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ABSTRACT

Traditionally, employee turnover has been con-
sidered to be dysfunctional to the organization.
Among other considerations, employee turnover
may be disruptive and costly. Recent evidence,
however, suggests that this view may be some-
what parochial; employee separations some-
times may be of substantial benefit to the or-
ganization. This analysis of 1,389 banking em-
ployees in western bank branches underscores
that view. When the quality and replaceability
of departing employees is considered, turnover
can actually be a potentially positive phenome-
non. In addition, the issue of turnover as either
controllable or unavoidable is examined as a
critical dimension of assessing the gravity of
voluntary turnover. The implications of these
findings, and aspects of turnover as an impor-
tant hard-dollar phenomenon, are discussed.
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Employee turnover has been referred to as a
« .. relatively clear-cut act of behavior that
has potentially critical consequences for both
the person and the organization’ (see Porter
and Steers [1973] p. 151). There is extensive
evidence that this observation has had, and
continues to have, wide support. It has been es-
timated that there are well over 1,000 articles
and research reports on employee turnover (see
Muchinsky and Morrow [1980] and Steers and
Mowday [1981]). These works have a common
thread: Turnover is a costly organizational
problem and should be reduced (see Staw
11980]). _ o

The negative aspect of employee turnover has
been called ‘**axiomatic’’ (see Dalton and Todor
[1979] p. 225), the “'sine qua non'’ of the turn-
over research (see Muchinsky and Tuttle [1979]
p. 69).

Certainly, employee turnover is associated
with expense. The cost of replacing a single
nonmanagerial employee has been estimated to
be more than $2,500 (see Mirvis and Lawler
(1977]). Typical expenses would include re-
cruiting, training, interruptions of normal oper-
ations, scheduling difficulties, some percentage
of operating overhead and so forth. These and
other costs may have even a greater impact on
the banking industry, which is known for having
rather (and frequently excessively) high levels of
teller turnover. Indeed, a recent article on turn-
over stated, ‘‘waitresses and bank clerks, for in-
stance, have characteristically high rates of
turncver'’ (see Dalton & Todor [1982 p. 213]).

For some 75 years, the turnover picture was
bleak. Virtually no one addressed what benefits,
if any, might accrue to an organization because
of its turnover (see Dalton and Todor [1979]).
Recently, a number of theorists have argued
that turnover is not inexorably dysfunctional.
The remainder of this essay is directed toward
an empirical investigation and discussion of sev-
eral major, and potentially positive, features of
employee turnover for the banking industry.
These features can be separated into three rela-
tively distinct categories: '

1) An analysis of the quality and replaceability
of employees who leave western bank branches
-is undertaken. The object is to determine what
percentage, if any, of employee separations are
of decided benefit to the organization;

- 2) The aspect of organizational control of em-

Figure 1. Traditlonal View of Employee
Tumover.

Orpanization's Evaluation
of the Individual

No initiation
of voluntary
turnover

Initiation ot
voluntary
tumover

Individual's Evaluation
of tha Organization

ployee separations is examined as well. It may
be that some percentage of employee turnover is
simply not under the control of bank branches.
It may be unavoidable. If so, resources used to
reduce or minimize such turnover is money un-
wisely spent; and,

3) Several hard-dollar benefits which are en-
joyed by the organization as a function of its
turnover are reviewed.

Not How Many, But Who Is Leaving

Turnover in an organization is ordinarily
evaluated by assessing its frequency. The typi-
cal question is how many people over a given
period of time (usually a year) voluntarly leave.
With this information, a percentage can be eas-
ily calculated as a ratio of the number of people
who leave versus those who do not. The organi-
zation with a greater turnover percentage has
the greater problem. While this view is widely
shared, it may not be entirely accurate.

The essential question is not ‘*how many’’ but
*who"’ is leaving. A relatively low percentage
of turnover, for example, could have serious
effects on an organization if departing employ-
ees have special skills or information. Corre-
spondingly, a relatively large percentage of
tumover would have little impact if the persons
leaving had low skills or little information.

A key, then, may be to determine the charac-
teristics of the people who leave the organization.
While this may seem intuitive, it has not been

" done until recenty (see Dalton, Krackhardt and

Porter [ 1981]).
Figure 1 illustrates the traditional manner in
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Figure 2. An Expanded View of Employee
Turnover.

Organization's Evaluation
of the Individual

+ -
A
R - RS K
S . No initiation - "Employee 4 :
E S of voluntary - remaing 331
€3 tumover PRI S ] . T
w S e
»w o ORI <.
- Q . i . 1 PR 3
3 = Initiation of Employse quits
;g g voluntary " dystunctional
£ turngver - tumover - |-E¥

which employee turnover has been viewed.
There are three categories: Employee remains:
employee is terminated; employee quits. This
seems to be an adequate classification scheme
because it captures the spectrum of possibilities
with respect to the relationship between an em-
ployee and the organization. In Figure | the or-
ganization’s evaluation of the person leaving is
ignored. This may be a critical exclusion.

Figure 2 includes a recent modification of that
taxonomy that may lead to a more representa-
tive, balanced approach to assessing employee
turmover. Except for the bottom portions, Fig-
ures | and 2 are identical. That difference, how-
ever, is noteworthy. Figure 2 illustrates that
there are actually two kinds of voluntary
tumover—dysfunctional and beneficial (see
Daiton, Todor and Krackhardt [1982] and Dal-
ton, Krackhardt and Porter [1981]).

Here (Figure 2, Cell **C"), individuals want to
leave the organization. These people have vol-
untarily initiated their departure. [mportantly,
the organization would prefer to retain them.
These employees are positively evaluated by the
organization. These cases clearly represent
turnover that is dysfunctional to the organiza-
tion. Succinctly, the organization is losing em-
ployees it would prefer to keep.

Beneficial Turnover

There is another category of employees, how-

~ ever, that represents a different situation with

entirely different effects. This case (Figure 2,
Cell *D™) is also characterized by individuals

———

voluntarily initiating the departure. The organj.
zation, however, is unconcerned. As can be
seen from Figure 2, the organization has a nega-
tive evaluation of these employees. A critica]
issue, then, is what portion of voluntary tum-
over actually benefits the organization. Presum.-
ably, any time an employee leaves who is not
valued by the organization, the organization
benefits. If a substantia] percentage of voluntary
tumover is in this category, then the traditiona]
picture of turnover changes drastically.

Why would there be any employees in this

category? It could be argued that employees
who were not valued by the organization would
long since have been terminated. The only ex-
ceptions would be those fortunate enough to
quit in a timely manner—before they were fired.

Itis, however, not at all unusual for organiza-
tions to retain people in this category. There are
a host of reasons why marginal (or worse) em-
ployees would not be terminated by an organi-
zation. The social dynamics of the workplace
can be seriously affected when marginal em-
ployees are asked to leave (see Muchinsky and
Tuttle [1979]). These may include factors such
as organizational climate and group cohesion.
Anytime someone is forced to leave the organi-
zation, there are consequences for those who
remain. Remaining coworkers may reevaluate

‘their positions within the organization.

While sound, these concerns are unlikely to
be the primary reason organizations hesitate to
dismiss marginal employees. In almost all or-
ganizations there is some form of employment
security. This is widespread in the private and
public sectors. Labor unions, for example,
routinely provide contractually specific job se-
curity provisions for their members. Beyond
this, termination decisions made by an organi-
zation are subject to review. This may be in the
form of a formal grievance. Even outside an or-
ganized labor context, there are employee as-
sociations, administrative appeal boards or their
equivalents that provide the right to “‘appeal”’
for dismissed employees. Organizations do not
normally retain an absolute, unilateral right to
dismiss employees. . _

The notion of “‘tenure’ for educators pro-
vides an illustration. In schools at all levels, in-
structors have institu(ionalizedjob security. It is
not certain that, if some of these teachers left
their school, irreparable harm would be done to

JOURNAL OF BANK RESEARCH |
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the school. In fact, some might argue that. at '

times, the departure of some instructors might
be healthy for the organization.

job security, as a function of collective bar-
gaining agreements, provides another example.
Employees under such contracts may never
commit or omit any behavior that is, in and of
itself. sufficient cause for dismissal. This, how-
ever, does not mean that such employees are
indispensable to the organization or even highly
valued by it.

The fundamental issue here is what portion of
the employees who do voluntarily leave could
be considered as beneficial to the organization.
Simply, how often is the organization actually
better off because a person or persons have
chosen to leave?

Ancther Concern: The Issue of Control

Since the turn of the century, private and public
organizations at all levels have been keenly in-
terested in the turnover phenomenon. This
interest has been largely pragmatic. Most re-
search conducted in this area was to determine
the antecedents of turnover so that it could be
reduced. o

For turnover to be reduced, it must be under
the control of the organization. Any portion of
“*yoluntary turnover''—quitting—that is not
under control cannot be reduced. It has been
suggested that many forms of voluntary em-
ployee turnover are essentially unavoiduable (see

Dalton, Todor and Krackhardt [1982]). Among
these might be employees leaving the organiza-
tion when their spouses are transferred, for edu-
cational and, health matters and, less fre-
quently, through employee deaths. In theory,
with the obvious exception of employee death,
no turnover is unavoidable. Organizations have
the wherewithal to prevent most employees
from quitting if the organization chooses to use
its resources in this manner. Organizations
could make the proverbial ‘‘offer you cannot
refuse’” to employees and retain them. As a
practical matter, however, the types of turnover
we have identified, among others, are basically
unavoidable. As Dalton and Todor (1979) have
noted, ‘It may be far less expensive to cope
with turnover than to prevent it’’ (p. 226).

The point is that resources expended to re-
duce turnover that is uncontroilable in a practi-
cal sense constitute money wasted. An organi-
zation should have a clear idea of the portion of
turnover that is unavoidable before it embarks
on a vigorous program to reduce turnover.
Many organizations do not know why employ-
ees choose to leave. Even so, programs are in-
stituted, sometimes at great expense, to reduce
the incidence of employee turnover.

This research, then, addresses two central
questions with respect to voluntary turnover: 1)
What portion of voluntary turnover is actually
beneficial to the organization? And 2) What
portion of voluntary turnover is essentially un-
avoidable?

I
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Figure 3. Traditional Classification of
Turnover.

(Seven-Month Period)
Organization's Evaluation
of Individual

No valuntary
separation

Voluntary
separation

Individual's Evaluation
of Organization

TOTALn=1389
(100%)

METHOD .

Termination records were collected on 1,389
tellers at 190 bank branches over a seven-month
period. The immediate supervisor of each de-
parting employee was required by the bank to
complete termination forms from which it was
determined whether the employee left voluntar-
ily (quit) or was dismissed. In addition, the su-
pervisor was asked to fill out a form on each
departing teller that included the following
items:

1) Would you rehire this person to work for
you?

a. I would definitely hire this person to
work for me again.

b. I would slightly prefer to hire this per-
son (rather than someone else) to work
for me again.

c. I am indifferent as to whether this per-
son ever works for me again.

d. I would prefer to hire someone else to
work for me.

e. Under no circumstances would I hire
this person to work for me again.

2) How would you rate this person’s perfor-
mance as a teller while he or she was
working for you?

a. Inadequate; clearly failed to meet
-minimum job requirements.

- b. Generally adequate; met most job re-
quirements; however, required close
supervision.

—

¢. Competent: met al] requirements: re-
quired only minimal supervision.

d. High quality work; exceeded most re-
quirements; made a valuable contribu-
tion and showed initiative.

e. Exceptional: consistently demonstrated
outstanding performance.

3) In general, how easy would it be to find

someone who would do as good a job as

this person did?

a. Very easy

b. Somewhat easy

¢. Somewhat difficult

d. Very difficult

This information was then collapsed into two
dichotomous metrics to represent the organiza-
tion’s evaluation of the departing employee (see
Dalton, et. al. [in press)):

Quality of Employee. If the supervisor indi-
cated that s/he would prefer to hire someone
else (responses **d"" or *‘¢'") in question 1; OR if
the supervisor rated the employee as ‘‘inade-
quate’’ on question 2, then the employee was
considered low quality. Otherwise, the em-
ployee was considered acceptable or high qual-
ity.

Replaceability of Employee. If the supervisor
indicated that an employee would be at least
"*somewhat easy” to replace {question 3, **a’’ or
“'b"'), then the employee was considered easily
replaced. Any other responses were interpreted
to mean that the employee would be **difficult’
to replace.

Employees were then placed into one of the
cells suggested by Figures | and 2. Inasmuch as
there were two independent evaluative mea-
sures (employee '‘quality”” and employee ‘‘re-
placeability™), separate frequency tables were
formed.

Also, individual separation forms were
examined to identify the reason for the volun-
tary turnover (e.g., retirement, health, family,
commitment, etc.) to determine which separa-
tions were potentially under the control of the
organization.

RESULTS

Figure 3 represents the resuits by the traditional
categorization of employee turnover as being
either “*voluntary’ or “involuntary. ™ Approxi-
mately 327z of the employees voluntanly left the
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organization over a seven-month period. This is
a substantial rate. Indeed, concern for such
rates precipitated the organization’s willingness
" (0 undertake this research. This 32% rate, how-
ever, is somewhat misleading. .

If we consider the quality of the employee as
an evaluative criterion (Figure 4), the rate of
dysfunctional turnover falls to 18.4%. If em-
ployees are evaluated by ‘‘replaceability’’ (Fig-
ure 5), which may be a more sensible criterion,
the dysfunctional figure is less than 9%.

This does not, of course, suggest that 9% or
18% voluntary tumover rates are unimportant.
There is, however, a compelling argument that
both 9% and 18% are of less concern than the
original 32% rate. _

It is important that, by the **quality’ stan-
dard, some 42% of voluntary turnover was actu-
ally beneficial to the organization; 185 employ-
ees voluntarily left the organization over the
seven-month period who were nof recom-
mended for rehire and/or clearly failed to meet
minimum job requirements.

By the **replaceability” standard, the results
are even more impressive. Of the total employ-
ees who left the organization voluntarily
(n=441), 314 were evaluated as ‘‘easy to re-
place.”

Which Criterion: Quality or Replaceability?

The nature of the hiring market is the primary
consideration in addressing this question. Cer-
tainly, it is more likely that the loss of a high-
quality employee would be more dysfunctional
to an organization than the loss of one of lower
quality. It is possible, however, that an excep-
tional employee could be lost and the organiza-
tion would not be seriously affected. This would
be the case when the market is characterized by
equally, or even better, qualified persons to re-
place the lost individual. Such turnover, there-
fore, may not be a threat o the organization
even when it involves gifted employees. In a
personnel market as described, these people are
easily replaced.

Correspondingly, a poor market suggests that
replaceability is a far better criterion. It may be
that a relatively poor performer (low-quality) is
better than none. If there are few or no re-

placements available, it would seem that re-

placeability is a more relevant criterion.

Figure 4. Dysfunctional/Beneficial
Classification of Turnover by Quality of
Employee.

(Seven-Manth Peried)

High-quality Low-quality
employee employee

No voluntary
separation

Voluntary
separation

Individual's Evaluation
of Organization

Zdystunctional
P tumover x
*¥n=256 -
AE(18.4%) &

TOTALn=1389
(100%)

Figure 5: Dysfunctional/Beneficial
Classification of Turnover by Replaceability
of Employee.

(Seven-Month Periad)
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replaced replaced
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Both quality and replaceability are sound
evaluative criteria. The preferred criterion
would depend on the nature of the current mar-
ket. By either criterion, the results are instruc-
tive. It would not appear that the voluntary de-

il
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parture of these employees is as serious a matter
as it first appeared. In fact, there is persuasive
evidence that the organization may actually be
served by some percentage of its voluntary
turnover,

Unavoidable Turnover and Organizational
Control

It has been suggested that organizational re-
sources committed to reducing employee turn-
over that is not under control of the organization
is money unwisely spent. [llustrative “‘unavoid-
able™ categories are listed in Figure 6. The or-
ganization for whom this research was con-
ducted concluded that no reasonable interven-
tion by management could have prevented these
turnovers: They were unavoidable. These
categories include temporary and summer em-
ployees, educational, health and personal rea-
sons, family commitment, personal and job
abandonment.

In the case of beneficial turnover, these un-
avoidable separations are of little interest. [t
really does not matter why these individuals
left; they were not valyed by the organization in
any case. In the dysfunctional category, this
category is of marked importance. Columns
“A" and "C" in Figure 6 indicate that unavoid-
able separations amount to 45% or 52% (**qual-
ity” or “‘replaceability’’) of the total dysfunc-
tional turnover. In other words, around half of

—

the turnover that is dysfunctional could not have
been prevented by the organization.

Figure 7 presents a Summary of the effects of
considering both the evaluation of the employee
and the control factor in assessing the impact of
voluntary turnover on the organization. Notjce
that, whether relying on a “quality” or *“‘re.
placeability™” criterion, the amount of beneficial
tumover is relatively large. Moreover, the data
indicate the unavoidable/controllabje distinction
is a meaningful one. .

The highlighted portions of Figure 7 represent
the amounts of dysfunctional turnover that are
potentially controllable by the organization,
These sections identify personnel whom the or-
ganization would prefer to retain. [t is impor-
tant, the organization may be able to affect the
incidence of turnover jn these cases. When
beneficial turnover is discounted and attention
restricted to potentially manageable voluntary
tumover, the rate of dysfunctional turnover falls

. from some 32% to 107 or as low as 4.3%, de-

pending on whether employees are evaluated by
quality or replaceability.

DISCUSSION

In summary, there are three points that should
be noted. First, considering both the dysfunc-
tional and beneficial portions of employee sep-
arations leads to a somewhat more balanced
evaluation of the effects of employee turmover

Figure 6. Unavoidable Turnover in Dysfunctionali/Beneficial Classitication.

By Quality of Employees

By Repiaceability of Employee®

Total Voluntary Turnover

Total Voluntary Tumover

(V=441) (W=435)
B C D
Dystunctional Beneficial Dystunctional Beneficial
(N =256; 58.0%) (N=185; 42.0%) N=121; 27.8%) (N=314;72.2%)
Less: Unavoidable Tumover

Temporary 1 2 0 3
Summer 22 11 14 17
Education 30 18 12 36
Heaith 18 13 7 21
Family commitment 37 20 23 34
Personal (undisclosed) o 7 15 ' 4 18
Job abandonment 5 8 2 11

Total Unavoidable Separations N=117 (45.7%) N =87 (47.0%) N=62 (51.2%) N=140 (44.6%)

- Controllable Separations N=139 (54.2%,) N =98 (52.9%) N =59 (48.7%) N=174 (55 4%)
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Figure 7. Summary of Effects: Dysfunctional/Beneficial Categorization wlth Unavoidable

Separations.
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on the organization. In this case, a considerabie
portion of voluntary turnover appears to be of
benefit to the organization.

Second, a large percentage of voluntary sep-
arations are, for practical purposes, unavoid-
able. There is no reasonable intervention that
could be used by the organization to reduce this
turnover. Any program to reduce turnover may
be inappropriate for organizations with rela-
tively large portions of beneficial and/or un-
avoidable turnover. A persuasive argument
could be made that beneficial turnover should
not be reduced at all.

It has been posited that interventions by man-
agement to reduce turnover may be futile in the
case of unavoidable turnover. Appropriate in-
tervention, however, that considers both benefi-
cial and dysfunctional turnover raises a pro-
vocative issue. Individuals who are categorized
as beneficial or dysfunctional separations may
be predictably different from one another. The
separations for these individuats- may not have

common antecedents. This strongly suggests
that organizations could minimize dysfunctional
without suppressing beneficial turnover. If this
were the case, avoidable **quits’’ of high quality
or difficult-to-replace employees could be iden-
tified. This suggests that programs specifically-
targeted at retaining these employees could be
developed. At the same time, the futility of
hard-dollar expenditures to reduce turnover for
easily replaced or low-quality employees could
be avoided.

it should also be noted that the many bank
branches that took part in this research are rela-
tively large and, as a result, probably have a
good deal of flexibility. The flow of employees
in and out of such branches is virtually continu-
ous. It may be that this analysis would be less
impressive in the case of very small banks.
Here, a persuasive argument could be raised
that the leaving of even a single employee could
be disruptive. After all, in a small operation, the
departure of a single person might amount to a

JoR
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sizable portion of the branch's workforce. Also,
without the benefit of a refatively large labor
pool, smaller operations may have trouble re-
placing employees.

There is a final consideration that, while con-
tentious, cannot be ignored. It has recently been
demonstrated that there are a variety of hard-
dollar benefits involved in organizational turn-
over (see Dalton [1981] and Dalton and Todor
[1982]). In fact, ‘‘responsible levels of employee
turnover may be very lucrative, a veritable
windfall for the organization™ (see Dalton and
Todor {1982 p. 212}). This conclusion is based on
three fundamental observations. New employ-
ees are substantially less costly to maintain than
senior employees. They make less money; obvi-
ously, introductory wages and many fringe ben-
efits are less for employees who have not ad-
vanced through a wage progression schedule,
Second, unless employees have sufficient
seniority to be eligible for vesting, pension pay-
ments are recovered by the organization when
employees leave. Given current ERISA (Em-
ployees' Retirement Income Security Act) stan-
dards, employees with more than 10 years ser-
vice may have a vested right to those payments

- made in their behalf for their pension. Most tell-

ers who terminate do not have 10 or more years
of service. Last, any resources that are saved as
a function of lower wages and recovered in
lapsed pension funds may be used for other pur-
poses. With the prime rate as of this writing at
over 12%, this is not an insignificant point.

The common wisdom that employee tumover
should be reduced would seem questionable.
The matter is not that simple. Turnover would
not appear to be a universally negative
phenomenon for the organization. This research
and concluding observations strongly suggest
three essential qualifications to the rather tra-
ditional view that turnover is dysfunctional to
the organization:

1) Much of organizational turnover is actually
beneficial because a large portion of voluntary
turnover includes those employees of low qual-
ity and/or easy replaceability.

2) Much of organizational turnover is essen-
tially unavoidable. Resources committed to re-
duce this turnover are often not well spent.

3) There is compelling evidence that respop.
sible levels of employee turnover may be 3
hard-dollar benefit to the organization.

We do not endorse programs or policies that
deliberately seek to increase the amount of em.
ployee turnover to exploit the various benefits
that may accrue to the organization. It would
appear shortsighted, however, for an organiza-
tion with large portions of beneficial and un-
avoidable turnover to adopt expensive programs
to reduce the incidence of this turnover. a

Financial support for this research was provided
by the Office of Naval Research, Contract
#N00014-76-C-0164.
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