the mandate for management to run their agencies as effectively as possible. However, this policy has
been “softened” in the State Sector in flod Security Agreemetihirough the creation of “precedence
circles” that allow individuals of similar job function to be grouped together before applying the seniority
principle (rather than applying it to all staff). This provision is discussed in the next section.

Identifying Staff As Redundant

16. In the private sector, seniority rules (i.e., “last-in, first-out” rules) are decisive in determining
which employees will be dismissed. In the State sector, the rule has been mbdifadlective
bargaining as part of theJob Security Agreemeiitliscussed below). In a staff reduction, an agency
creates a number of seniority units called “precedence circles” from which staff are prioritised for
dismissal. Each circle is made up of employees who provide “in the main” the same work and duties.
While it is ultimately the employer who makes the final decision on how the number of circles and which
employees will be put into each circle, establishing circles involves negotiations between management and
the local unions. However, works and unions may challenge management decisions in Labour Court .

17. In practice, agencies often create many circles because people do not “in the main” perform the
same duties. However, union officials argue that management structures circles to get rid of whomever
they choose. While the unions, on the other hand, often press for a single seniority unit, arguing that all
employees in a given agency perform the same function “in the main.” Despite the potential for abuse on
both sides, labour and management describe its functioning favourably.
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Table 3
Swedish Labour Laws- Summary of Main Provisions

O increases management flexibility with regard to rules
for hiring, termination and disciplinary procedures,
and further diminishes differences between private
and public sector labour law.

» Law on Public Employment

* Law on Joint Regulation provides procedural rules with regard to the:
O right to establish and negotiate with local trade
unions.

O obligation for employers to call for deliberations
with the unions on important changes in activities;

O obligation to keep the local unions continuously
informed about production and economic status;

O obligation for parties to maintain industrial “peace”.

* Law on Security of Employment establishes:

O seniority-based “last-in, first-out” principles for
determining which employees will be dismissed in a
redundancy exercise;

O criteria for the minimum period of notice of
dismissal (from one to six months);

O the right to full wages during the notice period;

O permanent employees may only be terminated on a
programmatic basis such as lack of jobs, including
workforce reductions.

O Key provisions

O priority for permanent employment, with temporary
employment  permitted only in  specified
circumstances;

O notice of redundancy is based on a variation of the
seniority-based system set out in the LAS;

O State Sector workers are extended twice the notice
period provided by the LAS.

O In addition, the Job Security Act provides for:

O pay supplements for up to four years if a lower-paid
job after dismissal;

O the right to early retirement beginning at age 60;

O the right to help for education and training courses,
if needed to find new employment.

* Job Security Agreement
(applies to the State Sector only)
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Table 4
Labour law and the legal basis for employment security
Summary

Swedish labour laws and labour agreements with the unions are important factors in shaping
agency workforce adjustment policies and strategies. Key legal principles governing the actions of
State Sector management include:

Terms ofdismissal

Employees may be dismissed only on “objective grounds”, including scarcity of jobs
stemming from, for example, agency reorganisations and general reductions in the
workforce.

Dismissals are delivered according _toseniority-basedlast-in, first-out) system
where workers are placed in “precedence circles” which are defined as including
employees in an organisation who “in the main, have the same work and duties.” The
number of jobs related to each “precedence circle” are compared to the number of
workers in the “circle”, and workers in excess of the nhumber of jobs are dismissed
beginning with those with the least seniority.

Dismissecemployeeshave the right to:

a minimum period of notice of two to 12 months (based upon age and seniority);

full pay during the notice period,;

free-time during the notice period for activities related to finding a new job,
including, for example, seeking professional or vocational training, or trying out
temporary jobs.

The role of theemployer.

call for negotiations with local unions regarding important changes in activities;

keep the unions continuously informed about the status of the agency;

serve as the “motor and co-ordinator” providing space and support for employees to
seek employment alternatives, including assisting them in forming action plans.
inform employees about the job security system and their rights under law;

finance vocational or professional training during the dismissal period, determined to
be needed to lead to new employment;

co-operate with the Job Security Foundation, the local employment exchange
(unemployment office) and other social partners.

The role of thainions:

to serve as a co-operative partner in helping dismissed individuals find new
employment options and secure their rights as provided under the job security
system.

to work in co-operation with management to carry out mandates to create, close-
down or reorganise public sector organisations.
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The Job Security Agreement

Table 5 -- Summary
Main Provisions of the Job Security Agreement

Establishes the Job Security Foundation

Provides funding for the Foundation and other
financial benefits for redundant State Sector workers.

Establishes definite rights for State Sector workers
given notice of dismissal due to redundancy.

18. As a companion to the Job Security Act, the second labour policy, perhaps most relevant to
discussions and consequences of staff reduction programmes, is the Job Security Agreement. Although
not a law,per sg it is a legally binding agreement between the government and the labour unions. Under
the Agreement, State employees have greater job security and assistance when they are laid-off, than
employees in other sectors. This priority and the provisions of the act stem from historical agreements
between the State and the trade unions.

19. Since the 1930s the Swedish trade unions have said "yes" to technical change and "yes” to
restructuring in the private sector on the principle that in the long run healthier, more competitive
industries would be able to pay their workers better salaries. Large-scale public sector restructuring in the
mid-1980s put this tacit agreement between the State and unions to the test. One official noted that, "we
came to the unions and asked them: are you with us or against us in the work of reforming? The answer
was "yes”, we are with you, buainly if you give some additional job security." The result was the Job
Security Agreement. Noted one official "it has madeasier for the politicians to make a number of

tough decisions, they can say, well, we have this excellent job security act that takes care of people, and so
it has helped management to do this kind of downsizing." Representatives from the Union for Civil
Servants explained the importance of the Agreement in securing their support:

"The [Job Security] Agreement has been, we think, a very important condition for
making the downsizing come true in a reasonable way. Without a system for job
security, we see it as very hard for us as unions to be part of the downsizing or to be able
to support it.... You can say [to your members], this is the system we have and we will
use it. That is essential. If you damdve such a system, you have nowhere to go. You
meet your members and say, this is how it is, and thest¢he pre-conditions and how

we and they have to do [the downsizing]. It's important in the whole system to have it to
backup the processes and lessen the tensions."

20. The Agreement is based on three key provisions: 1) creation of the Job Security Foundation
(discussed below); 2) rights for State Sector workers, including: a 12 month notice period (twice that
provided for other sectors), full pay during the notice period, freedom to use their time for seeking jobs,
testing out job possibilities, education and training, an income security supplement (paid by the Job
Security Foundation) if they take a job at a lower income then their original job, future security (i.e., to
come back to the Job Security Foundation if made redundant again), and redundancy pay and pension
compensation (for the latter only if over age 60); and 3) clear responsibilities for agencies undergoing staff
reductions, including: an obligation to inform workers about their rights and the system, helpahtm
personal action plans, and support them in seeking new work. The employer is also obliged to co-operate
with the Job Security Foundation and allow the Foundation to meet and work with redundant staff.
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The Job Security Foundation
“Finding a new job is the first priority. We help persons to help themse€lves.”
Benne Lantz, Director General
Structure of the Foundation

21. The Job Security Foundation operates with a Director General and a Board comprised of six
individuals -- three from government and three from the labour unions. Operations are strictly delegated
to the Director and the staff, with the role of the Board limited to policy and principles. In general, the
Foundation is free from oversight or control from the Government or the Parliaméts foogrammes,
policies, and budget. The Director explains the philosophy of the Board as follows:

“When you are noticed [for dismissal] you don't feel very well. You hauet af
problems. So you must not wait for our decisions or our money or anything else in our
system. Which means that every member of our staff has the right to make all decisions
needed. | have a deal with the staff that above a certain cost level they inform me about
the decision. If | find that this decision is crazy, we don’t change it but we don’t do it
again. What we gain is rapidity and effectiveness. We gain for those noticed that they
can get their answer immediately. They can get this help, or that money, or well,
anything they need. They get the answer from our representatives in the working place.
And this reflects how the board works. They don't interfere with our decisions.”

22. The cornerstone of the Foundation’s operations is the degree of individuality appdiachto
individual's situation. The job security system is not designed to ensure “justice between individuals”.
There is no standard formula, no attempt to provide comparative levels or kinds of resources between
individuals -- even individuals from the same original employer or occupation. According to the Director:

It is not fair. It is veryunfair. If you come to us and say that “l got too little support
from you because my friend or my neighbour got much more from the same
Foundation.” You know what? It doesn’'t matter. We try to find out what is this
individual person’s possibility to find a job. what are the needs ftiis person. They

have different age, different education, different backgrounds. There are never two
people in the same situation. It is very individual to decide the level of support.

23. Despite of the large degree of variation between individuals, there had been only 21 appeals over
a five year period. The Foundation prevailed in all cases and the formal appeals process was eliminated.

Activities of the Foundation: focusing on individual responsibility

24, In assisting State Sector workers facing redundancy, the Foundation operates what it calls the
“work line”, representing a path straight from redundancy to new employment. A summary of the
activities carried out by the Foundation is provided in Table 6. The Foundation’s flow chart for the “work
line” provided in the Appendix. Within 10 days of the lay-off, the Foundation begins a series of contacts
between the agency, the employees and the local labour exchange (the local unemployment service) to
determine what activities will be provided for these individuals over their redundancy period. However,
while the Foundation is active during the notice period, co-ordination is the employer’s responsibility.

5 Benne Lantz, “Staff Reductions and Job Security System in the State Sector in Sweden,” presented at ...
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25. Once the notice period is finished, redundant workers still without jobs become the responsibility
of the Job Security Foundation and the local unemployment service. The Director emphasised the
importance of focusing on the employment goal and getting directly to a new job, rather than focusing on
additional training or education. Education, he notes, is time consuming, expensive, and ofe=dedt

to lead to a new job. However, the Foundation does finance training and even supplemental training funds
for agency activities, where it is deemed useful. They also offer support for individuals interested in
starting a business. As of 1995, the Foundation had helped 1,100 individuals gain employment by starting
the own businesses.

Table 6 -- Work of the Job Security Foundation

» Seeking jobs by making contacts with » Financing professional or vocational
private sector employers; training;

» Sponsoring job seeking courses; » Helping people start their own businesses;

» Providing “telemarketing facilities” for » Special job seeking and support groups
individuals to contact with potential for people over age 50 and other
employers; individuals with special difficulties in

accessing jobs;

» Sponsoring “restart” programmes for » Funding trainee salaries for individuals to
people feeling they are without options; try jobs or gain entry into new
occupations

26. Networking is seen as a key strategy for job seekers. The Foundation sponsmskgb
programmes which gather individuals together to help each other find jobs. They also encourage a
telemarketing-type model and provide telephone facilities for individuals to hunt for opportunities for
themselves and their colleagues. According to the Director, “anything you can find out we will try to do
during this period. Our aim is that no one should pass [the redundancy period] without having a job or a
new education or something that leads to a new job.” Indeed, individual responsibility on the part of the
worker is a key operating principle. According to the Director:

If they don’t want to be active, no one can do anythingWe do nosucceed when we

try to do the job for the individual. They have to do it themselves. They have to be

motivated and understand that it is them who shall try to find a new job. You know,

sometimes, when we get a new job we make a deal with the employer, but we don't tell
the individual [we made a deal]. Why? Because it is very important that the individual

believes that he fixed this himself. This is very important.

27. The Foundation is a strong advocate of “prevention” and works with agencies to anticipate
staffing reductions. They stress the benefits of any advance opportunity to work with staff, especially to
try to re-skill individuals early-on for different jobs in the same agency. Public sector organisations often
have an advantage given the lengthy political processes of studies and debates that may shed light on the
direction of change.

28. As of 1995, the Foundation had provided services for more than 50,000 redundant workers over
a five year period, and worked with more than 3,000 workplaces. It is estimated that they have had direct
contact with approximately two-thirds of these people via counselling, advice, or other forms of support
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services for finding new jobs. More than one-third have also received financial support from the
Foundation via income subsidies, training funds, or unemployment supplements.

Staffing the Foundation

29. The Director credits much of the Foundation’s success to the staff mix. The Foundation employs
40 people, 20 based in Stockholm and 20 in various locations in the countryside. In larger cities around
Sweden, Foundation staff live and work in the local communities and have their own local resource
networks. The Foundation also has a policy of rotating staff based in Stockholm out to the regions to
share information and ideas.

30. The Foundation’s staff was formed with great care and strategy to ensiikeo& important
competencies and resources. The Director reports that the staff, most ofavehatra senior experience

level, have been drawn from the trade unions, the central government agencies, local unemployment
offices, occupational health organisations, heads of personnel departments in industry, and the like.
According to the Director, “[t]here is an important balance in the staff because you can't, if you're 25
years old and newly examined from the university, you can’t stand in front of fifty noticed people to
explain how the world works. It's not possible, they don’t respect you.”

The balance of services -- budget costs

31. The Foundation is funded from the salary budgets of government agencies. The Job Security
Agreement provides that every State Sector authority (agencyDpaper cent of its total salary budget

to the Foundation. The total assets of the Foundation are currently in the range of 560 million SEK (amt
in $/FF).

32. The Foundation divides its budget into passive costs (redundancy payments) and active costs
(costs for getting people jobs). Passive costs, approximately 15 per cent of the budget, include payments
required under the Job Security Agreement. For example, redundant workers who finish the notice period
without finding a job are entitled to an unemployment benefit from the labour exchange. In some cases,
the Foundation provides an additional supplement of up to 80 per cent of the individuals prior salary.
Problems occur when employees near retirement remain on unemployment without seeking work until
they reach pensionable age (age 60). This is seen as a waste, but unavoidable under the current system.

Table 7
Active Costs (1995)
50%  Education and vocational training
18%  Costs for new jobs directly

15% Income subsides for clients who
accept a job with a lower salary

9% Sponsored group job seeking
activities, and special support
groups such as project “restart” and
programmes for older clients

8% Total costs of helping clients start
new businesses
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33. Table 7 provides a summary of how active costs were disbursed during the 1995 fiscal year. By
far the largest expenditure is for education and vocational training. The Director is quick to point out that
while education accounts for half of the total, it does not represent half of the individuals being served. It
is much more expensive to give individuals education than to work on other, more direct, job seeking
activities. The Foundation staff believe that too many resources are devoted to training costs and, as a
matter of policy, is trying to reduce these costs in favour of getting individuals directly into new jobs.

Future role of the Job Security Foundation

34. The work of the Foundation is changing as the pattern of workforce adjustments is changing.
Since the mid-1990s staff reductions have tended to involve only a few staff at a time, rather than the
large-scale reductions and agency closings of the later 1980s and early 1990s. “It is much hard for us
today,” said the Director, “working with 100 people in ten places rather than 100 people in one place.”
Whereas large-scale redundancies are likely to result in a coherent and organised staff reduction
programme, small reductions often mean that agencies have few resources and little expertise to know how
to handle workers or how to apply labour laws. Frequently, the Foundation finds itself substituting for
employers’ role. Moreover, the Foundation anticipates that its work will continue unabated, estimating
that nearly 10,000 State Sector employees per yeaffagi#l redundancy due to restructuring and cost
reductions in the State Sector administration, particularly in the defence-related agencies.

Part 3: Agency Experiences with Staff Reductions
Common Themes

35. The three agency case studies that follow make it clear that there is no one "normative" process
for workforce adjustments in the Swedish State sector. However, best practices shared within the State
Sector have convinced most agencies to adopt a standard framework for workforce adjustments. Most
agencies create apecial downsizing agency This special organisation exists within the parent agency

to manage the staff reduction process. The special downsizing agency operates with its owffisgaff ,

space and budget for approximately a one-year period. In some cases an agency may have several special
downsizing organisations, one to manage at the central level, and branches to manage local or regional
offices.

36. They have also developegsychological profile of redundant workers This profile reflects

the trauma and various stages of anger, denial and understanding that dictate the speed at which agencies
can most profitably provide information and begin placing expectations on workers. The Director of the
Job Security Foundation discussed this issue in terms of the guidance they provide to the agencies:

“We try to teach the agencies. We know that you can't “inform” people really the first
month. It takes one month to accept that you are noticed. You don’t take any
information of any kind. So we may give out initial information, but we wait with our
information meetings one month or more. Otherwise we have to come back because they
didn’t listen first time. ... We also know that it takes four months for people to find, well,

to “think”, to find new solutions, to feel what they want to do. We have the aim that
after four or five months of notice they should have what we call a “handling plan” or an
“action plan” for their activities -- what job do they want, what education do they need,
what firm do they want to start. It takes that time.”

37. Another feature common to agencies facing staff reductions is the overall process for planning,
implementation and review. In reviewing workforce adjustments strategies across the public service,
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analysts at the Swedish Agency for Administrative Development have found that, in general, they are
conducted in three phases:

* Analysis of the problem and options- done by the Ministry with oversight for
the undertaking the reductions, in co-operation with the Ministry of Finance and
the Parliament.

» Implementation - done by the Agency itself through the special "downsizing
agency" and with support from agencies with certain functions such as archives.

» Follow-up and Evaluation -- done variously by the Ministry with oversight for
the Agency, the National Audit Bureau, and the Parliament's auditors.

38. There was consensus among union and government officials with experience in reorganisations
and staff reductions that if the first phase it is well done, it is much easier to go forward with the next
phase, particularly, for example, as regards finding agreement between labour and management for goals,
orientation and staffing of a restructured organisation. Follow-up and evaluation seem the least well
founded of the three steps in the process. However, managers from agencies make the point that following
a difficult workforce readjustment exercise there is little enthusiasm for revisiting the issue, but rather the
need to focus on the positive aspects of moving forward with a "new" agency or mandate.

39. The overall analyses of the lessons learned from the case studies which follow, are provided in
the conclusions.
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Table 8 -- Summary
Workforce Adjustments at the Swedish Agency for
Administrative Development (SK)

Situation: In late-1992, the Agency for Administrative Development received word that the government
proposed a major reorganisation and substantial cut in resources, in combination necessitating a 50 per
cent staff reduction. Although changes had been expected, the final results was well beyond any
expectations. Moreover, the agency effectively had six months to structure the reorganisation, assess its
staffing needs before the new budget limits went into effect and dismissal notices had to be issued to the
staff.

Strategy

» Advance preparationAnticipating a budget cut, the agency had over the previous year built up surplus
financial resources by holding off on investments and froze recruitment.

» Structure to manage theductions The agency established a special downsizing agency funded out of
the surplus reserves. The agency had its own director and office space. Once empteyeed
notice of dismissal, they were physically (as well as administratively) transferred to the downsizing
organisation.

» Focuson individual responsibility Management drafted a policy document for staff providing that the
agency would provide resources and support but the expectation was that individuals were expected to
take active responsibility for determining options and how to work toward achieving them.

» Strategicplanning Management drafted three policy documents before beginning negotiations with
the unions, covering: 1) new structure and orientation for the organisation (developed with the input of
line staff); 2) management staffing and staff categories; and 3) shortage of work and precedence circles
for redundancies.

» Informationandco-operation The downsizing manager’s final report provided that, "the forms of co-
operation are important. In such a sensitive and disruptive process, it is tremendously important to
retain good, open channels of information both with the trade unions and with all the employees. One
can never provide too much information, and informing people once is insufficient.”

» Workingin partnershipwith the unions Management and unions engaged in a four month process of
discussions and negotiations regarding the management proposals.

Tools

» Actively promoted internal mobility in order to reduce actual dismissals.

» Special training and preparation to support managers tasked with dismissing their staff.

» Individualised assistance for employees in setting and meeting new employment goals.

» Continuous information gathering and dissemination (e.g., questionnaires, newsletters, seminars)
» Special resources for personal and psychological support for staff.

» Financial incentives for potential employers to take on redundant workers.

* Lump sum severance “buyouts” corresponding to total salary for the notice period.
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Outcome The agency was not able meet its original six month deadline. Work on structure and
orientation for the new organisation was completed in July, notices of dismissal were delivered in October.
(Much of the delay was due to a changeover in Director-General during the year.)

Lessons

The timing issues can give a badtart to the process Discussions about the future of the agency had
been underway since 1989, but it was not until late 1992 that the agency found out that the budget bill
(submitted at year end) would entail halving their resources. Moreover, after three years of deliberations
they had six months to implement the mandate before new budget limits became effective. A more timely
decision with opportunity to plan and assess the agencies possibilities under the new founding level would
have reduced stress and morale problems and made the restructuring easier to implement.

Need for management unity during negotiations The agency engaged in lengthy negotiations with the
unions regarding the restructuring and the resulting number of jobs that would be lost. The downsizing
manager offered the following advice in his final report: "Co-determination negotiatiers laborious

process that takes a great deal of time and energy from the whole organisation. However well one
prepares, there remain many issues that cannot be foreseen and tend to entail additional delays. In such
situations, it is of the utmost importance for the management to be united and not to abandon the
objectives originally adopted."

Importance of a special downsizing agency with its own premisesGiven the period of notice of up to

one year, the agency believed it would have been seriously impeded in tapping the spirit, creativity and
commitment of those workers who remained in creating the new organisation if they were faced daily with

those colleagues who would not be moving forward with the new organisation. Moreover, it was felt that

workers that had been identified as redundant benefited from an environment devoted specifically to the
task of finding new options for work.

Recognising the need for different managerial competencies during periods oforkforce
adjustments Agency management recognised that the skills and competencies developed in managers to
help them with the job of supporting, managing and development staff were somewhat different than those
needed to successfully support and manage staff during workforce restructuring. Specific training and
support for managers tasked with dismissing staff was important both to ensure that the process of
dismissals is professional and provides proper information and support to dismissed staff, as well as to
alleviate some of the increased stress placed on managers in carrying out this role.
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Staff Reductions in the Agency for Administrative Development
(Statskontoret - “SK”)

“Within six months, we had to redefine our activities,
halve our staff, come up with a new financing system, and reorganise our work.
It seemed we had a difficult task ahead of us.”

Johan Haage, Administrative Manager

40. The Agency for Administrative Development (SK) is an example of a Swedish afgerdy

with a major cutback in staff without closing down the agency entirely. It was also among the first of the
Swedish authorities to face a proportionately large staff cutback. In 1993 the agency had 216 employees,
just over a year later the level had been halved to 107. The agency is responsible for committees and
commissions interested in the finances and structure of the public administration, as well as changes in
information technology as they effect administration of the State Sector.

41. As early as 1989 rumblings of reform and cutback for SK had come from the Government. In
the Fall of 1992, SK was advised that the Government was proposing in the 1993 budget bill to halve the
agency's budget. Moreover, that the reduction would be effective 1 July 1993. Although cutbacks had
been anticipated for some time, the reduction was substantially larger than had ever been anticipated and,
for all practical purposes, they had six months to implement restructuring and staff reductiohigve

meet the new budget level.

42. In 1992, staff reductions were still unusual in the Swedish State Sector, offering SK management
few answers to questions about how to proceed or opportunities to benefit from the experiences of other
agencies. A long and drawn out process of decision making regarding the future of the agency. Although
the ability to be able to foresee the workforce adjustments was advantageous in some ways, in general, the
long period of uncertainty in the restructuring process made it even more difficult to manage the process,
particularly regarding staff morale. Moreover, the need to make staff reductions came in the midst of the
worst recession Sweden had faced for many years.

Financing the Downsizing Agency from Surplus Agency Funds

43. The funding for workforce adjustments, including operating the special downsizing agency,
training and development and severance payments all come from regular agency funds. Because, as in
most cases, the need to downsizing is driven by budget cuts, this situation can be particularly tricky for an
agency to manage. Being able to anticipate restructuring, for more than a year, agency took several
measures to prepare itself in terms of financial resources, including holding off on a number of
investments that would normally have been made and freezing recruitment. The ability to carryover
unused budget amounts from year to year allowed SK to build up a surplus fund which was ultimately
used to fund the process of staff reductions. Senior managers noted that this mechanism for funding
workforce adjustments out of the regular agency appropriation is practical for the Minister. Because it if
funded by the regular funds, it is run by the agency. All the Minister needs to know is that#riecs

out in a way that does not raise controversy. As one executive noted, "When it is run smoothly, it is no
practical problem for the Minister."
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Communicating reform priorities with staff

44, Ultimately, the agency did not make its six month deadline and notices of diswessahot

handed out until the end of October 1993. During the intervening year, agency management took many
steps to prepare itself and the staff for the massive reorganisation. Many of these processes revolved
around the dissemination and collection of information, including:

» Questionnaire to all employees regarding future career plans and kinds of support they already
perceive a need for.

» Reference group of management and staff to exchange views and experiences, gather
information and discuss the viability of various options. Many ideas for supportive action
and information for staff came from the group's suggestions.

» Invited representatives of the Job Security Foundation and the unemployment benefit
societies to describe their work and answer questions for staff.

* Regular communication forums, including a special information newsletter on reforms and
organisation-wide meetings.

» Seminars on the labour-market situation.
» Training on how to find a job and seminars on how to start you own business.

» Personal and psychological support through the Swedish Foundation for Occupational Health
and Safety for State Employees and other organisations.

» Financing support and training for those being dismissed corresponding to roughly 50,000
SEK per person dismissed. [provide equivalent in dollar and francs]

» "Emergency psychological support" for staff on the day the dismissals were announced.

45, The Administrative Manager for staff adjustments and reform noted again and again the
importance of regular and ongoing communication with staff. In a memo to other departments and
agencies highlighting the lessons learned by SK in carrying out the process, he said:

"One can never provide too much information, and informing people once is insufficient.
We started a special information newsletter, which was issued as soon as we had
information to provide. This newsletter informed the staff about, for example, the current
system of regulations and scope for support and training. When particularly important
events took place, we also held large meetings to which all staff were irivited."

46. Agency management also focus on a strong message to staff about the importance of individuals
actively taking responsibility for identifying their own employment options and for deciding how to move
forward under the programme of reforms. As part of communicating this message, the managers drafted a
policy document articulating this position. The downsizing manager provided the following explanation:

6 from, Johan Haage, “Downsizing Without Closing Down,” Memorandum.
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"It is very easy -- and also understandable -- for the employees, in a situation like this, to
feel unfairly treated. People think it is the agency that is to blame for what has happened,
and that it is therefore the employer's duty to secure new jobs for all those dismissed.
We sought to counteract this attitude. We pointed out in the policy that eadvemd
employees was responsible for his or her own situation while, at the same time, the
Agency would obviously provide support in various forms."

Identifying Redundant Workers in Partnership with the Unions
Table 9 - Timetable for Labour-Management Negotiations

June 1993 e Qrientation of the new work
» Structure of the new organisation
¢ Financial limits

August 1993 * Management staffing of the new
organisation

» Description of staff categories

Sept/Oct 1993 » Determining where there was shortage of
work

* Number of precedence circles
» Placing staff in the precedence circles
» Setting up the Downsizing Organisation

47. Formal discussions with the trade unions began in May 1993. A summary timeline is provided

in Table 9. Initial preparation for the negotiations it was a key activity, not least of all to ensure unanimity
among management on the proposals to the trade unions. The downsizing manager noted, "as the
employer, one need to have carefully weighted up the consequences of various measures and proposals. ...
If negotiations are started without all the material being ready, the employer is almost automatically at a
disadvantage compared with the trade unions. If the documentation for negotiations is handed over in
stages, there is also a danger of the process being long and drawn-out, since the opposite party is entitled
to a reasonable period to study and form an opinion on the new material." A draft proposal on the
structure and orientation and skill requirements of the new organisation was also distribaied to
employeesllowing for their input and views to management before discussions began with the unions.

48. Initially, the unions proposed to conduct the staff reductions over five years using normal
attrition. However, the SK had no money to support the staff over five years and the reduction needed to
be carried out in approximately one year. Faced with staff reductions, the unions had specific views about
placing certain workers into the “precedence circles. As the scope of the reductions became clear, labour
and management engaged in difficult negotiations, to the point of comparing tasks and skill requirements
in the new organisation with the existing workforce on a job-by-job, worker-by-worker basis.

49. As is required by statute, determining which workers would be identified as redundant was based
on seniority according to their placement in “precedence circles". A significant part of the negotiation

revolved around how many people fell into each circle. As discussed earlier, this is the key tool for
management in targeting individuals to keep or dismissSKytthey started andnded with 23 circles,

but the composition of the people in each circle changed as a function of negotiations with the unions.
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50. In the end the composition of the new organisation was agreed to by both parties. In exchange
for agreement from the unions, the SK agreed to keep five additional workers in the new agency. SK also
mitigated difficulties for some individual workers by extending their notice period. In the final count, 107
staff left the organisation, with only 59 given forced redundancies. Details on the kinds and numbers of
staff departures provided in Table 10. Most staff categovime effected -- experts, administrators,
clerical, older younger, male, female. Demographically the reductions were approximately equal between
male and female staff; 75 per cent of those dismissed were older than 40 years; 25 per cent more than 30
years of service. Table 11 shows the demographics of the 59 staff slated for forced redundancy.

Table 10 Table 11
Number of Employees, 216 Demographics of Staff Facing

1 Jan. 1993 Involuntary Redundancy

Transfers to other agencies 12 Male 56%
Regular retirement (age 65) 1 Female 44%
Disability retirement 4 Clerical 25%
Early retirement (age 60+) 14 Executive/managerial  75%
Severance pay ("buyout”) 19 <40 years of age 25%
Involuntary redundancies (dismissals) 59 40-55 years of age 50%
Total Reduction 107 55+ years of age 25%

<10 years public service 29%
30+ years public service 24%

51. To encourage employees to experiment in new jobs, the SK offered to pay the employee's salary
during a probation period. They also offered severance "buyouts" in exchange for immediate dismissal
(lump sum payment of salary during the notice period). Early retirement penson®ffered to those

who had reached or were soon to reach age 60 (of 15 eligible workers, 14 accepted).

Training line managers to cope with dismissals

52. A key issue commented on consistently by SK managers interviewed for this case study, was the
preparation provided by the agency in helping them take the first steps toward staff reductions -- telling the
individual workers they were being dismissed. Managers were trained before they had to face their
employees, including participating in role plays and receiving information on the reactions and questions
they might be faced with. Notices were delivered all in one day using a standard procedureorkeich

given notice of dismissal was given an official paper outlining the procedure for dismissal and their rights

under the law. One senior executive described the situation as follows:
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‘I was a manager at the time. We had quite a lot of discussions preparing ourselves,
pretending to sit in front of an employee. You know, even if they sort of had a hunch
that they might get notice of dismissal it was always a shock. It was quite a tricky thing
to do. [The downsizing manager] was wise enough that he organised training for us
beforehand. We had excellent training. | mean, | thought it was so difficult to dismiss
one person. One of the managers had 20 people! Twenty times he had to do this!
Psychologically it was very difficult. |1 would say that one of the best things we did was
to train the managers to do this. Train them to empathise. What would the people on the
other side of the desk be thinking? What kind of logic is his logic?wiéiie you, what

would you ask? Also, don't compromise -- you know, the "well, perhaps, in the long run,
we may have something." This is bad. This is the enit oBe very clear and don't
compromise on these kinds of decisions. | think that from my point of view it was very
important to have this kind of training for all of us. We agpeed that we were going

to do it all at the same time. It gave more stability to the whole process.”

53. The notice of dismissal did not come as a surprise to many staff. Workers had been getting day
to day information from the trade union representatives. Despite this, managers felt that it was a shocking
occasion for these workers. Managers involved in the process also comment that they believed it was a
bit easier on the staff as a whole that the process of notioecalired at one time, avoiding a drawn out
process of rumours and insecurity. Moreover, for those workers who did get notice, the process was
thought to help contribute to a focus on these workers as a "group", rather than as individuals, perhaps
mitigating in part the sense of alienation that occurs.

Setting up the Downsizing Agency

54. Early on the SK prepared a downsizing organisation and it was ready when the people got their
notice of dismissal. The downsizing organisations worked within its own organisational framework. A
special downsizing manager was appointed and special premises for the downsizing agency were rented in
a separate building. Persons under notice were at once physically transferred to the downsizing
organisation. The decision to move redundant workers to the new organisation was a key strategy in the
staff adjustment plan. Given the period of notice of up to one year, the agency felt it would be seriously
impeded in tapping the spirit, creativity and commitment of those workers who remained in creating the
new organisation if they were faced daily with the colleagues who would not be moving forward with the
new organisation. Moreover, it was felt that workers who had been identified as redundant needed to have
an environment devoted to ensuring they had the time and commitment to finding new options for work.
Remaining in the old work environment offered too many opportunities to avoid the pain and difficulty of
facing up to the fact of termination and the work needed to find new employment.

"I must say that we were, arate still, convinced that the solution of the special
downsizing organisation was the best way. It is not a good idea to let persons under
notice remain in the new organisation. The new organisation must advance and
establish new work conditions and [in this context] tensions also instariflg
between those under notice and those who remain. The remaining people feel guilty.
And those dismissed often are ignoring the situation." Downsizing manager, SK

55. The downsizing organisation existed for one year. During that time it had one task -- to get new
work for those dismissed. Interestingly, for redundant workers transferred to the downsizing organisation,
there is noobligation to "work". However, they were obliged to be present every day. The focus and
effort to find new jobs was established through an action plan drawn up individually between the
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downsizing manager and worker, including what kind of job the individual wanted and what support
might be needed to get there.

Outcome

56. As noted above, the agency was not able to keep to the original six month deadline for
restructuring. A complete timetable for the staff reductions activity is provided in Table 13. Table 12
shows the employment status of redundant workers one year after the notices of dismissal were delivered
to staff. Of the 59 people dismissed, 25 per cent already had a new job when they got their official notice
of dismissal. Another half secured a new job or established their own business through the assistance of
the downsizing organisation. The remaining quarter vetite without work when the downsizing
organisation closed down. These were then assigned to the Job Security Foundation.

Table 12

Staff situation after one year
New job by the time of official 15 25%
notification of dismissal
Pensions taken during dismissal period 4 7%
New Job or own business due mainly to 13 22%
the assistance of the downsizing agency
Others (studying, casual work, future | 14 24%
plans for own business)
Without work, transferred to the Job 13 22%

Security Foundation

57. Initially, an estimate of 50,000 SEK ($$/FF) per person was set aside to cover support measures
such as training, education and job search activities. In the end, not all of the money was consumed. The
average cost per person was estimated at 35,000 to 40,000 SEK ($$/FF) per person. It was noted,
however, that average costs are quite deceptive as the individual nature of the support might mean that one
individual may have consumed 100,000 SEK, while others consumed much less. A breakdown of the
agency’s costs for the staff reduction programme is provided later in this chapter under the heading
Counting Costs in Agency Staff Reduction Activities

58. The downsizing manager believes the agency achieved an “acceptable result” in finding options
for workers faced with redundancy, particularly given the difficult economic and employment situation in
the country as a whole. In addition, the agency was able to fully assist workers in attempting to meet their
individual action plans, while still remaining well within the budget set out for the activity.
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Table 13
Schedule for the Agency for Administrative Development (SK)
Restructuring, 1993

January 1993 Final budget bill with decisions regarding the Agency's
future work and resources, including halving the agency
budget (effective 1 July 1993).

January - April | Preparations for restructuring, including:

formation of a reform group

guestionnaire to all staff

policy document from management
— support measures for staff
[Awaiting new Director-General]

May Documentation for negotiations is drawn-up.

June Negotiations, stage 1:

— orientation of work

— new organisation

— financial limits
August Negotiations, stage 2:

— staffing the new organisation
— description of staff categories
September- Negotiations, stage 3:
October

shortage of work

number of precedence circles

placing staff in precedence circles

downsizing organisation

October 12 Employees are informed of their placing in the
circles (without the scope of the shortage of work
being specified) and given an opportunity to
express their views.

October 25 Director-General takes decisions on dismissals.

— Managers receive training and support in notifying their
staff of dismissals.
October 26 Notifications of dismissal are distributed by managers
responsible for staff. Information session from the
County Employment Board.

November 1 Redundant employees transferred to downsizing
organisation. Downsizing organisation starts its work.

7 from, Johan Haage, “Downsizing Without Closing Down,” Memorandum.
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Table 14 -- Summary
Restructuring the National Bacteriological Laboratory

Situation: After many years of deliberations on the fate of the agency, in December 1993 the agency was
given a mandate for major restructuring, including a new public agency, a commercial venture, as well as
closing down or finding new homes for several smaller functions within the organisation. The agency had
six months to complete the restructuring and staffing plans before new budget limits took effect and staff
had to be given notice of dismissal.

Strategy

Structureto co-ordinateand overseethe restructuringprocess Three oversight committees were formed

with each giving full attention to a piece of the restructuring process. All three committees were chaired
by the Director of the agency to ensure a big-picture perspective on policy, and ensure fair and consistent
application of the labour laws across the organisation.

Structure to manage the staff reductioAsspecial downsizing agency was created to provide the structure
to support the 200 workers who would face dismissal. The downsizing agency, which housed the
redundant staff, was located in separate office space from the organisations which would continue.

Communication. Keeping staff fully informed of plans and actions by way of regular meetings and other
communications was considered critical to maintaining morale, stemming rumours and keeping the
process moving quickly.

Emphasisingyuality first in staffing the new institutions The original staff was promised that wherever
possible, workers for the new organisations would be recruited internally. However, to emphasise
professionalism and the highest standards for research, where management had flexibility (such as for the
new commercial enterprise) the criteria for employment would be competence, over trying to promote
internal mobility or an focus on retraining staff to fill needed functions.

Tools:

Individualised assistance for employees in setting and meeting new employment goals.
Special emphasis on basic skills training for staff with low skill and education levels.
Entrepreneurial training to start new businesses.

Actively seeking out employers in the private sector and other levels of government as
homes for residual agency functions.

Outcome  Within six months the restructuring was complete, including the creating of a new public
health institute and a commercial vaccine compadfythe 450 original staff, approximately 250 had been
given jobs in the new agency and vaccine company, or retained their jobs in functions that were sold off
from the State Sector. However, for the 200 staff that lost their jobs as a result of restructuring, more than
half were still without new employment after the one year notice period had ended.
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Lessons

Political battles over the location of pieces of the new structure seriously delayed the process
starting the new organisations, and was nearly detrimental to the start-up of the commercial vaccine
company. Firm action on the part of the Minister might have minimised the disruption to staff and
operations.

Lack of guidance, advice or support from the central agenciesn how to interpret and apply the
complex labour law and carry out the process in a way that would offer legal protection to the agency for
its decisions. Agency officials highlighted the need for central expertise in tecareeal to advise and
support agencies in carrying out their legal obligations, as well as to ensure the rights of workers are
protected.

Managers were not trained sufficiently to cope with the task of dismissing workers No special

training was given and many heads of divisions and high level managers found themselves faced with a
cruel and unpleasant task and were not prepared to handle it well. The problem was thought perhaps to
have been exacerbated by the fact that in a research institute individuals achieve high management
positions based upon their technical skills more so than their talent for management.

Workers facing restructuring take a mental beating -- being told that they are unproductive, inefficient and
below the standards of the private sector counterp&t®sting the moraleand esteem of workers can

foster great successes in performanand productivity. Workers in a largely defeated vaccine division
facing closure were given a nearly impossible task. When they rose to the occasion and showed they
could produce they created the confidence in themselves and in the administration to make it into a
company.

Creativity and innovation in restructuring requires agency heads to have true delegated authority

While the Ministry was content to close down smaller functions with less obvious profitability, the
Director was able to find private sector buyers for these functions (and jobs). However, when seeking
permission from the Ministry to close the deal, the Director faced delays and frustrations from
headquarters staff suddenly thought that perhaps greater profit might be found elsewhere.

Investing in Staff. More than half of those dismissed wst#l without jobs when notice period ended.

These workers had carried out low skilled tasks and were under skilled and educated for the private sector
labour market, even in their field of work. Management noted a failure on the part of the agency to invest
in staff over the years. The inability to find jobs for individuals during the notice period meant much extra
cost for the agency and society, in addition to the personal issues faced by the individuals.

Critical role of communication in a rapidly changing environment While staff and unions believed

that the rapid time frame left people without enough time to adjust or engage in sufficient dialogue over
changes, senior management believed that speed was part of the success in making the changes happen.
Moving rapidly, however, requires special attention to communication channels with staff and the unions,

as well as having structures, such as the committees, in place to think through the details.
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Restructuring the National Bacteriological Laboratory

"l could summarise by saying that despite all of the political problems it was possible to end up okay."
Hans Wigzell, former Director

59. The National Bacteriological Laboratory (NBL) is an example of a major Swedish authority
faced with major restructuring, involving dividing up the current organisation in several new entities,
including a new State Sector institute for disease control and a commercial vaccine company. In December
1993 the agency employed about 450 employees. Within six months the restructuring was in place with
more than half the original employees retained in the various new entitles and the rest living out their
redundancy period. The NBL was also among the early authorities to face staff reductions, leaving them
largely on their own in navigating the intricacies of the labour law. They faced significant morale issues
as NBL had been based in a place where up to three generations in the same family had worked for them.
Rapid restructuring and potential job loss was seen as devastating for many of the people.

60. The NBL had been the subject of active discussions about restructuring since 1987. The main
guestion was whether there was a need to maintain a national laboratory for epidemiology and disease
control. In December 1992, six years of deliberations came to conclusion with a decision to reformulate
the NBL into the Swedish Institute for Infectious Disease Control and turn several of its activities into
commercial enterprises or eliminate them altogether. The new budget limits for the restructured
organisation would take effect in 18 months time -- on 1 July 1994.

61. Dismissals would need to be announced by 1 July.1988refore, within six months decisions
needed to have been made on the specific staffing needs in each of the new organisational structures.
Given task of creating entire new entities and eliminating others, there were no clear cut answers regarding
who would stay and who would go. Management and stafe left in a difficult and bewildering
situation of wondering whether they would have jobs and where those jobs might be located.

62. In addition, the issue of location soon became a leading political issue. The promise of new jobs

in the midst of a recession brought out politicians from all several areas all clamouring for a piece of the

economic pie. The result was frustrating for those seeking to implement change in a very short period, and
nearly detrimental to the creation of the commercial vaccine company.

Getting Organised

63. At the beginning of 1993, the agency was faced with the following tasks: 1) to be re-created as a
new State Sector agency with a mandate to protect the public with regard to infectious diseases; 2) assess
the vaccine production unit for its potential as a commercial enterprise; 3) eliminate the bacteriological
laboratory and re-create as downsizing organisation for another year to outplace the remaining employees;
and 4) decide the fate of two smaller diagnostic facilities. To carry out these tasks in a very brief amount
of time, the management put several co-ordinating structures in place:
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» Three oversight committees were formed, each given a specific piece of the restructuring.

» A special downsizing organisation was created with separate office space for housing the
redundant staff to pursue new jobs.

* Regular meetings and communications were held with the staff on plans and strategies for
restructuring the various organisations and job prospects.

64. The committees formed the backbone of the restructuring activity with the Director of the NBL
as chairman for all three committees. Although his placement in this position was controversial, in
retrospect it was seen as useful in avoiding internal political conflicts, keeping a big picture perspective on
policy, and ensuring fair application of the labour laws in the restructuring. Open and regular
communication was another critical piece of the restructuring process for maintaining morale and
stemming rumours in an otherwise uncertain and fast changing environment.

The Downsizing Agency

65. The downsizing agency was created four months before the dismissals were announced and
closed 18 months later. Thus, it could provide resources, information and support to all workers during
the period of uncertainty before 1st July, and allowed workers to get a start on seeking new employment
from the earliest possible opportunity. Housing the downsizing agency in separate offices was viewed as
important in maintaining a positive environment in the face of large scale dismissals. Noted the former
director, “you could not have embittered people going within the agency. They had to be moved out.”

66. A total of 205 people were laid-off and placed in the downsizing organisation. The agency
helped each individual form action plans, and sponsored seminars and working groups from organisations
and schools to help individuals open up to new ideas for jobs. Some individuals used the opportunity to
start a business or learn new skill. However, there was a large group of “unskilled” workers that presented
great problems in finding new job prospects. In the end, 25 people started their own business, a small few
took their pensions, and a few more found new jobs. However, a sizeable group were left without options,
and after the notice period were placed into the hands of the Job Security Foundation.

Identifying Redundant Workers

67. Management confronted three large problems in working through this stage in the restructuring:

» lack of adequate information from the government officials in the central agencies on how to
interpret the law with regard to the employer and the rights of workers.

e coming to agreement with the unions on staffing issues such as setting the boundaries for
precedence circles and the need to recruit new staff while firing existing staff.

» preparing management for the task of giving redundancy notices to staff.

68. In trying to juggle the many pieces of restructuring and constituting new corporate entities,

management felt that they were completely alone in interpreting the laws on how they were required to
deal with staff. “It was a bust”, said the Director, “we could not locate any single person who could stand
up and say this is how you can interpret the law. You may have to go to court, the labour court, and
defend [your interpretation]! So, they said, iressence, do something nice.” Feeling like amateurs
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navigating the legal environment, they tried "somehow to create dhbisainess, you could call isome
maximum human happiness. That was our maxim. That, and being honest and trying to communicate."

69. Both the new Swedish Institute and the vaccine company faced new mandates that would require
a different staff mix than had existed in the original organisations. This presented problems for
interpreting the laws governing which employees would have to be retained and which could be
considered redundant. Yes, staffing issues were key in setting up these new organisations in ensuring that
the right employees with the right skills were retained. There were obvious conflicts with a seniority-
based “last-in, first-out” system where those with the most up-to-date skills (particularly in the medical
field) would be the first to be deemed redundant. Moreover, they would need to dismiss long-standing
employees while recruiting people from the outside to fill new functions. This was a difficult position for
management, and even more so for the unions who pushed hard to assure job security for existing staff.

We declared, | declared, the following in the agency: that of course it is our intention, it
is a kind of letter of intent, that we will recruit whenever we find someone in the
organisation who is competent for a position, particularly for the vaccine company - we
will where possible recruit from the original staff. It was a promiBeit it was also

given that if we do not find anyone that has the competence we will not hire them. We
will not take arguments suggested by the unions that if you took two of these people you
could add up to the needed competence, particularly at the vaccine company it would be
devastating to start a company this way. (former Director)

Leaving Line Managers Unprepared to Cope with Dismissals

70. A somewhat unexpected problem became evident when managers were faced with the task of
actually giving staff notice of redundancy. Management had not been trained, supported or prepared in
advance for this task.

We have professors, former sub-directors, people who were very self assured when the
"wind was blowing in the right direction.” Some of them completely cracked when they
had to do the firing. Because, you know, they had to tell their own people, had fire them,
right? ... I'm not sure you can predict that, how if the person that is in front of you is a
group leader, if he or she could really stand up for the requirements when you have to
downsize. You have to sit in a group, you maybe have worked with 10 people and may
have worked with them for 5, 10, or 15 years, and now you have to fire 7 of them? | can
think of more pleasant things. | was very surprised that some people that | tiveught
strong were internally very weak when it came to that. And the opposite, that some
people you wouldn't expect were standing up like stainless sB®elthat wasnother

thing that was problematic -- that some of the leaders in the institute should have been a
resource for workers when, in fact, they too had to be led by the hand. (former Director)

71. In retrospect it was clear that managers were not sufficiently prepared for the task beyond
ordinary management training. A concern was also expressed that the problem may have been exacerbated
because in the research environment individuals came to head up departments as a reward for the technical
achievements -- not because they are particularly good managers. The NBL’'s experience offers an
important lesson that even the most appearingly self assured managers and directors should not be left
alone to face the grim task of dismissing friends and colleagues. Moreover, one should not under-estimate
the importance of training and “soft” support for managers faced with workforce restructuring.
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Creating the Vaccine Company

72. During the same period, one working committee explored possibilities for creating a commercial
enterprise out of the NBL's vaccine unit. From the perspective of finding creative solutions to new
employment opportunities, the demise and rebirth of the vaccine company provides an interesting and
positive example of what can be achieved through determination and staff morale. It also illustrates some
of the problems of truly delegating entrepreneurial authority in the public sector.

73. The vaccine unit as it existed in 1993 was described as extremely underinvested and having poor
facilities, but with a very dedicated staff. One problem stemmed from the fact that profits from vaccine
sales went to government so that over the years the agency suffered with regard to capital investments in
equipment and facilities. Moreover, functioning as a classical bureaucracy, management felt that the
structure would not stand up to modern commercial medical standards, noting that "the predeicts

okay, but all the infrastructure was wrong and the facilities were bad. In the face of a commercial analysis
it looked pretty doomed."

74. Remarkably, the lifeline for the vaccine company came unexpectedly in the guise of the Gulf
War. Unknown to the public, the major loss of fighting manpower was a particular strain of diarrhea.
Only the NBL and a leading French vaccine company had the vacciite fdBL tendered bids to the

U.S. Department of Defence for rapid delivery of one-half million doses of the vaccine.

“It was Christmas time. | told the people that you gotta die or fly. This is the time. In
order to bid for this we had to make a 90 day schedule to develop a recombinant vaccine,
purify the product, make a large scale production unit and make the clinical trials -- in 90
days. This shouldn't be possible. But they made it and we put in a tender and, in the
end, the big company they got no orders, we got all the orders. We made a very nice
profit. And we boosted the morale of this largely defeated production unit because they
were suddenly, well, they had done something, befdsetheywere told they could do
nothing. One could make an argument, that despite a small home market, with regard to
certain vaccines this production unit may have a future, if you could make correct global
marketing. The analysis was -- okay, the company can produce, let's look into that.”

Entreprenurialism versus politics and bureaucracy

75. Having made the decision to commercialise there were serious logistical proliests.the
company had to created in the formal form of a Crown company, requiring a decision by the Prime
Minister in a government session. This requirement presented a significant delay in moving forward,
despite the fact that government funding for the activity would ceaselas &fily. Some officials in the
Swedish government saw this as a failure of delegation.

76. Second, political battles over the location for the company delayed start until onbefaek

the end of June. Said the former Director, "These were professionals, workers comniitiedntw
organisation, who hadn't looked for other employment, but who didn't have formal contractsnegk a
before. ... We had to run and hire people into an artificial company that did not exist in realityw@&ieere

not decisions about how much money we could give, anything like that. And, of course, you can imagine
people are worrying how safeits All | could say was that afar as | could see, ghouldbe very safe.

The decision had been made, but it hadn't been made.”

77. The company now exists as a public enterprise that is 100 per cent state owned. It manages its
own budget based on profits and is governed by an appointed Board of Directors. Although the company
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received an initial capital investment from the government to help with start-up costs, there is no
appropriation from the government. The goal is to sell the company on the stock market by 1998.

Saving Jobs: Finding Buyers for Smaller Units

78. In addition to setting up new structures for the larger units, the committeesalso exploring

what could be done with two remaining functions that would otherwise be closed down. One function, the
diagnostic centre for children's metabolic diseases, had been a profitable enterprise. With a virtual
monopoly in the field, the NBL had sold diagnostic services to regional health centres around the country.
To find a home for the facility, they consulted with hospitals around Sweden and ultimately a regional
health centre/hospital wanted the unit relocated to its facilities. The regional facility with a strong
paediatric centre was a good match for the unit. The move kept the unit intact and staff kept their jobs.

79. Another facility which provided routine diagnostics had less obvious profitability. While it had
a modest cash turnover, the Minister of Health directed that it be closed it down. While the minister’s
office was not supportive of turning it into a commercial facility, they allowed the Director to seek buyers.

We had a client register, good people, technolagyy duty,and | told the staff, was to

try to find work for the people. [But] all the regional laboratories said, send us the
samples, send us the client register, but we will not hire a single person. So my local
trade union people were 100 per cent with me in saying, let's tell them to go to hell. ...
We asked two [private] laboratories that were in Stockholm if they were interested to
make an offer... And in the end it meant that 25 people were hired, which means
automatically that 25 man years [sic] were subtracted from the downsizing exercise. Not
only that, but we got a certain number of million crowns on top of that.

Staffing the New Organisations

80. Once all the organisational units were sold off, relocated or restructured, the task came of making
public all the various new positions and allowing the staff to apply. Table 15 provides a count of how the
original staff were distributed after the selection process. The committees sorted through the applications
and staffed the agencies in line with organisational needs and the requirements of the labour laws. In the
end only one individual filed a case with the Labour Court over staffing decisions and the agency won.
After all the applications were disposed of, there were several vacancies in the Swedish Institute unfilled,
and in the vaccine company many more unfilled positions, particularly for functions that hiadenot

there before (e.g., marketing, sales, financial management).

Table 15
Agency Staff

Before National Bacteriological Laboratory 450
After . Swedish Institute for Infectious Disease 110

Control

Vaccine Company 90

Absorbed by private laboratories 25

Absorbed by county health 10

administration
Downsizing Agency (redundancies) 205
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Outcome

81. “From my own point of view,” said the former Director, “with regard to the workload, I've never
been through anything so hectic But the speed was actually part of making it happen.” Indeed, the
agency met its 1st July deadline with all facets of the new organisational structure in place and staffing
needs assessed so that redundancy notices were delivered on schedule. Moreover, from an organisational
perspective, the restructuring was seen as positive for the Swedish Institute for Infectious Disease Control.
The former Director noted that in making cléarfocus and role was in the government, the Institute had
gained prestige in the professional community and that faculty positions had suddenly begun attracting
outstanding candidates. Despite the timing delays and frustrations the vaccine company is also advancing
with a growing market and a likelihood of success. The ability to find homes for both the diagnostic
facilities was a positive bonus in maintaining employment for staff in their chosen career, while
reaffirming that the service is meeting a true need and valued by the health community.

82. There were complaints from the staff and the unions that people did not have enough time to
adjust to the changes before they were implemented. The unions felt that the short time period placed
undue stress on workers with little time to reflect or assess options. Moreover, they felt that the push for
quick action was often used by management as an excuse for avoiding substantive discussions or
involvement from the unions in the restructuring activities.

83. The people side of the restructuring is less clear cut in its positive outcomes. The majority of the
205 people in the downsizing agency left it unemployed. They were mainly people with low education
who had received little further development during their years in government employment. Noted the
former Director, “[the downsizing] showed, in essence, had this government agency been run under
"rational” ways, it should have been able to reshape and change according to what society demanded. This
was a hidden problem within the agency."

84. Officials who worked with the staff adjustments at the Institute emphasised that how good an
employer has been with regard to investment in staff and management training and development come to a
head during staff adjustment exercises. This seems to be a particular lesson for government organisations
that have often suffered from lack of adequate attention or resources for training, as well as lack of up-to-
date facilities which might challenge workers to keep pace with the skills and competencies in their field.

One of the things that struck me most was that when you saw the 200 peopleraho

in the downsizing agency, quite a lot of things that could have beenbddore were

really on the table. ... The people who would just clean up things, they didn’t even know
Swedish. You have been lax as an employer. There are the women with low education
who have been typing and now you tell them you don’t need them any more. They have
had not training from us, so theyere not really prepared to work on the modern labour
market. ... You could see that the government, or this agency, had not been a good
employer for everybody -- very good for some, but not good for everybody. (official,
Ministry of Health and Social Services).

85. In conclusion, the former Director said, “I'm sure if you asked different people, you'd get
different views and version of how it felt to be involved in downsizing. What | am telling you, of course,

is the happy side -- new institutions and the like. But what | have not been able to convey, of course, is
the feeling of despair, the people who feel they have been crushed, separated from people that they've been
working together with in the lab for years. The feelings of loss.”
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Table 16 -- Summary
Making Swedish State Rail More Efficient

Situation: In order to achieve savings mandated by the Parliament and increase efficiency, Swedish Rail
closed down six of its 12 major switchyards, eliminating the jobs of approximately 700 workers.
Concerned with the fate of these employees and its reputation as a gosetaredemployer, Swedish

Rail adopted a policy of “socially responsible” staff adjustments stating that no workers would leave
without an alternative offer. The fact that most of the switchyasis located in small towns with little

other industry presented a particularly difficult environment within which to fulfil their promise.

Strategy

» Structureto managethe staff reductions The agency established a special downsizing agency with a
Director based in Stockholm, plus a regional structure under the same Director to co-ordinate in each of
the six locations. Downsizing agencies were not moved to separate office space, but existed on site.

» Focuson corporateresponsibility Personnel in the downsizing agency would operate on a case
workers system to provide regular and intensive support to each individual. Although indiwidreals
expected to be a dynamic part of the job search process, the emphasis was on providing a strong
infrastructure for support and guidance..

» Facilitating individual motivation Working with the case worker, each redundant worker had six
months to complete their individual action plan. Those failing would be dismissed.

» Usemaximumcreativity andinnovationon the part of the downsizing organisation in identifying and
even creating job possibilities. Strategies including hiring with business experts and consultants to
identify new market areas and evaluate possible partnerships or incentives with private sector
employers to absorb redundant workers.

Tools

» Individualised assistance for employees in setting and meeting new employment goals.

» Cash incentives for workers to try out different kinds of employment or take temporary jobs.

* Entrepreneur school to createwbusinesses

» Financial deals with potentiautsideemployers to take on redundant workers

» Financial deals within Swedish Ré&i provide training or create new jobs

» Developingnew commercial enterprises partnership with Swedish Rail, assuming these enterprises
would eventually become privatised.

» Did notencourage redundant worker to opt for pensions and early-retirements.

Outcome At the end of the one year notice period, more than 100 new jobs had been created by Swedish
Rail through partnerships with organisations both within and outside Swedish Rail. In other cases,
financial incentives were used to gain jobs in existing private sector companies or retrain them for future
expected needs in other parts of Swedish Rail. Approximately 100 workers remained without alternatives
at the end of the notice period. However, Swedish Rail would continue to work with these individuals and
seek options on their behalf.
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Lessons

Use the opportunity to open up minds Start from the very beginning with education groups that teach
people about the labour market that is open to them and open their minds outside the narrow framework of
the job they did. How is the labour market functioning just now? \Alfleathe needs and future jobs and
development? What will happen with computers influencing jobs?

The dimensioning factor in providing assistance is the number of people helpingRedundant people

have all the time in the day. The more people the downsizing agency can have trained to do interviewing
and provide assistance, the faster the process and the faster you can get people jobs. “If you can gain time
in the process, you've paid for the organisation.”

Action programmes should be based on an individual's thoughtand requests, but notleft to the
individuals own responsibility. It is isolating and demoralising for the individual to be abandoned on all
fronts. In addition, it is inefficient for the agency which simply wastes time that could be used helping the
individual pursue promising avenues toward new employment.

HRM staff in agencies need the capacity to express the logic of a socially responsible approach to
staff reductions in quantitative financial terms to the finance and budget offices. This is particularly
true in a downsizing environment which is driven by financial constraints and concerns over short-term
savings. Such a capacity is necessary in order to gain both the authority and the resources cagegled to
out creative activities such as making deals with other companies or acting in financial ways in matters
that are generally outside the boundaries of personnel offices.
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Making Swedish State Rail More Efficient

“By giving 700 persons a fair deal during one year, we could avoid forever
paying an insecurity feé.”

Hans Kihlsved, Director for Downsizing

86. Swedish State Rail is an example of a large agency faced with the need to secure efficiency gains
by scaling back on unnecessary functions and reducing staffing levels. In 1994, Swedish Rail, a state
owned utility company, was advised by the government that it would no longer receive subsidies.
Moreover, it was told it should be delivering money the State and solidifying its own capital. Although
the agency had made efficiency gains in the past decade (including htdwirggkforce from 30,000 to

15,000) and considered itself one of the most efficient railways in Europe, a substantial increase in revenue
demanded both price increases and more efficient operations.

87. To identify opportunities for greater efficiency, the agency hired a multi-national consulting firm

to assess the situation and make recommendations. In April 1994 the firm presented its report, finding
that the key efficiency barrier in getting trains to their destinations was in the system of switchyards

operated by the railway. They recommended 700 positions be eliminated, including closing down six of
Swedish Rail's 12 switchyards. The agency accepted the firm’'s recommendation. Negotiations with the
unions ran from April through July, with the numbers of cuts remaining unchanged in the end.

88. Its image and reputation as a good and secure employer was a major issue for Swedish Rail in
implementing the reduction. As a result they adopted a radical policy: none of the 700 individuals made
redundant would leave Swedish Rail without having an alternative offer (e.g. employment or education).

“With the high level of unemployment [in Sweden] and with our history of being a good
employer, Swedish Rail thought that these cuts might be disastrous and foolish. There is
a saying -- the cake of the State is small but safe. You could say that yoweaould
money in the short run by.. sending 700 people out in the streeBut unsafe
employment requires higher pay.. People who work in the private sector often make
more, but have less security. We could argue that this image [of security] has value in
money and we wanted to take care of all these 700 redundant people and negotiated on
those terms with the trade unions. We came up with a policy.tlegtch of these 700
persons would have alternatives.” (Swedish Rail official)

89. The difficulties in pursuing this goalere compounded in that many of the switchyamgse

located in rural areas and small towns. These were places where in the best of labour markets, few
employment alternatives existed. The switchyards were closed down from one day to the next in
September 1994, without a phase out or transition period. The redundancies corresponded to 500
switchyard workers and 200 mechanics.

8 from, Hans Kihlsved, Address at CEEP Seminar, Brussels, 29-30 May 1995.
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“These municipalities where we closed downs the switchyards, two or three had a train
wheel in their town emblem. Swedish Rail was a large part of the community -- a one
firm city. When we closed down all the prices around dropped out. It was impossible to
sell a house.... People identified with Swedish Rail -- their fathers worked for Swedish
Rail, their mothers, their grandmothers, grandfathers, older brothers.” (Swedish Rail's
Director for Downsizing)

Setting up the Downsizing Agency

90. A downsizing agency was created through the head office in Stockholm and a Director

appointed. A temporary, ad hoc, organisation was set up to send people from Swedish Rail's
administrative offices into each of the effected cities. Local support groups were also formed in each city.
Approximately 100 people were trained to work with the downsizing agency, of which about 20 worked

full time and the rest on a part-time basis.

91. The views of the director on how to run a downsizing agency were different, in many important
respects, from views expressed by other agencies. For example, the downsizing and personnel directors
were against the idea of separate locations for the downsizing agencies -- even where other Swedish Rail
activities would continue on the same site. Moreover, the director stressed that individuals would not be
made individually responsible for their own action programmes or activities. The support function was
organised around a case worker set-up whereby a staff person would be responsible for a worker and help
that person from forming the individual action plan through to the goal. While individuals were expected

to be motivated and active on their own behalf, they worked within an active support framework.

“That was the first thing the Personnel Director said to me -- we don’t waritapey
houses” ... were where they took redundant people and put them in a special building,
with desks and nothing on them and said, “well, here you are, take care of yourself, start
programmes.” | also made it clear that no redundant people should be made responsible
for their own activities or individual action programmes. It should be the responsibility

of personnel in the organisation -- people who have safety inside the organisation for
their own employment -- and who are trained to help. That is important.”

92. Workers were interviewed about th&kills, families, relatives, whether they had family in other
cities or the desire to relocate somewhere particular, whether they owned a house, as well as offering
ongoing dialogue about studying, changing their field of work, or relocating. The agency also tried to keep
abreast of the psychological impact of the changes on individuals, offered support groups, and provided
individuals who could offer personal counselling. Along similar lines, the agency sponsored a group
called ‘Restart to offer extra intensive support and intervention to those who felt hopeless about their
situation. This group generally included people with handicaps, older people, and other people for whom
it was particularly difficult to find options.

93. Workers were required to work with the caseworker to have an individual action plan together
within six months. Those failing to meet the deadline would be dismissed. According to the Director, the
purpose of this rule was less to protect against abuses than to provide a psychological influence on the
process. Initially many workers were quite angry with Swedish Rail over the dismissals and felt little
motivation to be particularly co-operative -- even when it was in their best intereststo do the end

only four workers were dismissed for failing to co-operate, but because the agency was strict about
enforcement, they believed it was an effective incentive for others who might have fought the system.
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94. A key part of their strategy was to open people up to the labour market and try to inspire new
thinking about jobs and employment prospects. Thus, creativity, flexibility and individual attention to
ensuring individuals stayed motivated and moving in the job search, were seen as key to succeeding in
achieving their goal. The variety of programmes offered by the agency reflect that philosophy.

Finding new jobs -- tools and strategies.

95. Each workers waassessed for basic skillsas well asfor training into other places in
Swedish Rail For example, Swedish Rail extended its training for train drivers and stewards to qualify
workers for posts even before positions were available. Workers were also organised into study circles and
given access to self-instructed courses that might help them gain skills or identify career options.

96. The agency offered to pay for one yeapuifessional training if the workers could provide

paper from the state unemployment agency that the training would likely lead to a jobtraimbe
continued to receive their regular salary during the year. However, it was pre-agreed that at the end of the
one year period the worker would leave the Downsizing Agency irrespective of employment status. The
agency would also pay ftmigher educationthat would continue beyond one year, when it appeared to be

a good solution for an individual. The individual was required to show that he or she could continue
funding the education after the first year.

97. Workers acceptinggmporary jobs could earn extra income above their redundancy salary. The
idea being that temporary work might lead to exploring maweer options and making contacts with
potential employers. It was important, said the downsizing director, “just to promote activity, to get things
happening.” Where workers could find temporary work in other cities, they were given allowances for
travel and housing in addition to the salary supplement.

98. The agency sponsored antrepreneurs schoal The school operated with a strict selection
process under the premise that everyone who entered the programme would start their own firm. Although
it served only a small percentage of the 700 redundant workers, it was considered a great success. Of the
40 people who began in the school, 85 per cent w#iewith their firms after 8 years. The Director
pointed out that starting business is good for the economy as well as for the individuals, as most small
businesses employ at least two individuals.

99. The downsizing director put much time and effort intaking financial agreements with

private firms to facilitate new jobs for workers. For example, they offered to pay the first five months
salary. They also made sufthancial deals within Swedish Railto other parts of the organisation. It

was clear to the Director that if you could find employment for someone and pay their new employer five
months salary, you saved the downsizing organisation up to seven months salary that could be used to
fund education or incentives for other workers that might be harder to place.

100. The agency'’s staff reduction strateliy notinclude encouraging workers to take early or regular

retirements -- a common strategy in most agencies facing workforce redundancies. The views of the
downsizing director in this regard were again quite different from the common view:
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“We decided that [promoting pensions] was extremely costly. You can do a lot of things
even for a person age 60 instead of giving them a pension. Make an agreement with a
private firm. You could pay half of his salary in a private firm and still come out ahead.

A person at 60 might be very highly experienced, could do very good work. You could
as well say that if there is a use for this person within Swedish Rail that the old position
could pay half the salary for five years if there is a new position taken. That would still
be better than stressing the pension system.”

Creating Jobs

101. Helping individuals find an opening in the labour market was not enough to ensure placement for
more than 700 redundant workers located in the far flung corners of Sweden. Where individuals could not
find a place in the labour market, the agency worked at ways for the labour market to find them. To this
end, the downsizing agency worked with individuals and consultants to make opportunirestéo
companies, jobs and employment opportunities. In this endeavour the efforts of Swedish Rail and its
downsizing manager are likely as creative as any that can be found in the workforce adjustment activities
of any OECD country.

102. They found that a growing industry in rail travel was telephone ticket sales. Moreover, for ticket
sales, a remote location was not a disadvantage. The downsizing agency made a deal with another part of
Swedish Rail to use money that would otherwise fund redundancy salaries to pay establishment and start-
up costs to set up a telephone sales office in one of the effected cities. Instead of receiving redundancy
pay, 35 people found new jobs. In the same city they convinced a Danish travel agency in a similar
project which eventually created another 30 jobs.

103. Working with consultants, the agency bought from a private company a production idea for
producing a heat pump. After a serious market analysis it was determined that the product had potential
and a production group was established inside an old train maintenance hall. A managing director with
relevant private sector experience and 35 former Swedish Rail employees made up the staff. The company
was fully privatised within two years. During the two year transition period, medical benefits and salaries
were guaranteed by Swedish Rail. Moreover, because the corporate was not considered a new government
activity, but would be privatised within a short period, Swedish Rail did not need high level or
Parliamentary approval that cost such delays to the National Bacteriological Laboratory.

There were two people who were startthgs production idea. There was a oithere

there was nothing. Nothing, nothing, nothing but Swedish Rail. No entrepreneurship
culture. So we had to do something. When we were finished the citpgtalD5 jobs

and got 120 jobs. Sdhere were more jobs in that place when we were done. (the
Downsizing Director)

104. In other areas Swedish Rail continued to work with consultants and local business and civic
leaders to explore development ideas in the rural communities. A number of other smaller and exploratory
activities remain under consideration and development at the time of the interviews. “Swedish Rail has
chosen to take a responsibility way beyond its field of business to assist communities in wharewe
played a major role. This wasn’t done previously and experiences are positive. ... Swedish Rail has gained
a great deal of recognition and respect in the communities concerned. In spite of substantial cuts, Swedish
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Rail has maintained its good reputation as a socially responsible employer and a real partner in joint
efforts to secure lasting solutions for local communities.”

Financing the Downsizing Activities

105. The budget for the downsizing agency was based on a lump sum equal to the total amount of pay
for redundant workers during their redundancy period --ithdhe equivalent of 10 to 12 months of pay

per person. The incentive for the downsizing agency was thus to get redundant workers into jobs as
quickly as possible. For each month that could be saved off the dismissal period, the agency saves that
money, that can then, in turn, be spent on programmes and incentives. Noted the downsizing director,
“you could do a lot with this budget of ten to 12 months pay if don’t just dismiss them. Some solutions
arejust less costly than doing it the ordinary way. If you do this right, the costs should be nothing.

you get one person out one month earlier, you can save a lot or pay for another person’s training.”
Although total costs for the production company wai unknown and the work of the agency was not
finished at the end of the 12 month period, the downsizing director believed that the organisation had
saved money against the total.

People Management versus Financial Management: shifting the boundaries

106. “Is this actually profitable? Isn’t that frightfully expensive, our Financial Director asked.
The facts are that, yes, it does make setiseX’ main point frustration for the downsizing director in
carrying out his mandate was in trying to work between Swedish Rail's central human resource staff and
the financial/budget staff.

There were continuing battles between financial/budget and personnel. Most personnel
people are not economists, they can talk about individualsThere is a structural
problem working with personnel offices. They don’'t have the knowledge and experience
and ideas for how to present these programmes to the financial/budget side. They have
the figures -- we get rid of more than half -- we can express this in aggregate percentages,
in real money terms. But you know what, these [personnel] people don’abgregate
figures to represent this. | was astonished. They're working with individuals, they say
we should have this because it's the right thing to do. Magbéut if you're going to

get the budget side to go along than you better also have the culture of figures to support
you. (Downsizing Director)

107. This was a particular problem in gaining permission to make financial deals with private sector
companies. The guestion arose, can the agency take the money that they would have paid to wages and
pay them out 10 months earlier to a private firm who will take on staff? As personnel departments do not
traditionally make such arrangements, traditional borders are crossed and it is upsetting and confusing both
to the personnel staff and to the budget staff. It is important for such negotiations to be timely and to
succeed, that policies and authority lines for such arrangements are clear and straightforward.

Outcomes

108. Of the 700 workers individual identified as redundant, approximately 100 were left without
employment at the end of the 12 month period. The downsizing manager was quick to point out that

9 from, Hans Kihlsved, Address at CEEP Seminar, Brussels, 29-30 May 1995.
10  from, Hans Kihlsved, Address at CEEP Seminar, Brussels, 29-30 May 1995.
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nobody in the process would be forgotten simply because the notice period had ended and active support
would continue from the agency, along with the Job Security Foundation and local unemployment offices.
He reported, for example, that recruitment needs at Swedish Rail were sufficient to meet the redundancy
problems and redundancy staff have priority selection advantage to be retrained, but taking these jobs
means relocating families. One key problem is whether those who cannot find work in their community
are willing to accept re-training within Swedish Rail and relocation.

109. The agency’s success is calculated both in terms of placing individuals in secure jobs and in

succeeding in their goal of maintaining the agency’s reputation as a good employer. In summing up the
experience, the downsizing director emphasised that, “Swedish Rail has gained a great deal of recognition
and respect in the communities concerned. In spite of substantial cuts, Swedish Rail has maintained its
good reputation as a socially responsible employer and a real partner in join effort to secure lasting

solutions for local communities.”

The union perspective on experiences with workforce adjustments

110. Union officials are supportive of the overall structures in the Swedish State Sector for ensuring
maximum job security, and providing an adequate level of money and support for finding re-employment

in the face of redundancy. They supported the policy of employing special downsizing agencies as the
primary agency structure for supporting redundant workers, noting only that it is important that the
downsizing manager be committed full-time to the task. They also emphasised the need to be
comprehensive in supporting workers, particularly in the area of mental health and psychological support
and not just focusing on the technical aspects of job searches. They also supported the use of creative and
preventative solutions to employment and employment alternatives. For example, highlighting Sweden
Post which had engaged the social partners to help large groups of current employees retrain for new jobs
without having ever having received notice of dismissal.

111. Union officials raised concerns and noted scope for improvement in three main area:

* How an agency deals with redundant stafand send a strongnessage about the value of
people to those staff that remain in the organisation. "How you handle the [the
downsizing] has an effect on the activities that are left -- it can get better or worse,
performance, thats, depending on how you handle the downsizing situatiolAs an
employer you can lose out." (Unions of Civil Servants)

» Ministers and agency top management must offer workers honest, cleand complete in
information. "I think that many managers and Ministers in the agencies like to be nice ...
[but if] you are in a situation where people could run into unemployment, they like to grab at
straws. .... It's better to be outspoken. Say, ‘this is the fact, we are gong to close this
authority’ and take responsibility for that situation. But the truth is that no one really wants
to be responsible for the situation." (Union for Service and Communication)

» Ministers and top management need to allow sufficient time for theémplementation
phaseof restructuring. While the “analysis phase” on the direction of change may go on for
years, once decisions are made, the restructuring is often effective within a few months. This
approach denies workers the opportunity to prepare psychologically, limits opportunities to be
preventative about job loss, and overrides opportunities for dialogue with the unions for
thoughtful planning of how to proceed with the new organisation.
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Counting costs in Agency Workforce Adjustment Programmes

112. The shadow in an otherwise bright picture of agency successes with staff reduction programmes
is cost. While the Job Security Foundation is securely funded, agencies faced with staff reductions as part
of restructuring (and often on short notice) are in a much more precarious situation. The large number of
individuals with entitles to payments and services, plus the costs of operating a special downsizing agency,
combine in an expensive proposition. Yet, gaining a clear picture of the costs of staff reduction
programmes was difficult (if not impossible) with each of the agencies reviewed in this chapter. Indeed,
there are no official estimates for the total costs of staff reduction activities in the State Sector. In order to
offer some perspective on the magnitude of such a figure, the cost profile of the Job Security Foundation
and that of the staff reductions of the Agency for Administrative Development are presented below.

Factors influencing the costs of workforce adjustments

113. A number of key factors influencing costs were commomadst agency undergoing staff
reduction programmes. The most principal factor being the prolonged duration of the process.
Postponements and lengthening of schedules for implementation and closure generated significant
additional expenditures. The following aspects and their timing influenced costs significantly:

» Salary costs for dismissed personnel accounted for the highest rates of expenditure.
» Large expenditures on redundant premises resulting from contracts with lengthy time-spans.

» Pay outs for pensions, saved vacation and other individual benefits lead to big expenditures
due to the large numbers of individuals with entitlements.

» Similarly, costs pertaining to the Job Security Agreement are significant (e.g., education,
competence development, job-training, etc.).

» Costs for consultants, premises, labour, equipment, etc., for the downsizing agency itself.
Here, time (and delay) aspects are a key factor in cost levels.

The Cost Profile of the Job Security Foundation 1990-1995

114, Since the Foundation was established in April 1990, expenditures for dismissed personnel
amounted to the following approximations:

Table 17 - Spending History

Budget period Number of Total expenditure
dismissals reported (SEK in thousands)

1990/91 5,400 6,000
1991/92 9,800 55,000
1992/93 13,500 213,000
1993/94 8,200 385,000
1994/95 4,900 373,000
1995/96 (est) 5,500 (est) 325,000
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115. It should be noted that the Foundation’s commitment are in many cases multi-year by nature,
which explains the “lag” existing between rates of expenditure and those of reported dismissals. Another
important fact is that most dismissals do not lead to expenditures from the Foundation. Active costs spent
on dismissed personnel for the budget period 1992/93 average 33,000 SEK per individual. yEar the
1995/96 that figure is estimated at 42,000 SEK per individual.

The Case of the Swedish Agency for Administrative Development (SK)
116. The costs in the case of staff reductions at the Swedish Agency for Administrative Development

were as follows:

Table 18 - Cost of staff reductions

A) Preparatory Phase SEK in thousands
- education, vocational training, redundancy
payments, pensions 6,300

- use of consultants 800
Subtotal 7,100

B) Downsizing Phase

- Labour costs for dismissed personnel 21,010

- Pensions 2,930

- Use of consultants 1,580

- Competence development 550

- Premises 4,330

- Other costs 3,840
Subtotal 34,240

C) Total downsizing cost 41,340

117. The Job Security Foundation contributed approximately 100,000 SEK for individual competence
development, plus ‘income security payments’, neither of which are included in the above totals. The
costs for individual competence training averaged 42,000 SEK per awarded individual. The Agency’s cost
(excluding the Foundation’s contributions) were 39,000 SEK per awarded individual. The Agency budget
provided above was provided by the Agency’s own savings from prior year appropriations.

Cost versus culture

118. In conclusion, it must be emphasised that assessing the benefits attached to the costs is largely a
cultural exercise. In this respect workforce adjustment is no different from any other organisational policy
or undertaking where investment reflects what the organisation needs and values. The cost of union
support for the massive restructuring desired by the government was, in the Swedish culture, almost
unreservedly seen as a cost worth meeting. Just as the organisational culture in Swedish Rail placed
premier value on its image as an employer. So much so, that even when facing budget shortfalls there is
value in near and medium-term costs to preserve that image over potential for short-term gains by rapid
dismissal of staff. The cost-benefit trade-off would likely find a different balance in other OECD
countries.

Part 4: Remarks and Conclusions

119. Based on the views and experiences described in Part 3, Sweden appears to have been largely
successful in maintaining a job security system which balances the needs of agency management balanced
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with the needs of workers, particularly workers being displaced by restructuring. The Director of the Job
Security Foundation believes that one measure of success for the system can be seen in the fact that the
State Sector is operating with an internal "unemployment rate" of 1.3 per centis; tdy 1.3per cent

of those who receive redundancy notice face longer-term unemployment. He cothgegh an
unemployment rate of nearly 12 per cent for the economy as a whole.

120. While the somewhat unique situation in Sweden with respect to decentralisation of human
resource management functions to line departments and agencies, as well as the strong cultural emphasis
on union/employee relations, feature in the strategies that Sweden has undertaken, there are a number of
promising practices, as well as important lessons, that are worth raising for consideration by any public
sector organisation seeking to reduce its workforce.

121. The agency experiences described in this chapter suggest that success comes from an equal
commitment on the part of both labour and management to balancing the desires of the workers for secure
employment, with the needs of the employer to properly reshape their organisation. Both management
and union officials were quick to point out that extreme positions were less likely to occur in department
with a history of positive and co-operative labour-management relations. However, in assessing the
feasibility of Sweden’s staff reduction tools for other OECD countries, a similar system might not find the
same level of success -- particularly on both sides of the labour-management equation.

122. Union officials emphasised that the way an agency initiatives a staff reduction exercise -- the
first steps in announcing and planning for a workforce shake-up -- aneodteémportant because they set

the tone for the rest of the exercise. Union officials offered examples of agencies where restructuring was
used as part of a political game to the extent that the Director-General and staff were first made aware of
major restructuring when it announced on television. Both unions and management agreed that given such
a start, it took much time for managers and line staff to get over the shock, and to create some kind of trust
to allow the process to move forward in a positive and constructive way. Similarly, long and drawn out
battles in the political area, or even inside government, over the fate of an agency can damage staff morale
to the extent that restructuring becomes a bitter battle rather than an opportunity for positive outcomes.

123. In looking at whalessons andpromising practicesthe Swedish experience can offer regarding
developing sector-wide policies for workforce adjustments, as well as for implementing individual
workforce adjustment programmes, many principles stand out:

Lessons and promising practices: sector-wide policies for staff reductions

124. Focus on individuals There is much consensus among the social partners that the success and
strength of the system is its focus on individuals. The system provides what is thougladegbate

time, space and resources to help individuals faced with unemployment find new jobs or education that
would lead to a new job. The emphasis is on maintaining continuity of employment -- often in another
sector of the economy -- and the burden is on government, not the individual, to provide the means for the
individual to find the opportunity. For this reason, kligour and management supported the six to 12

month notice period as a necessamgnd sensible As noted earlier, for example, the Director of the Job
Security Foundation found that it often takes four to six months for workers to be able to think and act
constructively about their situation and find work alternatives.

125. Independent Job Security Foundation The existence and structure of such an organisation is

unique to the Swedish State Sector across OECD countries. With it's growing influence and expertise, the
Foundation forms the backbone of the job security system for State Sector workers. The Foundation
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allows the government to make the policyand operational distinction between development and
downsizing, an issue raised by the unions. While the central government and political officials focus on a
new direction for the State Sector, the Job Security Foundation exists as an independesgchoeyn

its own funding and existence that can give its full attention to those wiaoe left behind by
restructuringproviding continued active support beyond the notice period Its growingexpertise and

central co-ordinating role also help fill what appears to be a gapivaring and disseminating hands-

on information about operating workforce adjustment programmes across the State Sector. On the other
hand, in providing these functions, it offers State sector workers a substantial benefit not enjoyed by their
private sector counterparts. This is a situation ihaperhaps, politicallyjunfeasible in many OECD
countries.

126. Role of Ministers and other policy markers in ensuring a smooth process Political

decisions should be clear, straight-forward and timely. Long-drawn out debates and decision making
processes appear to be very stressful on staff, have a serious impact on agency productivity, and hamper
the morale and motivation needed to move forward on the new organisation.

127. Role of the preliminary analytical phase in preparing for workforce adjustments. To the extent
possible, staffing reductions should be driven by well articulated and complete reorganisation plans and
not visa versa. For example, the idea that workforce adjustment provides an opportunity for restructuring
is contrary to the current policy direction in Sweden. There was consensus among the social partners that
policies should never be implemented as across-the-board reductions which are not founded on the results
of staffing needs or organisational priorities on an agency-by-agency basis. Moreover, analysis and
subsequent plans should consciously and explicitly include policy decisions regarding the scope of the
organisation’s mission, activities, structure, and workloads prior to determining the scope of staff
reductions. In the same vein, greater attention should be given to internal recruitment, placement of
personnel, and training to ensure the skill mix of werkforce is in line with the needs of the new
organisation.

Lessons and promising practices: carrying out staff reduction programmes

* Agency executivesaand leadership shouldincrease their visibility and availability to staff during
periods of staff reductions and restructuring.

» Encourage innovative thinking from agencystaff involved in staff reductions with regard to seeking
and evaluating outplacement strategies. For such a focus to be successful, howes«sypposes
substantial delegation of authority and streamlined channels o€learance for staff to develop
action plans, commit resources, and even enter into agreements with other institutions or prospective
employers.

* Provide staff with continuous information on the status of and strategy for reductions and
reorganisations. Work on the principle that one can never provide too much information.

* An outplacement programme shouleek to "activate" every individual in taking responsibility for
finding their own new employment. To this end, each employee should be required work out a
personal development and strategic plan based on careful assessment of their pasdittddon
conducted with the guidance and support of trainedstaff. The process of “activation” should
include attention from management and human resource staff and a structured program that includes
regular activities, counselling, and follow-up.

56



PUMA/HRM/RD(98)1

* In agencies engaged in large-scale staff reductioms individual in the organisation should have
full-time responsibility for co-ordinating the operations of the activity, and serve as a central point
of information and expertise. Moreover, the responsible individual(s) must have secure employment,
not themselves in fear or position of layoff or transfer.

» Theremay be merit in removing redundant workers from the regular workplaceand housing the
downsizing organisation in a separate location, both to allow time and space for redundant workers, and
to maximise opportunities for a new culture and positive environment to grow in the new organisation.

» Provide managers (particularly mid-level managers) with trainingand support for managing staff
reductions among their staff. Recognise the personal difficulties and stress involved in firing and
reorganising staff.

» Provide support and counsellingfor staff who are remaining with the organisation to ensure that
they are both technically and emotionally prepared to deal with their new roles in the new organisation.

* While staff reduction programmes should decentralised, it is important to have cantral
mechanism for sharing expertise and best practices across government

Human resource management staff should work to express the costs and benefits of staff reductions in
guantitative financial terms. This is particularly important in maintaining credibility, accountability and
control, where staff reduction programmes include innovative features such as making financial deals with
private sector employers and providing costly training and development that might lead to new jobs. Itis
possible to show that where these programmes are carried out well, the agency can save bneaky or
even again severance costs while at the same time securing employment for redundant workers.
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Appendix. Resources

Persons interviewed in the course of this study were:

Mr. Per Aldskogius, Swedish Agency for Administrative Development

Ms. Anette Bister, Union of Civil Servants

Mr. Lars Dahlberg, Swedish Agency for Administrative Development

Dr. Ronnie Eklund, Professor

Mr. Johan Haage, Swedish Agency for Administrative Development

Mr. Torbjorn Jansson, Swedish Agency for Administrative Development

Mr. Per Hogberg, Principle Administrative Officer, Ministry of Finance

Mr. Hans Forsell, National Institute for Building Research

Mr. Hans Kihlsved, Swedish State Railways

Mr. Benne Lantz, Director, Job Security Foundation

Ms. Inger Mattsson-Kasserud, Head of Department, National Agency for Government Employers
Mr. Chaes Norrhede, The Union for Services and Communications

Ms. Ingrid Petersson, Assistant Under-Secretary, Ministry of Health and Social Affairs
Mr. Johan Tengblad, Union of Civil Servants

Dr. Hans Wigzell, Professor (former Director), National Bacteriological Laboratory

Publications used in the production of this report:

Johan Haage, “Downsizing without Closing Down” (memorandum describing experience with staff
cutbacks at the Swedish Agency for Administrative Development)

Hans Kilsved, Address at CEEP seminar on switchyard closings at Swedish State Rail, Brussels 29-30
May 1995.

Benne Lantz, “Staff Reductions and Job Security System in the State Sector in Sweden,” presented at
[name of SIGMA seminar]

Torbjorn Larsson, GoverninBweden Swedish Agency for Administrative Development (Statskontoret),
1995.

Swedish Ministry of Finance, “The Public Sector Labour Market in Sweden: a presentation,” May 1995.

Lois R. Wise and Per Stengard, “Public Sector Reforms and Internal Labour Markets: Examples from
Sweden and the United States”, (unpublished).
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CHAPTER 3: THE PURSUIT OF BETTER GOVERNMENT:
FEDERAL GOVERNMENT DOWNSIZING IN THE UNITED STATES

Introduction

1. In 1993 the United States government undertook an ambitious programme to reduce the size of
the Federal workforce by 272,900 employees -- an overall reduction of 12.5 per cent -- by 1999. The
government has more than achieved its goal wedbdivance of the 1999 deadline and some organisations
continue to engage in staff adjustment programmes resulting from the need to restructure. Central to the
programme of workforce restructuring was a set of management priorities centered on minimising
involuntary attrition, maintain workforce diversity, use of workforce adjustment as an incentive for
organisational restructuring and reform, and preserving the morale of managers and workers throughout
the process. Combined with the activities of the National Performance Review to create a government that
“works better and costs less” -- these activities have generated many lessons and promising practices for
other governments faced with the difficult task of workforce restructuring and downsizifidne
experiences gained in the past five years have yielded much valuable information to the study of public
sector human resource management and the management of change. The purpose of this chapter is to
highlight the tools managers in the Federal workforce have at their disposal to implement workforce
adjustment programmes, the challenges associated with recent their downsizing experiences, and
promising practices gained from their experiences.

2. This chapter is organised in four parts:

1. Public sector employment and restructuring activities during the 1980s and 1990s.

2. Tools available to U.S. Federal executives and managers to implement downsizing.

3. Examples of downsizing programmes from three government organisations.

4. Discussion of lessons learned from the U.S. downsizing experience.
3. The more detailed case studies in Part 3 of this chapter offer examples of downsizing
programmes stemming from restructuring an organisation as part of the overall reductions in the defense
sector (Defense Logistics Agency), downsizing in the context of establishing a new organisational mission

and structure (Bureau of Reclamation), and complying with a directive to downsize in the face of an
increasing budget and demand for services (Food and Drug Administration).

11. See, for example, General Accounting Offieederal Downsizing-- Better Workforce and Strategic
Planning Could Have Made Buyouts More Effective, GAO/GGD-96-62, 1996; National Performance
Review, Serving the American Public: Best Practices in Downsizing, Benchmarking Study Report,
September 1997; General Accounting Office, Federal Downsizing: Agency Officials’Views on Maintaining
Performance During Downsizing at Selected Agencies, 1997.

12. The information provided for the selected organisations provided in Part 3 of the report is drawn from a
series of interviews and briefings conducted with executives, senior managers and middle managers in the
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The Status of Workforce Restructuring in 1998

4. Restructuring and downsizing the Federal Government’'s workforce -- part of the initiative to
create a Government that “works better and costs less”-- became a significant priority with a new political
administration in 1993. In 1994, Congress enacted legislation which mandated a reduction of the
equivalent of 272,900 full-time workers (12 per cent of the Federal workforce) by 1999. By 1998 this
target had already been exceeded. Between January 1993 and January 1998, the Federal workforce had a
net reduction of 355,500 employees (16.2 per cent of its workforce).

5. Almost two-thirds of the reduction (64 per cent) occurred from the ranks of civilian (excluding
the uniformed military personnel) in the Defense Department. Overall the Defense Department reduced its
civilian workforce by 21.4 per cent during this five year period. However, two of the agencies most
heavily affected by were from central management agencies in the government: the Office of Personnel
Management was reduced by 51.3 per cent (-2,997 workers) and the General Services Administration was
reduced by 30.2 per cent (-5,452 workers).

6. A key priority in downsizing the Federal workforce has been an emphasis on encouraging
voluntary attrition, with involuntary attrition used only as a last resort. Over the five year period,
approximately one in ten of the overall reductions occurred through involuntary separation. The
reductions were achieved through, for example:

» Voluntary Separation incentives (buyouts): 158,800 employees in “surplus” jobs were paid
voluntary separation incentives of up to $25,000 to leave the Federal workforce, including
87,800 accepting the offer to take early retirement.

* Involuntary separation (layoffs): fewer than 37,000 employees were separated involuntarily.

* Redeployment: more than 22,000 employees in surplus positions were moved to “critical
vacancies” in their own and other Federal departments and agencies as padreéra
transition programme that began in 1996. (“critical vacancies” refers to positions that need to
be filled in order to carry out the business of government, while priority is generally given to
restructuring the work and, where possible, to eliminating the position altogether.)

7. This emphasis on voluntary separations had a number of benefits. It sent a positive message to
managers and employees, that while reductions were necessary, they would be accomplished in a way that
accounted for and sought to balance the needs and preferences of Federal workers with the needs and
priorities of the workplace. This approach also helped preserve the recent gains the Government had made
in improving the diversity of its workforce. By avoiding involuntary separations with their rules that give
priority to the “last in : first out” principle for targeting workers, the Government has been able to keep the
proportional representation of women (44 per cent) and minorities (29.5 per cent) in the Federal workforce
at or slightly above their pre-downsizing levels.

three agencies responsible for carrying out workforce adjustment, and particularly downsizing activities, in
their agencies. These interviews were collected during 1994 and 1995, the data were subsequently updated
in 1997, information on govenrment-wide downsizing policies and results was updated in 1998. "A more
complete account of downsizing experiences in the U.S. federal government, with extensive case studies of
the Defense Logistics Agency, the Bureau of Reclamation, and the Food and Drug Administration, is
available in a recent book by the author entjtledwnsizing the Federal Government: The Management of
Public Sector Workforce Reduction@1.E. Sharpe, Inc., Publishers of Armonk, New York, 1998).
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Part 1: Two Decades of Pressures for Workforce Adjustments

8. In the United States, civilian federal employment expanded, overall, until the early 1990s.
Differentiating between civilian defense and non-defense agencies, there are slightly different patterns of
change in public service employment. Non-defense employment took a slight decline during the late
1970s and early 1980s as part of political initiatives to reduce the budget deficit, streamline government,
and reduce the size of the national public service. However, by the mid-1980s non-defense employment
was back to pre-cutback levels, although the distribution of employment had changed somewhat across
government departments. The civilian defense sector continued to expand during the 1980s until the end
of the Cold War brought a change in defense spending priorities and the beginning of major staff reduction
initiatives in the Department of Defense. In 1993, the Government launched “Reinventing Government”
which included a major downsizing component that built on the reductions already underway in the
defence-related agencies.

9. This current policy of staff reductions was initially pursued largely through a focus on
eliminating jobs via staff controls imposed on agencies centrally through the budget process. The priority
was on offering Federal employees cash incentives to voluntarily resign or retire from Federal service.
Some attention is being given to privatisation and corporatisation, but such transitions have not been a
common or major means of achieving reduction targets.

Federal Staff Cutbacks and Retrenchment: Early 1980s

10. Budget limitations caused fiscal stress which led to cutbacks and retrenchment during the late
1970s and early 1980s. Cutback and retrenchment activities include reducing personnel through normal
attrition, voluntary early retirements, across-the-board cuts, and involuntary reductions; targeting cuts;
reducing salaries and benefits; increasing workloads; conducting hiring and purchasing freezes; making
tradeoffs; stretching resources; rationing or cutting services; transferring functions and services to other
levels of government; privatising; reducing or terminating functions; shifting incentives; increasing
budgetary flexibility; increasing efficiencies; improving productivity; delaying expenses; and postponing
maintenance and capital projects. Some of these activities are again being pursued by federal government
agencies during downsizing.

11. During the 1980s the government extended and strengthened cutback programs begun in the
latter half of the 1970s. In the 1980s, the issue of the size of the federal bureaucracy became a political
issue and was linked to changing national priorities. Goals during this period included rdddenad

taxes, government oversight and regulation, and the federal presence in social welfare programs by
shifting responsibility to lower levels of government. Reductions were targeted from the political level to
specific agencies and programs. Deep budget and staffing cuts were aimed, in particular, at regulatory and
social welfare agencies. Bitter political battles were fought between the Congress, the President, and
interest groups over the extent of program cuts and reorganizations. In the end, Congress mitigated many
of the President's proposed reductions; in other cases, agencies suffered painful and divisive personnel
layoffs only to regain their personnel strength by the late 1980s. Reductions were implemented largely by
targeted layoffs; there were no incentive programs for voluntary attrition. Struggles over cutbacks, which
stretched out over several budget years, in some cases, resulted in a strong negative effect on the morale of
federal employees and the appeal of federal employment. At the end of the decade, the National
Commission on the Public Service reported that the public service was suffering from low pay,
plummeting morale, recruitment rigidities, and attenuated career prospects (Volcker Commission, 1989).
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Workforce Adjustments and the National Performance Review: 1993-1998

12. The current round of staff reductions is being driven by a similar combination of political and
economic pressures. The pattern of reductions can be seen in three distinct, although overlapping, waves.
Force restructuring in the Defense sector, following form the end of the Waldand subsequent
reductions in Defense-related spending, included a major downsizing component. Of an initial reduction
target across the government of 272,900 positions (see below), nearly 100,000 of the reduction was
achieved by Defense-related organisations. Shortly thereafter the National Performance Review as part of
its mandate for change recommended a reduction of 50,000 positions targeted at personnel, budget and
administrative occupations. Emphasis was also given to “de-layering” by reducing the number of
executives and middle-managers in organisations. Most recently pressure for staff reductions has
continued through ongoing budget pressures to reduce overall spending and rationalise resource
allocations generally in government departments and agencies. It is the reductions in the second two
waves that are discussedtinis case study i:e., those imon-defense organisations from the priorities of

the National Performance Review and continuing budget pressures.

13. The National Performance Review and its mandate for changes in operations and culture linked
to greater efficiency and reduced cost under the slogan of creating a government that "works better and
costs less" (National Performance Review, 1993, 1994, 1995, 1996). Staff reduction targets were debated
and set in the political arena between the President and the CongressonkEatff reduction targets

were being distributed largely uniformly (imost cases) across civilian agencies through personnel
ceilings allocated as part of the annual budget process as a kind of efficiency gain. A underlying
assumption being that there was a sufficiently large amount of “fat” and redundancy within the Federal
government, that could be eliminated without major disruption to overall programme and service delivery.
Over time, however, it became clear that in practice staff reductions were being distributed in a much more
rational and programme oriented way, so that organisations such as the Office of Personnel Management
has lost more than half of its staff based on changes in purpose and budget levels following reforms, and
other organisations such as the Justice Department have had an increase in staffing levels over the period.

14, The Federal government’s National Performance Review (NPR) has played a leading role in the
current downsizing programme. Sometimes referred to as “rightsizing” or “downsizing”, the activity has
been described as the "centerpiece of the performance review" (Shoop, 1994: 19) and the "keystone of the
cost savings" (Kettl, 1995: 17). The NPR expanded the reductions adfdrese-related agencies into the

whole Federal bureaucracy. The original programme called for reducing the executive branch civilian,
non-postal workforce by 272,900 employees by the end of fiscal year 1999 for a total savings of 40.4
billion US$. Staff reduction targetgere allocated through staffing ceilings as part of the budget process.

In most cases, agenciegre free to determine how to spread the cuts within their agencies. However,
there was a requirement that 10 per cent of the reductions come from the executive level, and more than 50
per cent from ranks of middle managers. Clearly a reduction of this scale by its very nature introduced an
enormous amount of organisational stress, but as well presented significant challenges and opportunities
for federal agencies.

15. In addition to political and economic forces, staff reductions were (and are still) being driven, in
some Federal departments and agencies, by the need for modernising agency systems, adapting to changes
in technology, and meeting changing societal demands for programmes and services. These factors are
also consistent with the goals of the National Performance Review. In some agencies, top management
has been able to use the National Performance Review as a vehicle for promoting organisational reforms
for which it might otherwise have been difficult to rally employee, and even political, cooperation.
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Setting the Targets

16. The original 272,900 figure was arrived at by a three step process consisting of an ‘executive
order from the President (February 1993lling for a reduction of 100,000 positions; a Presidential
Memorandum entitled Streamlining the Bureaucracy(September 1993) supporting an NPR
recommendation to increase the reduction to a total of 252,000 personnel; and Congressional legislation
(March 1994) through the annual process of approving the Federal budget increasing the level to 272,900
employees. The NPR’s recommendation specifically linked the 252,000 number to reducing
administrative and supervisory staff involved in control, oversight and micromanagement such as
headquarters staffs, personnel, budget, and procurement specialists, accountants, and auditors. The
Presidential Memorandum ordered departments and agencies to carry out the reductions and directed
agencies to "reduce the ratio of managers and supervisors to other personnel, with a goal of reducing the
percentage who are supervisors or managers in halving the current ratio within 5 years." The subsequent
law was not specific in the details of where the cuts should be taken.

17. Subsequently, Congress passed the Federal Workforce Restructuring Act of 1994 and, in 1997,
the Voluntary Separation Incentive Payment authority. These laws authorize Federal agencies to offer
voluntary separation incentive payments, commonly known as "buyouts," of up to $25,000 to eligible
employees who voluntarily resign their jobs. The buyaurts aimed at getting employees, especially
middle managers, to leave the federal government and to avoid costly and time consuming lay-offs.

18. Early on, manyfederal career professional managers and executives have reacted with
disillusionment. On the one hand, they supported improving government and reducing its costs and accept
their responsibility for implementing the changes. On the other hand, many were deeply concerned about
the career civil service being faulted fis of the government, a lack of sufficient participation by their
professional associations in the early stages of “reinvention”, the justifications for an extremely high
number of personnel reductions, a span of control ratio of 15 employees per manager, targeting personnel
cuts at their ranks, and the consequences for capacity to deliver complex government programs in the
future (Shoop, 1993; Kam and Shaw, 1994; Kettl, 1994; and McCarthy, 1994).

Applying the Lessons of Earlier Efforts

19. Several studies have investigated staff and budget reductions during the period of the 1980s.
One of the most comprehensive and analytical overviews was published by Dr. Irene Rubin. Rubin (1985)
conducted case studies of reductions in th8. Office of Personnel Management (OPM) and four
agencies located within the Departments of Health and Human Services, Housing and Urban
Development, Labor, and Transportation. Her studies analyze the relationship between the political
process of cutbacks and the effects of cutbacks on agencies. She outlines a variety of management and
strategic lessons drawn from these exercises. Table 1 contains findings extracted from the Rubin study.
The current round of staff reductions differs from previous efforts of the early 1980s in several respects.
Interestingly, current agency experiences with downsizing would suggest that many of the lessons raised
by Dr. Rubin are equally applicable today.

13.  Executive Order 12839, February 10, 1993. An executive order is an administrative directive from the
President to establish or modify the practices of administrative agencies, to give force to legislative statutes,
and to enforce the Constitution or treaties with foreign nations.
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Table 1: Some Key Lessons Learned From Federal
Workforce Adjustments in the 1980s

1. Avoiding long drawn-out battles over agency cutback and termination plans between the

Administration and Congress by taking quick and definitive action would have minimize
agency uncertainty and improved agency productivity.

2. Clearly ending the cutbacks and reorganizations within agencies would have led to stabi
reduced workforce alienation, and improved productivity.

d

ity,

3. Struggles over cutbacks, uncertainty and changing decision frames negatively affected staff

morale, motivation and productivity due to fear and mis-information.

4. Agency employees suffered from not knowing cutback levels and timetables and experiencing a

sense of being punished.

5. Use of lay-offs, demotions, and “bumping” resulted in mismatches between employees, jobs

and skill requirements and caused long-term staffing disruptions and problems in agencies.

6. Lack of leadership and clear direction resulted in deterioration and polarisation of relationsh
and communications among agency staff.

7. The cutback period reduced the quality of work life for federal employees, reduced the apy
of federal employment, and hurt recruitment of new employees.

8. Agency workforces became older and more homogeneous due to hiring freezes and involur
dismissals; consequently, employment levels of women and minorities decreased.

9. The involuntary redundancies could have been implemented in ways to minimize damags
agencies and employee morale by making greater use of attrition and voluntary incentives,
by using outplacement programmes, and by not using reorganization and personnel ceiling
purposes for dismissals.

10.The overall impact of the cutbacks on Federal agencies was a deterioration of managemen
productivity.

Source: Irene S. Rubishrinking the Federal Government: The Effect of Cutbacks on Five

ps

neal

tary

b to
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t and

Federal AgenciegNew York: Longman, Inc., 1985), 196-209.
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Part 2. Tools for Downsizing

20. Table 2 lists the primary downsizing tools listed in ordepreference used by agencies in the
current workforce adjustments. A major difference with the staff reductions of the 1980s is that
involuntary dismissals are currently considered to be an option of last resort. Involuntary measures are
only used when agencies fail to meet targets by voluntary means such as normal attrition, hiring freezes,
transfers, outplacements, or incentives for voluntary departure. Indeed, it appears there is much consensus
that involuntary dismissal should be avoided as much as possible because of high costs to the agency in
time, money and morale, and the high cost to the individuals and their families from job loss and
unemployment.

Table 2
Tools Used by Agencies for
Personnel Reductions

1) Normal attrition
2) Hiring freezes
3) Transfers to other in-house positions or other agencies
4) Buyouts (voluntary separation pay incentives)
a. Optional retirements
b. Early retirements (early out)
c. Resignations
5) Outplacement programmes and partnerships with state
unemployment agencies
6) Register of job vacancies operated by the Office of Personnel
Management and the Department of Defense
7) Devolved authority to set up transition support activities
within an agency
8) Involuntary redundancies

21. In general, the use of the tools presented in Table 2 flow from the policy framework being
promoted by the government to achieve the personnel reductions: minimize involuntary dismissals,
maximize voluntary attrition, protect employment where possible by reorganizing work or facilitating
transfers to other agencies, protect seniority in layoff situations, and minimize targeting of individuals in
favor of targeting occupational categories.

Buyouts

22. The preferred strategy for personnel reductions is natural attrition. However, policy-makers and
union leaders recognized early on that normal attrition would not achieve the necessary reduction targets in
most agencies. The secomekferred strategy has become incentives for individuals to voluntarily leave
their jobs, either by resignation or retirement. Known in the Federal systems as “Voluntary Separation
Incentives” (or more commonly as “buyouts”), this authority had been available to the Department of
Defense agencies since 1992, and first came to the non-defense agencies in 1994 in the Workforce
Restructuring Act. Authority for departments and agencies to use their agency appropriations for this
purpose required a change in the law. Law provides departments and agencies with a limited window for
using this authority. In defense agencies, the authority extends from December 1992 to September 1999.
Civilian agencies received authorization to offer buyouts only from March 1994 to March 1995, although
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the law gave agency heads permission to delay the actual separation of employees until March 1997, if
continued employment was required to ensure the performance of the agency mission. A second buyout
authority was subsequently provided for the period October 1, 1996, to Dec&inli€97. In order to

ensure buyouts result in an actual reduction in staffing levels, agencies are required to cut one full-time
equivalent position for every buyout paid.

23. While the authority was available across the Federal government, each agency head decided if
buyouts would be offered to employees depending on the agency's need to use the tool. lrageneyal,
management could offer the buyouts to specific occupational groups or categories and employees within
those groups may request a buyout. Additionally, they had the flexibility to offer buyouts only to specific
units within the agency or only during specific "windows" of time when necessary to incentivize
employees to leave voluntarily. Worth noting, however, is that managementodtdaget individuals

in promoting buyouts.

24, Under the buyout provisions, eligible employees who resign voluntarily received a payment
equal to a severance allotment (based on a formula including salary and years of service) or $25,000,
whichever isless There are three possible categories for buyout eligibilfyrst, optional retirement

refers to employees who are retirement eligible at age 55 or older and with 30 years of service; or age 60
with 20 years of service; or age 62 with 5 years of service. Second, early retirement or early out refers to
those at age 50 with 20 years of service or at any age with 25 years of service. The Office of Personnel
Management must grant voluntary early retirement authority before an organization can offer this
incentive. Third, an employee without sufficient age and years of service can simply resign in exchange
for a cash payment.

Cash Incentives to the Private Sector

25. The defense agencies have additional flexibilities not yet available to the rest of the Federal
government to assist workers in securing employment in the private sector. For example, private sector
firms willing to hire surplus employees can receive cash payments of up to $10,000 to subsidize retraining
costs. Also, the Defense Department may pay moving costs of up to $10,000 if an employee accepts a
private sector job in another geographic area.

Priority Placement Systems

26. All Federal workers identified as redundant have a right to priority placement for vacant
positions both within their agencies and across the government. Agencies maintain their own internal
priority placement lists and a national vacancy database is maintained by the government central personnel
agency, the Office of Personnel Management. The Department of Defense also dgeoatasentral

priority placement list in order to match individuals at risk or on notice for layoff with jobs in other
government agencies or geographical locations.

27. A more formal career transition programme was established in September 1995 for non-Defense
departments and agencies by a directive from the President. This programme incorporates a new concept
in the Federal system of giving redundant employees selection priority in their own and other Federal
organisations. To use their priority rights, eligible employees must apply for the position and be
determined to be “well qualified”. The Office of Personnel Management reports that giving redundant
employees priority status was designed to “empower” them and provide an incentives for seeking other
new employment. Unlike previous Federal programmes that relied heavily on centralised lists of
redundant employees and “placement’of these redundant works in departments and agencies by an outside
central management agency, the new programmes ensures that the redundant employee is actually
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interested in the positions by taking their own initiative to apply for any advertised vacancy, and then
ensure that the employee is well qualified for the position from the perspective of the hiring department.
Transition rates to new jobs are two to three times greater than under the old placement system. As noted
earlier, 22,000 employees have moved from surplus positions to new positions under this programme.

Outplacement Programmes

28. Some agencies with large numbers of staff to outplace hire consultants to work with staff.
Outplacement programmes available under the U.S. Job Training Partnerslaipe Acipposed to offer
displaced workers (from all employment sectors) with retraining for occupations that are in demand in the
labour market, occupational counseling, and other assistance and training such as resume preparation,
interview techniques and job-hunting strategies. However, relying on these services is somewhat
problematic in the context of current Federal staffing reductions as most state unemployment agencies are
not well prepared for dealing with white collar and middle management positions. In the Washington DC
area, where there is a heavy concentration of Federal employees (more than 300,000), many of whom are
affected by downsizing, Federal departments have pooled their resources with those of local and State
governments in the area to establish a network of career transition assistance centers to help Federal
workers. One State office near Washington has established a special career transition office to help people
in mid-level management occupations. The office is set up on the model of a professional placement firm
offering clients access to fax machines, computers with resume software, training courses in interviewing,
cubical offices, career counseling, a secretary to take phone messages, and a psychological counselor to
assist with stress and other personal issues. However, in other parts of the country, most state
unemployment offices are understaffed and lack the resources to offer highly individualised services to
clients and ensure the follow-up needed to keep job seekers active and motivated.

Agency Obligations to Provide Transition Assistance

29. All agencies have an obligation to provide assistance to those who have lost or may involuntarily
lose their jobs. A presidential directive tasks the heads of all departments and agencies to work in
partnership with labour representatives to develop agency plans for metlmadleasftransition assistance

and policies for retraining workers for new career opportunities.

30. The Office of Personnel Management and departments and agencies undergoing downsizing
have made extensive use of the Internet to assist redundant employees, particularly those in local offices
situated in remote locations where personal transition assistance is not often available on a full-time basis.
Through the Internet site “Planning Your Future: A Federal Employee’s Survival Guide” (located at
http://safetynet.doleta.gov) employees can find many of the services they could obtain through a full
staffed career transition center. More than 30,000 Federal employees use this Internet service each month.

Involuntary Redundancies

31. If an agency does determine the need for an involuntary staff reduction, regulations require
redundant workers in non-defense agencies to receive formal notice of their layoff a minimum of 60 days
before the date of separation (120 days for employees of defense organisations). However, where there is
a likelihood of future surplus staff, they may give employees a six month general notice of possible
separation. The six month notice may be relatively specific to occupational groups or organisational units,
or broadly distributed to the entire organisation. While not required by law or regulations, this notice
serves as an official “ticket” for employees to access the formal outplacement assistance programmes run
by state unemployment offices (discussed above). This “early notice” is an important measure in
preventing unemployment and ensuring the employee has maximum time to plan and job hunt.
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Part 3: Case Studies of Workforce Adjustments in Selected U.S. Federal Agencies

32. Part 3 contains more detailed studies of downsizing initiatives in selected Federal organisations:
the Defense Logistics Agency, the Bureau of Reclamation, and the Food and Drug Administration.
Findings are based on interviews with members of the Senior Executive Service (SES) and middle
managers who led and managed downsizing in the agencies. In the discussions of outcomes and
achievements in each agency, the effect of downsizing on middle managers is particularly emphasized
because they are central targets of downsizing irtJtBe initiative. Emphasis has albeen put on the

role of executives in planning and implementing workforce adjustment programmes.

The Defense Logistics Agency

Introduction

33. The Defense Logistics Agency (DLA) is an example of a large agency facing large-scale, long-
term reductions in personnel and accompanying changes in mission and structure of work. In 1992, the
agency operated with 63,700 employees. Today, DLA operates with approximately 47,500 employees and
expects to continue shedding staff through the decade. Formed in 1962, DLA is one of sixteen agencies
within the Department of Defense providing expertise, support, and services to the department. DLA is
headquartered in a suburb of WashinglDr€. and has a worldwide logistics aodntract management
mission. DLA performs and is organized around three primary functions which comprise the agency's
core logistics missions: supply, distribution, and contract administration services (or acquisition). To
perform these functions, operational facilities are dispersed arourid.$heand the world anahclude

supply centers, distribution depots, property disposal offices, contract administration offices, and
contractor in-plant residencies.

Driving Forces for Workforce Adjustments

34. The end of the Col&/ar and the nation's fiscal problems have generated immense changes for
the Department of Defense in recent years. The resulting reductions in staffing and budget levels have led
to reductions in defense-related infrastructure and support functions. Because DLA's mission is directly
linked to military operations, defense reductions have had a direct effégstaperations. While much of

the current downsizing in the Federal government is linked to the priorities of the National Performance
Review, six major events since 1988 have converged to set the downsizing environment for DLA.

1. Defense Management Review In 1989 the Department of Defense initiated Befense
Management Reviewimed at improving defense management practices and operations to
cope with resource reductions. Its July 1989 report focused on ways to establish business-
like practices in defense-related agencies to achieve improved efficiencies, reduce
infrastructure, and realize cost savings. Many initiatives coming from this nepost
implemented in DLA which led to the start of staffing reductions.

2. Defense Personnel Drawdown Since the end of the Cold War, the Departmeridefense
has reduced its personnel significantly. In 1985, theme 2.2 million active duty military
personnel, 1.1 million in the Reserve forces, and 1.1 million civilians. Today,aieele45
million military, 900,000 Reserves, and 800,000 civilians. These numbers are expected to
decline further to 1,360,000; 835,000; and 640,000, respectively, in fiscal yedf 2003.

14. Report of the Quadrennial Defense Rev{gvashington, D.C.: Department of Defense, 1997).
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3. Defense Base Realignmerand Closure Process Since 1988, a legislated process of
military base and installation closures and realignments has accompanied the personnel
drawdown. The process resulted in DLA operations at some locations being consolidated,
transferred, or terminated.

4. DLA Reengineering Given the previous three events, many business, management, and
systems changes were underway throughout DLA by the beginning of the 1990s. DLA had
implemented process reengineering programs focused on improving its business and
management operations well before the National Performance Review (NPR) introduced
these activities across government. As a result, DLA was already well into organisational
planning and analyses before being faced with the additional staff reductions from the NPR
initiative.

5. DLA Restructuring and Streamlining: Defense restructuring gave DLA more tasks and
fewer resources and offices. As a result, in March 1993 DLA began restructuring its
headquarters and remaining field offices, including reductions in management spans of
control and the implementation of employee teams to solve problems and improve processes.
This was expected to streamline information flow, facilitate prompt decision-making,
provide greater flexibility in meeting changing demands, empower employees to improve
processes, leverage resources, and enhance responsiveness to customers.

6. Government Performance and Results Act Begun in 1993, the act is intended to promote
a results-oriented focus by shifting emphasis from program inputs to program outputs and
outcomes. The act requires federal agencies to submit five-year strategic plans by September
30, 1997, annugberformance plans for fiscal year 1999 in the fall of 1997, and subsequent
performance reports for fiscal year 1999. DLA volunteered to participate in the pilot exercise
(1994-1996) to test the initiative.

Staff Reduction Targets

35. From 1980 until 1992, DLA experienced continual growth from about 45,000 total employees in
1980 to 63,701 total employees in 1992. However, since 1992, employee figures have droppedreach

as indicated in Table 3. Staff reductions are expected to continue in future years, with staff levels falling
to approximately 47,312 employees at the end of fiscal year 1997 and 41,718 by the year 2000.

Table 3
DLA Downsizing Statistics
Fiscal Years 1993 To 1996

End of Year Civilian Military Total
Count Employees Employees Employees
1993 59,765 1,275 61,040
1994 55,537 1,178 56,715
1995 50,771 1,159 51,930
1996 47,543 1,120 48,663
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Organizational Strategies for Downsizing

36. DLA executives are united in how they favor and use what they consider a “humanitarian
approach” to achieving the reductions. They prefer the use of normal attrition and buyouts. However,
DLA, like other defense agencies, offers buyouts only in certain units of the agency and during specific
windows of time when necessary to raise the incentive for employees to leave voluntarily. Consequently,
the details of the buyouts regarding buyout categories used, career fields eligible, windows, and "takers"
varied throughout DLA. Involuntary dismissals were avoided whenever possible and only used as a last
resort because agency management believed they are damaging both to personnel and the organization.
Involuntary dismissals were used mainly where a location experienced a significant reduction in workload,
base closures, or major skill imbalances due to changing demands or structure. Other major downsizing
strategies included consolidating and eliminating organizational units. A lower priority strategy was to
reduce or eliminate administrative and no-value-added activities. A common element in all strategies was
to increase communications to keep employees informed and reduce stress levels.

37. Although a focus on increasing use of teams was a major part of the reorganisation strategy,
there is no consensus in the organisation as to whether a team-based environment increases or decreases
management layers. One executive explained that the motive for team work is to be more responsible to
the customer, not to achieve personnel reductions. Another executive believed a team structure was
undertaken because it required fewer managers. As it awunsDLA implemented team work and
management delayering as concurrent strategies.

Tools for Downsizing

38. Table 4 summarizes the tools used by DLA to achieve its personnel reductions.

Table 4: Tools Used by DLA to Achieve Reductions
* Normal attrition
» Hiring freezes

* Moving people within the
organisation

* Buyout incentives Optional retirements
Early retirements
Resignations

» Targeted reductions Individual positions
Groups of positions
Functions
Management layers
Organisational units

* Reengineering business
processes

» Creating work teams
* Increased communication
» Outplacement services

* Involuntary dismissals
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39. Table 4 shows how the reductions were achieved (buyout, retirement, etc.) in the organisation for
the years 1994 and 19§6organised by the DLA divisions and by staff grade level. Total attrition equaled
6,150 for fiscal year 1993, 5,997 in fiscal year 1994, 4,524 for fiscal year 1995, and 4,230 ipefscal

1996. The depot regions suffered reductions of 3,633 in 1993, 1,369 in 1994, and 2,270 in 1995, and
1,454 in 1996. Also, the headquarters (HQ), management support activities (MSA), and field operating
activities (FOA) were significantly reduced with reductions reaching a high of 1,228 in 1994 and tapering
off to 143 in 1996. By grade level, middle managers at the GS-14 and GS-15 levels and supervisors at the
GS-13 level, next in line to be managers, experienced continuous reductions in each year since 1992.
These losses reflect the inclusion of middle manager positions in the agency's downsizing program based
on the current priorities for the Federal government as a whole.

Organizational Preparation for Downsizing

40. The six events described above combined to put DLA on a downsizing track well before the
reinventing government initiative brought downsizing into the mainstream of the Federal government.
DLA executives highlighted the central role reengineering and reorganization had in preparing DLA for a
major workforce adjustment. These executives believe that reengineering should precede downsizing in
order for an organization to operate effectively and efficiently in the future. However, despite a high level
of preparation for the impact of downsizing on the organisation, there was a lack of adequate preparation
for the effect of the human trauma dimension of downsizing. Many executives showed a strong empathy
for their employees because of the pressures and difficulties they continued to face. According to one
executive, “We took considerable pains to have what we call town hall meetings where we made the staff
very much aware of actually what was happening and whyevertheless, you can never do enough and

you certainly can't anticipate the unexpected.”

41. Better management information systems could also give agency leaders greater confidence in

their downsizing decisions. For example, one executive described the problem associated with the

decision to use voluntary departure incentives which, because of its rafigainin who stays and who

goes, creates major skill imbalances and gaps in the distribution of functions. He recommended a process
be used that would "come up with a scheme to orchestrate a flow of departures that was in concert with

our work demands and our work measurement.”

Middle Manager Reactions and Concerns About Downsizing

42. The majority of middle managers in the agency were very concerned about the effect of
downsizing on the staff and the quality of the work. Although a minority of them recognize opportunities

in the changes, the majority responded "negatively". The few middle manager that react by seeing
opportunity do so because they focus on how more senior managers have left the organization, even
though fewer senior manager positions remain to aspireAlso, many middlenanagers expressed a
variety of feelings about their own positions such as “disenfranchised”, “threatened”, “frustrated”, and
“insecure”. One executive expressed that downsizing is a very threatening process to middle managers
because they view it personally rather than from an organizational perspective. The result, according to

another executive, is that it “diverts some of their energies...and that impacts their job performance.”

15.  Military downsizing figures are excluded as the number of military personnel is relatively small and the
military buyout programs are different than the civilian buyouts. The years 1994 and 1996 were selected to
show specific data for two recent years of downsizing.
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Table 5

DLA Civilian Downsizing Statistics
Comparative Data for 1994 and 1996

Optional Early Resign
Activity Retirement Retirement with Involuntary Other? Total End of
Buyout Buyout Buyout Dismissal Attrition Year
Inventory 755 216 144 14 75 1,204 1994
Control 125 169 22 80 615 1,011 1996
Depot Regions 164 365 334 58 448 1,369
149 220 171 54 860 1,454
Service Centers 120 64 19 3 231 437
23 31 5 14 279 352
Contract 762 272 134 55 536 1,759
Management 419 263 92 19 477 1,270
Hg/msa/foa® 73 7 4 545 599 1,228
52 29 8 7 47 143
Total 1,876 924 635 675 1,889 5,997 1994
768 712 298 174 2,278 4,230 1996
Optional Early Resign
Grade Level Retirement Retirement with Involuntary ~ Other? Total End of
Buyout Buyout Buyout Dismissal Attrition Year
Executives 0 0 0 0 0 0 1994
1 1 0 0 3 5 1996
Middle managers 98 27 3 0 39 167
44 26 0 0 33 103
Supervisory level 157 39 11 2 72 281
84 53 4 1 79 221
Line staff 1,318 472 378 84 1,276 3,528
531 475 193 128 1,590 2,917
Blue collar 301 386 243 589 502 2,021
workers 108 157 101 45 573 984
Total 1,876 924 635 675 1,889 5,997 1994
768 712 298 174 2,278 4,230 1996

Table 5 Notes: 1) The figures differ from numbers in Table 3 because Table 5 includes transfers who remained
within DLA. 2) The category "other" includes regular retirements without buyouts, transfers, deaths, and other
losses associated with normal attrition. 3) Headquarters (HQ), management support activities (MSA), and field
operating activities (FOA). Source: Defense Logistics Agency; Staffing, Labor, and Employee Relations Group.

43. Several executives recognized that many middle managers are especially concerned about the
capacity of the agency to accomplish its mission after downsizing in terms of workloads, efficiency,
performance, and productivity issues. The following are questions which executives say typify middle
manager concerns:

How do | get the job done while this downsizing is going on? How much will be
demanded of me? Will all the output still be demanded but half the igpoé&?
What is it we're going to stop doing? Or is management going toNsayl ‘still

want everything done, so do it"? Who is going to be out there tomorrow to do the
work? What work are we going to do tomorrow?
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44, While there are no easy answers to the fears and frustrations, the scope of the staff reductions and
its effects on how the work of DLA is managed offers several general insights into the role and challenges
of downsizing for middle managers. First, where reengineering has been aggressively Ipeiceed
downsizing, middle managers are less threatened by downsizing. Because middle managers understand
and accept the new business orientation in reengineered organizations, they are much more likely to
maintain high levels of morale, motivation, risk-taking, and productivity despite downsizing actions. Yet,
even while faced with great periods of change and personal insecurity, it was clear from the DLA
experience that middle managers remain committed and loyal to the agency. They appeared to maintain
their motivation by recognising that the challenges they faced required them to use their talents in
innovative ways. Many executives commented about how downsizing often brought out the best in most
middle managers and invigorated them to be change agents.

45, The DLA experience suggests (not surprisingly) that increased workload distributions had a
direct negative effect on morale. Support for this conclusion comes from comments such as "the number
of early out acceptees is indicative [that] some people are tired of having a concomitant higher
workload" and workloads must be "fairly administered because you run the real risk of just tearing morale
to pieces." However, at the same time, some executives expressed great pride in how productivity and
efficiency rates are up even while personnel loss rates are exceeding workload reduction rates. One
respondent thinks that "people always come through when things get tough" and the employkesp'just
pumping.” However, another executive's analysis is more ominous:

I think that if you look at productivity, the productivity indices would have to be up
because we'rstill carrying a tremendous workload. We haven't stopped and | think it is
an unfortunate circumstance we'restill carrying one hell of a lot of workload that we
brought from the old architecture and we need to start sifting through that and stop doing
some things that don't have value.

46. Executives note that the changes are inevitable and whether the organisation responds positively
and builds capacity to do the work is as much a matter of culture and adaptability, as one of ensuring there
is a body in every chair. They have tried to lend as much support to culture change and keeping a positive
focus on the future by treating employees fairly, communicating regularly and providing the necessary
support to assist with transitions.

Treatment of Employees During Downsizing

47. Federal organizations are making a serious and organised effort to treat all employees with
dignity and respect during the downsizing process. Whether employees depart or remain with the agency,
the intent is to "manage it responsibly" and to help employees "the best that we can." For those leaving
their jobs, a variety of programs have been established to assist them in making decisions about and
transitions into retirement, transfer, or a new job. Field organizatitfeisemployee counseling centers

that provide training, testing, interviews and needs assessment, and outplacement services. At the
headquarters office, personal consultations, information seminars, ‘“retirement day” events, and
outplacement services are available. However, in early years of the restructuring, little attention was given
to those middle managers who remained with the agency. Because many of the agency’s vem@urces
focused on departures, little time and resources were invested in assisting remaining personnel. It has
become clear that middle managers who remain need new kinds of management training and support to
give them the skills needed to deal with the problems facing their departments skills imbalances, training
lags for new systems and demands, and demotivated employees. Explained one executive, what is
important is "getting tools out there to do the job better. Accounting tools, financial tools, and automation
tools. They need better tools to do the job."
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48. The theme of excessive workload reappears as an issue related to supporting the staff that
remain, particularly middle managers. The push to do more and new activities, with fewer resources and
perhaps lacking adequate training has led to increased anxiety about accomplishing the workload.
Moreover, while some functions are being reduced or eliminated, decisions are not being made about what
work will no longer be performed. While executives seem tavire ofthis problem, they remain more
“philosophical” than action-oriented about it. Said one DLA executive:

There is a part to downsizing that isn't being done by us and | don't think by
anybody and that is the making of conscious decisions about what it is that we are
not going to do... We've got to come to grips with that at the senior management
level otherwise we are sending the wrong signals to the agency, workers, and mid-
level management and that is we are saying take an already stretched workforce
and stretch them a little bit more. Wehave already been doing more with less

for a long time and now we want employees to do more than more with less and |
don't think that is fair and | don't think that is right.

Executive Views and Management of Downsizing

49, Executives in DLA tended to view downsizing as secondary to reengineering. Moreover, the
executives strongly felt that downsizing is "a necessary condition of doing business" and "an essential
element of our strategy for the future." Regarding views of downsizing with other change, an interesting
contrast exists. Although three executives make it clear that downsizing was not a driver, motive, or
excuse for other change, four executives point out how downsizing, nevertheless, produced positive by-
products. One candidly states, "I think a by-product will be to get rid of dead weight people." Another
says, "You can, generally speaking, through downsizing and streamlining get more bang for the buck and
look better to your customer.” Downsizing is viewed as helping to change the culture and facilitating
multi-functional team-based work.

50. In looking back at their experiences to date with downsizing, DLA executives raised three key
management practices as being used or recommended for use during a downsizing programme:

1. More coaching, mentoring, encouraging, and lifting morale of employees.
2. More delegation of authority and a greater participatory style.
3. More attention to internal recruitment and placement of personnel.

51. Indeed, along with their counterparts in middle management, executives are concerned about
workforce capabilities and outcomes once downsizing is completed. The agency has been implementing
downsizing for quite some time now. However, few comment with confidence about how capable the
workforce is throughout the agency. Nor does anyone know if accomplishing the mission will be impaired

if the agency is pushed to its limits (i.e., if thevere a war). Executives express concerns about loss of
experienced personnel, work skills imbalances, lack of resources and flexibility, experience and training
gaps, and the need for reorientation training, education, tools, and techniques. However, they are only just
starting to address those serious concerns. One agency executive asserts that the leadership is "beginning
to now face the problem ... a lot of effort is now being geared up towards retraining."

52. Not surprisingly, perhaps the strongest consensus that emerges from executives is that
downsizing is extremely challenging, difficult, and painful. According to one interviewee:
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And an awful lot of resistance. I'm telling you, painful. This is not comfortable.
I'm pleased to say it worked. And I'm happy about what happened. daatt|
tell you how painful the process is.

Outcomes

53. DLA'’s experience with downsizing reveals much about personnel reductions being undertaken in
the Federal government. The agency believes it has thus far accomplished much success in setting targets
and managing its downsizing. However, its leaders know that DLA must build upon that success and
make improvements both for additional downsizing expected over the next few years and for solidifying
the skills and motivation of the remaining workforce. DLA's top leaders are military commanders who
perform critical preliminary and continuing roles for the agency's executives in managing downsizing.
Based upon analysis of the DLA case, DLA top leaders exhibit four important strengthsewhdcice
executive management of downsizing. The top leaders provide a clear vision, demonstrate leadership with
firm direction, communicate the vision, and engender trust among employees. Also, successful
downsizing in DLA requires the executive management practices listed above. For middle managers,
factors in two categories are important-irst, the effects of downsizing on middle managers are
disenfranchisement, insecurity, uncertainty, and concerns about workload, efficiency, productivity, and
mission accomplishment. Second, middle managers need assistance programs, workload adjustment,
retraining, management tools, and other workforce capability enhancements. Clearly, the work of the
organisation in managing downsizing is not finished. A large role remains on the horizon to bring the
vision of DLA senior executives and top leaders into programmes to ensure workers and managers are
properly skilled and positioned to carry forward the mission of the “new” organisation.
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The Bureau of Reclamation

Introduction

54. The Bureau of Reclamation (BOR) is an example of an agency facing the need to transform its
mission and the staff and structure needed to meet a new mandate. And, at the same time, keep pace with
parallel pressures to make staff reductions in line with government-wide targets. In 1993, the BOR
operated with a staff of 7,836. By fiscal year 1997, the BOR had reduced that number to 6,200 employees
and implemented a major streamlining and reorganisation.

55. The BOR is one of ten separate bureaus within the Department of the Interior. The Reclamation
Act of 1902 createOR to administer the reclamation of arid lands in the We&lesn BORoperates

with a small headquarters office in Washington, D.C., while the majority of its projects and employees are
organized into Area Offices in five separate regions throughout 17 Western states. The Reclamation
Service Center in Denver, Colorado, provides technical, human resources, management, and
administrative support services to the rest of BOR. The new mission of the bureau is "To manage,
develop, and protect water and related resources in an environmentally and economically sound manner in
the interest of the American public.”

Driving Forces for Workforce Adjustments

56. In the past three decades, several trends pushed the mission of the BOR awasatéom
resources development and toward water resources management. The environmental movement, multiple
constituent groups demanding water resources management, changing public values and competing
interests over water use, and a reduction in new dam construction projects led BOR to the conclusion that
it must focus on water resources management to achieve multiple-purpose use of limited water supplies.
However, it took a lengthy process between 1987 and 1993 to finally transition to the water resources
management business. The change evolution can best be described through a brief examination of four
key BOR review, planning, and report efforts conducted during those years. During the past three years,
using the National Performance Review as the change vehicle, BOR finally transformed its mission while
downsizing its workforce.

1. Assessment '87 In March 1987, the Secretary of the Interior requested an internal
assessment of BOR’s role. The final report (September 1987) claimed that the time had
come for the bureau to "acceler@getransition... from a premier construction organization
to a 'premier resource management organizatidsSgssment '821.987: i-ii, 2). In October,
an implementation plan followed focusing on organizational restructuring, including steps to
relocate the headquarters to Denver and decentralise the agency. Also sigwécant
redefined program priorities to initiate cultural change. Although progress on this plan was
made in the late 1980s, the momentum was lost in the early 1990s.

2. Strategic Plan BOR next initiated development of a strategic plan in 1990. However,
progress again slowed because emphasis was devoted to process while actual priority setting
and implementation languished. It was not until June 1992 that the agency published a
strategic plan including specific concepts, objectives, and strategies to pursue in its annual
programming and budgeting.
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3. Report of the Commissioner's Program and Organization Review Tealm May 1993,
progress lacking, the Commissioner convened a team of mid-level BOR employees for a
review team to recommend changes to assist BOR in completing its transition. The final
report (August 1993) made recommendations for future activities and organizational changes,
many of which dealt with reducing bureaucracy, duplication, and inefficiencies; and
eliminating unnecessary internal reviews, excessive management oversight, and costly
organizational layering.

3. Blueprint for Refornt In November 1993, the Commissioner released a reform plan. Under
the plan, review processes were streamlined or eliminated, core work areas were articulated,
and authority and responsibility were devolved to reduce organisational layers. Several top
management positions were eliminated, the structure of field-offices delayered, and a central
management “service centre” established to provide customer-based snppoetyiew or
oversight. In April 1994, the Secretary of the Interior directed BOR to implement the plan.

BOR and the National Performance Review (NPR)

57. The BOR mission transformation was taken on by the National Performance Review as part of
the government-wide “reinvention” effort. Indeed, the National Performance Review was used as the
vehicle to get reform and provide the momentum for the agency to completely transform its mission,
organization, and culture -- as it had intended to do for several years. BOR has been widely recognized for
its efforts and identified as an exemplary reinvented agency. A status report published by the National
Performance Review highlighted BOR as one of five agencies "at the forefront of reinvention" which
"represent the most comprehensive" government reinvention efforts (National Performance Review, 1994:
24-25). Moreover, BOR wamwvarded one of the 1995 Innovations in American Government Awards, by
the Ford Foundation and the John F. Kennedy School of Government at Harvard University, for its
reinvention effort.

Organizational Strategies for Downsizing

58. The effort to transform the agency's mission and culture amounts to an extraordinary degree of
change for the organization and its employees. Downsizing is an integral part of the many changes. The
Commissioner'8lueprint for Reformacknowledged that "the reduction in Reclamation's program will be
accompanied by a commensurate reduction in current staffing levels" (1993: 7). Like Dipkeftreed

strategy for personnel reductions is normal attrition. However, to the extent that this Hasemot
possible, the second choice has been the use of buyout incentives. The least desirable downsizing
strategy was the involuntary RIF, which was only used as a last resort.

59. Central to the agency's downsizing approach has been a disciplined use of planning documents
and implementation plans. The strategy of developing and implementing detailed plans was largely
responsible for the quick progression from the 1993 staff review group to implementation in the summer
of 1994. Another key aspect of the downsizing approach taken by BOR is the empowerment of employees
and their inclusion in the planning process. Employee participation in change efforts continued during the
implementation process. For example, six employee teams with some middle managers devised the plan
to create and implement a Technical Services Center within the new “service center”, including the
workload, workflow process, organizational structure, and staffing plan.
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Table 6
Tools Used by BOR to Achieve Personnel Reductions
* Normal attrition
» Hiring freezes

» Surplus Employee Placement
Programme for internal transfers

* Buyout incentives * Optional retirements
» Early retirements
* Resignations

» Targeted reductions * Individual positions
» Groups of positions
* Functions
* Management layers
» Organisational units

» Planning and implementation
documents

» Creating work teams

* Increased communication
» Employee participation

» Outside consultants with

expertise in outplacement
services

» Employee Service Centre for
outplacement services

» Employee Assistance
Programme for counseling

* Involuntary dismissals

60. A prime objective of downsizing is to make the service centre more efficient, effective, and
customer responsive. One way BOR did this was to cut costs by reducing unnecessary management layers
and excessive hierarchy. Specific changes included cutting the number of senior executive positions,
reducing management layers at all levels, changing the supervisor-employee ratio from about 1:6 to closer
to 1:15, decreasing reviews to a single level, and delegating responsibility to employees at lower levels.
Other organizational strategies for downsizing included reduction or elimination of overhead work,
functions, supervisory positions, units, reviews and approvals, and regulatory oversight. According to one
interviewee, BOR is guided by certain "downsizing philosophies" like empowered warkgyswered

field organizations, efficient and effective operations, and less control and more service.

Tools for Downsizing
61. Table 6 summarizes the various tools used by BOR to achieve its personnel reductions.
62. At the end of fiscal year 1993, the total numbeBOR employees was 7,929. During fiscal

year 1994, the number decreased by an extraordinary 1,274 or 16.1 percent for a year-end total of 6,655.
Between fiscal years 1993 and 1996, the workforce was reduced by approximately 21.8 percent to a level
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of 6,200 where it has remained since then. Table 6 provides comparative figures for how these reductions
were achieved for fiscal years 1994 and 1996. The first half of the table shows staff reductions according
to downsizing strategy categories and by organization within BOR. The second half of tHedakde

down staff reductions by grade levels for the same downsizing categories. According to the date in the
table, total attrition for fiscal year 1994 was 1,473 and for fiscal year 1996 was 236. By grade levels, all
levels of employees experienced a reduction in total numbers. Middle managers at the GS-15 and GS-14
levels and those at the GS-13 level, next in line to be managers, showed reductionseakciing
downsizing year. Also, three executives left the agency in 1994. These losses reflect the inclusion of
executive and middle manager positions in the agency's downsizing program.

63. To date, BOR opened three buyout "windows" (limited period of time when buyout incentives

are available to employees). The first window was April 4 to May 4, 1994, and resulted in 801 "takers".
All left the agency right away to "clear the deck," according to an executive, prior to having to begin

involuntary dismissals. Two windows in fiscal year 1995, from October 2, 1994, to January 3, 1995, and
February 2, 1995, to March 31, 1995, induced 466 employessépt buyouts. Extensions to keep some

of these personnel for limited periods were granted to make future resource decisions on an orderly basis.

64. In January 1994, the BOR established the Employee Service Center to assist employees through
the reorganization process. The Center provides multiple services such as answers to questions about the
BOR restructuring, an automated government job application form, a list of government andspuiate

job opportunities, and job hunting videos. Additionally, employees are authorized tagasey
computers and official duty time to prepare job applications and allowed time off to attend job interviews
and job fairs. Another support service is offered from the Employee Assistance Programme that provides
professional counseling assistance to government employees. And in May 1994, the Surplus Employee
Placement Programme was activated to help place employees in regional offices and the Administrative
Service Center. All of these programs operate to assist employees in getting new jobs prior to involuntary
reductions. These efforts in conjunction with the buyout incentives were successful in minimizing the
number of employees who were identified as redundant and laid-off.

Organizational Preparation for Downsizing

65. BOR did not conduct any bureau-wide downsizing activities prior to the Commissioner's
Blueprint for Reformand the National Performance Review activities. Overall, executives reveal that
BOR's preparation for downsizing is viewed with mixed opinion. On the one hand, executives believe
BOR was right to implement downsizing with a range of organizational measures tedselpthe
transition for employees. On the other hand, they also express some doubts about the efficacy of those
measures in helping people adjust to changes. According to executives, the agency "bent over backwards
helping the people" by providing outplacement services during the downsizing. BOR top management
increased communications with employees employees to provide timely information, help employees
make decisions, and ease the transition.
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Table 7
BOR Civilian Downsizing Statistics
Comparative Data for 1994 and 1996

Optional Early Resign
Activity Retirement Retirement  with Involuntary ~ Othef Total End of
Buyout Buyout Buyout  Dismissal Attrition Year
HQ/Comni 3 4 0 0 12 19 1994
3 0 1 0 2 6 1996
Service Centre 102 46 28 0 119 295
12 0 2 0 8 22
Admin Service 9 6 6 0 41 62
Centre 7 2 0 0 12 21
Regional offices 283 235 79 45 455 1,097
41 58 9 19 60 187
Total 397 291 113 45 627 1,473 1994
63 60 12 19 82 236 1996
Optional Early Resign
Grade Level Retirement Retirement  with Involuntary  Othef Total End of
Buyout Buyout Buyout  Dismissal Attrition Year
Executives 1 0 0 0 2 3 1994
0 0 0 0 0 0 1996
Middle managers 39 21 0 1 10 71
12 2 0 0 1 15
Supervisory level 56 23 6 0 16 101
9 13 0 0 6 28
Line staff 247 188 94 40 467 1,036
31 35 12 19 61 158
Blue collar 54 59 13 132 262
workers 11 10 0 0 14 35
Total 397 291 113 45 627 1,473 1994
63 60 12 19 82 236 1996
Table Notes: 1) The figures differ from numbers in the text because Table 7 includes transfers who remained

within BOR. 2) The category "other" includes regular retirements without buyouts, transfers, deaths, and other
losses associated with normal attrition. 3) Headquarters (HQ) and Commissioner’s Office (Comm). Source:
Bureau of Reclamation, Human Resources Office, Personnel Management Division.
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66. Despite a range of assistance programs, the executives are not entirely confident therttethey
sufficient to meet the many needs of displaced workers. The note of doubt is clear in this interview
response:

We did the best that we could. We put in a lot of effort early in terms of
communicating with our employees. We implemented things such as an
Employee Service Center. And what we did was conduct training for people in
change management and personal transitions. We've actually had a paid
contractor on board who actually specializes in outplacement activities. So we
did. We prepared them as well as we could prepare them. Or, we tried to.

67. Lack of employee trust was another theme that emerged regarding preparation for downsizing.
Despite the desire to keep employees active in the process, some distrusted the agency's downsizing
process. That distrust originates a concern that top management did not have "a clear sense of where we
ought to be" and some employees were "thinking there's a hidden agenda" associated with the downsizing.
The lack of trust by employees over downsizing actions translates into an executive view that any
organization's preparation for downsizing is destined to be limited.

Middle Manager Reactions and Concerns About Downsizing

68. The majority of middle managers had "negative" responses to the downsizing. First, middle
managers, in general, have a mixture of emotions consisting of anger, frustration, and resentment. The
many changes resulted in loss of positions, titles, and work responsibilities. Therefore, they have strong
feelings of not being valued by the organization. Second, younger managers see far less opportunity for
advancement and promotion because there are fewer middle manager positions tdoaspiitee
delayering, position downgradings, and position eliminations have created lost opportunities. The new
environment for middle managers is more difficult as reflected in one respondent's comments:

We've had people who were in management and supervisory positions who are not
now. And we've had people who now have to become group leaders when they
don't know how to be group leaders. We've had increased span of control where
somebody might have had 4 or 5 people reporting to them, they now have 15 or
20, and we don't quite know how to handle that just yet.

69. Third, middle managers are concerned about the definition of the new mission and the direction
of the agency. This issue is sensitive since it challenges the vision of BOR's leadership. The evidence
strongly suggests that some middle managers have not bought into the whole change process. Perhaps
more significantly, some middle managers do not understand what it is they should buy into. Analysis of
responses points to how the Commissioner's goal of becoming "the premier water management agency in
the world" is considered by many middle managers to be too vague to be meaningful. Fourth, an
interesting observation is that some middle managers actually have a difficult time adjusting to the new
decentralized organization with less hierarchy. It is commonly believed that employees do not like overly
structured and hierarchical organizations because they stifle creativity and initiative while being very
controlling. However, in BOR some workegpeefer the structure and feel uncomfortable withiautAs

one executive stated, empowerment can be positive or negative for an individual and "there's no such thing
as one size fits all when you're addressing organizations because they're very dynamic." Finally, the job of
the middle manager and first line supervisor has become more demanding. The middle manager in the
future must contend witfewer budget and personnel resources, increased workloads, new workforce skKill
mixes, an increased span of control, and a new role as a team leader. On top of all this, the middle
manager must be an agent for change.
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70. The question here is what is the organisation doing to support and train managers to take on
these new roles -- roles perhaps quite different from past expectations and experiences. In BOR, as with
many other agencies undergoing downsizing and restructuring, the realisation comes late of how important
and how fragile the role of the middle manager is in supporting, facilitating and ultimately sustaining the
changes sought by reform. Indeed, initially the agency focused the majority of its attention during
downsizing on those employees leaving the organisation. Now the agency is turning its attention to the
training and support needs of those personnel who remain with the organization.

Effects of Downsizing on Employee Behaviour

71. Despite the difficulties with morale and motivation usually associated with large-scale change,
and patrticularly staff reductions, it was interesting to find that morale and motivation were higher at the
field Area Offices, but lower at the Reclamation Service Center and Regional Offices. Generally, morale
and motivation levels in BOR correlate with levels of authority and responsibility held by organizational
echelons. Consequently, because Area Offices gained authority and responsibility due to decentralization
and empowerment, their middle managers have higher morale and motivation. Conversely, the Service
Center and Regional Offices lost power and, thus, their middle managers have lower morale and
motivation. According to an executive:

Morale in the field has never been higherThey're excited about. They feel
empowered. They feel important. From ayear ago and up until recently,
morale in Denver had never been lower. Because we were the logéis. in
That's how it was viewed.. Rightnow the Regional Offices are feeling awfully
bad because they're giving up their authority to the field. And they're downsizing.
And the morale in the Regional Offices is very low.

72. Commitment and loyalty among middle managers remain high to the institution. The BOR
workforce has a long record of accomplishments, traditionally had a strong sense of pride and self-respect,
and has a high worldwide reputation. Through all the changes, middle managers retained their support for
the welfare of the agency and their desire for the agency to succigah@w mission. However, some
middle managers at the Reclamation Service Center developed a lack of trust in and loyalty to the agency's
top leaders that is only just beginning to wane. The primary source of the distrust appears to stem from the
way the Commissioner communicated to employees the need to change the agency. However, it is
difficult to separate all the possible reasons for middle managers' dissatisfaction and to ascertain
conclusively the cause of the lack of trust and loyalty to management. With so much change occurring in
the organization at the same time, it is plausible that any of a number of events could have contributed to
lack of trust and loyalty by some middle managers. Still another executive provides support for this view:

During this process, | don't think that employees had any trust of management. ...
So trust was a real issue. It didn't seem to be focused at hthean their trust
issues weren't in what was happening in total. It was what was happening that day
to them.

73. Risk-taking was seen to increase due to an emphasis on allowing and expecting middle managers
to take experiment in the new environment. The Commissioner used an interesting strategy for
encouraging risk-taking and innovation -- he issued "forgiveness coupons" to stimulate risk-taking, to be
redeemed if managers made mistakes. Most of the increased risk-taking occurred in the fieldramong
Managers. Indeed, it coincided with greater levels of empowerment.
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74. The quality of work is reported to be as high as before downsizing began. However, it is too

early to measure any improvements in quality of work which might come from the restructuring. There is

a link between the high level of commitment middle managers have to the agency and the high quality of
work produced on behalf of the agency.

75. Finally, it is worth noting that while quality remains high, efficiency and productivity among
middle managers has decreased at certain times. During those times that employees experienced more
change, they also felt more anxiety which was manifested in less efficiency and productivity. For
example, during the few days before involuntary dismissal notices were delivered at the end of June 1994,
"people probably did nothing”, said one executive. Another executive commented that at times, BOR was
"in a state of uncertainty and confusion" where "the destruction that comes from organizational change and
mission change is very significant and it most showed itself iratéa of morale and productivity, not

quality of product.”

Executive Views and Management of Downsizing

76. Generally, nearly all BOR executives think downsizing is "necessary" or "essential" and will be
good for the long-term benefit of the agency. A typical response to the question of how they view
downsizing was: "We needed to do it because it's essential for our future survival." Furthermore, there
exists a belief that "it should have been done sooner" and "at least several years ago.”" Additionally,
downsizing assisted the agency in realigning people with certain skills into positions with more
appropriate responsibilities and at the right position level. As in the DLA case, a consensus is that
downsizing is extremely challenging, difficult, and painful. One respondent emphasizes this characteristic
when he stated about downsizing, "The hard part is making it work. And that's the thing that is very
difficult. Implementation is hard."

77. A critically important pattern emerges regarding executive views of workforce capabilities and
outcomes after downsizing. Most line and staff executives are concerned about whetherelsonraa
capabilities will be sufficient to accomplish the BOR mission. It is clearly evident that BOR implemented

a comprehensive set of planned changes through a diversified set of strategies. Yet, some uncertainty
exists about the following seven areas:

Fewer resources

Workload estimates

Imbalances between employees and workloads
Skill capabilities

Skill mixes

Workplace tools and retraining

Maintaining the delegation of responsibility

Nouk~kwbE

78. BOR executives also identified several management practices used or recommended for use by
executives during downsizing. The most frequently cited three practices are:

1. More monitoring and evaluating work and performance of employees.
2. More effort to accomplish more difficult work.
3. More coaching, mentoring, encouraging, and lifting morale of employees.
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Outcomes

79. BOR has found downsizing difficult and draining, not least of all because it is downsizing while
simultaneously adjusting to a new mission. Nevertheless, BOR has made much progress and its
Innovations in American Government Award reflects the great measure of its success. TitasBOR
highlights that downsizing is organisationally painful, even when employees understand the need and
impetus for change, and that the resultant human resource capabilities are uncertain. Despite these
generally pessimistic characteristics, BOR uses a well thought out management approach to successfully
contend with these issues. The executives observe and have faith in the value of a team orientation
coupled with employee empowerment and lower organizational level empowerment. They believe that
this combination of strategies has resulted in greater employee buy in to the change and downsizing
processes and raised performance levels.

80. BOR's top leaders are the Commissioner and other political appointees who perform key
preliminary and ongoing roles for the agency's executives managing downsizing. Based upon analysis of
the BOR case, BOR top leadexe challenged by three factors which make executive management of
downsizing difficult. Early in the downsizing process, top leaders did not provide a clear vision,
communicate a clear vision, and engender high trust among employees. However, they did provide firm
leadership and direction for the downsizing by making it clear that the agency would reorient itself and do
so with staff reductions. As noted above, a successful downsizing effort in BOR requires particular
executive management practices. For middle managers, factors in two categories deserve attention. First,
the effects of downsizing on middle managers are reduced professional status, reduced promotion
opportunities, vulnerability, lack of trust, and concerns about vision clarification and mission
accomplishment. Second, middle managers need workload adjustment, retraining, management tools, and
other workforce capability enhancements.

84



PUMA/HRM/RD(98)1

The Food and Drug Administration

81. The Food and Drug Administration (FDA) is an example of a regulatory agency faced with
conflicting direction to simultaneously grow and downsize. In 1997, FDA had 9,358 employees.

82. Located in the Department of Health and Human Services (HHS), the FDA is organizationally
located within the Public Health Service which is one of the six primary operating organizations of HHS.
FDA is a consumer protection agency which regulates a wide variety of products. The mission of FDA is
to enforce laws to ensure public health is protected against impure and unsafe foods, drugs, and cosmetics;
unsafe medical devices; and unsafe radiation-emitting products; as well as ensure these products are
truthfully and informatively labeled. The headquarters for FDA is scattered throughout the metropolitan
Washington, D.C., area withost of its offices located inreear suburb. Approximately one-third of FDA
personnel are employed in the field which consists of 21 district offices and 130 inspection posts
throughout six regions.

Driving Forces for Workforce Adjustments

83. In recent years, the government has increased the scope of FDA's regulatory function in concert
with expansion of the number of products and the growth and complexity of scientific means of analyzing
those products. During a period when many federal agencies are experiencing budget reductions, the
FDA's budget is growing. The agency requires more funds to keep up with the pace of regulation and
oversight of foods, drugs, cosmetics, and medical devices. The FDA budget increased every year during
the 1990s. For example, FDA budgets for fiscal years 1993, 1994, 1995, and 1996 were $809 million,
$934 million, $964 million, and $981 million, respectively. Concomitantly, the agencyehawed
increasingly higher levels of user fees from industry during each of those years which helps fund the
agency and add new employees.

1. Prescription Drug User Fee Act The 1992 law permits FDA to collect fees from industry
during fiscal years 1993 to 1997 to augment FDA resources. The purpose of the act is to
expedite the drug review and approval process within specified time periodGgh&al
Accounting Office, 1994a). More than 600 personnel were added in the Center for Drug
Evaluation and Research and in the Center for Biologics Evaluation and Research. The
program is so successful that decisions on breakthrough drugs are medeamths or less
and on all other drugs in 12 months or less (Friedman, 1997).

2. Mammography Quality Standards Act: This 1992 law established new mammography
standards and mandated inspections of mammography facilities. The Center for Devices and
Radiological Health inspects 10,000 facilities annually. User fees help to implement the
requirements and pay for additional personnel. For example, in 1997 user fees funded
approximately 35 employees.

84. Clearly, the FDA is not driven to staff reductions directly by budget or programme needs, but

rather as a function of government-wide reduction targets. As discussed earlier, as part of the current
Federal downsizing initiative, most departments and agencies are required to reduce their staffing levels by
approximately 12 per cent. The reduction targets are handed down via a personnel ceiling imposed
centrally through the annual budget process. However, the FDA’s streamlining plans estimate a staff
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reduction of only 5.5 percent. The summary of a May 1994 Streamlining Plan stated, "We believe this is
the most severe reduction in staffing that we can realistically achieve over the next four years, without
doing serious damage to our ability to protect the public health."

Organizational Strategies for Downsizing

85. In looking at the way the FDA is coping with this directive to rediscetaff, the most notable

factor is that there is not a genuine agency-wide strategic program which provides an agggessiye
approach to downsizing. However, the Reinventing Administrative Management Program (RAMP) does
exist to implement the NPR program. The purpose of RAMP is to improve efficiency of administrative
and management systems through process improvements, management initiatives, and automation
throughout FDA. The primary elements of RAMiPe for FDA organizations to reach the goals of
reducing its number of administrative staff personnel and decreasing their supervisory ratios over the next
five years. In this way, the FDA hopes to reach its reductions targets.

86. The main strategies for achieving personnel reductions are normal attrition coupled with a hiring
freeze. The obvious problem with normal attrition is that it occurs relatively slowly and randomly
throughout the agency and "penalizes offices unfairly.” To compensate, the hiring freeze operates with
some flexibility by allowing one employee to be hired for every three that leave in order to ensure proper
skills balancing. Several programme high volume units (including those noted above) were exempt from
the hiring freeze in order to increase their personnel. Furthermore, the agenayotdpésn tooffer

buyout incentives. Instead, it encourages people to resign because “it doesn't make any sense in an agency
that's still hiring to be paying people to leave." However, near the end of fiscal year 1994, management
requested authority to offer an early retirement option without buyouts. To qualify, employees had to be
50 years old with at least 20 years of service or be any age with at least 25 years of service. The
application window started on August 4, 1994, and required takers to separate by September 30, 1994. A
total of 78 employees, 38 from headquarters and 40 from the field, accepted the early out opportunity.
Where losses did occur, FDA tried to reduce organizational layering and duplication, administrative
support staff, and the ratio of managers and supervisors to employees. To date, the agency has not
resorted to involuntary redundancies.

87. Within the various programme divisions and in field district offices, some progress was made in
achieving other staffing priorities of the National Performance Review. For example, whenever possible,
organizations hired below the senior level grades and delayed any promotions to middle management
levels. If a branch or division chief retired, then branches or divisions were realigned to reduce managerial
positions, layers, and supervisory ratios. In some offices, all deputy director positions were eliminated. In
general, the process was ad hoc based in large part on the random nature of natural attrition. One
executive described these approaches as "not a planned and orderly way of doing business."

88. The strategies used by FDA reflect a relatively limited approach to cutting personnel. There are
several reasons why this is the case. First, the agency strongly believes that it cannot afford to reduce its
employee levels in light of a regulatory mission which is growing in scope and complexity. Second, some
programme divisions have a statutory requirement to add personnel. Third, the Public Health Service was
made exempt from some government-wide requirements to reduce senior level categories.
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Tools for Downsizing

89. Table 8 summarizes the tools used by FDA to achieve its personnel reductions.

90. FDA faces the paradox of being required to both increase and ddtsgessonnel. For FDA,
downsizing requirements are contradictory and confusing to user fee program requirements. On the one
hand, the agency must comply with government-wide mandate to radusmmployment levels like all

other federal agencies. On the other hand, user fee legislation requires adding employees to expedite work
processes. Because of these opposing actions, FDA's total employment has remained relatively stable
during the past five years. Total employment was 9,378 at the end of fiscal year 1993, increased to 9,691
at the end of fiscal year 1994, dropped slightly to 9,570 at the end of fiscal year 1995, reached 9,397 at the
end of fiscal year 1996, and stands at 9,358 mid-way through fiscal year 1997. Total employment is
expected to level off to 9,338 at the end of fiscal year 1997 and remain at that level through the year 2000.

Table 8
Tools Used by FDA to Achieve Personnel Reductions
1) Normal attrition
2) “Flexible” hiring freezes
3) Voluntary early retirements without buyouts
4) Targeted reductions and eliminations
- Managerial positions
- Deputy positions
5) Reinventing Administrative Management Program

91. Contrary to overall government trends, the number of high grade employees increased from
4,390 in 1994 (45.3 per cent of the FDA workers), to 4,706 in 1996 (50.1 per cent). However, most of
these positions relate to technical expertise, rather than reflecting management ranks. The total number of
middle management and senior executive personnel climbed from 1,418 (14.6 percent) to 1,587 (16.9
percent) of the agency's total employees. FDA and other organizations of the Public Health Service have a
higher than normal senior level grade structure compared to other federal agencies. FDA employs large
numbers of professional staff including physicians, scientists, researchers, chemists, epidemiologists, and
others who command salaries at senior level grades because of their expertise. Because NPR principles
focus on cost reduction, and government-wide downsizing priorities emphasise cutting management
positions, these senior level grades are primary targets. Clearly, across-the-board federal government
downsizing has the potential to result in adverse consequences for FDA in achieving its mandate.

Organizational Preparation for Downsizing

92. FDA was (and is) not very well prepared for downsizing. In part this is because FDA does not
believe that downsizing on a large scale will be required of the agency. The widespread belief in FDA is
that even if the agency must downsize, it will not have to downsize as much as other federal agencies.
Executives interviewed hold the view that the agency is not prepared for downsizing or is in a stage of
denial regarding downsizing. One representative statement came from an executive who said, "l don't
think we're well prepared at all. and unfortunately, we usually wind up in the reactive instead of the
proactive mode." In addition, a strong sense of denial exists regarding whether the agency really is subject
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to downsizing or whether it actually is downsizing. One executive made it clear that the downsizing effort
is minimal:

We haven't come to grips with the fact there is really downsizing taking place. ...
We're kind ofjust nibbling at the edges all the way around. You know, losing a
few here, losing a few there, not being able to replace, but there's no orchestrated
downsizing that's going on.

93. Additionally, very little planning is occurring in case the agency is forced to increase the scope
of its downsizing. Where the planning does occur, it tends to be in the programme divisions that are not
affected by user fee growth. At that level and below, managers are beginning to search and plan for ways
to adapt to having fewer people.

Middle Manager Reactions and Concerns About Downsizing

94, To these middle managers, it simply is not credible to try to downsize FDA whicpetuaywe

has a crucial mission and is already "stretched very thin." Closely associated with that reaction is an
apprehension that downsizing threatens the ability of the agency to accomplish its valuable fissjon.
believe their responsibility for protecting the public health should not be interfered with. For some of the
middle managers, then, the NPR and downsizing efforts evoke reactions of defensiveness. The following
is a description of a middle manager response to downsizing:

We have some very dedicated people trying to carry out a mission artegou
lots of analogies like, “Well, a B-1 bomber costs X zillion dollars and why not
eliminate one of those and then it will pay the entire agency budget for twenty
years.” So, there is always a feeling, | think, of “Why us versus someone else?”

95. Many middle managers also have feelings of anxiety about the functions and workloads of their
jobs after downsizing is implemented. There is little concern about losing their jobs because there are no
involuntary redundancies and the agency is primarily relying on normal attrition and voluntary early
retirements to downsize. However, they are concerned about how streamlining, reorganizations, expanded
spans of control, and workloads from departed employees will affect their jobs. Their general concern is
simply expressed as, "What does this mean for me?" These middle managers perceive that they will be
expected to perform more work to compensate for employees who leave. In fact, the evidence from the
research indicates that very little work is being eliminated.

96. From a human resource management perspective, perhaps one of the strongest implications is the
strong sense of discouragement about reduced opportunities for career advancement, promotions, and
professional standing. One FDA employee provided the following observation:

The GS-13s [supervisors] have not been promoted now for almost a year. Many
... fully deserved to be promoted to a GS-14 [middle management] level and we
were working our way through that when the freeze ceameOn the other hand,

there are many young scientists who deserved to be promoted because they are
becoming internationally known and are considered experts in their fields. ...
There is some concern about their personal standing, loss of professional standing
because their ability to keep current and to continue certain research programs is
reduced. ... They're not able to remain competitive with the outside world.
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Treatment of Employees During Downsizing

97. Because there is an absence of sizable downsizing beyond normal attrition and a narrow early
retirement option, FDA does not have any formal assistance programs for departing or remaining
employees. Whereas larger reduction programmes seen in other Federal agencies tend to result in more
organised operations devoted to managing the transitions, the more limited downsizing measures by FDA
are not thought to be as disruptive And yet, the need to monitor the consequences of ad hoc downsizing
through hiring freezes and to maintain morale and motivation in times of uncertainty and sacrifice (i.e.,
loss of promotion opportunities) would dictate planning and support services even for a small scale
operation. Consequently, there are no employee service centers or job transition programs for the agency's
employees affected by the downsizing, and few support services for those who remain.

98. What services do exist are decentralised in the different programme divisions. For example, one
division gives awards in lieu of promotions and plans to create an emeritus status for some former
employees. Also, a change management course has been offered in some places within the agency. But
again, the management attention to this issue is ad hoc. A frustrated interviewee revealed that the further
"you go down in the organization you'll see people like me reacting to the National Performance Review
and downsizing by actually doing things like reorganizing and putting systems into place to help us out."

99. Another problem resulting from the uneven and unplanned nature of the changes is a perception
of "haves" and "have nots" within the agency. Some programme divisions that are authorized to grow due
to user fees are considered "haves" because they gain more resources and organizational advantages.
Others are the "haveots." In order to minimize any actual or perceived unfair differences among
organizations, some actions have been taken. For example, in one programme division, memnagers
directed to pay close attention to workload and performance expectations. Where necessary, consideration
is given to information management systems or contracting out as alternatives to helping achieve
efficiencies. The goal is to "try to keep the Center from becoming a group of 'haves' and 'have nots' and
the morale problems that come from that."

Downsizing Effects on Employee Behavior

100. The effects of downsizing on middle manager behavior vary within FDA. First, there is almost
complete consensus that commitment, loyalty, and quality of work remain high throughout all of the
agency. Regarding commitment and loyalty, a hierarchy seems to exist with the greatest commitment and
loyalty being to public health and then to other entities like the government Administration, the agency, or
the Commissioner. Second, morale and motivation are generally negative to varying degrees across the
agency. Of course, morale and motivation vary by individual and one can find middle managers with both
high and low levels of morale and motivation in any FDA organization. However, every executive
interviewed gave some indication that morale and motivation were problems that stem from the
downsizing, its uncertainty, and the changes associateditwitAccording to an executive, "The mere
mention of it brings morale down." Third, risk-taking and productivity vary within the agency. Some
middle managers take risks because "they see the potential to be very effective" or because they have to
respond where others do not.

101. Finally, an interesting theme emerged regarding middle managers who have maintained positive
behavioral responses. There is a limit to how long middle managers can maintain positive behavior unless
improvements are made in their work environments. One respondent asserted the following about
commitment: “They arstill committed. | don't know at what point that will change, but it will start to
deteriorate.”
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Executive Views and Management of Downsizing

102. Executives express their views of downsizing in rational and philosophical terms. On a general
level, they completely understand the underlying principles of the National Performance Review and
downsizing and, for the most part, accept them. However, when it comes to the application of downsizing
to FDA, the executives are much more willing to challenge the wisdom of it. The trouble with downsizing
FDA, according to them, is that it is inconsistent with expectations of the American people, activities
required by law to be accomplished, and the magnitude of the workload distributed throughout the agency.
Four major themes emerge.

103. First, most of the executives assert that fundamental questions related to what the agency should
do need to be answered prior to making any downsizing decisions. The most important question is what
activities do American citizens, private industry, health professionals, consumer groups, Congress, and the
Clinton Administration expect FDA to perform? The reason clarification and prioritization of mission
activities need to occur first is that the agency performs a myriad of important functions and services to
protect public health. The executives believe there is no way to sustain the current level of activities with
fewer resources. Therefore, the agemuyst either receive external guidance or make internal decisions
regarding its priorities. Neither hagcurred to any significant degree. The following commerese
extracted from a more lengthy philosophical opinion given by one executive:

I guess | am concerned that the right questions are not always asked about what is
it that we really want our government to do and in particular FDAMy
observation is that the expectations all the way around are very.higlwish
there was some mechanism for looking at these broader questions up front.

104. Second, and closely associated with the first, executives think decisions should consciously be
made to reduce particular mission activities and workloads prior to downsizing implementation. They
believe that, otherwise, employees in a downsized FDA will be left with "undiminished responsibilities"”
because "this agency has never figured out how to stop doing anything." A typical attitude is reflected by
the following quote:

The downsizing effort is predicated on the fact that therelase of people
performing useless functions. | don't believe that | have any of those kinds of
people. | have just barely enough people to e of the responsibilities that
are laid upon me.

105. However, in those few cases where work has been terminated, there is a feeling that "we're
cutting out things that we don't want to cut out and that's hurting.” Translated, it means that because so
much work is important, reducing the work causes dismay.

106. The third general view is that the downsizing process is very disturbing to executives and
difficult for them to implement. In the interviews, executives described the FDA downsizing
circumstances with phrases like "it presents some really special problems," "we have thizareal
situation," "I have a great deal of trepidation," and "we are not sure how to respond.”" Each of these short
guotes came from different executives. In summary, the executives feel that it is "a complicated exercise
because of the schizophrenic nature of it that is unique in many respects to FDA." However, there is a
guestion of whether this is unique to FDA or whether the denial and the confusion is a normal response to
conflicting information from the political level about resources versus priorities.
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107. The top three management practices used or recommended for use by FDA executives during
downsizing are:

1. More coaching, mentoring, encouraging, and lifting morale of employees.
2. More communication.
3. More effort to accomplish more difficult work.

Outcomes

108. FDA is struggling with downsizing because it also must add employees to comply with other
legislation. However, the agency has successfully managed to reduce personnel in some offices to balance
the addition of employees in some of its programme divisions. FDA's top |leadettee Commissioner

and other political appointees who perform critical preliminary and ongoing roles for the agency's
executives managing downsizing. Based upon analysis of the FDA case, FDA top leaders exhibit three
important strengths which enhance executive management of downsizing and one weakness which inhibits
executive management of downsizing. The top leaders provide a clear vision, communicate the vision,
and engender trust among employees. However, top leaders, early in the downsizing process, did not
provide needed direction through their leadership. In other words, they offered insufficient guidance to
help executives deal with the problems associated with the contradictory requirements to grow and
downsize. Furthermore, downsizing in FDA requires particular executive management practices identified
above. Regarding middle managers, there are two important categories of f&itststhe effects of
downsizing on middle managers are disbelief and denial that downsizing is expected of FDA; a sense of
"haves" and "have nots" among organizations within FDA; and anxiety, apprehension, and concerns about
career advancement, workload, an@dsion accomplishment. Second, middle managers need clarification

of priorities, workload adjustment, management tools, and workforce capability enhancements.

Part 4. Lessons Learned from Downsizing in Selected Organisations

109. Some common lessons learned about downsizing can be extracted from the experiences of the
Defense Logistics Agency (DLA), the Bureau of Reclamation (BOR), and the Food and Drug
Administration (FDA). This section identifies lessons learned which result from cross-case patterns
associated with these three Federal organisations. Lessons learned for organizations and downsizing are
listed in Table 9. For additional lessons learned for use by government organizations, see reports
published by the National Performance Review (1997), National Academy of Public Administration
(1995) and the General Accounting Office (1995). Table 10 presents in summary a number of important
key practices for executives and top management during downsizing activities.
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Table 9: Lessons Learned for
Organizations and Downsizing

Preparation for Downsizing
Agencies are not completely prepared for downsizing.
Agencies conduct downsizing in an imprecise manner.

Agency downsizing is difficult no matter how much planning
and preparation are conducted.

Agencies prefer greater time periods to plan, prepare for, and
implement downsizing.

Personnel Reduction Strategies for Downsizing
Agencies rely on voluntary methods first.
Agencies use involuntary redundancies only as a last resort.
Downsizing Process Changes and Reorientations

. Agencies do not reduce or eliminate workloads for remaining

employees.

. Agencies do not use downsizing as an excuse for other changes.
. Downsizing is an opportunity to help agencies change missions

and cultures.

10.Agencies pursue activities during and after downsizing which

increase efficiencies and other businesslike practices.

11.Agencies prefer to implement personnel reductions after reengin-

eering, redesigning, restructuring, and streamlining take place.
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Table 10
Key Executive Management Practices During Downsizing

1. More coaching, mentoring, encouraging, and lifting
morale of employees.

2. More monitoring and evaluating work and performance
of employees.

3. More effort to accomplish more difficult work.
4. More communication.

5. More delegation of authority and greater use of a
participatory style.

6. More attention to internal recruitment and placement
of personnel.

7. Less formality in procedures and processes and less
reliance on hierarchy in operations.

8. More visibility, availability, and contact with employees.

Summary

110. Close examination of the lessons learned from these case studies reveals four highly
incontrovertible findings:

1. Downsizing is difficult.

2. Reengineering, redesigning, restructuring, and streamlining
should precede personnel reductions.

3. Workload distributions need adjustment.
4. Workforce capabilities are uncertain.

111. First, a consistent pattern is found in the view by executives and middle managers that
downsizing is "challenging," "difficult,” and "painful." These three words are commonly used by
executives and managers experiencing downsizing. Although the downsizing contexts vary for DLA,
BOR, and FDAgach agency shares the agony of downsizing. Interestingly, howeveBORIgeemed

to offer a range of support services and outplacement assistance for staff as a way to ease the pain of job
loss. Although DLA did provide outplacement assistance. None of the ageraiesproactive in
supporting remaining staff during the downsizing process. The focus on normal attrition and buyouts
might suggest that early on in U.S. downsizing, emphasis was put on providing cash paygemgsate
voluntary personnel losses.

112. It is important to note that the recurring theme of middle management isolation and alienation
from the downsizing process, as discussed in the experiences described above, has shifted in a very
positive direction as organisations gained more experience with downsizing. Involvement by managers is
reported by thé).S. Office of Personnel Management (the agency responsible for coordinating workforce
adjustments across the Federal government) and echoed to a large extent in a recent repbrtShy the
General Accounting OfficeHederal Downsizing: Agency Official's Views on Maintaining Performance
During Downsizing at Selected Agengiesincreasingly, federal managers and the organisations that
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represent them are participating as key players in the downsizing and restructuring process, at both the
policy and operations levels, and reports indicate that their involvement is valued.

113. Second, if personnel reductions occur, executives think some kind of organizational process
changes, like reengineering, redesigning, restructuring, or streamlining, should HeppenThe
philosophy behind these process changes is that the agency should first establish its mission, functions,
structure, processes, and priorities and then reduce personnel as necessary. DLA accomplished process
changes before downsizin®BOR conducted process changes together with downsizing, and FDA
generally downsized before implementing process changes. BOReexperience with the increase in

morale in Area Offices would suggest that implementing downsizing in support of restructuring has the
potential to energise organisations rather than steal their vitality.

114. Those agencies that have been most successful in meeting reduction targets appear, not
surprisingly, to be those that were well on the way to reassessing their mission and culture before “reform”
entered the political arena and became essentially a numbers game. For exampBOR ¢hee study,

the agency had begun its own internal reassessment process as early as the mid-1986arly This
preparation is mentioned by agency executives as a key factor in allowing the agency to move forward in a
deliberate and organised, but rapid, way once the National Performance Review moved reform of the
Federal government (including budget reductions and staffing cuts) to the top of the public management
agenda. This factor also comes through strongly in the case studies of Swedish agencies undergoing
major workforce adjustments.

115. Third, the issue of workload distribution for employees after downsizing is one of the most
consistent findings to emerge from the thi¢&. cases. Theeed to adjust workload is constantly
identified by executives and managers in DLA, BOR, and FDA. In this regard, decision rapgeays

to be quite arbitrary and focused mainly on the assumption that the remaining workforce will somehow get
the work done.

116. Fourth, concern by executives about future workforce capabilities after downsizing is another
clear pattern. This concern continues to be expressed even in the recent GAO report. Not only do
executives have some doubts about workforce capabilities, but middle managers also are apprehensive
about workforces accomplishing their missions to acceptable standards. In DLA, some uncertainty
surrounds workforce skill mixes. IBOR, some ambivalence exists as to whether hureaource
capabilities were paid sufficient attention. And in FDA, the perception of "haves" and "have nots"
surfaces regarding personnel resource capabilities in various organizations, as well as a concern for the
costs of diminished status and advancement opportunities for its highly skilled and credentialed staff. In
all cases, the untargeted nature of the reductions through attrition and voluntary buyout incentives put the
organisations at significant risk with respect to workforce capacity. Particularly serious are loss of skill,
experience, and expertise, as well as a resulting mismatch between the needs of the organisation and the
capacities of the remaining workforce. DLA and B@ppear to be addressing these issues with training

and other support for the remaining workforce. For FDA, this issue has only been minimally addressed by
putting some replacement flexibility into the hiring freeze.

117. It is also worth highlighting the particular role of top agency leaders in offering firm direction
and vision, as well as a fixed implementation time frame that avoids uncertainty and confusion about goals
and targets. Indeed, top leaders shape downsizing with the vision they provide, the leadership they
demonstrate, the communication they exercise, and the trust they instill. It is interesting to note that these
sentiments are consistent with Dr. Rubin’s findings about earlier downsizing programmes. Words to the
same effect were also echoed repeatedly by executives and managers facing restructuring in the Swedish
State Sector.
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118. Finally, from an organisational perspective, there is a great concern that focusing on attrition and
buyouts offers little constructive support to ‘reinventing’ government. The organisational and managerial
problems raised by modernising or restructuring in the wake of large-scale, untargeted staff reductions are
obvious and numerous. Besides the problems of skill balance already discussed, managers are concerned
that workers with the most motivation, skill and options outside the Federal sector will take “buyouts”
leaving the less-skilled and less-productive workers behind in the new organisation. This concern is
particularly expressed in the health and research occupations where there is considerable competition for
talent and a need for new ideas and updated skills which are not necessarily valued in a seniority based
system. At present, however, there is no empirical evidence to assess the relative qualifications of those
who leave versus those who remain behind after a reduction exercise.
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ANNEX 1

SUMMARY INFORMATION ON PUBLIC SECTOR
WORKFORCE ADJUSTMENT POLICIES IN OECD COUNTRIES

Table 1. Overview of Workforce Adjustment Policies

[0 Overall programme for the national public service
[0 Responsible agencies
O Staffing controls (e.g., staffing ceiling, hiring freeze, etc.)

Table 2. Programmes for Redundant Workers

0 Re-employment and transition assistance
O Training, re-training and mobility programmes
O Priority placement rights for surplus staff

Table 3. Legal Requirements Governing Staffing Reductions

0 Regulations, laws or special packages to facilitate reductions
O Provisions for Involuntary Layoffs
O Legal requirements for identifying staff as redundant

Table 4. Voluntary Departure Incentives
Table 5. Voluntary Early Retirement Incentives
Table 6. Other Issues Related to Workforce Adjustments

O Union involvement in workforce adjustments
O Flexible working arrangements
[0 Other relevant programmes or services not raised elsewhere

Table 7. Government Publications on workforce adjustments
The information presented in these tables collected in the Fall of 1996 through a survey sent to central

personnel management-type agencies in the national administrations of OECD Member countries, and
updated in the Fall of 1997.
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TABLE 7 - GOVERNMENT PUBLICATIONS

Australia

“Information Package for Excess and Surplus (i.e., Potentially Excess) APS Staff’, Public Service and
Merit Protection Commission, March 1995. (English)

“Guidelines for the Management of Excess Staff in the APS” (Interim) May 1996, Public Service and
Merit Protection Commission.
Canada

“Managers Guide to Employment Adjustment”, Treasury Board of Canada Secretariat, March 1995.
(English and French)

Workforce Adjustment Directive, revised July 1996, including provisions for Alternative Service Delivery

Finland

The Ministry of Finance has made three guides for line-managers. These publications deal with legal
regulations, good practices and policies in staffing reductions (available only in Finnish):

Staff and Adjustment of the Organisation, 1992
Project Management of an Adjustment Process, 1993

Termination of Employment, Lay-Off, and Part-Time Work, 1996

Hungary

XX11/1992 Act on Civil Service

XXXI11/2992 Act on Public Service

Labour Code

Dr. Istvan Balazs, Staffing Levels in Public Administration and Staff Reduction in 1995, Prime Minister’s
Office, 1995, Budapest (in English)

New Zealand

“Managing Change - A Personnel View”, State Services Commission, 1988.
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Norway

Basic Agreement for the Civil Service

Act of 18 July 1958 relating to Civil Service Disputes

Act relating to Civil Servants, etc. of 4 March 1983, no. 3

Regulations concerning Civil Servants, laid down by raledree of 11 November 1983 pursuant to the
act relating to Civil Servants, etc.

Portugal

Réformer 'administration ; un enjeu, un pari

Rapport de la Commission pour la qualité et la rationalisation de I’Administration Publique - PCM, 1993.

Sweden

“Change, Security, Development: A presentation of the Job Security Foundation and the Job Security
Contract”, The Job Security Foundation, Stockholm, 1995. (English, French, Swedish)

United Kingdom

“Leaving the Civil Service”, Civil Service Management Code, ChapterOffice of Public Service.
(English)

“Early Retirement and Redundancy”, Civil Service Pensions Division, Office of Public Service.

United States

Serving the American Public: Best Practices in Downsizing. Benchmarking Study . Réptonal
Performance Review (NPR) Vice President Al Gore. September. Washington,UD&:Government
Printing Office, 1997. (English)

“The Employee’s Guide to RIF [Reduction Force]”, U.S. Office of Personnel Management Workforce
Restructuring Unit. February 1996 (revised). (English)

“The Employee’s Guide to RIF Separation Benefits”, WO&ice of Personnel Management Workforce
Restructuring Unit. February 1996 (revised). (English)

“The Employee’s Guide to Career Transitiorld.S. Office of Personnel Management Workforce
Restructuring Unit. January 1996 (revised). (English)

“Career Transition Assistance for Surplus and Displaced Federal Employees”, Rtdemith Request

for Comments5 Code of Federal Regulations Part 330 and Part 330 Subpart B, RIN 3206-AH26, Office
of Personnel Management, January 1996.
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“Presidential Memorandum for the Heads of Executive Departments and Agencies on Career Transition
for Federal Employees”, The White House, Office of the Press Secretary, 12 September 1995. (English)
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ANNEX 2. DEFINITIONS

What is meant by “workforce restructuring”?

1. Restructuring and reshaping a workforce is far from a simple affair of taking away redundant
functions and rearranging what is left. In OECD countries reassessing the scale and the scope of the
public sector has resulted @tosing down organisationsin their entirety;diminishing the size of an
organisation by ending programmes and positions attached to those programmes; diminishing the
workforce is often tied to theeorganisation of a programme by merging agencies or programmes into a
new public sector entity or reorganising a public sector organisation to caiitg hwictions under a new
management or organisational mod&mmercialisationof a programme but maintaining it in as a public
enterprise or in some other quasi-public sector environmenpriulitisation of a programme altogether

by converting a formerly public sector operation into a corporation and transferring or selling that
corporation and the workers in that programme to the private sector. Wheyddsrce reductions (or
“downsizing”) may or may not be an integral part of restructuring. Workforce reductions occur by
reducing employees or work; by eliminating functions, hierarchical levels, or organisational units; and by
implementing cost containment strategies that simplify and streamline activities. Downsizing strategies
include normal attrition, voluntary severance programs, early retirements, buyouts, outplacements, and
layoffs. (Cameron, Freeman, and Mishra, 1993; and Freeman and Cameron, 1993) Please note that the
terms “downsizing” and “staff reduction” are used interchangeably in this report.

2. Cutbacks is used to refer generally to ‘cutting back’ on programmes and resources by making
government agencies and subunits smaller, reducing funding resources, reducing the scope of work in
bureaucracies, and reducing workforces. Cutback management refers to organisational leaders managing
the processes of cutbacks while addressing human resource management challenges and maintaining the
ability of the organisation to accomplish its missié&etrenchmentis used to refer to the cutback actions
associated with reduction in workforce and reduction in services provided. Retrenchment is often used
synonymously with cutbacks.

3. Redesigningis the reduction or elimination of tasks, work, functions, hierarchical levels, or
organisational units which are considered to be duplicative or unneces&astructuring is the
realignment of functional activities or change in work operations for an organis&tiggamlining is the
minimisation of hon-value-added steps and the maximisation of value-added steps in a process, system, or
organisation. Reengineeringis a management technique for achieving dramatic improvements in cost,
quality, and customer service by making radical change or significant alteration in the way an organisation
defines its mission and organises its work processes. Reengineering usually is accompanied by equally
radical change in the shape and character of the organisational unit responsible for the work. It should be
noted, however, that downsizing often does not achieve its intended goatsaitr efficiency, improved
productivity, and reduced costs (Cameron, Freeman, and Mishra, 1991, 1993; Cascio, 1993; Noer, 1993;
and Wyatt, 1993).
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