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ABSTRACT 

Virtually every type of organization and every type of industry faces an economic 
environment of continuous and accelerating change. An increasing pervasive 
response to this new economic environment is to engage in some form downsizing. 
In Mid 2000, TNBL saw the need to reduce its workforce through Downsizing. 
The objective of the study is to determine the impact of downsizing on the 
Operations and Profitability of the Transnational bank by looking at the Service 
quality, technological levels, profitability and employee morale after the 
downsizing exercise. This is a case study and the respondents were the 
management and unionisable staff of Transnational Bank. Primary data was 
collected using questionnaire tool that were self and telephone administered to 
respondents. Face to face interviews was done with key heads of departments on 
the entire exercise and the current state. The results show that the morale of the 
staff dropped after downsizing, quality of service has improved considerably after 
downsizing, there is significant advancement of technological levels and the 
profits of the bank continue to improve. From the study, we learn that there is 
need for the organizations to put in place proper retention and incentive schemes 
so as to motivate staff after downsizing and proper human resource policies have 
to be developed to enhance motivation. 
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1. 1 Background 

1. 1. 1 Downsizing in Organizations 

CHAPTER ONE 

INTRODUCTION 

When the history of the Kenya during the final 10 years is reviewed, one issue that will be 

seen as defining the Kenyan workforce for the period is downsizing and the loss of the 

perceived "social contract" of lifelong employment in the public and private sectors with a 

single employer. 

This year the requirement by state corporations to reduce staff is top on the agenda. Telkom 

(K) is expected to lay off 11,000 people out of its entire workforce of 18,000. The Agricultural 

and Manufacturing sectors have employees on notice · for downsizing. Whether it is called 

downsizing, rightsizing, delayering, reduction in force, redundancy elimination, or any of a 

host of other terms, the expectation of lifelong employment with one employer has now 

become the exception rather than the rule. Both in the government and the private sector, 

the loss of that sense of security, combined with the familiar scenario in which the number of 

· employees is reduced but the amount of work remains unchanged, can have devastating 

effects on the remaining employees, otherwise known as the "survivors." 

The fundamental reasons for downsizing in the government, and also among state and local 

governments, are different from those cited by organizations in the private sector. Private 



sector entities must reduce costs to remain competitive in an increasingly global economy a 
to maximize the returns of their shareholders. Public sector downsizings are primarily driv 
by budget reductions and technology improvements that allow fewer workers to do the sa 
amount of work. The most important asset in any company is its human resource. Mo 
organizations are faced with many challenges related to management of huma 
resources. Work pressures and job related demand obviously have adverse impact o 
employees' morale and productivity (Philips, 1996) 

Organizational downsizing, or simply 'downsizing', is a feature of many organizations in th 
world. As a goal-oriented restructuring strategy, downsizing endeavors to increase an 
organization's overall performance. The 1990's have seen a lot of changes in the economy of 
Kenya. Most changes had to do with liberalization, globalization, technological advancement 
and a more enlightened consumer (Kenya Institute of Management 1993). 

TNBL has experienced many challenges which include stiff competition, revenue declines, and 
service standards. For the first time in its history TNBL retrenched 1 00 staff members of its 
population at the end of year 2000. This action has led to fear, lost of job security and low 
morale among employees. 
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1. 1. 2 Banking Industry in Kenya 

The Banking industry in Kenya is governed by the Companies Act, the Banking Act, the Central 

Bank of Kenya Act and the various prudential guidelines issued by the Central Bank of Kenya 

(CBK). The banking sector was liberalized in 1995 and exchange controls lifted . The CBK , 

which fa.lls under the Minister for Finance's docket, is responsible for formulating and 

implementing monetary policy and fostering the· liquidity, solvency and proper functioning of 

the financial system. The CBK publishes information on Kenya's commercial banks and non-

' 

banking financial institutions, interest rates and other publications and guidelines. 

There are forty-six bank and non ·· ba.nk financial institutions, fifteen micro finance institutions 

and forty-eight foreign exchange bureaus. Thirty-five of the banks, most of which are small to 

medium sized, are locally-owned . The industry is dominated by a few large banks most of 

which are foreign-owned, though some are partially locally-owned. Six of the major banks are 

listed on the Nairobi Stock Exchange. The commercial banks and non-banking financial 

institutions offer corporate and retail banking services but a small number, mainly comprising 

the larger banks, offer other services including investment banking. The banking industry has 

most recently witnessed a rapidly changing environment, characterized by stiff competition ; 

changing customer needs declining margins, technological innovation , low liquidity and higher 

financial risks. 
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1. 1. 3 Transnational Bank 

The history of TNBL dates back to 1985 when it opened a branch in Nairobi following a coming 

together of Kenyan investors whose aim was to get into the banking business. 

In 1986, more capital was injected into the bank by other shareholders since the Central Bank 

had raised the minimum amount of money required to operate a bank. The new shareholders 

were from Britain and therefore the bank got some strategic partners which boosted their 

image. A wholly owned subsidiary, Transnational Finance (K) Limited, was acquired in 1987 to 

provide mortgage finance. 

Since incorporation, TNBL has achieved tremendous growth to emerge as one of the leading 

indigenous banks in Kenya's banking and financial sector. In 1990, the bank had opened 3 

other branches in Mombasa, Nakuru, and Eldoret. Today, the TNBL group has the widened its 

network to other parts of the country, comprising 5 full-time branches and 3 satellite 

branches all of which represent over 5% of the total banking outlets in Kenya 

All branches provide a whole rage of retail banking and financial. In recognition of the need 

to strengthen the interdependence between domestic and external economies, TNBL has 

continued to expand working arrangements with banks in other countries. Today, it has over 

40 correspondent banks throughout the world. Since inception, the Transnational Bank Group 

has endeavored to provide quality and customer friendly services geared towards meeting the 

ever-changing customer needs. Transnational Bank is currently undertaking a major re· 

branding exercise, which may culminate in it the adoption of the shorter acronym TNBL, as its 

brand name. 
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1. 2 Problem Statement 

Downsizing has become entrenched in Kenyan culture during the 1990s and 2000s. It is 

difficult to pick up a newspaper or magazine or tune in to a television news program that does 

not mention the topic in some way. 

The banking sector in Kenya is going through a tough time and the focus is on cost reduction 

and increase revenue and shareholder. No study has been done to document the impact of 

downsizing among the commercial banks in Kenya as a strategy to respond to changes. Both in 

the government and the private sector, the loss of that sense of security, combined with the 

familiar scenario in which the numb€'r of employees is reduced but the amount of work 

remains unchanged, can have devastating effects on the remaining employees, otherwise 

known as the "survivors." Used as a tool in an overall reengineering/ restructuring strategy, 

downsizing has been successfully accomplished in both private and public sector organizations. 

However, those successful organizations recognized downsizing for what it is: a management 

tool that must be used with other management tools to achieve the goals of reduced costs and 

improved service. 

Warugu (2001) did a research on the strategies adopted by commercial banks due to external 

change. In his research he pointed out strategies adopted which includes product 

differentiation. Bett (1992) looked at the financial performance in the banking sector, 

focusing on Kenyan banks and financial institutions. Ndegwa (1996) looked at commercial 

banks and financial institutions from a marketing point of view. He set out to assess the 
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quality of service. No one has focused downsizing applied by commercial banks in responding 

to changes in the external environment. 

Before downsizing of the number of employees begun in year 2002 TNBL had a work force 1n 

excess of 300 employees with an annual turn over of Kshs.1 billion and an asset base of over 

Kshs.2 billion. However, the year 1998 saw the Kenyan Economy experience one of the most 

difficult times. All key macro-economic indicators showed a deteriorating trend Real Gross 

Pometric (GAP) declined to 1.6% in 1998 compared to 2.3% in 1997. 

As a result of this TNBL, performed below expectations recording a pre-lay profit of 

Kshs. 150 million compared to Kshs. 350million in 1997, a decrease of 25%. 

In mid 2000, the Bank saw the need to reduce its workforce through volunteering early 

retirement. The bank's desire was to become more efficient and improve its value creation in 

order to, increase profits, provide quality services to its customers, improve technology and 

reduce bureaucracy. Global competition, changing technologies and availability of cheap labor 

is the operating environment of the Kenyan banks; there is no evidence to link Motivation, 

Cost, Service quality, Technology and Profitability and downsizing hence the purpose of this 

study. The main question of interest therefore in this study is to determine the impact of 

downsizing at TNBL. 
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1. 3 Objectives Of The Study 

The objective of the study is to examine how downsizing has affected Transnational bank in its 

operations, employee motiva tion and profitabili ty. 

1.4 Significance Of The Study 

The project research will provide academics analysis of downsizing; it will make contribution 

to both theory and practice. To organizations, this study will bring out the potential benefit s 

of downsizing; Assist professionals and top management in organizations in formulating 

guidelines that concern implementation of downsizing and academicians and researchers, the 

findings will update the existing body of knowledge on downsizing in organizations 

1. 5 Organization Of The Proposed Report 

The first section is the introduction of study. The researcher has described the background to 

the problem, problem statement, purpose and. objectives of the study. The second section is 

literature reviews, in which the researcher reviews the relevant literature. The review falls 

under several sub-titles touching on downsizing both strategies and implementation . The third 

section is the Research Methodology. This section starts with an introduction and describes 

the research design; the target population, sample and sampling procedures, research 

instruments, data collection procedure and the data analysis techniques. 
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CHAPTER TWO 

LITERATURE REVIEW 

2.1 Definition Of Downsizing 

Smith (1993) defines downsizing as be proactive (planned in advance and usually integrated 
with a larger set of objectives) or reactive, typified by cost-cutting as a last resort after 
prolonged period of inattention to looming problems of management. 

' 

According to Gosselin (1994), Downsizing is a phenomenon no longer represents one of the 
many consequences of economic upheaval but has instead taken a life of its own, seen as a 
short-term measure; downsizing has become the way to increase profitability. 

Dupuis et al (1996) come to the conclusion that for most organizations, labor costs account for 
a large part of expenditure and since these organizations generally enjoy a certain amount of 
latitude in terms of their payroll, they are tempted to cut salaries first to achieve immediate 
economic benefits 

Cameron (1994), defines downsizing as a positive and purposive strategy: "a set of 
organizational activities undertaken on the part of management of an organization and 
designed to improve organizational efficiency, productivity and/ or competitiveness" 

For several years now, there has been a strong tendency to adopt downsizing strategy to deal 
With the economic pressures from the environment. In Kenya it was first witnessed in the 
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private sector, this approach has now spread to all levels of government and knows no 
sectorial or geographical bounds. For example, among the private firms to have adopted this 
strategy in Kenya include East African Breweries Ltd., Bata Shoe Company, Shell BP and Agip 
among others. The government parastatals that have undertaken the exercise include Kenya 
Power and Lighting Company, Kenya Airways, Kenya Tea Development Authority and Kenya 
Commercial Bank. In the civil service, various ministries have been reducing their staff since 
1994 in an effort to reduce costs and increase efficiency (Kariuki 2000). 

Downsizing is not a new phenomenon; workforce reductions, closure of branch offices, regions 
e.g. have been going on since the great depression of the 1930's in the USA and is part of the 
normal economic business reorganization process. But something new is happening at the 
moment in terms of the magnitude, scale, the target involved and the causes and effects of 
the downsizing (i.e. change in business environment) as opposed to the traditional causes 
where it arose out of normal business cycles(Tomasko 1990) 

Because of its negative connotation of giving people the "axe" downsizing is not a term that 
many management consultants use. Many would rather use friendlier terms such as re
engineering, rightsizing, reinventing etc. On the other side of the spectrum, there are 
researchers who are concerned that downsizing has become too closely associated with the 
process of organizational decline and its naturally negative effects (Noer 1993 ). 

Downsizing as has already been mentioned above can be said to refer to the voluntary actions 
of an organization to reduce expenses . It refers to an array of initiatives implemented by an 
organization in response to a decision to reduce headcount. 
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The outcomes that organizations seek from restructuring may include increased productivity improved quality, enhanced competitive advantage, and potential regeneration of succes (Hoskisson and Hilt, 1994 ). In addition, organizations hope to achieve lower overheads, less bureaucracy, more effective decision-making, improved communication, and greater innovation (Burke and Green 2000) as a result of downsizing. 

Although we might like to think that the reasons for downsizing are well thought out, many of the reasons are purely social ones. Mckinlay, Sanchez and Schick (1995) proposed that three social forces that precipitate downsizing efforts are constraining forces, cloning forces, and learning forces. Constraining forces place pressure on executives to do the "right thing" in terms of legitimate managerial actions. Cloning forces are the result of imitation or benchmarking. Learning forces that bring about downsizing efforts take people through educational institutions and professional associations. Cost accounting methods encourage downsizing as a legitimate business activity. 

Organizations thus choose to downsize for a variety of reasons, including economic and social. The rationale for downsizing is an integral part of the issue of whether downsizing efforts are effective or whether they fail. Like culture, "downsizing" is problematic in its usefulness. Because it is popularly associated with giving people the "axe" in organizations, it is not a term that many management consultants go out of their way to use. On the other side of the spectrum, there are researchers wh.o are concerned that downsizing has become too closely associated with the process of organizational decline and its naturally negative effects. Cameron, for example, defines downsizing as a positive and purposive strategy: "a set of organizational activities undertaken on the part of management of an organization and 
10 



designed to improve organizational efficiency, productivity, and/or competitiveness" 
(Cameron, 1994). Downsizing thus defined falls into the category of management tools for 
achieving desired change, much like "rightsizing" and "reengineering". 

2. 2 Strategic Causes Of Downsizing 

A true and fuller understanding of the forces shaping and thrusting downsizing forward today 
comes from an appreciation of increased global competition, and changing technologies, 
which in turn are profoundly impacting the nature of work, increasing availability of 
contingent work (Fierman, 1994) and shifting balance of power among organizational 
constituents away from rank and file employees and in the direction of shareholders and chief 
executives who serve as their proxy. 

In a study, Hilt and colleagues (1994), discovered that executives showed several common 
rationales for downsizing. They were; 

· • Would remove non-value adding entities 47% 

• Could help companies see new opportunities on core competencies 21% 

• Could reduce costs and I or increase profits and productivity 18% 

• Was a continuous process in their firms 08% 

Hilt and colleagues (1994), stated that while most organizations had multiple goals 
accomplished by the downsizing, there was considerable agreement of the most prominent 
goals. They cited over 76% of the organizations as wanting to reduce the layer from their 
organizations culture. Only 12% experienced innovation. 
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The study concluded that while managers had taken a variety of actions in their effort 
downsize, few had achieved their desired results. The data further revealed that most of th 
process managers in these organizations indicated that their actions were predicted on th 
belief that the next time would be better because the organizations had learned from pa 
mistakes, or because of the investment made in their previous actions . 

The fundamental reasons for downsizing in business are different for both public and privat 
sector. Private sector entities must reduce costs t9 remain competitive in an increasingl 
global economy and to maximize the returns of their shareholders. Public sector downsizing 
are primarily driven by budget reductions and technology improvements that allow fewe 
workers to do the same amount of work. 

2. 3 Effects Of Downsizing 

2.3.1 Organizational Operations 

Changing an organization is messy, complicated business. A study by Kotter and Heskett (1992) 
indicated that culture change becomes tougher as organizations become more established and 
successful. The very bases for a company's earlier success can be hindrances to needed 
changes under new and different scenarios from those which existed previously. 

Prevailing models provide uncertain guideposts. For example, it is standard fare within the 
leadership literature (e.g., Bennis, 1994) to depict the need for a "vision" of a desired future 
state of the enterprise. What if elements of a vision clash with each other? What if a leader, 
for example, decides to embrace a total quality management culture built upon trust among 
all parties and, at the same time, embarks upon a series of layoffs which are likely to 
engender distrust among those same parties? The conventional wisdom in response is to 
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acknowledge that there will be sadness and losses and a murky period which goes under the 
heading of "the neutral zone"; but, in the end, there will be "new beginnings" (Bridges, 1981 ). 
How long does the neutral zone last? Existing research provides no solid answers. How long 
will a leader with a vision wait for the culture to change in positive ways? Research supports 
the idea that culture change is a multi-year effort (Schein, 1992). 

If we broaden our conceptualization of culture change to include both intended consequences 
(planned change) and unintended consequences (unplanned change), then it is at least 
possible to be confident that downsizing is a catalyst for culture change. Organizational 
theorists from Lewin (1951) forward, including Argyris (1992) have insisted upon the need for a 
destabilizing element in any change process. The existing status quo is conceptualized as a 
dynamic in which forces resisting change and forces pushing for change have found a balance. 
In order to shift the balance (in the favor of change), the situation needs to be "unfrozen". In 
other words, people have to be rocked out of their comfortable existence, so they will be 
alerted to the need for change. 

Downsizing qualifies as a destabilizer of status quo ante even under circumstances where 
departures are voluntary. Hickok (1995 ), for example, documented symptoms of survivor 
illness at an Air force installation that had, up to the point of the research, experienced only 
voluntary departures. The literature is replete with examples of burnout, depression, anger, 
and betrayal as common responses by survivors of layoffs (e.g., Noer, 1993; Brockner, 1992). 
Not all responses are negative: there are reports of people getting "charged up", finding new 
excitement in their work, being challenged by the prospect of "doing more with less" or saving 
the organization (e.g., Noer, 1993). Hickok (1995) found that "implementors" of layoffs (i.e , 
those "pulling the strings") had more positive reactions than did "implementees" (i.e., those 
who were having the layoffs "done to them"). 
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In any event, it should be acknowledged that downsizing has altered the rule of the 
employment "game". The way these changes have tended to be theoretically euphemized is by 
indicating that the "psychological contract" between employers and employees has been 
violated (Rousseau, 1995 ). No longer can the employer offer job security. The "new" 
psychological contract being marketed is conditional employment, with the availability of 
training and development opportunities to help keep employees "employable", even if not at 
this particular company (e.g., Tichy and Sherman, 1994; Waterman, Waterman, and Collard, 
1994). One of the most popular, if not repugnant, terms that echoes throughout the hallowed 
halls of corporate sector is 'downsizing'. Or, to be politically correct, 'rightsizing'. As jobs 
began to disappear in the early 80s, affecting especially middle management, the idea of job 
security was shaken at its very foundation. 

Although many social and economic forces contributed to this eventuality, technology was the 
favorite whipping post (second to corporate executive high salaries) for the guardians of the 
status quo. And just as the middle class is being shifted, either downward or upward, so is 
middle management. The direction of the shift is dependent, not only managerial ability, but 
also with the technical competencies and adaptability required to do and support these new 
jobs. Technology: the method used to transform organization inputs into outputs. The 
knowledge, tools, techniques and actions applied to change raw materials into finished goods 
and services. 
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2. 3. 2 Staff Motivation 

There is a healthy side to transition and change. Some organizations that are bloated need t 
right size by eliminating unnecessary work (and people) in response to the forces mentione 
above. If organizations do not change they would stagnate and decline. Nlany organization 
resort to restructuring, mergers and downsizing after careful business considerations. Ther 
are some opportunities following downsizing or change. It can re-energize tired workers and 
heighten their aspirations, shift the organizations focus to future possibilities, strengthen the 
pay- for-performance link, increase investment in training and development, encourage 
innovation, improve communication, and produce clearer mission (Niarks, 1994; Cascio, 1993). 

Along the same line, Ket de vries and Balazs (1997) agree that organizational change if well 
implemented can solve some organizational problems and yield business benefits. They go on 
to say that among the expected benefits of downsizing are lower overheads, decreased 
bureaurancy, faster decision making, and in general, greater efficiency. 

According to (Burke and Coper, 2000), surviving workers experience difficulty in coping with 
bigger workloads because they take over the duti s of th ir former colleagu s who become 
victims of downsizing. The survivors ar for th ch ng s th t r sul from 
downsizing and redund ncy. Whol m ft n r ul in r r 

of sp cializ d or iz m n m nt r l t n th 
or niz tion · r li n 
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erosion of independent economic base. The evidence suggests that organizational downsizing 
may have both positive and negative impacts on the organization and on surviving employees. 

One negative response among surviving employees is increased absenteeism and sick offs with 
obvious costs to the organization and to the society. Increased job demands, decreased job 
control and decreased social support - and it is entirely possible that such an effect may partly 
mediate its other effects on absence and health. The experience of stress can also increase 
alcohol consumption and smoking - as on emotion focused coping strategy and such health 
risky behavior, particularly in men, who have been found to be associated with sickness and 

absence from work. 

Studies focusing on survivors of downsizing report work-related symptoms including increase in 
work-related stress, dissatisfaction and intent to leave the organization and decreases in guilt, 
morale, and productivity (Brockner, 1998; Tombough and White, 1990). 

Noer (1993) offered a vivid description of the state of surv1vors: Individuals, who survive 
cutbacks, he notes must deal with their own fe lings as they dev lop new r lationship with 
their organization in which they are mo 

Most organizations hav in th 

downsizing, r tructu ·n 

l f th 

pow r d nd l ss d p nd nt. 

thr u h 

nd l d r hip uc 
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This means that the number of victims, survivors, destroyed careers and career paths, and 

cynicism has gone up, while trust in organizational leadership has gone down. Survivors are 

forced to work harder with lesser rewards, multiple downsizing often occur over a few 

years (Armstrong - Stassan, 1997) sometimes those who lose their jobs are better off because 

they can get on with new things instead of waiting with uncertainty about their future fate. 

Many times the surviving employees see no end to the changes and feel powerless to influence 

the changes, yet organizations must continue to change to remain competitive (Nolan and 

Croson, 1995). New technology and increased competition normally hasten the rate of change 

(Marks, 1994 ). Senior managers are excited about opportunities while middle managers are 

angry, depressed and tired. The negative psychological, behavioral and profitabillty 

consequences of these feelings weigh heavily upon them. The Chief Executive Officer of Apple 

Computer recently bought himself more time with disgruntled shareholders by promising to 

take forceful action on a number of fronts, including downsizing. The executive cited "five 

crises: lack of cash; declining quality; a failed operating system development project; Apple's 

chaotic culture; and a fragmented strategy" (Markoff, 1997) . How do you connect downsizing , 

which is one of a number of actions being taken. with corporat cultut , which is only on of 

a number of "crises" being solved in m nn r nd o l th t li h po itiv 

r lationship? 

In rn tion l l WI in mt nt 
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"The source of hidden costs that frequently escapes management's attention is the poor 

morale of survivors, caused by increased stress and its effect on work behaviour and 

attitudes", explains Rogovsky. "More than half of 1,468 downsized companies surveyed by the 

Society for Human Resource Management in the United States reported that employee 

productivity either stayed the same or deteriorated after the lay-offs. Another study 

estimated that the cost attributable to staff turnover was 1.5 to 2.5 times the annual salary 

and benefits cost for each employee leaving." 

The study mentions other risk factors in the restructuring process, including absenteeism and 

sick leave, loss of key talent, decreased creativity and risk taking , poor external image of the 

company, and increased legal and administrative costs. As 'survivors' try to learn the jobs of 

the displaced employees while still doing their own jobs, they become increasingly stressed 

and overworked . Rogovsky refers to the case of an automobile worker in charge of ordering 

steel: "After he left, an order was placed for the wrong kind of steel. This resulted in a US$2 

million loss for the company in down time, rework and repair.'' 

According to Rogovsky, reducing the workforc \s about m n ing hum n b ings: "As th Swiss 

Writer Miix Frisch sa\d, 'we a nd w pl ' h b W y to t\VOid 

downsLdng is to dopt Lon · t m1 li t nd to d v lop hunh n 

r our m m nt in rd r tl mptoy b1li y of wor l hl will 

nd s ful l b ur 

m " 



The study also refers to ILO Conventions on termination of employment (No.158), equal 

remuneration (No.1 00) and discrimination (No. 111 ), and their related Recommendations 

which can be used as benchmarks for good labour practice, particularly in restructuring 

processes. JLO activities in the area of socially sensitive enterprise restructuring are carried 

out along with other JLO projects aimed at the generation of more and better jobs, such as 

the global projects helping entrepreneurs to start, improve and expand their business. 

There are 'Theory X" and/or 'Theory Y" dynamics (McGregor, 1960) at work with downsizing as 

well, depending upon the circumstances. The underlying theme of Theory X thinking is that 

workers can not be trusted to put forth effort on their own. They need to be externally 

motivated by the threat of punishment in order to put out their best efforts. Of all the 

downsizing practices, the one most closely associated with Theory X is the practice of giving 

people no termination notice. In spite of what would seem the obvious inhumanity of walking 

people who have worked for an organization for twenty or more years straight to the door, 

this remains a common corporate downsizing practice. The assumption which would seem to 

underlie the practice is that people will use notice time to undennine the organization or at 

least to be unproductive. 

From a Theory Y perspective , downsizing may b s n w y to fr up work r to doth 

good work they care to do. h n lys1 Whl i n d With h int nt 
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2. 3. 3 Profitability 

Institutional shareholder activists have gotten too greedy and imposed too large a price on the 

thousands upon thousands of employees who have lost their jobs; performance increases may 

be at the expense of hollowed out companies. Cutting costs by cutting people appeals to many 

executives because there are really only two ways for their companies to become more 

profitable: Either increase revenues or cut costs. Further, most observed would agree that 

future costs are more predictable than future revenues. Human resources represent costs, so 

to become more profitable it seems logical to reduce those costs through decreasing the 

number of employees. 

Handy (1990) argues that an organization does not exist only for profits; that is, profits should 

be viewed as a means to other desired ends rather than as the sole end. His view is that 

shareholders have taken over too much of the power. They should, instead, be only one 

element of a hexagonal ring of stakeholders - which also includes employees, the 

environment, community, and suppliers. 

Downs decries the prevalence and public acceptance of a 'culture of narcissism", in which 

corporations have only one objective, profit. He contrasts th vi w of H wlett-Packard 's 

David Packard that the secret to succe sful mana m nt w s to k p in b l nc th tri ngul r 

interests of shareholders, m n g m nt , 
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(or claiming to be) takes a look at its largest expense typically payroll and benefits and starts 

slashing. According to a 1997 survey by the American Management Association (AMA), the most 

often claimed reasons for downsizing are "organizational restructuring," "business downturn," 

and "reengineering of business processes." Also according to that survey, downsizing is a 

decreasing trend: 19% of the 1 ,200 companies surveyed actually downsized staff in 1996/1997 

a number that is down from 27% the previous 12 months, and down from a high of 43.2% in 

1990/1991. 

Proponents of staff downsizing claim that the process increases company profits without 

sacrificing productivity, that it makes lean machines out of bloated organizations. Downsizing 

is sometimes justified as a necessary measure to protect an organization from bankruptcy. It 

is seen by some as an inevitable step in the evolution of business in general: they claim that 

American industry also underwent such wrenching changes as the Industrial Age closed, and 

that the downsizing we are seeing today is the pain of growth and change. They say that the 

modem workplace must be flexible, must be lean, must be hungry, and that downsizing is just 

an inevitable step in that direction. 'The very things that make capitalism seem so harsh and 

even unfair are also what make it so vital. It may not feel that way wh n you'r in a 

downsizing company, but that is history's lesson," y on propon n (Noc , p.71 ). M ny 

accounts exist that deptct th s d of 0<. r di pl m nt : th br kup f 
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media has distorted the statistics on the number of people downsized, their fate, and the 
impact on their former workplaces -- the New York Times series has especially been attacked 
for too freely extrapolating statistics. There is no doubt that downsizing reeks havoc in the 
lives of those who lose their jobs, but critics claim that downsized workers find employment 
fairly quickly, and point to the statistics that show that jobs have been created at record 
numbers throughout the 1990s. Record numbers of jobs have been created, but U.S. Labor 
Department figures "show that now only about 35 percent of laid-off full-time workers end up 
in equally remunerative or better-paid jobs" (Uchitelle, p.3). 

Downsizing does indeed increase profits for the organization that undertakes it -- but these 
profits are short-lived. A survey by Wyatt Associates of Canadian downsized businesses found 
that "40 percent reported that downsizing did not result in reduced expenses and more than 
60 percent did not experience higher profits after cutting staff' (Estok, p. 28). These and 
other studies show that at least half of all eliminated positions are refilled within a year after 
a major downsizing effort. The AMA study also mdicates that "data show no correlation 
between lower operating expenses and higher profits · and "comp ni s tha d cr a th ir 
costs and companies that increase them ar qu lly lik l to r p rt tmprov d prottt . ·· 



Table 1: Downsizing results - Wall Street Journal- Atwood (2003) 

Percent of Firms 

Desired Outcome That Achieved 
Desired Results 

Reduced Expenses 46% 

Increased Profits 32% 

Improved Cash Flow 24% 
Increased Productivity 22% 

Increased ROI 21% 
Increased Competitive Advantage 19% 
Reduced Bureaucracy 17% 
Improved Decision Making 14% 
Increased Customer Satisfaction 14% 

Increased Sales 13% 
Increased Market Share 12% 
Improved Product Quality 9% 
Technological Advances 9% 
Increased Innovation 7% 
Avoidance of a Takeover 6% 

Proponents of downsizing believe that a reduced staff can b mad productive enough to 

compensate for the work done by downsiz d staff. 1 h survivors of downsizin r at b st, 
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organization's disability costs almost always increase after a downsizing. The survivors 

sometimes literally work themselves sick: substance abuse, high blood pressure, carpal tunnel 

syndrome, chronic fatigue syndrome, and depression top the list of survivor health complaints. 

Some researchers go so far as to describe survivors as clinically traumatized, comparing the 

experience of downsizing as "similar to that of other trauma: combat, abuse, violence, natural 

catastrophe, crime, chemical dependency ... disease and terrorism" (Bumbaugh, p.30). 

Basic civility is disappearing from the workplace as beleaguered survivors attempt to handle 

their new work loads; tempers flare as overworked staff try to compensate for lost workers. 

According to a 1993 study by the Society for Human Resource Management, over one-third of 

HR managers surveyed said that "one or more violent acts have been committed by employees 

at their companies since 1989 and that more than 80 percent of these incidents happened 

since 1991" (Connelly, p.197). This study did not link these violent acts to downsizing per se, 

but the stress of downsizing must surely play a part. 

Loyalty always drastically decreases in downsized organizations: formerly loyal survivors often 

shift their thinking to put themselves first, not trusting th comp ny, nd oft n f ling lik 
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are so afraid of being next in the line of eliminated professionals that they spend much of 

their work time merely posturing: making clear to anyone and everyone that they are 

indispensable. 

As morale dwindles to all-time lows, many of the best, most capable survivors leave the 

organization: facing too much work, having too little trust and loyalty, and feeling that their 

jobs are probably the next to go, the brightest survivors often jump ship after a downsizing. 

This leads to brain drain for an institution and once lost, the best leaders, the most capable 

technical people, the brightest idea people, and the most well-networked employees are an 

asset that takes years for the company to attract again. The survivors are left: they are tired, 

they are mistrustful, they are angry, they are afraid, they are often traumatized and they are 

commonly physically unwell. These, then are the people who are supposed to be running the 

new, lean, mean organization, the staff upon whom downsized organizations rely to be more 

productive than ever. 

Organizations undertaking downsizing can improve these r sults by funding t ining, 

communicating changes honestly and proactively , 

compassionately. The attitud s of th u ivor h 
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is there no place for trusted, loyal employees? I've seen better workers than myself 

downsized; I've seen true talent and dedication escorted out the back door. I've also seen poor 

performers eliminated in the name of downsizing, and my reading indicates that this is often a 

tidy way for an organization to cut loose of these people. 

Large companies like Hewlett-Packard have managed to survive lean times without layoffs 

when their workers came together and agreed to work fewer hours, agreed to forgo bonuses, 

and agreed to take pay cuts. More and more companies are looking at cutting capital 

equipment, supply, and building costs instead of resorting to downsizing staff. Reengineering 

of work -- real reengineering of work, not just downsizing masquerading as something new and 

far less benign -- can improve productivity without grinding down a company's workforce. 

Downsizing is often used as a quick-fix: it works, it works fast, but lik any addiction, it 

requires more, more, more, more to sustain itself. "Management uses layoffs to lower wages 

and make a quick profit. Bypassing the hard work of strategic planning ex cutives often tak 

the shortcut of a layoff" (Downs) and "Companies have abandoned the traditional sourc s of 

sustained profit for the quick hit of a layof (Downs . If ttmes ar so tight, why do we not s 

the executives follow their dire speech s wtth of to k l ss of th omp ny profits 
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As organizations downsize, they are bleeding their biggest asset: their workers. As put by Alan 

Downs, author of Corporate Executions, "Like an anorexia of the organization, <layoffs> begin 

depleting the business of its fat, then its muscle, and finally its brainpower." The following 

situation exemplifies the failure of downsizing: this morning as I got in line in my work's 

cafeteria to pay for my breakfast, I counted twenty-seven people ahead of me. This cafeteria 

has lines for six cashiers to be working simultaneously, but since the cashier ranks have been 

reduced, we had instead one lone cashier. Twenty-eight of us stood in line: we discussed the 

fact that the cafeteria was out of coffee, again, (at eight a.m.!), we commiserated about the 

Wait. I looked at some of the visitors in the line and thought about some recent reading that 

discussed how downsizing can erode customer confidence. I looked at the visitors in the long 

line and wondered if their confidence in my workplace was declining: wer they wondering 

how my organization can be responsible for heart transplants when it can't v n keep 

breakfast diners in coffee and forks? In their shoes, I certainly would see these hints of a badly 

run company and think twice about being their customer. In this particular situation, 

employees' time was wasted and morale sunk even a bit lower (not to mention the 

Productivity lost due to lack of morning coffee). 

Downsizing achieves its goal in the sho · t r : 
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opposite result. Organizations that think of and treat their employees as assets rather than 

liabilities can retain their staff, retrain them if necessary, and keep productivity up . 

Creativity and true strategic planning that includes close attention to capital costs and 

increased revenue generation can enable most organizations to avoid the quick fix of 

downsizing. The bottom line: downsizing is quite often an unimaginative, belated response to 

a lack of corporate planning; it reduces worker productivity; it erodes customer confidence ; 

and it drains an organization of the talent and loyalty of its workforce -- its most precious 

resource for growth and innovation. 



3.1 Introduction 

CHAPTER THREE 

RESEARCH METHODOLOGY 

This chapter provides a description of the procedures followed in conducting the study. This 

includes the research design, sample and sampling procedures, research instrument, data 

collection methods and data analysis methods. The study will be carried out in the Nairobi 

Office and the branches of TNBL 

3. 1. 1 Research Design 

The research design is a case study. A case study is a study focusing on one organization 

selected from the total population of other organizations (Descombe 1998). A case study was 

chosen because it enabled collecting in -depth data on the population being studied. 

3.1. 2 Population Of Study 

A population is the total collection of elements about ich w wi h to m k som infer nces 

(Cooper and Schtndler, 2000). Ther HtJ , Mom , ldor t nd Kt tny; 

Whos staff are includ in th tot I n ~urn 



3.1.3Target Population 

Suitable sampling frame is required for selection of the sampling units. According to Cooper and 

Schindler (2000), a sampling frame is a list of elements from which the sample is actually drawn 

and is closes related to the population. 

3.1.4Sampling Techniques 

The sample will be determined statistically. Stratified sampling will be used as a technique 

on the basis of the job positions. This method will be used because it calls to divide the 

sample into appropriate strata that are mutually exclusive. Stratified sampling gives various 

advantages such as statistical efficiency increase on a sample, provides adequate data for 

analyzing the various sub-populations and enables different research methods and procedures 

to be used in different strata (Cooper and Schindler, 2000) . In this case stratified sampling will 

be used combined with random sampling. Questionnaire will be send to the following 

30 Unionisable staff 

20 Management 

3. 1. 5 Data Collection Proc dur s And ool 
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by courier to the branches. The respondents will be given two weeks to respond hence 

completion of the questionnaires will be done within stipulated time . 

The introduction letter to the respondents will give assurance that their responses should be 

free and fair and will be treated in strict confidence and in no instance will their names be 

mentioned in the report. To protect the confidentiality, the respondents will be expected 

only to indicate their position and department. However, the researchers will be marking 

against the respective respondent's name as she received the questionnaires in the list of 

respondents. Due to the spread of TNBL across the country structured telephone interview will 

be held with the management staff to obtain information on for Section B of the 

questionnaire. Part A of the questionnaire will be send to the various units of TNBL. 

l he exercise on obtaining data in form of questionnaires will be m the following sequenc 

1. Telephone call to all the proposed respondents requesting them to comple te the 

questionnaire that would be passed to them. 

2. Delivering the questionnaires personally to the respcc ive responden 

3. Sendmg by courier the questionnaires to the r sp tiv r spond nts in the vanou 

branches. 

4. Reminder by -rn it m 
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3.1.6Data Analysis method 

The responses in the questionnaires will be tabulated coded and processed by the computer. 

Descriptive statistics will be used to analyze the responses and this data analysis will be 

accompanied by using frequencies and percentages. Descriptive narrative will report the 

responses to the closed-ended questions . Mean and standard deviation will be used on the 

factors and the findings will give an indication of the impact of downsizing at TNBL. 



CHAPTER FOUR 

DATA ANALYSIS AND FINDINGS 

This chapter represents analysis and findings of the study. It is organized in the order of the 

objectives of the study. Tables and bar charts will be used to give a pictorial presentation of 

the observations so that conclusion can be made easily. 

4. 1 Downsizing And Operations 

The study sought to determine the effect of downsizing on the operations of Transnational 

Bank. Service quality and technological levels was the subject of investigations and a rating 

scale where 5=strongly Agree and 1 =strongly Disagree was used. The results are as shown on 

the table. The higher the mean, the higher affirmative attitude on the factor and the vice 

versa is true. 

· Table2: Results on Service Quality 

Factors Mean 
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Table 3: Results various aspects of downsizing 

Factors Frequency Percentage 

Yes No Yes No 

TNBL Profit 11 10 52 48 

Technology 14 7 67 33 

Benefit to TNBL as an Institution and staff 8 13 38 62 

Increase Workload 12 9 57 43 

Retrenchment the best option 4 17 19 81 

Retrenchment genuine exercise. 6 15 29 71 

The results show that the unionisable employees agreed that there had been an increase in 

technology, workload and profits as a result of downsizing. The employees disagreed on 

retrenchment being the best option, genuinely of the exercise being genuine and its benefit to 

the bank and staff. 

4. 2 Downsizing And Employee Motivation 

The study sought to determine the effect of downsizing on the operations of Transnational 

Bank. Staff morale levels was the subject of investigations and a rating scale where 5=Highly 

Motivated and 1 =Lowly Motivated was used. The results are as shown on Table 4. The higher 

the mean, the higher affirmative attitude on th factor and th vi v r is tru . 

Table4: Results on Employee motivation 



The results show that the morale of the staff dropped from 3.1 to a mean of 2.6 after 

downsizing. The salary levels have remained constant over the period. 

4. 3 Downsizing And Profitability 

The performance of the bank from 1999 tO 2005 is as shown in the bar chart 

below. The values of the profit/loss is shown on the bar value for the 7 years. 

Bar chart: Findings on profitability 

Profitability from 1999 to 2005 
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business would have been crippled! - If not insolvent. This is payroll cost alone and has not 

accounted for total cost of employment i.e. medical, which would have meant bearing the 

medical costs of approximately. 1500 more people (i.e. average family size of 5)!" It is 

therefore accurate to say that TNBL main objective to engage itself in downsizing of employee 

was to cut cost in order to increase its profit. 



CHAPTER FIVE 

CONCLUSION 

5.1 Summary, Discussions And Conclusions 

In mid 2000, TNBL saw the need to · reduce its workforce through downsizing. The bank's 

desire was to become more efficient and improve its values creation in order to, increase 

profits, provide quality services to its customers improve its technology and reduce 

bureaucracy. 

The results indicate that the operations of the bank both in technological advances and 

service quality have significantly improved after the downsizing. This shows that the bank had 

a good plan set down before retrenchment begun i.e. to set up technology capable of 

executing tasks of those staff that were retrenched. This is a good strategic management; it 

shows that TNBL had a proactive plan laid down before it begun retrenching its workforce. 

The incr~ased quality of service is due to reduced lay rs in decision making on customers 

needs and wants . This is theoretically sound but the link b ween op rations of the bank 

emanating from change in the opera ing enviro nt th r th n h ivi y o dow izing 

may be significant ·1hich in the cas o n ion . 
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The internet has transformed the way business is done at a global level, and the Kenyan firms 

have not been spared. Adopting to change in business and technology is now a necessity for 

Kenyan firms. 

Staff morale is lower as compared to period before downsizing was introduced; staff salaries 

have almost remained stagnant. On the other hand reduction of expenses was ranked the 

highest when management was asked to name the most important factors when considering 

reduction of staff. The results are rather perplexing in the sense that one would expect the 

service delivery to go down since its impossible for an employee who has just witnessed a 

colleague retrenched to offer quality service as the results as the research showed. 

Profit improvement was rated second after Technology. Majority of staff believe TNBL profit 

improvement was as a result of downsizing . As shown in bar chart, in 1999 TNBL made a 

profit of Kshs.41 million, the following year it went down by 65% and by year 2000 when 

Downsizing was launched the bank had performed below expectation by posting Pre-tax of 

negative Kshs.154 million . 

The results indicate that the bank's d sir has b 
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5.2 Limitations Of The Study 

Working full time at management level is a challenge. This position requires total dedication 

of the employee to his employer. As a result there was normally limited time left to do other 

things not related to the daily routine work. This research was be carried out during my spare 

time when am not working i.e. late at night and weekends. 

The interviews were conducted over very busy period in the bank calendar hence the staff 

were very busy and enough though process may not have gone into their answers. It is 

therefore likely that questionnaires dispatched for answers to be given may not be done at the 

right time or they may be ignored. The fact that the study was conducted by a former 

employee of the bank may have compromised the results as the management may have 

wanted to portray a success story while the reality could be different. 

5. 3 Recommendations For Further Research 

TNBL idea to reduce the number of staff in order to 

successful according to this research. Today TNBL is 

managed to turn around. How ver, in ord r 
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5.4 Implications For Policy And Practice 

TNBL focus, which was to turn the bank around, has worked very well for the shareholders and 

the top management who introduced the project, it however felled short in recognizing its 

staff contributions. The research shows that although the staff were the one who helped the 

bank achieve its objectives their salary is still has remain the same while their morale has 

deteriorated. In order for the bank to sustain its growth it must begin boosting its staff morale 

by putting in place proper motivational principles like increasing their salaries, which have 

remained stagnant for the last four years . It is quite understandable that the bank main 

objective was to cut costs and increase its profit, but because bank profit is beginning to 

improve those who have contributed to this growth require to be rewarded . There is need for 

the organization to put in place proper retention and incentive schemes so as to retain quality 

staff from being poached or wooed by the competitors with better salaries. 



REFERENCE 

American Management Association (1994 ). 1994 survey on downsizing. 

Armstrong-Stassen, M. (1993). Survivors' reactions to a workforce reduction: 
Acomparison of blue-collar workers and their supervisors, Canadian Journal of 
Administrative Sciences 10 (4) pp. 334 - 343 

Bett, K.A. K. (1992). Financial Performance of the Banking Sector: The case of Kenyan 
Banks and Financial Institutions (1986-1994) unpublished MBA project University of 
Nairobi . 

Cameron, K. (1994). Strategies for Successful Organizational Downsizing, Human Resource 
Management, 33 (2) , p. 189-211. 

Hamel, G., and Prahalad, C. K. (July-August 1994). Competing for the future , Harvard 
Business Review, pp. 122-128. 

Hecksher, C. (1995 ). Management loyalties in an age of restructuring . New York: Basic 
Books. 

Hickok, T. (1995). The impact of work force reductions on those who remain : A study of 
civilian workers at two Department of Defence bases . Unpublished doctoral 

dissertation, University of Southern California , Los Angeles, CA. 

Journal of Management; http:www.findarticles.co.jcf_dls,lm4256/4 25/ 

Keams, D. and Nadler, D. (1992). Prophets in th d ' 
beat back the Japanese . I ~ w York : H rp 1 o!lin 

K _nya lnstltul of m n 
Corporat mana 

Kot t r , 
lh 

I • 

mv nt d it elf and 

am1 > rvit izati 11 11 



Noer, D. (1993). Healing the wounds: Overcoming the trauma of layoffs and 
revitalizing downsized organizations. San Francisco: Jossey-Bass. 

Porter, M.E. (1990). Tile Competitive Advantage of Nations. New York: The Free Press 

Schumpter, J. (1950). Capitalism, socialism, and democracy. New York: Harper and Row. 

Tichy, N and Sherman, S. (1994) . Control your destiny or someone else will. 
New York: HarperCollins. 

Tomasko, R. M. (1990). Downsizing: Reshaping the corporation for the future. 
New York: AMACOM. 

Warugu, G (2001 ). Competitive Strategies applied by Commercial Banks. 
Unpublished MBA project, University of Nairobi. 

The Wyatt (1993) . Best practices in corporate restructuring: Wyatt's 1993 survey 
of corporate restmcturing . 

Thompson A., Strickland A.J., (1993), Strategic Management: Concepts and 
cases, Irwin, New York 

Vroom, V. (1964). Work and motivation. New York: Wiley. 



Dear Respondent, 

APPENDIX 1 

INTRODUCTION LETTER 

1, being an MBA student is carrying out an academic research study on the impact of 

downsizing at The Transnational Bank. This is in partial fulfillment for the award of masters' 

degree of the Faculty of Commerce MBA program- University of Nairobi. To realize this 

objective, please complete the following questions for me. Your answers will be held in strict 

confidence and will0nly be used for this academic study only. 

Yours truly, 

Kib tt C.K 



APPENDIX 2 

STAFF QUESTIONNAIRE 

SECTION A 

In your view do you think Downsizing has improved TNB profit? 

YES ( ) NO ( ) 

Has TNB technology improved since Downsizing begun? 

YES ( ) NO ( ) 

Do you think Downsizing benefited both TNB as an institution and its staff retired? 

YES ( ) NO ( ) 

Has your workload increased since Downsizing was introduced? 

YES ( ) NO ( ) 

In your opinion is downsizing the best option banks can use to achieve the ir desire d 
objectives? 

YES ( ) NO ( ) 

Who were downsize d? 

Non Performers ( ) 
Ambitious Staff ( ) 

ff bout to r ·tir ( ) 
S nior St ff ) 
unior t ff ) 

Do you thm Down 1 m 



SECTION B 
MANAGEMENT QUESTIONNAIRE 

On a scale of 5 (Strongly Agree) to 1 (Strongly Disagree) rate the following factors as they 
affect TNB (Please Tick) 

5 4 3 2 1 
Quality of Service after Downsizing 

·-- f----

Quality of Service before Downsizing 
Staff Morale after Downsizing 
Staff Morale before Downsizing 
Staff Salary after Downsizing 

~ Staff salary before Downsizing 
~--=:---

Package paid 

How important are the following factors to the institution when considering reduction of 
staff? (Tick) 

5= Very important 1 = Not important 

-------- ------~--~1--+-~2 
Reduce E~enses 
Increase Productivity 

l m rove Qual i~ of Serv1ce 
Improve Cash Flow 
Improve Product Quality 

3 4 5 



To what extend were the following involved in the project implementation? 

Very Often Often Occasionally Seldom Never 
Senior Management 
Middle Management 
Unionisable Staff -

- --

Customers 
Shareholders 
M arketinQ Division 
Human Resources 

If you were to advise the bank about Downsizing, what would you ask them to do? 

Date __________________ __ 

Thank you very much_ 


