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Abstract:

Employee retrenchment is a recurring topic in discussing human resource management issues. Due to various
market issues and challenges, the administrative level has been forced to retrench its staff. This paper aims to
explain cases and implications of employee retrenchment from the viewpoint of retrenched workers from four
different industries: We conducted interview sessions via phone conversation to prompt additional questions and
explain the issues and challenges associated with retrenched workers. Employees do not embrace the retrenchment
process and its negative consequences, including demotivation, frustration, and unemployment. The issues are lack
of the retrenchment process, employee compensation, and retrenchment criteria. The challenges found are the
unemployment rate increase, struggle to survive the cost of living, social and psychological disorders, less
organizational productivity, and worse health conditions. This finding would shed light on the predicament of the
retrenched employees and give direction to the human resource management to act accordingly.
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1. Introduction

Employee retrenchment is described as dismissing
employees in a critical situation, such as facing a threat
(Donovan & Ho, 2020). Redundancy, business-critical
to loss of sales, failure to maintain the business in a
competitive market, economic crisis, and rightsizing
exercises are examples of critical situations. Due to
structural changes in a company, retrenchment is a
perpetual measure to reduce surplus employees. The
connection between employers and employees will be
disrupted entirely (Kumar & Talukdar, 2021). On the
other hand, retrenchment is the termination of a
worker's job due to a scheduled closure or downsizing.
It is related to economic change, business organization,
or increased use of technology (Parker, 1971). Job
losses are now more likely to occur unexpectedly due to
business failure than as a result of planned restructuring
under competitive capitalism (Weller, 2012). The effect
of job insecurity, job loss, and unemployment on
physical and mental health is well documented (Bohle
et al., 2001). Most employees experience job insecurity
after a job loss, which seems to be a life factor that
results in consistent unemployment unless a new job is
secured instantly. Employee retrenchment is a
widespread and ongoing problem that most human
resource  management departments face. Most
managerial levels have difficulty deciding to retrench
and offer a valuable return to workers in such a
predicament. Therefore, before retrenching the
employees, employers have to understand the process
and risk of retrenchment critically. Hence, we are
motivated to find out the real experience of the
retrenched employees on their layoffs. This paper aims
to explain the issues and challenges associated with
employee layoffs. As such, we performed semi-
structured interviews to investigate recent cases of
retrenched employees.

2. Literature Review

2.1. The Recent Situation of Retrenchment

Employee costs in most industries exceed 40 percent
of the business budget; hence, retrenchment is seldom
used as a cost-cutting tool, particularly in crisis times
(Tao et al., 2020). The need for organizational restraint
was due to the organization's internal dynamics.
Ochieno (2013) stated that a few organizations had
received a corporate strategy incorporating innovative
change and development, low corporate productivity,
corporate expenses, authoritative or administrative
changes, financial plunges, and rebuilding due to
combinations and acquisitions. However, the COVID-
19 pandemic has impacted the entire world in the
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present case. It has negatively impacted company
earnings, and job losses are the only way to keep
businesses afloat. This once-in-a-lifetime occurrence
also occurred in Malaysia. Many companies were
paralyzed by the Movement Control Order (MCO), and
the government could not provide meaningful
assistance to employers. Several companies have halted
development and operation as a pandemic result. Most
organizations have issues with their supply chain and
importing services. They do not allow international
trade until the host country has established itself. As a
result, productivity decreases, there is little or no
business, and profits slide downward.

Due to the pandemic, management has reduced
employees, layoffs, and work hours. Relocation has
become a global phenomenon and is regarded as one of
the most challenging ways to change an organization.
As a result of the COVID-19 pandemic, job losses in
the country rose by 42 percent annually in the first
quarter of 2020, according to the Employment
Insurance Scheme (EIS) of the Social Security
Organization (SOCSO). According to EIS, the COVID-
19 impact on the employment loss has impacted many
companies by the first quarter of 2020, resulting in a 37
percent demand rise and a 42 percent inability to
operate. This trend was projected to accelerate starting
in April 2020, with job losses increasing from 50 to 200
percent year over year for each subsequent quarter in
2020. In 2020, the unemployment rate came to 4 from
3.2 percent in 1997, particularly during the Asian
financial crisis, and 3.7 percent during the 2018 Great
Recession. Besides, figures from the Malaysian
Employers Federation warned that most businesses
would struggle to remain afloat after the adverse
economic effects of the pandemic. More than two
million people are expected to lose their jobs due to the
recession. Before March 2020, this number included
new graduates and 610,000 unemployed people.

2.2. Employee Retrenchment

Retrenchment is "the discharge of surplus labor or
workers by an employer for some reasons other than
disciplinary action.” Some employers may call it
downsizing, rightsizing, reorganization, or layoff to
strategize or restructure their companies, but all of these
terms imply retrenchment. There must be redundancy
before the retrenchment can be justified. There must be
a surplus of labor, or the conditions of the employee's
work functions have ceased or reduced to the point that
the job no longer exists to prove redundancy.
Employees earning less than RM2,000 monthly and
manual workers, regardless of their monthly wages, are
covered by the Employment Act 1955 (EA) and the
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Employment (Termination and Layoff Benefits)
Regulations 1980 (Regulations). The employee's length
of service determines the duration of the notification
period for workers covered by the EA:

1) The duration of employment for less than two
years: the notice should not be less than four weeks;

2) The duration of employment for two or more years
but less than five years: the notice should not be less
than six weeks;

3) The duration of employment for five or more
years; the notice should not be less than eight weeks.

Additionally, the practice Code of Conduct for
Industrial Harmony 1975 (the "Code") in Malaysia
stated that if it is found that there is redundancy, the
Industrial Court ("Court™) has encouraged the
retrenchment exercise. Clause 22(a) of the Code states
that if retrenchment becomes necessary despite having
taken appropriate measures, the employer should
consider the following criteria, among others:

i. An employee who is past the average retiring age;

ii. Assisting in co-operation with the Ministry of
Human Resources for the employees to find work
outside the undertaking;

iii. Spreading termination of employment over a more
extended period;

iv. Ensuring that no such announcement is made
before the employees and their representatives or trade
union have been informed.

Hence, the employers must adhere to the
Employment Act of 1955 and the Code of Conduct for
Industrial Harmony of 1975. Furthermore, the employer
should follow the proper procedures in retrenching the
employees (Atshan, 2016). The goal of this law and
regulation is to prevent any employee misconduct. If
the employer engages in fraud or disagrees with the
employee, the said employee can appeal.

3. Methodology

The data was collected via detailed interviews over
two months from August to September 2020. We
obtained a list of respondents from the Social Security
Administration (SOCSO), and respondents were then
selected at random. We discussed the study's goal with
the participants, and no pressure was placed on the
members to partake in the exploration. The meeting was
upheld by the utilization of a rundown of inquiries. The
two meetings were held via telephone because of the
pandemic. Some notes were taken during the interview,
and some information was exchanged with the other
respondents. Four respondents were questioned in total
to get an insight into the retrenchment process and its
implications for them.

4. Findings

4.1. The Case of Retrenched Workers

Case 1: The initial interview was done with an
employee from Malaysia's oil and gas industry. The
employee was an executive who worked for the

corporation for four years. In 2014, the company laid
off 2000 workers throughout its Malaysian divisions.
The employee was called in by management and asked
to sign the retrenchment agreement based on the
interview. Inferable from the conservation, the
administration had given some amount of remuneration.
Workers were shocked because the employees chosen
were among those who had worked for the company for
over three years. In other words, the workers' decision
to retrench was made at random. The management did
not specify the reasons for the layoffs, but they agreed
to do it nevertheless. There is no way to overturn the
final verdict, so they were compelled to sign the
contract and accept the settlement.

Case 2: The second interview session was with a
private network and technology firm. The respondent
was ahead of schedule for a managerial role to handle
management risk and business strategy. The respondent
had worked for a corporation for 12 years, but top
management had decided to retrench the workers. The
respondent was taken aback by the decision and sought
an explanation for it. Others also dismissed the
respondent's frustration with the situation. The decision
was made, and the organization provided substantial
compensation to alleviate any feelings of frustration or
disappointment.

Case 3: The third interview was with an employee
from the creative design industry. The employee has
been with the company for approximately 15 years and
holds a top position in a department. As a result of
being chosen by the corporation to be retrenched, the
employee was naturally disappointed and unhappy.
Compared to the junior employee who stayed in
business, the tenured employee did not believe he was
selected to be retrenched. Employees ask about the
retrenchment requirements and procedures, which must
adhere to Malaysian laws and regulations. However, the
answer given was ambiguous. There was no way to
challenge a top management decision that had already
been made. However, an organization can compensate
the employee and offer benefits. Employees are paid
based on length of employment and are given insurance
as a gesture of gratitude.

Case 4: This case interview included hotel and
hospitality industry workers. The hotel agreed to lay off
staff and provided the Voluntary Separation Scheme
(VSS) or Mutual Separation Scheme to the workers
(MSS). The hotel offers the VSS to the employees who
meet the requirements in this situation. Employees can
choose whether or not to accept the offer. The hotel
issued a statement stating that the company would not
be firing anyone but would accept applications from
workers interested in VSS. Management clarified the
terms and conditions of VSS before the announcement.
As a result of the current situation affecting the
hospitality industry, the employees refused the offer.
They realized that the hotel was losing money, so all
company operations were temporarily halted.

Data compiled from the four cases highlighted
common issues and challenges that suggested employee
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retrenchment. The issues included the process of
retrenchment, employee compensation, and employee
criteria to retrench. Furthermore, the challenges are
unemployment, struggle to survive the cost of living,
social and psychological disorders, and less
organizational productivity. All the cases in this study
do not involve the industrial court and are based on the
retrenched worker's sharing experience.

4.2. Issues of Employee's Retrenchment

This study highlighted several issues caused by
retrenchment that are also crucial to management
processes.

4.2.1. Lack of Retrenchment Process

As the employee said, one of the practical problems
with the retrenchment process was that his retrenchment
went unnoticed. The meeting with workers was called
by senior management, and a decision was reached.
Employees were not allowed to appeal the ruling or
condemn it. Furthermore, senior leadership failed to
justify their decision, given that the selection
requirements were not transparent. As a result, the
employer could not provide any relevant reason for
laying off the workers. In the meantime, the
organizations are taking no steps to help those affected
by the COVID-19 pandemic. No solution has been
found to resolve the current situation instead of
retrenching staff.

Additionally, the notion that turnarounds necessitate
immediate action can be found throughout the
turnaround literature. Given their company decline
approach, mythical turnaround managers like Frank
Lorenzo, Carl Icahn, and Al Dunlap are frequently
presented as people suitable for turnaround situations.
The willingness to take ruthless and radical action is
one of these people's characteristics (Shein, 2013). They
have been explicitly characterized as "aggressive cost-
cutters." Retrenchment aggressiveness can be divided
into two categories. Volume aggressiveness hurts
turnaround performance, while time aggressiveness
positively correlates with turnaround achievement.

As a result, surviving and outperforming declining
companies begin the strategic retrenchment changes and
complete them quickly, but they do not make
significant cuts. Organizations that start the
retrenchment process late and execute it slowly, on the
other hand, are more likely to underperform (Barbero et
al., 2020). Retrenchment must be carefully planned and
managed to be an effective reform strategy. Workers
who remain after retrenchment must be told that their
jobs are secure, and they must be prepared to meet the
demands of the increased workload. The management
must take care of employee wages to boost their morale.

4.2.2. Employees Compensation

Management provides a Voluntary Separation
Scheme (VSS) package in most cases. Compensation
terms, qualifications, and conditions that favor workers

are part of the VVSS. The beneficial deals apply based on
the duration of service provided by the employee.
While management assumed that they were meeting the
needs of the staff based on the benefits of the VVS, the
employees made it clear that they were still dissatisfied.

Nevertheless, they must survive and search for new
means of employment. When it comes to layoffs and
retrenchments of any institution size, no prior
permission is required. In the event of a reduction,
workers will be entitled to a two-month notice or
payment instead of compensation. The commission also
discovered that the rate of retrenchment pay in an
operating company should be higher than in a closed
company (Kumar & Talukdar, 2021). Employees
become demotivated due to their anger, and some of
them make different decisions. Retrenchment pay is
aimed to ensure that the amount paid would be adequate
to keep the affected employee employed until they find
new employment (Mohamed et al., 2018a).

4.2.3. Retrenchment Criteria

The issue of retrenchment requirements is always
guestionable by the employee. The earlier case
highlights that the senior employees are usually the first
chosen for termination. However, according to the laws
and regulations of the Malaysian Code of Conduct for
Industrial Harmony 1975 (the Code) endorsed in
February 1975, the employer must properly select the
category of employees to retrench. It is aimed at
reducing the level of dissatisfaction among the parties
involved. Clause 22(b) of The Malaysian Code of
Conduct for Industrial Harmony 1975 mentioned that
the employer should utilize objective criteria that
include the following:

a. Need for the efficient operation of the
establishment or undertaking;

b. Ability, experience, skill, and occupational
qualifications of individual employees required by the
establishment or undertaking under (i) and
consideration of the length of service and status (non-
citizens, casual, temporary, permanent);

C. Age;

d. Family situations;

e. Other criteria may be formulated in the
context of national policies.

However, the criteria selection has been deemed
unfair. It does not justify the selection reasons,
according to Munjuri (2011), who studied two specific
methods practiced in retrenchment, which are first in,
first out (FIFO) and last in, first out (LIFO). The
method of FIFO is to identify the senior employees in
each class who are laid off; unsatisfactory
performance/performance appraisal. The last in, first
out (LIFO) process refers to the young or new
employees usually retrenched. The enacted flexibility
speaks to the seniority-based retrenchment provision. It
would be critical to replace the "last come, first served"
rule with something more general, like logical and
unbiased eligibility requirements (Kumar & Talukdar,
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2021). At the same time, unsatisfactory performance
and failure to meet company standards are usually
evaluated.

4.3. The Challenges of Employee's Retrenchment
The finding of the interview session highlights the
challenges and the implication of the retrenchment.

4.3.1. Unemployment Rate Increase

With the requirements of various industries in this
day and age, people may have difficulty finding new
jobs. The majority of retrenched workers have difficulty
finding another job with equal pay and benefits. In the
sense of the labor market, other job seekers with similar
skills and work experience will flood the market.
However, the fact still stands that not all businesses can
recruit new workers at the moment. They are attempting
to reduce operating, recruiting, and training costs.

This scenario indicates that in addition to salary cuts
faced by all employees who lost their jobs due to
retrenchment, routine employees have a minor but
additional drawback. Moreover, the time to find a
decent new job tends to increase in parallel with the
past job's usual intensity. This scenario emphasizes the
significance of unemployment in technological
adaptation measures. Adjustments to new jobs do not
seem as smooth as in the empirical literature (Blien et
al., 2021). According to Barros and Moreira (2015),
unemployment is intolerable. It feels like a failure,
resulting in dissatisfaction, financial issues, and social
reputation, among other things. To further understand
this concept, the current study defines unemployment as
being out of work for a period exceeding 30 days, given
the lack of competitive advantage.

4.3.2. Struggle to Survive the Cost of Living

According to Azlan Awang, a senior member of the
Malay Economic Action Council, approximately 60
percent of Malaysian employees will struggle to survive
the cost of living during the pandemic after being
unemployed for a week (The Edge Markets, 2020). To
stay afloat, employees must work in several positions
simultaneously. This is done to supplement their
respective salaries and cover living expenses. The
studies of Mohamed et al. (2018b) indicated that
workers had to rationalize spending to meet the needs
of the interim period of unemployment. This came in
the form of reductions in immediate consumption,
termination of insurance contracts, not to mention
selling or holding assets. Even if alternative
employment is found, employees and their families may
have to accept lower living standards if the new job
includes lower pay and fewer benefits.

Some respondents admitted that they have yet to
make payments on their mortgage or car loan. However,
they chose not to borrow money out of fear of not being
able to repay. A few others reported that they still rely
on banks, family, and friends to get by financially. Still,
this becomes more noticeable as the level of routine
intensity increases. This is due to the negative impact of

periodic intensity on the number of days between
getting laid off and finding new employment.
Furthermore, a study discovered that the initial degree
of routine power increases the likelihood of switching
to a different line of work. Such workers earn lower-
than-average wages in their new jobs (Blien et al.,
2021).

4.3.3. Social and Psychological Disorders

Employees were usually demotivated and
disappointed after the retrenchment process. There are
compelled to follow the decision, although they
disagree with it. Dealing with both of these issues can,
in turn, cause a great deal of physical and mental stress
that can lead to social and psychological problems.
These problems, in general, are likely to worsen if
unemployment continues.

Due to their poor self-esteem and unemployed
status, they avoid socializing and attending events
(Chandra, 2014). When anyone directly inquired about
their situation, the feeling became even worse.
Furthermore, they feel humiliated and powerless if they
are asked to bring gifts that they cannot afford due to
financial constraints. Workers who are reluctant to put
their new work skills to use and those who are not
intrinsically motivated or praised for their efforts and
abilities are more likely to experience psychological
instability in their new position (Mohamed et al.,
2018b). Events at the macro-social level, such as
unemployment and its relationship with psychological
factors like well-being, have sparked increased interest
in the social sciences in recent years. One of the reasons
for the substantial increase in research on the subject is
that unemployment has one of the most devastating
effects on one's well-being, whether it is short-term or
long-term (Parker et al., 2016). Unemployment has long

been linked to several negative physical and
psychological  consequences: increased  alcohol
consumption, heart disease, an increase in the

prevalence of mental health issues, depression and other
psychopathologies, low self-esteem, psychological
well-being, and a negative relationship when it comes
to life satisfaction and happiness (Zhou et al., 2019).
Well-being is known to be influenced by various
factors, including marital status, age, and financial
resources, among others (Ferreira et al., 2015).
According to Sage (2019), unemployment is one factor
that contributes to the decline of one's well-being, self-
esteem, and physical and mental health. Unemployment
has such negative consequences because of its
importance in people's lives.

4.3.4. Less Organization Productivity

Employee retrenchment can result in low morale
within the company. This possibility arose because
companies were willing to fire skilled and
knowledgeable workers. For example, a long-serving
employee with only specialized skills can be chosen for
retrenchment (Mohamed et al., 2018a, 2018b). Those
future workers with essential skills, it is assumed, can
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continue to contribute to the organization's success.
Since rehiring new workers is expensive, human
resource management and top management can
efficiently plan the entire retrenchment process
(Wandera, 2013). Long-term unemployment can
decrease individual productivity at work. As a result of
this situation, the number of unemployed people has
increased. Unemployed people, job seekers, and others
in similar groups are frustrated due to this situation.
Furthermore, they will be motivated to commit crimes
somehow, whether directly or indirectly (Soemarsono et
al., 2021).

On the other hand, given the selection criteria's
prejudice and uncertainty, employers do not disclose
reasonable explanations for layoffs. Retrenchment must
be carried out equally, without being tainted by any
unequal legal procedure. Although retrenchment is legal
and otherwise, lawful retrenchment exercises could be
ruled unconstitutional simply because the workers want
to be retrenched (Anantaraman, 2005).

When retrenchment has been completed, the
workload for remaining employees increases due to the
additional duties provided by the departed. Maintaining
patience and emotional support is crucial when working
with displaced workers. It offers a safe gateway for
pent-up grievances and gives employees the required
focus to resume work. Cutting expenses should not
decrease the number of employees, but instead, it
should reduce unnecessary and repetitive jobs. The
workers play a vital role in keeping the company afloat
and providing quality goods and services. A job loss for
workers would lower the customers' level of services in
the future (Simiyu & Auka, 2018). Retrenchment has
ramifications beyond those who lose their jobs (Okibo,
2012). Administrative and legal costs, severance
payments, low morale, and lower productivity among
remaining employees are expenses (Oundo, 2009). Skill
imbalances, increased overtime, work backlogs,
lowered morale, and lower productivity of the surviving
workforce are  downsizing ramifications. The
psychological damage that layoffs inflict on remaining
workers is too heinous to conceive (Cawe, 2006).
Productivity, organizational commitment, attitudes
toward co-workers, perceived job security, and
perceived job content are among the retrenchment
effects investigated. Retrenchment can be seen as a
threat to employers because it hurts them. When an
organization faces a threat, it makes sense that
improving controls and coordination of organizational
action would be a top priority (Oundo, 2009).

4.3.5. Worse Health Condition

Employees who have been laid off must cope with
much uncertainty if they do not have adequate support
from their families and friends. Depression, tension, and
sleeping disorders are all linked to severe stress. It may
also trigger headaches, appetite swings, feelings of
worthlessness, and gastrointestinal issues. Since stress

and well-being are closely related, workers under much
stress are more likely to develop chronic health issues.

Moran et al. (2019) discovered that people under
moderate or high financial stress are more likely to
develop coronary heart disease (CHD). It is twice as
common in people under mild financial stress and three
times more likely to be found in people under severe
financial pressure. This finding suggests that financial
stress can affect the well-being of employees.

Employees who have been dismissed are not entitled
to any medical care. The situation becomes even worse
when the retrenched employee cannot pay for medical
care. According to a study by Barry (2008), job loss is a
unique life event with various adverse effects on
physical and mental health, including depression and
impaired psychosocial functioning. Mental health
results from a complex interplay of biological,
psychological, social, environmental, and economic
factors, while social environments include material,
behavioral, and psychosocial factors, all of which
significantly impact health. The potential adverse
effects of job loss on health may exacerbate the
individual's employability concerns. This can have
severe consequences for the public finances, as
deteriorating health in the workplace increases job loss
costs beyond measures of increased unemployment
insurance benefits and reduced tax and benefit
contributions (Kuhn et al., 2009). This is especially
important in light of the Covid-19 pandemic that will
significantly impact public healthcare and social
insurance costs. There was little to no evidence for
lowering physical health, such as BMI and blood
pressure. Still, there was plenty of evidence for mental
health issues, which corresponded to the effects on self-
perceived health. This is particularly evident in
increasing smoking, drug use, and anxiety/depression
drug use (Been et al., 2020).

5. Conclusion

This paper aims to review the experiences of several
employees on the subject of retrenchment. The novelty
of this paper lies in sharing experiences from the
retrenchment process and identifying issues and
challenges of retrenchment. The highlighted issues
include the process of retrenchment, employee
compensation, and criteria to retrench. Furthermore, the
challenges are unemployment, general survival, social
and psychological disorders, and less organizational
productivity. The finding suggests that when the
employers make mistakes that lead to unfair dismissal
proceedings, a complicated and lengthy court procedure
and often relatively high court favors the employees.
Employers must comply with the various requirements
and standards to ensure that the retraining exercise is
lawfully performed and not liable for unfair dismissal.
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