S . SHARPEN

of the European Union HRM4SImMes

5. Risks of Employee Turnover

This section aims to: p
* Introduce the concept of employee turnover and risks associated with ‘
turnover and retention.
* Stimulate discussion about staff turnover and retention in small medium
enterprises for HRM.
* Explain the main reasons associated with employee turnover and
strategies for controlling churn.
* Emphasize the importance of organisations in maintaining high retention
and to develop productive working relationships that require constant
engagement between line managers and employees and employee voice.
Keywords 1
Employee turnover, voluntary, involuntary, employee turnover index, risk
management and retention in HRM and SMEs.
Required knowledge
Knowledge of basic human resource management terms. .
J—
Time requirements
Total time recommended to study this chapter: two hours.
_— u 5. I
Umversxty Of @ ‘estsdchsische Hochschule Zwickau
HUDDERSFIELD SM( mcﬁmccim UNIVERZITAV LIBERCI Westschssche Hochschule Zwick

Inspiring global professionals UNIVERSITY OF APPLIED
SOCIAL SCIENCES

KAMK - University
of Applied Sciences



S . SHARPEN

of the European Union HRM4SImMes
Contents
Introduction t0 €MPIlOYEE tUIMOVET ...cc..eviiiiiiiee et s e e e s aaaes 3
Reasons fOr @MPIlOYEE tUINOVET ......ciiiiiiiee ittt e e e et e e e s s abe e e e sanees 4
Merits and limitations of employee tUrNOVET.........c..uiii i 6
Measuring €mMPlOYEE tUINOVET ...t e e e e st e e e e e s esnraeaeeeeeeeessannnes 7
Definition and concepts of risk MaNagemMeNt.......cccuiiiiriiiii e 7
RN ON. e, 8
Strategies t0 address reteNTION . ... ..iii i s e e 9
Specifics of employee retention iN SIMES.........occuiiiieiiieie e e 10
Employee retention in numbers (SHARPEN SUIVEY) .....ccccuiieieiiiiieee e e eecireeeesiveee e s evenee e 10
SUIMIMIAIY et s 13
SECTION FEVIEW QUESTIONS ...t s 13
VIO TINKS ettt e st e e sttt e e e sttt e e e s aba e e e s e ntb e e e e nnraaeeenanees 13
D N ANy c i 14
(07 YIS U T 1= USRS 15
RETEIENCES. ..ceeeeeeeee e ettt e s bt e e st e e s bt e e s bt e e s bt e e s beeesaneeenaneenans 18
HUI{D” S)EEISI.?I(;E[ D SM( I,icw”filff“ UNIVERZITAV LIBERCI y @ Wle Zwﬁ
Inspiring global professionals UNIVERSITY OF APPLIED

SOCIAL SCIENCES

KAMK - University
of Applied Sciences



o . SHARPEN

of the European Union HRM4SMes
-
. -
Introduction to employee turnover L

Employee turnover is a very important concept in Human Resource Management
because employees are an organisation’s most important asset (Fursso, 2015). Losing a key
person can impact disproportionately on an organisation. It has been said that there is no such
thing as a job for life and that the employees that a company wants to retain the most are the
ones on the verge of handing in their resignation or ready to dash out of the door for a better
offer (Armstrong, 2017).

This creates a major challenge for organisations to retain the workforce as a lot of costs are
incurred directly or indirectly. Because employees are the building blocks of any organisation,
the focus has to be directed towards their retention as the companies they work for need to
maintain a competitive advantage over the other firms. In today’s business competitive world,
it is of esteem importance that organisations manage their staff turnover as it essentially
correlates to achieving high productivity and overhead goals (Fursso, 2015).

Defining employee turnover

There are several definitions of staff turnover but simply put, Employee turnover can be
defined as the percentage of employees in a workforce that leave during a certain period of
time and are replaced by new employees (Armstrong, 2017). Alternatively, Abassi & Hollman
(2000) define employee turnover as the rotation of workers around the labour market,
between jobs, firms, and occupations and between states of employment and unemployment.

People leave organisations for several reasons and staff turnover can occur in any firm.
Employee turnover that may occur in any enterprise may be either voluntary or involuntary.
Investigations have shown that the latter is generally good for an organisation’s interest but
voluntary turnover may prove detrimental (Loquecio, 2005).

Voluntary Turnover

When an employee decides to leave an organisation or position voluntarily. Usually this type
of turnover results in other competing firms hiring the departing employee creating a more
critical situation since the departure of a key person may result in the exposure of the
knowledge they have acquired on the job being used by the competitor. In research and
development, exposure of information is eminent as is it embodied in the employee.

Involuntary Turnover
The decision or action taken by the employer to remove an employee from a position or
organisation, e.g. because of redundancy, misconduct.
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Reasons for employee turnover

Several reasons can be attributed to employee turnover. Usually, voluntary turnover can occur
due to the following (see Figure 1):

Figure 1. Reasons for the employee turnover

Low job satisfaction

Low employer satisfaction

Limited growth or promotion opportunities

Better job opportunities elsewhere

Disapproval of organizational changes or restructuring

Lack of coaching or feedback from line managers

Feeling undervalued

Lack of decision-making abilities

Work-life imbalance

Organisational instability

Less or no pay

Inability to cope with the job

Poor relationships with management, team leaders or
colleagues

Employee misalignment

Incompatibility with work values

Unequal salaries or benefits
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Too much work, not enough staff, and inadequate equipment

Source: Foot et al. (2016), Armstrong & Taylor (2014), own elaboration
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Voluntary employee turnover is generally considered as a negative event for small
organisations because it may be that ‘most of the small firm's assets reside in human capital
(Wapshott & Mallet, 2015). This means that when employees leave, the business could be
losing some of the attributes on which it trades. This, in turn, creates a vicious cycle among
employees resulting low productivity or no result orientation as Figure 2 demonstrates.

Figure 2. Process of an employee turnover

2. Workload
1. Employee increases for

leaves remaining
employees

5. Profits 3. Stress

decline, poor impacted on
satisfaction employees

eported among resulting in low
personnel productivity

4. Expression
of
dissatisfaction
from clients or
partners

Source: Foot et al. (2016), own elaboration

Not all workforce turnover can be controlled by the enterprise but voluntary turnover should
be a major priority for managers. Voluntary turnover can be further differentiated into a
functional and dysfunctional turnover (Fursso, 2015). Functional turnover is the resignation of
a substandard performer while dysfunctional turnover refers to the exit of an effective
performer, which is of concern to management due to its negative effects on the
organisation’s general performance.

Functional and dysfunctional turnovers could be further classified as avoidable and
unavoidable. Avoidable turnover refers to exit initiated by low compensation or poor working
conditions while unavoidable turnover is that caused by terminal illness, death or the
relocation of a worker (Taylor, 1998). An organisation has little or no control over this type of
turnover (see Figure 3).
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Figure 3. Types of employee turnover

Turnover

Voluntary Involuntary

I Functional |iysfunctional

Avoidable t Unavoidable

Turnover Turnover

Source: Adapted from Griffeth & Hom (as cited in Komulainen et al., 2019)

Advantages and disadvantages of employee turnover

High turnover across an industry might portray the sector as undesirable for future employees
but not all turnover is associated with negative impacts (Griffeth & Hom, 2001). A short
overview of advantages and disadvantages related to employee turnover is shown in Table 1.

Table 1. Advantages and disadvantages of employee turnover

Advantages Disadvantages
* Talent infusion which enables the * High costs associated with hiring and
ability to cover any existing training new employees
knowledge gap

* Disruptive
» Efficiency as a result of an updated . i
) * Loss of knowledge especially if the key
work process and fresh perspective ) .
person moves to a competing firm

* Improved morale thereby benefiting rival business

* Stimulation of new working practices * Dampens enthusiasm among workers

, ! . about who will be dismissed next
» Cost saving for the firm. Longstanding

employees result in demanding higher e Hamper's success of business
wages and pension benefits especially for small firms’ dependent

) ) on specialist knowledge
* Lower benefit rates for insurance

policies * Social aspects are affected especially
by a maintained client relationship
Source: Adapted from Griffeth & Hom, 2001; Armstrong, 2017
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Measuring employee turnover

Employee turnover is measured using an index known as the employee turnover index (see
Figure 4). It is sometimes referred to as the ‘labour wastage index’. The traditional index is
usually calculated annually and is measured because it enables calculations of the future
forecast of losses for planning ahead purposes and identification of the reasons for turnover
(Armstrong, 2017).

Figure 4. The employee turnover index

Number of employees leaving during a period
- - - X 100
Average number employed during a period

Source: Adopted from Armstrong (2017)
There are a couple of factors to consider when calculating this index, some of which include;

v" The direct cost of recruiting replacements e.g., interviews and advertising
The direct cost of introducing replacements — Induction

The direct cost of training in the necessary skills

The leaving cost of HR and Administration

The opportunity cost of the time spent by HR and HR managers for recruiting
Loss of output during the waiting period of finding a replacement

The loss of output while training new recruits

ANENENENENEN

Definition and concepts of risk management

As stated earlier, the departure of a key person in an organisation can be detrimental both in
the short and long run. The essence of risk management is to ensure that departure is
controlled. Ardiphine (2015) defines risk management as the identification, analysis,
assessment, avoidance, minimization or elimination of unacceptable risk.

The risk of employee turnover

The risks of employee turnover can be easily associated with its demerits. These risks are the
downside of turnover to organisations large or small and some of them include;

* The exposure of information or knowledge.

* The loss of a key person or worker to a competing firm can be detrimental to the
enterprise especially if this person joins a rival business.

* There are high expenses associated with hiring, recruiting and training of new staff.

* Hampers the success of the business for small firms’ dependent on the knowledge and
skill set of a particular employee. This eminent especially in the professional service
business.
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* Disrupted social aspects with whom a client relationship was maintained for example
consultants or suppliers.

* High turnover across an industry may portray the sector as an unattractive career path.

* SME’s especially struggle to find replacements after a turnover, especially for key roles. The
reason is that they are not a first choice employer to work for if one is looking to progress
in their career.

* High staff turnover results in businesses having a limited number of employees who
understand risk management and are able to transfer this knowledge to the new recruits.

* The shortage of staff then results in the need for formal training which is usually externally
sourced and is expensive. This then makes organisations reluctant to invest in formal
training assuming the investment will “Exit”” the business resorting to on the job training
approach.

Retention

Retention is defined as the number of employees who stay in an organisation annually
(Armstrong, 2017). Low levels of employee turnover are treated as an indicator of effective
human resource management (Wapshott & Mallet, 2015). But to put across a contrasting
viewpoint, what then happens to the employees who lack viable and available alternatives
elsewhere in the job market? In the case where dissatisfied employees find themselves stuck
in an organisation creates a “staff retention” problem. The retention of an unhappy,
dissatisfied and unproductive staff unable to leave an organisation has potential to cause
debilitating effects, especially in small firms (Wapshott & Mallet, 2015).

There several reasons why employees choose to stay in an organisation. Some of these are
attributed to the following:

*  Feeling valued.
* Job considerations e.g., number of days leave.
*  Commitment to the employers or organisation.
* Availability of alternatives.

Factors affecting retention

The propensity to stay or leave is affected by the stage of the employees’ career and their age
(Armstrong, 2017), therefore, retention strategies should be based on understanding the
factors that affect whether or not employees stay or leave and should be personalised. Some
of these include:

*  The company image or employer brand.
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*  What the employer offers in the shape of terms and conditions of employment and what

has been called the ‘the quality of working life’.

* The effectiveness of recruitment, selection, and deployment into the suitable job.

* Leadership: good employees do not leave good organisations, they leave poor managers.

Employees join companies and leave managers.

*  Social factors: the extent to which individuals get along with their co-workers.

* Learning and career opportunities.

*  Performance recognition and awards.

Strategies to address retention

The main reason for addressing employee retention is to ensure that the loss of competent
employees in an organisation does not occur as it results in lower productivity and poor
service delivery (Samuel & Chipunza, 2009). Retention activities or strategies may be defined
as a sum of all activities aimed at increasing organisational commitment of employees, giving
the overall ambition and myriad of opportunities where they can grow by outperforming
others (Bogdanowicz & Bailey, 2000). Some of these strategies are shown in Figure 5.

Figure 5. Examples of retention activities and strategies

Improve line
managers’
interpersonal
skills

Increase
learning and
development
opportunities

ADDRESSING

STAFF
RETENTION

Improve
employee
involvement

Educate,
motivate, train and
reward

Source: Armstrong (2017)
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Specifics of employee retention in SMEs

For SMEs there might be significant risk of key employees leaving for a rival business or setting
up their own venture. SMEs should use their strength to maximise the employee retention. It
may seem to be harder for SMEs to keep employees engaged, content and motivated to
perform well for both themselves and the company comparing to large corporations.
However, SMEs should benefit from familiarity between employees, more and direct
feedback, easier and more direct communication on all levels. SMEs can also offer very often
the capacity to offer faster career progression to their eager employees which can be
considered as very attractive factor for motivate employees. Often, SMEs are more opened to
flexible working as flexitime, telecommuting, shift swapping. In SMEs we can also find more
space for regular catch-ups and meetings. For retention also reward management system is
very important (Smallbusiness.co.uk, 2016).

Employee retention in numbers (SHARPEN survey)

Based on the survey carried out in the SHARPEN project, we compared some factors of
employee turnover and retention in SMEs across five European regions.

Because one of the important aspects of employee retention is to use effective system of
performance evaluation (appraisal), it is interesting to compare employee performance
appraisals used in SMEs from the SHARPEN survey results carried out in five European regions
in 2018. Figure 6 shows that, for instance, Czech SMEs use performance appraisal mainly for
further training and development and also career planning and reward management.

Figure 6. Why SMEs use performance appraisal — case of Czech SMEs in the Liberec region

RESPONSES

= Remuneration m Training and development
Career planning and management m HR planning

u Other (please specify)

Source: Own elaboration
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To retain employees, it is important to look after them when they are part of the enterprise
and thus to support SMEs’ employer brand. It helps to decrease employee turnover and the
costs of recruitment and supports employee retention.

Employer branding (EB) is important to support an organisation’s image to its own employees
and to those who are associated with the organisation from the outside. As the Figure 7 shows,
in some regions (e.g. CZ, UK) this activity was confirmed as very important, in others as not
important. For activities related to EB, mainly the owner or HR specialists are responsible. For
internal EB, line managers also are involved.

Figure 7. Who performs employer branding (responses relative in %) in SMEs in five European
regions

CZ 22%

Finland
Germany 20%

Lithuania

UK

0% 20% 40% 60% 80% 100% 120% 140% 160%
= Owner ® Line manager
HR specialist Accountant
® Admimstrative worker m External HR specialist/agency
m Other Activity 1s not performed

Source: Marsikova et al. (2019)

Most of the HR processes influence the retention and rate of turnover of employees. From
the Table 2 it is interesting to see the SMEs across five regions see the importance of HRM
activities differently (see Table 2). In comparison induction process is seen as important by
SMEs in all five regions.
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Table 2. Importance of selected HRM activities for SMEs in five European regions

Average importance
Cz FIN GER LIT UK

HRM activity

Induction process (e.g. welcome packages
for employees)

Creation of HR strategy

Employee performance evaluation

Employee remuneration/reward
management

Employee training and development

Employee well-being

Monitoring KPI (key performance
indicators) in HR

Employer branding

Career management

Employee satisfaction and engagement

Note: Classification criteria for Table 2

IMPORTANCE INTERVAL
Below average
Average
Above average
Source: Marsikova et al. (2019)

The turnover rate belongs to one of the key KPl indicators, however, SMEs in Czech, Finish
and German regions stated that they do not see a monitoring KPI (key performance
indicators) in HR as important.

You can find more information about the SHARPEN research in our publication:

Marsikova, K., Rajander, T., ClauR, A.-M., MedZiiiniené, I., Meschitti, V., Stichhauerova, E,
Davies, J., Dulké, D., Komulainen, R., Machackova, V., Richter, M., Schumann, C.-A., Mos, O.,
& Forkel, E. (2019). People management challenges for SMEs in five European regions:
Spotlighting the (in)visible and the (in)formal and embedding SME HR issues firmly in

the business and knowledge environment. Huddersfield, UK: University of Huddersfield.
ISBN: 978-1-86218-168-7

Link: https://sharpen.ef.tul.cz/upload/PublicationHRMinSMEs research.pdf
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Summary

As much as an organisation’s work environment can be pleasant and rewarding, there are still
certain problems or factors that might still push people away. Unfortunately, most
organisations cannot counter pull the market, simply put, they cannot shield their employees
from aggressive recruiters and attractive opportunities. With this regard, the goal of human
resource needs to evolve, from the traditional aim of minimizing the number of overall
employee turnover to influencing who leaves and when they leave. Because in today's highly
competitive and globally interactive world, there is no such thing as a job for life.

You can find more practical information and advice in our publication:

Komulainen, R., Marsikov3, K., Davies, J., Srébaliaté, I., ClauB, A.-M., Mos, O., Muschol, H.,
Rydvalova, P., Forkel, E., & Stichhauerova, E. (2019). A Good Practice Guide to Managing
Human Resources in Regional SMEs. Huddersfield, UK: University of Huddersfield.

ISBN: 978-1-86218-167-0

Link: https://sharpen.ef.tul.cz/upload/HRM4SMEs Handbook.pdf

Section review questions —
v

1. How would you define employee turnover? (V) 4

2. What is the difference between voluntary and involuntary turnover?

3. What are some of the factors attributed to positive turnover?

4, How is employee turnover measured?

5. Why do SMEs struggle to retain employees?

6. Name some strategies that could be used to retain staff.

1. Define the term ‘risk management’ and explain why is it important in HRM.

Video links

SHARPEN. Employee Turnover and Retention. Link: https://youtu.be/kSEclOgULRE

SHARPEN. Learning and Development (important process as a part of employee retention).
Link: https://www.youtube.com/watch?v=2JCa QNIGu4
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Dictionary

Employee retention Current staff remaining with the organisation.

Employee turnover The measurement of the number or rate of employees
who leave an organisation during a specified time
period, typically one year.

Inducement An enticement that persuades or leads someone to act.

Involuntary turnover When an employer chooses to terminate an employee’s
employment contract, possibly because of poor
performance, toxic behaviour, or other reasons.

Organisational climate The individual employee’s perception of the
psychological impact of the work environment on his or
her own well-being.

Retention management A systematic effort by employers to create and foster an
plan environment that encourages current employees to
remain at the same employer, having policies and
practices in place that address their diverse needs.
Retention strategies Policies and practices that organisations follow to
reduce employee turnover and attrition and ensure
employees are engaged and productive long-term.

Turnover prediction Data analysis to forecast employee turnover.

Voluntary turnover Any instance in which an employee actively chooses to
leave an organisation of their own accord. This can
happen as a result of better job opportunities
elsewhere, conflict within the workplace,
disengagement, and more.
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Case studies

1. EMPLOYEE TURNOVER

The case study describes a small-sized company which is a leisure and sports
centre for all. The company faces a problem of employee turnover; in the last
year the majority of employees have changed. Because of the high turnover of
employees, the present employees lose motivation and consequently labour
efficiency decreases. The research revealed that the most common reasons for
employee turnover are financial, alternative job opportunities and personal issues.
As the results of the survey have shown, the majority of employees indicated
tangible means of motivation to be more effective as incentives to remain in the

organisation.
LIT 2018

https:/sharpen.ef.tul.cz/upload/
CH3casel.pdf

2. EMPLOYEE TURNOVER AND RETENTION

The case study describes a medium-sized company in transportation industry.
The aim of the study is to reveal the challenges that the company faces in the
area of staff turnover and retention. After analysing the results, a form of
employee needs assessment was offered. Moreover, the means for implementing
employee retention (work, environment, means of work, development and career
opportunities, relationships with managers, work and free time balance, reward,
relationship with colleagues) were recommended in the study.

LIT 2019

https:/sharpen.ef.tul.cz/upload/
CH3case2.pdf
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3. WELDING OF INDUCTION PROCESS

This case study deals with HR issues in a selected company operating in the
welding industry. First, the company, its HR processes and HR challenges are
introduced. Its most important challenge is its induction process. Based on the
company's needs and other secondary data, the case study suggests solutions.
Some tools to improve an induction process are proposed. If the induction process
is not properly established, it can lead to large problems. One result is that more
employees tend to leave jobs with poor induction processes during their first year.

cZ 2017

https://sharpen.ef.tul.cz/upload/
CH3cased.pdf

4. HOW TO GET THE HARD SKILLS SOFT?

This case study deals with an issue which is specific for companies in science and
technology industry. Unlike most companies in the Liberec region, the company
from this case study does not have a problem with recruiting new employees. It
does not even lack skilled employees. There is, however, a lack of soft skills in
the company. Soft skills such as communication, management, presentation and
leadership skills are crucial for SMEs in order to compete with large companies.
This case study describes the company's situation, gives basic information about
learning and development and soft skills in the company. It also introduces two
practical tools that can be used when employees lack soft skills.

cZ 2018

https://sharpen.ef.tul.cz/upload/
CH3cased.pdf
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5. LEARN TO USE INTERNAL COMMUNICATION EFFECTIVELY

The following case study describes a chosen company - its purpose, the structure
of the organisation and its internal communications. The objective of the study
is to focus on communication, analyse the attitudes, communication channels
and challenges inside the company. Solutions based on a questionnaire are then
proposed. The chosen solutions should be correctly used to effectively help in the
chosen area.

N

2019

https: /sharpen.ef.tul.cz/upload/
CH3case5.pdf

6. How could the traditional textile industry be more attractive to the employees?

An organisation managed with competent employees can propel any organisation
to greater heights through the retention of waluable employees and the
development of a good employer brand. This case study analyses the human
resource management challenges faced in a selected company operating in the
carpet production industry. The case study is aimed at proposing practical tools
and strategies to aid in the minimisation of employee turnover, ultimately bettering
the status of the company as an employer of choice. Besides proposing tools and
strategies, the paper also examines the importance of building a strong employer
brand as a tool to increase loyalty and reduce the turnover rate. Based on an
analysis of the company’s needs, we created a short, structured set of questions
to be used as a part of the exit interview process. A proposal for exit interview
process was created for the purpose of improving the employer brand, employee
loyalty and to provide a benchmark to ensure continued improvement.

RN

2019

https: /sharpen.ef.tul.cz/upload/
CH3caseb.pdf
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