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ACNIevVIng a Lompetutive Yage otructure

CASE STUDY 7-1 In March 2007, the second largest
retail consumer electronics company, Circuit City,
announced a plan to terminate 3,400 employees
out of an in-store work force of 40,000 (nine percent)
in order to cut labor costs. The company stated the
dismissals had nothing to do with individual employ-
ees’ job performance but rather were simply designed
to replace workers earning top pay rates with new
employees who would be hired for less to do the
same job. A terminated employee stated in an inter-
view that he was told any employee who earned
more than 51 cents above the pay rate established
for their job at their store’s location would be subject
to termination. Terminated employees could reapply
for any available positions after ten weeks. The ter-
minations, along with other cost cutting actions,
are expected to save the company $110 million in fis-
cal year 2008 and $140 million per year starting in
fiscal 2009. Management believes the plan will en-
able Circuit City to compete better with rival firms
such as Best Buy and RadioShack. Circuit City
reported sales fell 4.3 percent in the quarter ending
May 31, 2007, and sales at stores open at least one
year fell 5.6 percent during the same time period.

A Change in the Medlcal Insuranée Plan

CASE STUDY 7-2 The employer designs, installs,
and maintains private telephone systems for cus-
tomers. Employees in the bargaining unit have
been represented for many years by the union.
The parties’ current collective bargaining agree-
ment provides for the following medical insurance
benefits:

“basic medical benefits covering reasonable
and customary charges; and major medical benefits
with an unlimited maximum benefit; a dental bene-
fit plan; and long-term disability benefits. These
benefits are described by the specific insurance con-
tracts to be filed with the Union’s district office.”

The company had been experiencing declining
profits for several months attributed to a general
economic recession and the loss of a major client.
In June, the management team reviewed the current
situation and forecast for the firm’s short-term fu-
ture and decided to adopt a strategy of cutting op-
erating costs. As part of this strategy, the three top

Questions

1. Discuss your opinion regarding the merits of
Circuit City’s labor cost-cutting strategy.
How might the strategy affect the following
competitive issues: ability to cut prices on
goods sold, customer service, and recruit-
ment and retention of retail employees?

2. Circuit City employees are not represented
by a labor organization and have no
collective bargaining contract specifying
terms and conditions of employment. How
might Circuit City’s labor cost-cutting
strategy be affected if its retail employees
were union members in a bargaining unit
covered by an existing labor agreement?

SOURCE: Ylan Q. Mui, “Circuit City Cuts 3,400 ‘Overpaid’ Workers,” The
Washington Post, March 29, 2007, p. D-1; Doug Desjardins, “Circuit City
Re-Org Results in 3,400 Layoffs,” Retailing Today, 46 (5), April 9, 2007,
p. 3; and “Circuit City's Harsh Layoffs Give Glimpse of a New World,"
USA Today, April 3, 2007, p. A14.

managers of the firm, who were also its own-
ers, agreed to eliminate their salaries and lay
off two members of the administrative staff.
The company’s principal source of capital
funding was a loan arrangement with a local
bank, which permitted the company to borrow
up to 80 percent of the value of current
accounts receivable. Whenever a customer
paid a bill for which the receivables had been
pledged to the bank as collateral for the loan,
the payment had to be applied to reduce the
amount of the outstanding loan. When new
business was obtained, providing additional
accounts receivables, the company could pledge
these receivables to the bank and obtain addi-
tional loan capital to continue operations. The
company’s current loan was due to expire on Sep-
tember 1, and because of the company’s current fi-
nancial problems, the bank informed the company
managers that the current loan must be fully paid
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