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PUBLIC AND PUBLIC UTILITY ENTERPRISES RESTRUCTURING:
STATISTICAL AND QUANTITATIVE RID
FOR ENSURING HUMAN RESOURCE SUSTAINABILITY

Miladen Cudanov', Ondrej Jasko’ and Gheorghe Sivoiu®
L2 University of Belgrade, Belgrade, Serbia
3 University of Pitesti, Pitesti, Romania

Abstract

This article presents a quantitative approach to restructuring public and public utility
enterprises, particularly during downsizing requests. The large number of employees in the
public sector can be one of the causes for economic instability at country level. That is
particularly visible in the context of the euro zone crisis and economic/political instability
in countries like Greece, Portugal, Ireland, Spain and Italy. Our approach is based on the
statistical analysis of productivity oscillation and setting of performance standards in public
and public utility enterprises based on the aforementioned productivity. Data background is
given through job descriptions, organizational charts, salary reports and monthly
performance reports, in most cases part of organizational information systems. It is
recommended for quantitative data to be analyzed on a monthly basis, during a period of 30
or more months. Our method increases procedural fairness and accuracy, because
quantitative, statistical, impartial and objective approach is applied for estimating
parameters which could be related to downsizing. However, the application of this method
is not limited to downsizing, as during its application in more than 20 public and public
utility enterprises it was sometimes applied to increase output or reduce costs not
necessarily connected to labour. Although it finally refers to downsizing, this method can
provide fairer and more impartial approach than the subjective estimate of employee
surplus, and its arbitral distribution within the enterprise.

Keywords: public/public utility enterprises, downsizing, productivity, performance,
procedural fairness and accuracy

JEL Classification: .32, L97, .98, M12, M54

Introduction

This paper presents a quantitative approach to restructuring and downsizing in public and
public utility enterprises. Public and public utility companies are often catalysts of
economic instability; due to their bloated structure and number of employees often
burdening financial aspects of public governance (Aharoni, 2000; Birdsall and Nellis 2003,
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Kessides et al. 2009). The recent examples show instability in Euro area countries such as
Greece, Portugal, Ireland, Spain and Italy (Gros and Mayer, 2010), stating the large number
of employees in public sector (Whelan 2009) as one of the causes of economic instability in
these countries. Thus, the over-employment in the past may primarily be the problem of
mixed services — supplied by private companies and/or public institutions, involving public
funds, and heavy regulation (Stare and Jakli¢ 2011), which mostly have experienced
restructuring during the transition process. This paper does not focus on the
macroeconomic aspects of the problem. Our main objective is the organizational level of
company sustainability and the fitting of corporate human resources to the real environment
needs and capacities. The approach presented in this paper could, if properly used, prevent
an unjustified increase in number of employees in the companies and cure the inflated
number of employees, which is common practice and frequent situation in public and
public utility companies. Those problems are the main reason for downsizing being among
public sector and administration reform strategies (Awortwi, 2010). Downsizing has been a
continuous trend in corporate practice since the 1980s, and this tendency still exists
(Mckee-Ryan and Kinicki, 2002; Landry, 2004). In order to achieve our goal, we have
focused on developing a quantitative, efficient, reliable and objective method of estimating
the number of employees and similar related parameters in the context of restructuring and
downsizing. The output of our method can be used as a decision support in various
industrial activities, although our main goal was to determine an optimal number of
employees in public and public utility sector. The process of estimating an optimal number
of employees is based on data that is easily collectable by consultants, or, as in many cases,
already exists in electronic form. A significant part of the data input in our method is
derived from salary calculation data, related to the employee’s monthly working hours in a
company. The other part of the data input concerns measurable quantitative monthly output
of the employee. The collected indicators do not have to cover the complete set of the
employee’s outputs from job description, making our method applicable in a practical way.
We can observe the employee’s output as a population in statistical terms, and use collected
data as a sample. If the sample is representative, the results of the analysis can be used as a
support in managerial decisions.

After a relatively simple statistical analysis of the employee’s work and results, the
standard performance is calculated. Then, the common positions are grouped in categories
similar to Porter’s chain of value creation and in relation to the existing data and standard
performance we can find the optimal number of employees, which is often lower than the
actual number of employees. In order to ensure reliability, the period of observation should
exceed 30 months; anyhow, in actual projects, even shorter periods of 18 months have
provided a better support to managerial decisions than traditional methods. Further in the
paper we will describe in detail the method with examples of performance indicators for
several positions in different companies. Also, we will discuss the benefits of standard
performance measurement calculated by our approach over commonly used and often
obsolete work norms. Afterwards, discussion of results application in the process of
restructuring and downsizing will be presented, and possibilities for application in other
areas such as compensation management and workforce motivation will be given as
propositions for future research.
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1. Statistical data and method

This paper section will generally describe the new method intended to ensure human
resource sustainability. Our practical experience in the application of the method comes
from restructuring projects of more than 20 public and public utility enterprises in South-
Eastern Europe, where we were engaged as consultants. Also, we have applied the method
and its variations in a few privately owned or state-owned enterprises. We have observed
that the operational conducting the method does not pose problems, especially as the model
was refined in the previous several engagements. The main problems came from the
corporate politics balance of power, and resistance to change expressed by attempts from
the unions to hinder its application, strikes threats and spreading of rumours among
employees. Further discussion will be divided into two parts:

e the operational description of the method detailed in sub-sections 2.1 Data
background, 2.2 Classification of labour and connection of classes with performance
indicators and 2.3 Calculation of results; these parts will be mainly concerned with
practical issues that may affect application of our approach; the main aim of the paper is to
make our approach replicable, and give support to the reader in order to avoid common
pitfalls and obstacles we have faced during the implementation of our approach.

o the debate on advanced issues concerning this method is elaborated in part 3.
Discussion, and is mainly concerned with interpretation of results and placing the
application of our method into a wider organizational, social and economic context.

1.1 Data background

The application of this method relies on the quality of the data observed and recorded (or
gathered), while inaccurate or incomplete data support would consequently lead to
“garbage in, garbage out” results (Redman 2008; Cervo and Allen 2011; Goh 2011), which
would not accurately describe real condition in the company. To maximize the practical
usability of our method, while having in mind consultants and researchers, our method
should be based on data that can, as a rule, be easily collected during interviews in a
company (Cudanov and Jasko, forthcoming, 2012), and be as simple as possible, but not
simpler, according to the famous Einstein recommendation. Therefore data background for
our method is based on: a) job descriptions and organizational chart; b) salary reports; c)
existing monthly performance reports.

The job descriptions can be defined as formal documents which, among other things,
describe duties, responsibilities, contributions, outcomes, required qualifications, reporting
relationship and common collaborating relations of a position in an organizational structure.
All the job descriptions formalize job division on the basis of job analysis, and explicitly
clear out the important issues regarding the functions of individual positions in the
organizations. Therefore, regarding the job descriptions as a very useful tool for
management and organization, some researchers state all responsible staff should have
specific duties recorded in the individual written job descriptions (Ahmed 2009). Although
the job descriptions are disregarded as bureaucratic by organizations that perform creative
and non-repetitive tasks, since 1973, Reimann has used them in order to measure
formalization of organizational structure, and during the last decade a number of authors
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have regarded job descriptions as an increasingly useful tool for organization and human
resource management (Torrington, Hall and Taylor, 2005; De Bono, Van Der Heijdenand
and Jones, 2009). Therefore, the organizations in general, and especially those in the public
sector, should have systemized the job descriptions, for often it is a legal obligation. The
documents compiling the job descriptions already existed in each of the over 20
organizations that we have applied our method to, and if that is not the case, such document
should be created for the sake of the organization. Therefore, we can say that the first
document required is easily accessible. In order to clarify the job descriptions, the
organizational charts as diagrams or graphic representations of the organizational structure
are very useful in practice. Unfortunately, from our experience they are not as common as
the job descriptions, and often are not updated to the existing state. Nevertheless, in such
form organizational charts can still help clarifying findings from job descriptions. If the
organizational charts are not available, the systematic, tabular summaries of the job division
with position titles and often some additional data can also be useful. Once having job
division clearly pictured, the consultant can recognize the performance measurements
which are important enough to be included in the workforce assessment.

The salary reports are the second important document that provides data for this new
method. Almost all companies with a large number of employees, especially in public
services, naturally use automated software for salary calculation, instead of calculating
salaries manually. Ironically, the so-called core salary data is not necessary for further
calculation, so actual figures on earnings can be blinded, and we even prefer if that data is
not disclosed (so that data remains confidential). Payroll data includes employee
identification, attendance, wage rates, deductions, earnings, and cumulative earning totals
(Frankel, 1984). Often, if the salary is related to performance, other employee related data
is included, like the employee performance measurements. For our method, the most
important part is attendance. It is usually included in automatically generated reports (Table
no. 1)

Table no. 1: Example of the payroll report

w S o
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sl E |S|5|EE|5EE|S|2 2z 298 =2/383/8 522
Z| B |Z|alm Ex galz|& < & < 34| O |A|a|Alal=|a
1]2008-01 1 |W|1000| * | * | * | 1|Regular attendance 184 * 2712 | * [ * | * | * | *
2(2008-01| 1 [W|1000| * | * | * | 2|Night shift O ¥ 2712 | * | * | *¥ | * | *
312008-01] 1 |W|1000| * | * | * | 4|Holiday compensation | 24| * [2.71| 2 | * | * | * | * | *
412008-01] 1 [W[1000| * | * | * | 24|Sunday work 24| F 2712 | ¥ | * | ¥ K| *
512008-01| 1 |W|1000| * | * | * | 60/Shift work 184 * 2712 | * [ * [ *|*|*
6(2008-01] 1 [W[1000| * | * | * | 94|Transport refund O * [3.03|2 | * | *|*|*|*
7(2008-01] 1 [W[1000| * | * | * | 96[Regress payment O * 2712 | * | * | *|*|*
812008-01| 1 |[W[1000| * | * | * | 97|Meal refund 184 * 2712 | ¥ | * [ *|*|*
912008-01] 1 [W|1000| * | * | * | 98|Former work O * 2712 | * | * [ * | * | *

Source: Data extracted and blinded wit * by the authors as an anonymous example
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Such reports are easily accessible, and they can be generated operatively from existing
salary databases, in a matter of minutes. Consultants need only the support of top
management and it is very useful to repeat how actual salary amounts could be left out,
because they are not crucial for calculation. The example of the report is copied from the
actual data used in calculation, and confidential data is covered with an asterisk. It is an
abridgement from the total report for one employee, having columns of different data, and
rows represent different classes of attendance / payment additions, which comprise total
salary. Due to the limitation in the paper’s page space, the exemplified report is limited to
only one month. The categories in the classification of attendance and payment are different
from one enterprise to the next. However, several classes emerge in most enterprises: a)
regular attendance; b) shift attendance; c) attendance in night shifts; d) attendance on
holidays; e) attendance on weekends; f) overall attendance; g) vacation; h) paid leave; 1)
sick leave (usually classified in further categories, up to 7 days, 7-30 days and above 30
days); j) maternity leave; k) benefit calculations (for meals, transportation, etc.); 1)
stimulations, etc.

Most important support for our method is to find data on actual attendance, expressed in
attendance hours per month. That data is needed in order to calculate individual
productivity later. Usually, it is not equal to regular attendance, or even to overall summed
attendance. Companies, especially public companies, usually have legal restrictions on the
amount of regular payment that is allowed to employees. Sometimes, a way to surpass legal
restrictions without breaking the law is to “bloat” attendance data, or to use elaborate
classification which will redundantly value attendance. Therefore, it can be often confusing
and misleading. Our sincere recommendation is to establish direct contact with the
representatives of accountancy (or of other function in charge of salary calculation), and to
try to clear out, in direct communication, which category is the most accurate description of
actual attendance. That data is often veiled in a marginal category, such as benefit
calculation basis.

Various benefits are calculated on the basis of actual attendance, like luncheon and meal
refunds, and most accurate data needed for later productivity calculation can be found in
those columns. In rare cases, at least part of the salary relies on actual performance, and
performance indicators are included in salary data. In such cases, one third of the data
analysis is performed only to check official salary data.

The third and maybe the most important data source are performance reports. The best case
scenario is when work norms are given for all important task performed by employees, and
norm-hours are tracked and used in order to calculate salaries. Since that is not often the
case, other data can substitute norm-hours with acceptable reliability. Companies track their
performances through monthly, quarterly or annual reports. The employee reports often
contain performance indicators for that position. The approach proven as best over time is
not to surfeit indicators while gathering available data. In our practice, a smaller number of
well-selected indicators is better than larger number of inadequate indicators for a position.
It is common for performance indicators to be correlated with each other (Popova and
Sharpanskykh, 2010). A group of employees often performs a range of various tasks, which
are all correlated with one performance indicator. Consultants gathering this data should
bear in mind that they are gathering performance indicators, not overall performance data.
So, if we accept the definition of performance indicator given by Popova and Sharpanskykh
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(2010) as a quantitative or qualitative indicator that reflects the state/progress of the
company, unit or individual, our measurements are integrated into that definition, because
our indicators reflect overall work. For example, employee working on public tendering, or
public procurement administration performs a variety of tasks, but all those tasks are
indicated by the number of public procurement processes concluded. Under different
legislations, processes are different depending on value, and often performed by different
employees, like small and large public procurement. If e.g. one employee concludes 12
public procurement processes in January, it does not mean that his’her work was limited
only to that and that he/she spent 176 working hours only on that, although other activities
were related to those procurements. However, if in March he/she concludes 4 public
procurements, this does not fully prove that he/she worked three times less, but indicated
that something is wrong with performance, and if such situations occur frequently and for a
group of workers, indications are much stronger. In more complicated cases, which are
more related to the practical business environment, if, e.g. in May there are 100 processes
of small public procurements concluded, and 15 processes of large public procurements
concluded, and in June the same year there are 50 processes of small public procurements
concluded, and 10 processes of large public procurements concluded, we can estimate the
overall amount of work performed by those employees. If the rule of thumb is that to
conclude one process of large public procurement the amount of work is three times larger
than that for small public procurement, and another rule of thumb is that other work in
public procurement department is correlated to the number of public procurements, we can
integrate all work in that department and calculate that performance was 145 norm working
units in May and 80 norm working units in June. If the number of attendance hours is
basically the same, something is wrong: how can productivity differ so much? To take
another example, accountants perform a range of various jobs, and the amount of those jobs
is correlated with the number of rows on buyer / supplier records. It could be stated that the
amount of overall work for most departments or employee groups correlates with few, or
even one performance indicator.

Other examples of performance indicators could be:

e tons of fuel used in boilers for public heating, indicating the overall amount of work
for hard-fuel boiler operators; the more coal is used for heating, the more tasks are
performed by boiler operator, and an alternative for this performance indicator is heat
produced by the boiler, measured in [MJ] or other appropriate unit.

o the number of meals served to employees in a company restaurant, for its employees;
in general, hygiene maintenance, administration, storage and other related jobs depend on
number of meals; we can state that if in one month the employees have served 50% more
meals overall amount of work was roughly 50% larger.

o for employees in a call-centre, the good performance indicator could be number of
accepted calls; some calls will last 15 minutes, some 30 seconds but in a period of one
month duration would converge to normal distribution and indicate the overall work
performed by the call centre employees.

The job of consultants in this phase is to gather performance data that will picture the
overall work of employees with highest reliability, while minimizing the time needed to
gather that data. A detailed example of indicators is given in Jasko, Cudanov, Krivokapi¢
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(2010). It is very important that performance indicators are gathered for larger period, best
results are obtained when we have monthly indicators for a period of three years or more.
As the central limit theorem states, the distribution of experimental data will tend toward a
normal distribution if the number of measurements is sufficiently large. In general, a
sample larger than 30 measurements is considered sufficient for the central limit theorem to
take effect (Aczel and Sounderpandian, 2002). Period of three years with monthly tracked
performance indicators covers 36 periods, but in practice very similar results were obtained
even with half of that period.

Following table summarizes usage of different data sources. As can be noticed, such data is
commonly found in organizations that have an appropriate management information
system. In our practical experience in more than 20 enterprises, data was easily extracted in
e-form with help from the information systems staff, thus facilitating further restructuring.
ICT is connected with organizational changes, for example companies that use Technology
Enhanced Learning (TEL) and Knowledge Management tools to a larger extent, have a
better perception of the organizational changes in their company as shown by Cudanov,
Savoiu and JaSko (2012). In this case, ICT is rather a catalyst than a direct cause of the
organizational changes.

Table no. 2: Summary of data sources used for this method

Organizational Extracted data Usage of data

documents

Job descriptions Division of labour, duties and General overview of company, selection

and organizational | responsibilities, of most important performance

chart departmentalization indicators, its association with particular
employees

Salary reports Attendance & performance data Calculation of performance and
productivity

Existing monthly Performance data Calculation of performance and

performance productivity

reports

1.2 Classification of labour and the connection of classes with the performance
indicators

After the data is gathered, next step is classification of labour in company by their
performance contribution. The basic idea is to group employees that contribute to same
performance indicators. It provides us with the background needed to calculate all
productivity indicators, by dividing the performance indicator in one period by the
attendance hours in the same period. Using the example given previously, if the employees
on public procurement have 140 normed units in May, and 80 normed units in June, while
attending 880 hours in May and 1056 hours in June, we can say that on average their
productivity was 0.1591 normed units per hour in May and 0.076 normed units in June.
Discrepancy of data clearly indicates that something is wrong in that department, which
will be the topic of the next phase. In the classification of labour phase, our job is to
recognize employees that have contributed to public procurement, so we can sum their
attendance hours to the example amount of 880 or 1056. In time, several approaches for
labour classification have emerged: a) the bottom-up approach by criteria of gathered
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performance indicators; b) the process approach, by criteria of processes described in
quality management system; c) the typified organizational structure approach, as developed
by Mintzberg and Porter; d) the existing organizational structure approach — by criteria of
departmentalization.

The first approach is rather intuitive and totally direct. Consultants need to analyze the
performance indicators gathered and the job descriptions, and connect the employees with
existing performance indicators, having in mind that all employees are associated with at
least one performance indicator. Specific cases, where employees contribute to one
performance indicator 40% of their time and 60% to another can increase the precision of
calculation if carefully analyzed, without making it much more difficult. Often, mere job
titles suggest classification and job descriptions are used to re-check it.

The second approach, like the third and the fourth, are indirect. The idea is to first classify
employees in categories indicated by existing quality assurance documents or theory, and
then, in the second step, connect those indicators with performance indicators. Quality
management documents often map key processes within the organization and list the
participators among the employees. The consultant’s task is very easy in this step, simply
translating existing documents into acceptable form. In the second step, processes (for
example process of public procurement or process of meal preparation in the company
restaurant) are connected with the performance indicators gathered, which are also often at
least suggested in quality management documentation.

The third alternative, in the case where quality management is not widely implemented, the
good alternative is to use standard processes from Porter’s value chain or Mintzberg’s
organizational structure. Since those forms are not elaborated to the level of operative
activities, consultants can use elaborations of Porter’s value chain presented in our previous
papers (Krivokapi¢ and Cudanov, 2010; Jasko, Krivokapi¢ and Cudanov 2010; Jasko,
Cudanov, Krivokapié¢, Jevti¢ and Sivoiu, 2011). The advantage of this approach is that
consultants can develop their efficiency performing tasks on same pattern, and in time
classification becomes routine, just like assigning indicators to Porter’s or Mintzberg’s
categories. Another benefit is that, in time, a sound milieu for benchmarking can be
developed. Porter’s elaborate model can be used as a common form for representing various
organizational structures, and afterwards, a comparison of number of employees assigned to
support function, among other comparisons is possible. For example, such questions can be
posed as, why does accounting, consisting of accounting managers, accountants and other
accounting staff as typical jobs employ 1,5% of total workforce in one public company,
while in another public company of similar size and accountancy demands that percentage is
0,8%, or why are performance indicators different in similar companies?

The fourth alternative is to classify employees according to organizational structure. It is
often a path of least resistance, and, by our experience, yields the least reliable results.
Also, results are not comparable, and consultants fail to take chance of developing
extensive database comparable by organizational structure and performance indicators.
However, the method is very easy to apply, because classification of employees is in most
cases same as their allocation in different departments, and the performance indicators can
be associated with organizational structure, and are often suggested by the analysis of
reports given by that organizational department. Overall, the output of the phase described
in this part of the paper should practically be a spreadsheet containing extracted data. It
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should either represent unique identifiers of employees (like employee ID numbers etc.),
percentage of time dedicated to performance indicator (0-100%) and performance indicator
(either represented by unique name or by unique code). It is the output of the first approach,
and is represented in Table no. 3.

Table no. 3: Synthesised output of data collection phase

Employee Percentage of working Performance indicator
ID time dedicated to
performance indicator
004563 100% | Composite indicator of public procurements concluded
005673 30% | Number of calls in the call centre accepted
005673 70% | Number of formal e-mail enquiries answered
001256 100% | Number of meals served in the enterprise restaurant

1.3 Calculation of results

When the data is gathered, it should be calculated into indicators that could give the
quantitative basis for restructuring and eventual downsizing. Our approach has these basic
steps: a) calculation of monthly performances as productivity indicators in observed period; b)
calculation of average productivity in observed period; c) calculation of standard deviation of
productivity in observed period; d) calculation of standard performance for the employee/group
of employees; e) calculation of average efficiency in achieving standard performance.

The first step is based on a simple formula of calculating productivity of employees:
PR = Q )
L

where: PR — productivity, Q — quantity of output, calculated by summing performance
indicators, L — Amount of work invested, calculated by total hours of attendance.

Our result should be a spreadsheet with x columns in width, where x is equal to the number
of time periods that the data is gathered for, and y rows, where y is the number of
employees/employee groups, where employee groups share once more common indicators.
In the absence of all data, where productivity cannot be calculated, performance indicators
alone or even summed attendance hours could give acceptable results, similar to
productivity based results. Our strong suggestion is to use months as time periods, because
during the period of 30 days daily variations in productivity are averaged and a reliable
indicator is proposed; the data for employee attendance is often available on a monthly
basis (or twice per month, which can easily be summed) because salary calculation and data
for performance indicators is often tracked on a monthly basis.

The calculation of average performance is also a simple matter, where following formula is
used:

APR=-"1— )

where: APR — Average productivity, as arithmetical mean of productivity in observed
period, PR; — Productivity for the period of i.
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The calculation of standard deviation of productivity in observed period is the third step,
performed by the following simple formula:

o= \/lli(PRi — APR) A3)

i=1

The calculation of standard performance for employee / group of employees uses formula
where standard deviation of productivity is added to the arithmetical mean of productivity
(average performance). According to three sigma rule (Pukelsheim, 1994), and with the
presumption of normal distribution of productivity variable, we can estimate that
probability for our variable to be at range below p + ¢ is approximately 85% (depending on
distribution of our variable). That concept is illustrated by Figure no 1. Therefore, we
estimate that standard performance or better results is theoretically achieved within the
observed timeline with the same employees, same organization and same equipment in
15% of the cases.

SPR=APR +0o 4)

where: SPR — Standard performance aimed to be achieved by the employees, ¢ — Standard
deviation in productivity.

34% | 34%

2.2% (13.6% 13.6%N 2.2%
2% N 2%

>30|30 20 [ 10 [ 10 ] 20 30|>30
u

Figure no 1. Illustration of three sigma rule

The calculation of average efficiency in achieving standard performance is the least strict
step in this method. It should be performed with care of specificities of the task performed.

The general formula is given below:
APR
E-=
SPR

where: AE — Average efficiency in achieving standard performance, e — Specific factor

X e &)

The specific factor is chosen with greatest care, and must be explained with objective facts,
and often it is one, or one increased with few percents as minimal expected variation in
productivity on a monthly scale. For specific jobs, where variation in productivity is
imminent, or decrease in output in unacceptable, it can be calculated as acceptable variation
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in productivity, or maximum acceptable decrease in output (in %) + 1. Sometimes it is
absolute imperative that full output be obtained on peaks of demand, and that necessity
explain variation in productivity — employees sometimes just wait in attendance for demand
peaks. That can point to the need for better planning of work rather than downsizing.

2. Discussions and interpretation of results

The interpretation of results is the most important part of the application of the method. The
quantitative, impersonal approach to estimate surplus of workforce can increase trust in
fairness of downsizing, which can be very important because he number of employees
recognizing the downsizing process as unfair has much decreased performance even if they
“survive” the downsizing process (Armstrong-Stassen 2004). However, the careless
interpretation of results can diminish positive effects. It must be communicated to the
employees that their own performance, not benchmarking with different companies has
influenced figures. Chipunza and Samuel (2011) show that communication has a significant
positive influence on survivor attitude. Following that, description of main output figures
needs to be communicated to the employees directly, or via management representatives.
The average productivity and standard deviation are easily explainable concepts. The
standard performance can be explained as performance achieved in several monthly periods
by those same employees, on same equipment, in same processes and organization. So
there is no reason why such performance should not be achieved constantly, instead of only
during peaks of increased productivity, especially because in theory, if performance data
has normal distribution such results should be obtained in approximately 15% of periods.

The average efficiency in achieving standard performance can be explained as desired
minimum to be obtained in the present organizational, internal and external environment. It
is a number larger than zero, usually around one. If the average efficiency in achieving
standard performance is less than one, this indicates that with the same number of
employees, the company can produce more output or provide more services, or that the
existing output can be produced with fewer employees, if adequate organizational changes,
including downsizing, are implemented. For example, if this number is 0.8523, it indicates
that in this period observed the group of employees has achieved 85,23% of the standard
performance. Thus, either their output needs to be enlarged, or 14,77% of that number of
employees is surplus. In the hypothetic case where the group has 23 employees that
performed 1200 output, they should either keep headcount and increase output to 1200 :
0.8523 = 1407.95, or decrease the number of employees by 23 x 0.1477 = 3.39 (rounded to
three employees). The decision between two alternatives is dependent on the organizational
strategy and need of their internal or external customers for additional output.

However, if the decision is in favour of downsizing, our method does not point to concrete
employees being downsizing victims. It identifies the groups of employees with the lowest
efficiency in achieving standard performance, calculate that e.g. out of 23 employees three
are candidate for downsizing. It is a job and a hard decision for a super ordinate of theirs,
who knows each of them personally, to chose which three employees are to be downsized.
Exact method of downsizing is not limited by our approach, and it can be voluntary leave,
line reduction or targeted discharge. All approaches have their strengths and weaknesses,
and our method even supports alternative methods to downsizing, and in the latter case the
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whole group of 23 employees can have salary reduction of 14.77%, or can reduce other
business costs in the same amount instead of discharging three colleagues, which is in most
cases a better alternative compared to downsizing.

If the standard performance is analyzed in more depth, it can be compared to official labour
output standards. Some companies, especially during centralized corporate management
era, have developed labour output standards, such as standard hours for completing
monthly financial report along with supplemental documents. Often, most activities have
been covered with normed hours, and during the planned economy era, the employee
number for most companies, even in Serbia and Romania, was calculated on the basis of
those norms. All activities expected to be performed within a time period (year, month,
etc.) were summed, with their overall number of occurrences multiplied by norm hours for
each activity, yielding the overall monthly number of hours, which was divided by the
number of working hours in that month, and the result was the necessary number of
employees. However, most of those norms were calculated even decades ago, before
computers, internet and other technological advances and, unless limited to strictly manual
work, are obsolete.

Calculation of number of employees by such means is indeed calculating how many
workers with technology and organization from the 1970’s or a similar period, when
standards were established are required to perform that job today. Also, such standards are
often negotiated with unions rather than based on objective facts. On the other hand,
standard performance measures dynamic output and sets norm on basis of recent
productivity.

The trade unions’ resistance is common in downsizing (Burnes, Katsouros and Jones,
2004). The application of this method can be beneficial for responsible approach to
downsizing, which can be more beneficial to long-term organizational performance
(Cascio, 2002, Tsai and Shih 2011). Researchers conclude that performance declines
following downsizing are due in part to an associated decrease in employee morale, and
therefore, urge treating employees in a manner perceived to be fair and respectful to
maintain trust and commitment and avoid productivity losses (Trevor and Nyberg,
2008).Van Dierendonck and Jacobs (2010) have shown two important facts regarding
downsizing fairness:

e for survivors, procedural justice matters more than distributive justice, i.e. fairness of
the procedures used to implement the downsizing is more important to them than the
outcomes resulting from the downsizing, e.g. feeling that the benefits’ severance provided
are adequate;

e the impact of fairness is stronger in countries with an individualistic (versus
collectivistic) culture, which can be interesting for transitional countries (Andolsek and
Stebe, 2004).

The lateral contribution of the application of our method is that often in company
performance indicators start to be tracked with greater care, and used in compensation
calculations. A large number of employees in public and public utility enterprises can be a
problem of lesser degree compared with their inefficiency. If the application of our method
results in change resistance and union pressure, strikes or political demonstration blocks
downsizing attempts, efficiency of public and public utility enterprises can be increased in a
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different way — by improving efficiency. Tracking productivity, giving a fair and reachable
(although higher than their average productivity in the last few years) working standards
can motivate employees, give them attainable goals and increase their output. On the other
side, they can be motivated to decrease costs and improve efficiency of business in order to
avoid downsizing. As consultants, we prefer that direction of application over downsizing.

Conclusions

This paper presents a quantitative, statistical, impartial and objective approach to
restructuring public and public utility enterprises, often burdened with excess employees
and inefficiency. Our method is based on calculating achievable productivity, and setting
that as performance standards instead of obsolete labour standard hourly norms. The
standards are set on the basis of employee performance in that enterprise, and are
achievable in approximately 15% of time periods by the same employees, with the same
equipment, and processes in the same organizational, internal and external environment. If
it has to come to downsizing, this method can provide a fairer and more impartial approach
than the subjective estimation of employee surplus and its arbitral distribution within the
enterprise, and employees and union representatives often saw it as more acceptable
alternative. There are several limitations to our approach. Companies that have large
seasonal oscillations in demand often show lower results, and our method indicated
unexplained large surplus of employees. For example, employees in communal heating
plants have a peak during winter months and overhaul projects, while during summer they
are mostly free, and half of the employees cannot be downsized because their activities are
not demanded during summer. However, this new method gives good background for
negotiation, and since often local government has more public and public utility enterprises
under its authority, some employees in such companies can be transferred to other
companies where peak demand is in the summer. Another important limitation is that our
method is dependent upon data extracted from the very same employees under threat of
downsizing. Thus, it is often very hard to obtain the data. However, if there is political will
and sufficient social capital for the downsizing project to be initiated, data providers can be
explained that the better and more complete the data is, this new method yields more
reliable results and from the experience of more than 20 public and public utility enterprises
the results are then more favourable to the employees.

However, the results of this method do not have to be used for downsizing. The results can
make the employees of public and public utility enterprises question themselves on
variations of their productivity. Although they will not say it aloud or at least in official
talks, they recognize variations are partly their fault. Our experience covered strange
situation in which trade union representatives strongly opposed results during official
meetings and after the meetings they frankly congratulated consultants on the correct
assessment of employee surplus, stating that the ratio of surplus is precisely distributed over
smallest organizational units or employee groups, and that employees can indeed work
more efficiently. If that attitude is transformed into a larger output, cost savings that do not
need to be connected to salaries, from the perspective of governmental budget results are
the same as with downsizing, without taking unpopular actions. From our perspective, it is
always better to find an alternative to downsizing, if possible, because it is not humane to
conceive of people as surplus. People are never surplus — there could be the shortage of
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work, efficiency and productivity which has to be solved, the downsizing should be the last
alternative to be applied only if other approaches to restructuring and organizational change
are not possible.
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