COSTS AND BENEFITS OF ADVANCE NOTICE

. advance notice of major employee dis-
placement to the workers, the union, and the
appropriate government and community agen-
cies is a procedural prerequisite for construc-
tive action,31

—-George P. Shultz and Arnold R. Weber, 1966

Twenty years later, the Shultz and Weber pre-
scription is still widely—though not universally
—accepted. Early warning of plant closings and
major layoffs gives companies, labor groups,
and government agencies time to organize as-
sistance for displaced workers, and it gives the
workers time to think about their options and
adjust their plans. Advance notice alone, how-
ever, is not enough; it needs to be tied to prompt
effective action to help displaced workers find
or train for adequate jobs. It is a “prerequisite
for constructive action,” not the constructive
action itself.

Despite broad agreement that advance notice
is desirable, people strongly disagree on whether
governments ought to require it. With very few
exceptions, American businesses oppose any
government requirements for advance notice,
including ones that allow pay in lieu of notice
or grant exceptions for unforeseeable business
circumstances. The general objection to a le-
gal requirement is that every case of a plant
closing or major layoff is different, and a man-
dated minimum notice period would not take
this diversity into account. Also, some argue
that emphasis on advance notice is misplaced,
because a company’s commitment to its dis-
placed workers, and effective programs to help
them, are more important. Labor union repre-
sentatives argue, on the other hand, that while
advance notice alone is not sufficient, it is nec-
essary, and should be required. Many labor
spokesmen favor broader obligations on em-
ployers, including consultation with workers
on whether the layoffs might be avoided and,
if the layoffs do take place, extension of bene-
fits such as health insurance.

31George Shultz and Arnold R. Weber, Strategies for the Dis-
placed Worker (Westport, CT: Greenwood Press, 1966), p. 190.
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The discussion that follows considers the ben-
efits of advance notice apart from the issue of
mandated notice. The benefits to affected work-
ers would be similar whether notice were pro-
vided as a result of legal requirements, govern-
ment encouragement or incentives, collective
bargaining with unions, or voluntary action by
employers; and there is widespread agreement
on the nature of the benefits. No inference
should be drawn that the benefits described
here depend on mandated notice, or that there
is agreement on mandated notice.

It is more difficult conceptually to consider
costs of advance notice apart from the issue
of a legal requirement, since most of the costs
fall on employers, and if employers voluntar-
ily provide notice it maybe presumed that they
have found that the benefits to them outweigh
their costs. Some costs can be examined in the
context both of voluntary employer action and
of a legal mandate, but much of the section on
costs assumes that notice would be legally re-
quired. There is less agreement on the nature
of the costs of advance notice than of the bene-
fits; for the description of costs OTA has relied
mostly on the arguments of business spokes-
men and, insofar as information was available,
on business experience. Also, the discussion
focuses mainly on the costs of advance notice
to business and the benefits to individual work-
ers, even though other parties are sometimes
affected too. For example, customers and cre-
ditors of a firm which is planning to close may
benefit from advance warning of the closure
while the firm itself might suffer.

OTA'’S analysis of costs and benefits of ad-
vance notice is based as much as possible on
experience, not hypothetical cases. It is drawn
from the GAO survey of plant closings and ma-
jor layoffs in establishments with more than
100 employees; the OTA-GAO workshop on
plant closings and further discussion with par-
ticipants; a report to OTA from, and discussions
with, consultants who have helped a number
of large companies plan and set up displaced
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worker services; discussions with officials of
Canada’s Industrial Adjustment Service (1AS),
which has more than 20 years experience in
helping set up labor-management adjustment
committees to serve workers displaced in plant
closings and mass layoffs and OTA case
studies of firms in the U.S. and Canadian for-
est products industries and of high-tech firms
in California’s Silicon Valley. Much of the ma-
terial is anecdotal, and does not represent every
kind of company in every kind of business sit-
uation. In particular, it proved difficult to col-
lect first-hand information from small compa-
nies with experience in plant closings and large
layoffs; one reason is that small companies
which have had these experiences often go out
of business, There is considerable variety in the
cases studied, however; interviews were con-
ducted in firms of various sizes and industries,
in firms that do provide advance notice and
firms that do not, and in firms that provide vari-
ous kinds and levels of services to displaced
workers.

Benefits, and Relation to
Worker Adjustment Programs

The best time to start a project for displaced
workers is before a plant closes or mass layoffs
begin; advance notice makes early action pos-
sible—although it does not guarantee it. Some
of the advantages of early warning are: 1) it is
easier to enroll workers in adjustment programs
before they are laid off; 2) it is easier to enlist
managers and workers as active participants
in displaced worker projects before the clos-
ing or layoff; 3) with time to plan ahead, serv-
ices to workers can be ready at the time of lay-
off, or before; and 4) with enough lead time,
it is sometimes possible to avoid layoffs al-
together. Knowing in advance about a coming
layoff is obviously of some value to individual
workers too, even if they do not get help from
an organized project, They have the opportu-
nity to adjust financial plans and get a head

28ee U.S. Congress, Office of Technology Assessment, op.cit.,
pp. ‘220-222 for a brief description of the Canadian IAS—how
it works, what it costs, and what it achieves.

start on job hunting. In addition, many com-
pany managers see advance notice as a benefit
to the company itself, by improving relations
with the remaining workers, enhancing the
company’s reputation in the community, and
conforming with company values of fair and
ethical treatment of its employees.

Worker Participation

Displaced workers are more likely to take part
in adjustment projects that begin before a plant
closing or major layoff.33 Not only is it far sim-
pler to find and communicate with workers be-
fore they are out of work and out of touch; the
period between the announcement and clos-
ing is also critical to gaining the workers’
trust—to assuring that someone will be there
to help after they are laid off, and that the serv-
ices will be worthwhile. The most effective dis-
placed worker projects offer a broad range of
services, including job search instruction, job
development and placement assistance, testing
and assessment as needed, vocational and edu-
cational counseling, personal counseling (es-
pecially financial and consumer credit coun-
seling), vocational skills training, on-the-job
training, and remedial education.34 In the period
between announcement and layoff, workers
can readily find out what the project will offer
through orientation sessions, bulletin board an-
nouncements, union newsletters, and personal
counseling.

3The Downriver Community Conference, for example, found
that if services are available before the plant closes, 50 percent
of the workers take advantage of them; up to a year after clos-
ing, 35 percent sign up, and after 2 years, 17 percent partici-
pate. See Kathleen Alessandro and W. Robert Schneider, “Case
Study —Retraining Workers Displaced From the Automotive
Industry Into Robotic Technicians, " paper presented to the so-
ciety of Manufacturing Engineers (Dearborn, MI: Society of Man-
ufacturing Engineers, 1984). The Philadelphia Area Labor-Man-
agement Committee reports that when job search workshops are
given before layoffs, 70 to 80 percent of the workers participate;
afterwards, the participation rate drops off to less than 20 per-
cent. See James Martin and Anthony Wigglesworth, “Labor-
Management Cooperation at Kelsey-Hayes Leads to Help for Laid-
Off Workers,” a Labor-Management Cooperation Brief, U.S. De-
partment of Labor, Bureau of Labor-Management Relations and
Cooperative Programs, May 1985,

3aFora description and analysis of displaced worker projects,
see U.S. Congress, Office of Technology Assessment, op. cit.,
ch. 6.
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While displaced worker projects have been
started more than a year after the plant clos-
ing, and have given valuable services to work-
ers, participation in these circumstances is low.
For example, a well-planned, high-quality proj-
ect was created under a union-management
agreement in Midland, Pennsylvania, nearly a
year after 4,300 workers were displaced in a
steel plant closing. With an energetic outreach
campaign, which included knocking on doors
to acquaint people with the program and mak-
ing follow-up telephone calls to those who did
not enroll, the project eventually served about
1,250 displaced workers over a period of nearly
3 years. Considering the late start, the Midland
project’s participation rate of 29 percent is un-
usually high; it reflects the extra efforts put into
outreach and the general excellence of the proj-
ect’s services. By contrast, however, over 250
workers showed up at an orientation session
held in a Vincennes, Indiana, battery plant af-
ter notice was given that the plant would be
closed. At the time, 192 people were still work-
ing in the plant, and 146 former workers were
also invited to take part. Of the 338 eligible dis-
placed workers, 186 (55 percent) enrolled in the
project; three-quarters were placed within a
year, despite a local unemployment rate of 11.6
percent.

Officials of Canada’s IAS also report difficul-
ties with enrollment after the plant closes. “You
have to get a copy of the payroll just to find
the people, ” said one. “It’s so much work, so
hard to get people to come—they have to come
at their own expense, maybe hire a baby sitter,
and they’re skeptical that they’ll get anything
out of the program. ” In a small community
where everyone knows everyone else, it may
be worth the effort to try to reach and enroll
displaced workers, but in a big city the chances
of success are usually slim.

The question may be asked whether people
who do not enroll actually need services; do
they simply find jobs on their own as time
passes? Certainly, many do. But the evidence
is that, on average, displaced workers who take
part in adjustment projects get jobs sooner, stay
employed more steadily, and earn more than

they would without such help.35 People with
long experience in providing services to dis-
placed blue-collar workers estimate that about
one-third of those laid off could probably fare
quite well on their own.36 The other two-thirds
are likely to do a little worse to much worse
without assistance than with it: some remain
out of work for long periods; some take part-
time or poorly paid work, or work intermit-
tently; some depend on spouses; and some be-
come deeply discouraged and abandon the la-
bor force.

Labor-Management Involvement

Some of the best projects serving displaced
workers are those based in plants that are clos-
ing or undergoing major layoffs, and are run
by people who work at the plant on both the
labor and management sides. Plant-based labor-
management committees have a personal stake
in the outcome and know the workers involved.
They also know the local business community,
and are often able to turn up job openings
among their acquaintances. Many employers
can contribute space in the plant for a reem-
ployment and retraining center, and they can
supply staff, from both the company and labor
sides, to operate the project before and after
the layoffs. A strong union role contributes to
worker acceptance and trust. Moreover, com-
pany and union people, when qualified, are
especially effective as staff. Where unions do
not exist, employee representatives can also
serve effectively. Canada’s IAS, for example,
has quite often helped to establish joint worker-
management committees in non-union plants.
Most of the plant-centered projects that have
been created in this country, however, did re-
sult from company-union cooperation.

An especially valuable service employers can
offer before a major layoff is to invite prospec-
tive employers into the plant, to let them get

a(J.g. Congress, Office of Technology Assessment, OP. cit. t
pp. 231-233, 236-238.

8Kevin Balfe and Ruth Fedrau, “Summary Report: Review and
Analysis of Company/Union Sponsored Comprehensive Dis-
placed Worker Assistance Centers Receiving JTPA Title 11l Sup-
port,” report to the Office of Technology Assessment, April 1986.
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acquainted with the workers while the plant
is still operating. Managers in many kinds of
firms have used this job-finding method suc-
cessfully. A senior analyst in one business orga-
nization says:

Local employers don’t always realize that
some of the experience gained in large indus-
trial plants (e.g., maintenance, shipping, etc.)
is readily adaptable to their own needs. There
may also be unfounded prejudice against the
work force in a plant that is closing. ('They were
overpaid and underworked. ’) Visits to a func-
tioning plant have, in many instances, dispelled
these doubts, sT

The best time to enlist management and work-
ers as active participants in displaced worker
projects is before the plant closes or layoffs be-
gin. Labor-management teams can be created
afterwards—even as much as a year afterward,
as happened in the case of the Midland, Penn-
sylvania, steel mill mentioned above. This team
was formed, however, in rather special circum-
stances: a new owner, LTV Steel Co., bought
the plant and restarted operations with a small
work force of 300. Under its contract with the
United Steelworkers of America, LTV agreed
to mount a joint reemployment-retraining ef-
fort to serve the workers who had already been
laid off. More often, however, the chance to
form a labor-management adjustment commit-
tee is lost once the plant is closed. According
to a report of The Conference Board:

Notice is . .. critical because a functioning
plant is, perhaps, the program’s single most im-
portant resource.”

Preparation Time

The peak demand for help in finding new jobs
or entering training usually comes in the days
immediately following a plant closing. A sec-
ond peak often comes about half a year later,
when unemployment insurance is near exhaus-

’Ronald E. Berenbeim, Senior Research Associate, Corporate

Relations Research, The Conference Board, letter to Julie F. Gorte,
Project Director, Office of Technology Assessment, July 10,1986.
Ronald E. Berenbeim, Company Programs To Ease the Im-

pact of Shutdowns (New York: The Conference Board, 1986), p. 7.

tion (this pattern holds in Canada as well as
in the United States). Both because many work-
ers are eager to start job hunting or retraining
as soon as possible after layoff, and because
a good displaced worker project can encourage
others to do so, service providers agree that the
project should be ready the first workday after
the plant closing, or earlier if possible. For
workers who are interested in training courses
to improve their skills, an early start is espe-
cially important, since unemployment insur-
ance—the main source of income support for
most displaced workers in training—is gener-
ally limited to 26 weeks.39

How much time does it take to plan and set
up a good project?40 The ideal combination is
several months’ advance notice—clear, certain
notice, with no wavering’or ambiguity—and
preparedness on the part of company, union
(if there is one), and government agencies, With
strong management and labor commitment,
plus experienced public or private help, it is
possible to set up a worthwhile project in less
time, sometimes as little as a few weeks. With
the shorter preparation time, however, services
such as training courses and job development
will not be ready when the project opens. Also,
several extra weeks are useful to help workers
come to terms with the job loss. There is some
limited evidence that very long advance notice
of more than a year may be less than ideal for
worker adjustment projects. However, it may
be that in the few cases where long notice ap-
peared to inhibit effective adjustment services
the real culprit was not length of notice but
uncertainty—either about the layoff itself, or
about which people would ultimately lose their
jobs.

OTA'’S information about worthwhile proj-
ects set up on very short notice in U.S. plant
closings and layoffs comes from a few cases
involving large companies (in the Fortune 500

*For discussions of income support for displaced workers dur-

ing training, see U.S. Congress, Office of Technology Assess
ment, op. cit.,, pp. 63-64, 256-258.

40The material in this section on the time and other factors
required to set up an effective plant-based displaced worker
project is drawn mostly from Balfe and Fedrau, op. cit.
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class) with a strong commitment to serving their
displaced workers and the resources to provide
startup funds for the project, the partnership
of unions or worker representatives, expert pri-
vate consultants, and an unusual degree of co-
operation from the public agencies that con-
trolled JTPA Title 11l funds .41 Preparedness for
fast action on the company’s part has included
these elements:

+ plans at the division or corporate level to
provide help to displaced workers, includ-
ing commitment of company resources—
especially space and staff;

+ assignment of decisionmaking authority to
someone at the company or division level,
and designation of someone in the plant
to take charge of the company’s part of the
program;

+ willingness to work with the union (if any)
in planning and service delivery;

+ announcement of a worker assistance pro-
gram at the same time as the plant closing
announcement;

+ specific plans to do the necessary home-
work, such as collecting information about
worker needs and characteristics and esti-
mating costs of the program; and

+ plans to find out what public funds and pro-
grams are available, and readiness to-ne-
gotiate with State and local agencies to get
them. In all the cases of projects starting
up on very short notice that have come to
OTA'’S attention, the company has been
willing and able to pay the costs of operat-
ing the worker assistance center for a time,
while negotiating with public agencies for
additional funds.

For unions, an important element in prepared-
ness is experience with worker assistance proj-
ects and a conviction that the services the proj-
ects offer are helpful. Also, unions as well as
companies can contribute knowledge of and
access to JTPA Title 1lIl programs.

An essential element for setting up a good
project quickly is expert technical assistance.
This may be obtained from private consultants,

glBafe and Fedrau, orp. cit.

as is often the case in the United States, or from
a government agency. The ability of JTPA Ti-
tle Il programs to respond promptly to plant
closings with technical assistance, money, or
both is discussed in another section below.

In Canada, about three-quarters of the work
force is covered by Provincial and federal laws
that require advance notice; the notice required
varies from 8 to 16 weeks, depending on the
numbers of displaced workers involved. In
addition, many employers voluntarily give this
much or more notice in Provinces that do not
legally require it; or unions, local officials, or
the news media may provide early warning.
According to several Canadian IAS officials,
it takes all of the 8 to 16 weeks to prepare effec-
tively for the day after the closing or layoff,
when demand for services is at a peak. The
preparation involves counseling and assess-
ment of workers, initial negotiation with gov-
ernment agencies for training and other services,
and, most importantly, finding job openings in
the hidden job market (i.e., openings that are
never publicly announced) in the local and sur-
rounding communities.

Having all the work of preparation done at
the time of layoff is the ideal situation. How-
ever, some |AS officials report that they have
given useful service even with the handicap of
very little notice (which may occur in Provinces
that do not require advance notice and in cases
of business failure in Provinces that do). With
its years of experience and well-developed abil-
ity to respond rapidly, the IAS can move into
a plant in a matter of hours and, at the least,
help to establish a labor-management adjust-
ment committee with the promise of effective
services to come. As one IAS official put it:

Notice is great, and the more we have the bet-
ter we can prepare. But notice itself is not
enough. The process that goes with it is im-
portant.

The process that goes with it is not always
enough either. Also important, indeed critical,
is the state of the local economy. If unemploy-
ment is high and the local labor market nar-
row, it is a forbidding task to turn up jobs, even
with the advantages of advance notice, early
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planning, and good operation of a displaced
worker project. This reality is reflected in com-
ments from company managers with experi-
ence in plant closings and permanent layoffs.
In most companies that have tried giving ad-
vance notice, human resource directors are
convinced ofits value to displaced workers. A
few, While favoring it as a decent way to treat
employees, rate it as not very significant in help-
ing the workers get a new job.42 The few who
expressed this opinion had had experience with
closing plants that were the sole source of eco-
nomic life in the community—""the only game
in town. ” Where there are no other jobs except
those connected with the plant that is closing,
advance notice may be of less value.

Avoiding Plant Closings and Layoffs

Some of the support for requirement of ad-
vance notice comes from the idea that, given
enough warning, management decisions to
close plants or lay off workers may perhaps be
changed, or a new owner—possibly the employ-
ees themselves—be found. Another possibility
is that, with enough time and advance planning,
companies can avoid mass dismissals through
a combination of tactics such as incentives for
early retirement, severance pay that bridges to
retirement, transfers to other company plants,
and normal attrition.

In some cases, early warning that afirm is
in trouble, combined with assistance from gov-
ernment agencies and communities, have helped
to turn the company around and avoid closure.
In others, the changes needed for survival are
so great that closing down is the only reason-
able option. Moreover, when large multibranch
firms decide to close down a plant or product
line for strategic reasons, these decisions are
not often amenable to change. Several critical
elements are important to the success of efforts
to keep a threatened plant in business. Among
the key questions are these: 1) Are there realis-
tic prospects for profitability, for either the
present owners or others? 2) Are both manage-

«2Two officials of forest products companies interviewed by
OTA staff expressed this opinion. See the discussion in the sec-
tion entitled “U.S.-Based Companies in Canada: The Forest Prod-
ucts Industry. ”

ment and labor willing to make sacrifices to
create a more productive, efficient, profitable
plant? 3) Is there enough time?Aa

The advance notice required under various
laws and proposals in the United States and
Canada is generally about 2 to nmonths—long
enough to prepare displaced worker services
but usually too short for rescue ofa troubled
firm. Although there are instances where even
quite brief advance notice of a closing has trig-
gered labor-management efforts or community
assistance that helped the plant to survive, this
seems to be an infrequent occurrence.44 Possi-
bly, attempts to avoid a plant closing might have
the untoward effect of undercutting efforts to
find new jobs for displaced workers, by add-
ing an element of uncertainty. Workers who
have put in 15 or 20 years at a plant, and often
have gone through several temporary layoffs,
usually find it hard to believe that a plant is
really closing. To first give notice and then
search for alternatives to a closing or layoff
might fortify the doubts. For this reason, many
managers think it is not a good idea to give no-
tice until the company has made a firm deci-
sion to close the plant.

There may, however, be some less direct and
more positive connections between advance no-
tice and saving jobs. An example is in Massa-
chusetts, where the Governor’s Mature Indus-
tries Commission of 1984 developed a “social
compact” that encourages companies to give
displaced workers advance notice (90 days if
possible) or pay in lieu of notice, extension of
health benefits, and reemployment assistance.

“For a brief discussion of conditions in which government
or community assistance may help to save troubled plants, see
U.S. Congress, Office of Technology Assessment, op. cit., pp.
209-211.

#The little quantitative evidence on the subject indicates that
advance notice does not often directly prevent plant closures.
See Anne Talcott Lawrence, “Organizations in Crisis: Labor
Union Responses to Plant Closures in California Manufactur-
ing 1979 -83,” unpublished doctoral dissertation, Department of
Sociology, University of California, Berkeley, November 1985,
pp. 167-169, 172-173. However, there are individual cases in
which closin, decisions have been altered after advance notice
was given. An example was the reversal of a 1983 decision by
the Kelsey-Hayes jet engine company to move out of Philadel-
phia. City officials helped the company find a new site, where
the plant reopened and retained about half its original work force.
See Martin and Wigglesworth, op. cit.
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Companies that get financial assistance from
certain quasi-public State agencies must, by
law, abide by the social compact insofar as pos-
sible.45 The State encourages others to do so.
As part of the same program, Massachusetts
also offers technical assistance and “high-risk
financing” for firms that are in trouble but con-
sidered viable. By May 1986 the State’s Indus-
trial Services Program had worked with 88 com-
panies, with 73 still surviving. According to
State officials, the connection between advance
notice and the program of assistance to trou-
bled firms is “nebulous” but does exist. Al-
though plant closing decisions, once announced,
are rarely reversed, the law has on the whole
drawn attention to the possibilities of avoid-
ing closings and layoffs. Also, the State some-
times helps to arrange a sale to a new owner
after a plant has closed, and it provides funds
to do evaluations of worker buyouts. -

In firms that are not going out of business
but are reducing their work force, advance plan-
ning can help to limit or avoid layoffs. Again,
the connection with advance notice is not very
clear. For example, a pulp and paper plant oper-
ated by a Canadian subsidiary of a U.S. firm
(described in a later section) has eliminated
about 200 of 870 positions in less than 2 years,
in the course of modernizing the plant. So far,
no one has been laid off involuntarily. The com-
pany has handled the job reduction by early
retirement, large severance payments to sen-
ior workers who leave voluntarily, and the use
of surplus workers for vacation replacements.
Company managers are counting on attrition
to open permanent jobs for these floating work-
ers. The impetus for the company’s planning
to avoid layoffs was an economic development
grant it got from the federal and Provincial
governments, on the condition that the impact
on workers of the modernization be kept to a
minimum. At one point, when it was not clear
that layoffs could be averted, the company gave
advance notice to 140 workers; this was useful
in helping workers to face the reality of work

The law does not strictly require adherence to a single set
of standards for advance notice or benefits to workers; its re-
quirements are applied by State officials with regard to the cir-
cumstances of individual firms. See the later discussion in app. B.

force reduction, according to company offi-
cials. But advance notice was only one piece
of the company’s program to avoid layoffs as
much as possible.

As discussed in a later section, some coun-
tries require consultation with worker repre-
sentatives before group layoffs can take place.
The purpose is to require consideration of alter-
natives to the planned layoffs or plant closings
that will avoid, or at least mitigate, job losses.
Critics of mandatory consultation argue, how-
ever, that it interferes with managers’ freedom
to make decisions and thus hinders flexibility
and economic growth. Adding substantial costs
to closing down a business makes it harder to
start one up, they say.46 Whenever a proposal
to require consultation before mass layoffs has
been made in the United States, it has gener-
ated heated controversy, with business people
mostly in strong opposition and many labor
spokesmen in favor. In voting on H.R. 1616 in
November 1985, the House of Representatives
rejected such a requirement.

At the workshop, one union official said:

At least we can talk. It’s a myth that compa-
nies should have absolutely no infringement on
their unilateral decisions to close plants, deci-
sions that affect thousands of people. What'’s
wrong with talking about it? After you talk
about it then go ahead and make the decision.

Business spokesmen at the workshop, like em-
ployers generally, thought that any requirement
for consultation before layoffs would be harm-
ful to economic health. Some said, however,
that they did not necessarily oppose voluntary
consultation. when a closing or mass layoff is
in prospect, voluntary consultation with work-
ers may sometimes lead to bargaining for con-
cessions on wages or work rules to help keep
the plant going.

Although advance notice may only seldom
prevent plant closures, it does seem to improve
the chances of a union’s negotiating ad hoc
severance benefits packages for workers caught

“For an exposition of this argument see, for example, Lawrence
B. Fine and Steven R. Wall, “Plant Closing Laws: More Harmful
Than Helpful?” Legal Times, Oct. 28, 1985.
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in the closing,”Under U.S. labor law, compa-
nies have no legal obligation to bargain with
unions over the decision to close a plant, but
employers are required to bargain in good faith
on the effects of the closure on employees. Ad
hoc plant closure agreements, negotiated after
announcement of a closure, range from mini-
mal requirements, such as for payouts of un-
used vacation time, to complex pacts covering
severance payments, extended health benefits,
rights of transfer to other plants, early retire-
ment, and other benefits.

A study of labor union responses to plant clos-
ings in California in 1979 to 1983 found that
“the single most important predictor of the un-
ion’s success in winning ad hoc severance ben-
efits (whether or not it already has provisions
in the contract) is the amount of advance no-
tice it receives of the closure. 748 The greater
the advance notice, the greater the chance of
getting an agreement, with the chances rising
from 8 or 9 percent when O to 3 weeks’ notice
is given, to 59 percent with 4 to 12 weeks’ no-
tice, and to 80 percent with more than 12 weeks’
notice.

Benefits to Companies

Many companies have voluntarily adopted
a policy of giving advance notice of permanent
layoffs or plant closings to all employees when-
ever possible. Often, the foremost considera-
tion is ethical, managers say: “We owe these
people something,” or “we believe in fair treat-
ment for our employ ees. ” They also mention
the advantages of earning loyalty and better re-
gard from remaining workers, as a result of fair
treatment for those they have to let go, and en-
hanced standing in the community, In addition,
companies may benefit from lower unemploy-
ment insurance taxes in the future if they can
help to shorten the period of unemployment
for their laid-off workers. However, State sys-
tems vary. In many, the experience rating of
employers is inadequate, so that Ul tax rates
do not accurately reflect the frequency or length
of unemployment that a company’s employees
experience.

s7Lawrence, Op cit., pp.170-177.
slbid., p. 171.

Benefits to Individual Workers

Aside from what organized programs can do
for displaced workers, people benefit from
knowing if their jobs are about to vanish. They
can avoid some financially disastrous decisions
-buying a new car, for example, or deciding
that the family can do without the extra money
from a spouse’s job. Some workers will use the
time to think about new jobs, or perhaps a
change in occupation, and to come to terms
with the loss of the old job. Despite the com-
mon observation that many workers do not be-
lieve that the plant will close until the day it
happens (sometimes, not until a plant is torn
down), some do begin to adapt when they re-
ceive notice, taking such practical steps as pre-
paring resumes and making contacts with po-
tential employers. Hardly anyone, on principle,
disagrees with Stan Winvick, Vice President
of Human Resources at the California semicon-
ductor firm, Advanced Micro Devices, Inc.:

When a company is considering a step as
drastic as pulling someone’s job out from un-
der them, that person has a right to know what
is going to happen to them and try to plan for
it,49

costs

Opponents of legal requirements for advance
notice usually agree that notice is humane, de-
cent, and helpful; many business people who
oppose legal requirements report that their own
firms give as much notice as possible. They also
emphasize, however, that a good program of
adjustment services far outweighs in impor-
tance the benefits of advance notice per se.
Against mandated advance notice they argue
the need for flexibility; they do not believe that
they will get it from government, even if the
law has escape clauses. Legal requirements,
some say, inevitably imply red tape, audits, and
government interference. Most employers pre-
fer voluntary cooperation with public agencies
on worker adjustment programs; they say that
you cannot legislate corporate responsibility.
In their view, the benefits of mandated notice
are not worth the costs. A few think that volun-

49 sHERDIAN
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tary advance notice, as a company policy, is
also too costly. The costs most often mentioned
are possible losses of a firm’s credit, custom-
ers, and key employees. The risks of these losses
are seen as greater for smaller businesses.

As noted above, OTA relied as much as pos-
sible on experience and empirical data in ana-
lyzing costs and benefits of advance notice.
Since notice is not required in most of the
United States, companies that voluntarily give
notice or include it in collective bargaining con-
tracts have presumably found that the benefits,
from their perspective, outweigh the costs.
Those that do not give notice may have con-
cluded that the costs are greater than the bene-
fits—but empirical evidence of the costs is lack-
ing in such cases, because notice was not given.
Where possible, this section relies on the ex-
perience of firms that gave advance notice;
however most of the section relies on the judg-
ment and opinion of business representatives.so

Every Case Is Different

It is argued that advance notice does not make
sense in some cases. For example, a large mul-
tibranch company in many lines of business
decides to sell off one of its lines—telephone
handsets, say. Included in the sale is the com-
pany’s order book (which lists its customers)
as well as all its plants that manufacture hand-
sets. Up to the last minute, the company tries
to sell all of its plants, but only three of four
are finally sold. It is useless to continue pro-
duction in the fourth plant, because the prod-
uct name and customer list have been sold along
with the other three plants. In the real case on
which this example is based, the company cus-
tomarily gives advance notice of closings or
layoffs. In this instance, it did not give notice.
Workers who lost their jobs in the plant that
remained unsold and had to be closed received

s0Evidence from Canada would be useful, since about three-
quarters of the Canadian work force is covered by advance no-
tice requirements. OTA is not aware of any systematic survey
of Canadian firms to discover costs that maybe associated with
advance notice in that country. Statements from the Canadian
and Ontario Chambers of Commerce, information from Cana
dian Government ministries, a literature search, and OTA’s case
study of U.S.-based forest products companies in Canada al sug-
gest that advance notice is not a controversial issue in Canada.

up to 4 weeks’ extra pay in lieu of advance no-
tice, in addition to regular severance pay. Pay
in lieu of notice is an option that some legisla-
tive proposals (e.g., H.R. 1616) mandating no-
tice have included. But, as noted above, com-
panies prefer to avoid the regulation and audits
that they see as tied to legal requirements. Also,
some want to be free to negotiate with unions
on other alternatives to advance notice—for ex-
ample, extended health benefits.

Small Business

One aspect of the need for flexibility is that
small businesses face unique problems, which
need to be better understood. It is hard enough
for the owner of a small business to keep up
with his cash flow problems, said one business-
man, much less with advance notice of layoffs.
“You talk to a small businessman about 2 or
3 months’ notice; he’s worried about paying on
his loan next week and whether his customers
will pay on time. ” Andrew Johnson of the Elec-
tronics Association of California, which rep-
resents more than 600 smaller electronics firms
in the State, said: “l can hear the CEOS now
saying, ‘I'm hemorrhaging here and you’re tell-
ing me | can’t lay people off for 90 days. * “5'
Though supporting advance notice as a mat-
ter of national policy, Johnson thought that
companies with fewer than 200 employees
probably would not and could not comply.
Large companies have staff and financial re-
serves; small ones may not even have a person-
nel manager.

Before Massachusetts passed its mature in-
dustries legislation, a Governor’s commission
studied the problem of plant closings for a year.
One official who took part reported: “The small
business issue came up a lot. The smaller com-
panies were clearly terrified. They did not feel
they had the lead time to comply with advance
notice rules or guidelines. ” For this reason, the
Massachusetts social compact applies only to
companies with 50 or more workers. State laws
in Wisconsin and Maine apply only to firms
with 100 or more employees. Although estab-
lishments with 100 or more employees are only

s1iSheridan, op. cit.
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2 percent of U.S. business establishments, they
account for 44 percent of the private work force,
aside from the self-employed. *

Losing Customers

This is not a problem for large companies that
will continue to manufacture the same prod-
uct in another plant, or for companies that are
selling their customer lists with the sale of a
plant. It is also not a problem when the prod-
uct is a standard commodity such as plywood,
easily replaceable from another source; but it
could present a real difficulty with a specialty
product or one in which the brand name is im-
portant, according to a forest products com-
pany official. Although it seems plausible that
a firm might indeed lose customers when it
gives notice of closing, no actual case of this
kind came to OTA’S attention. This is perhaps
not surprising since most of OTA’S first-hand
informants were larger companies, some with
multiple branches, and small companies may
be most vulnerable to loss of customers.

Termination of a product may be at least
roughly analogous to going out of business, so
that IBM’s experience with its small personal
computer, the PC Jr, may shed some light on
the question of customer loss. The PC Jr was
never very successful, and in March 1985, 14
months after the first shipments, the company
announced that the PC Jr would be discon-
tinued. Sales declined significantly throughout
the following year—despite escalating discounts
and dealer rebates, and despite the fact that con-
tinued parts and service were guaranteed by
one of the world’s most stable companies. A
smaller and less stable company would almost
certainly have seen sales plummet even faster.
According to one industry analyst, the “prema-
ture” announcement by the Osborne computer
company that it had a new product ready to
market was an important factor in Osborne’s
collapse. After the announcement, the older
model computer could not be sold.

s2J,s. congress, General Accounting Office, op. cit. An estab-

lishment is a business carried on at one location; it may be inde-
pendent or may be a branch of a multibranch firm.

Losing Access to Credit

Another argument is that a company may find
that loans from financial institutions dry up or
that suppliers tighten their line of credit if there
is evidence of financial trouble, such as notice
of layoffs. For example, one company spokes-
man said:

We deal with a lot of people that have gone
under. We have credit limits. If the companies
we supply are in trouble or announce a shut-
down, we might limit credit to such a degree
that they could go under.

An official of the National Governors’ Associa-
tion has found in conversations with business-
men across the country that possible loss of
credit is their principal concern with advance
notice legislation. *Loss of credit may also be
a special problem for smaller companies.

Losing Key Employees

Companies do report this problem first hand.
One company said it had closed a forest prod-
ucts facility in a Southern State about 10 years
ago, had given notice of the closure, and then
did not have enough workers left to close the
plant down in an orderly way throughout the
notice period. Some companies do not give
severance pay to workers who leave before the
closing or layoff, although they make excep-
tions in individual cases. This may make it
harder for some workers to find a new job with-
out going through a period of unemployment;
but it assures the company of an orderly shut-
down. Other companies give severance pay to
all workers regardless of whether they stay, but
offer key employees stay-on bonuses—which
amounts to an added cost of advance notice.
According to The Conference Board study, ex-
ecutives and professionals are inclined to leave
the company after receiving advance notice,
whereas few assembly line workers look for
another job or leave before the last day of work.

53Kris M, Balderston, Research Associate for Community De-

velopment, National Governors Association, personal commu-
nication, July 23, 1986.
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Unforeseen Events

When economic conditions outside the com-
pany’s control are changing fast, businesses
may not be able to anticipate layoffs. For ex-
ample, an independent oil tool manufacturing
company had nearly 1,800 employees in 1985,
and in the spring of 1986 was down to about
300. In a 1982 layoff, this company gave 6
months’ notice and allowed workers as much
as 90 days for full-time job hunting while they
were still on the payroll. By 1986, the company
felt it was doing well to give 30 days’ notice.
Again, most existing and proposed advance no-
tice laws make allowances for business exigen-
cies, but company spokesmen say that marshal-
ing proof that business conditions made it
impossible to comply could be a heavy burden.
When a firm’s survival is at stake, it cannot af-
ford to spend managers’ time on compiling a
record to show that it acted within the law.

It is worth noting that dire financial emer-
gency seems to be an infrequent factor in plant
closings and large layoffs. The GAO survey of
mass layoffs in establishments with over 100
employees found that only 7 percent of the firms
said they had undergone bankruptcy or finan-
cial reorganization before the layoff. By con-
trast, 70 percent of the firms cited reduced
product demand and increased competition as
factors influencing the decision to layoff work-
ers or close a plant; more than half mentioned
high labor costs,

Media Attention and Community Resistance

Almost inevitably, any large closing attracts
public attention. Economic repercussions from
the closing affect the community as well as the
workers directly losing jobs. Said one business-
man at the workshop:

If you notify in advance about a closing, you'll
get unabated pressure . . . You get it from the
church, the Governor, the laundryman. Lots of
companies don’t need that heat. They want to
get out of town fast . . . Severance pay at the
end can accomplish the same thing as advance
notice.

This man’s company does, in fact, provide ad-
vance notice under some circumstances, as

spelled out in its union contracts. Generally,
the company’s experience with advance notice
has been good, but that experience, said the
company official, is not necessarily a model for
everybody. For some firms, the most economi-
cal course is to close quickly.

Trouble With Workers, Reduced Productivity

There seems to be general agreement that this
is a myth.”One man, representing a company
that over the past few years has sold or closed
plants employing 25,000 workers, said:

In every plant I've ever closed, productivity
goes up in the last two or three months.

At a sawmill in British Columbia, workers not
only broke production records after the clos-
ing announcement, but improved safety so
much that there were no accidents. The repre-
sentative of a large U.S. company said:

There’s been no sabotage, no destruction in
our company after advance notice. Employees
may want to make the plant more attractive to
another owner. Also, there’s a lot of pride. Ba-
sically, people are good people.

The Thin End of the Wedge

An objection that is not often stated but seems
to be on the minds of many opponents of man-
dated notice is that a simple notice requirement
might open the door to other more costly obli-
gations related to plant closings. In Ontario,
for example, Provincial law not only mandates
8 to 16 weeks’ advance notice of group layoffs
(50 or more), but also requires severance pay
for employees dismissed in group layoffs (1
week’s pay per year of service, up to 26 weeks,
for workers with 5 years or more on the job).
The version of H.R. 1616 which was narrowly
defeated in the House of Representatives in No-
vember 1985 required advance notice only, with
provision for pay in lieu of notice and for ex-
ceptions if unforeseeable business circumstances
prevented the employer from completing the

s4All representatives of business at the workshop agreed that

worker morale and productivity did not suffer with advance no-
tice of layoffs or closings. Union spokesmen confirmed the ob-
servation. So did the company officials interviewed for case
studies of the forest product and high-tech industries.
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notice period. However, an earlier version of
the bill, reported out of the House Education
and Labor Committee, would have required em-
ployers to consult in good faith with the union
or worker representatives on possible alterna-
tives to, or modifications of, a proposed clos-
ing or layoff. The bill defined “good faith con-
sultation” as including the obligation to provide
employee representatives with relevant infor-
mation to evaluate modifications or alternatives
to the closing. Business representatives lined
up against the consultation requirement, char-
acterizing it as a “powerful weapon to block

plant closings” that would “tend to lock busi-
nesses into inefficient operations and unprof-
itable product lines. *(Business groups also
continued to oppose H.R. 1616 after the con-
sultation provision was removed. ) Other legis-
lative proposals over the years have gone far
beyond the provisions in H.R. 1616, including
such requirements as severance pay, extended
health benefits, and training assistance.

ssLabor Policy Association, Inc., “Special Memorandum: XI 11-6

Re: Markup of Plant Closing Legislation by the House Educa-
tion and Labor Committee, " July 18, 1985. The Labor Policy Asso-
ciation is located at 1015 15th St., Washington, DC 20005.



