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Abstract
This study examines the deliberations of profesgitBA students when presented with a
dilemma that weighs the difference between commits® profit maximization against concerns
for fired workers who would need to seek a newdaling a recession. Using content analysis,
we categorize accounting, economic and ethicalgetlaationales that differ from the profit-
maximizing recommendation. Results also showtti@ge who make non-profit-maximizing

recommendations consider but ultimately rejecttudit-maximizing approach to layoffs.

Keywords: Behavioral Economics, Business Ethics, Contentysms Downsizing, Experimental

Economics, Layoffs, Profits, Recession, Self-Inder&lnemployment



2

The test of a first-rate intelligence is the alyilib hold two opposite and opposing ideas in the
mind at the same time, and still retain the abildgyfunction. . Scott Fitzgerald (1936)
1. Introduction

The assumption of self-interest is a centerpiéd¢beoeconomic analysis of behavior.
While self-interest has largely been judged in eohits explanatory power (with increasing
latitude for the specification of underlying prefaces), there is a growing literature on the self-
fulfilling nature of the theory of self-interesOf particular concern is evidence suggesting that
attitudes toward the appropriateness of self-isteccbehavior may be a byproduct of teaching or
indoctrination within the economics curriculum. Kdler (1999) and Ferraret al (2005)
emphasize, the issue is not so much that studeresge from economics training with an
understanding of how to make self-interested dewssibut rather that self-interest somehow takes
priority over alternative (social) consideration&his is especially a concern in firm-employee
relations, which are well understood to reflectbmtarket and social factors. Specifically, we
investigate the case of using layoffs or downsizogcrease profits. Layoffs do more than
decrease costs and increase profits because thaytianewly unemployed. Consequently, a
conflict exists between a manager’s satisfacticth wieeting economic criteria based on self
interest (maximizing shareholder value) versuscatturiteria regarding doing no harm to others
and/or whether layoffs even maximize total stakééolelfare in the utilitarian sense. Power and
Lundsten (2005) call this an example of a “balanu&d ethical challenge” in that it involves two
competing issues that need to be balanced.

[Insert Figure 1 about here]

Rubinstein (2006) examines the prioritizing offgeterest as a social norm, introducing a

case study, given in Figure 1, in which (undergead@nd PhD) economics students’ solutions to a

relatively straightforward profit maximization prein are contrasted with those of law, math and



philosophy undergraduates; MBA students; and reaofean Israeli business daily. Survey
respondents were provided with a case in which #neydentified as the vice president of a
company that employs 196 low-skilled workers witheast three year’s tenure with the firm.
Under hypothesized recessionary conditions, thepemyis still operating in the black but the
forecast for annual profits calls for a recommeimtadf the amount of workers to be retained (or
laid off). The forecast is presented either asbdetrelating the number retained/laid off to the
firm’s profits or a differentiable function relagirprofits to the number of workers retained. The
purpose of the case is to present the respondémévdilemma that weighs the difference between
commitments to profit maximization against concdordired workers who would need to seek a
new job during a recession. Rubinstein finds dtanomics students are much more likely to select
the “profit maximizing” solution, but do not do saclusively. He concludes that the study of
economics through mathematical exercises condaalsded to balance between conflicting
interests.

The choice variable for profit maximization in Roktein’s case is not output — as is
traditionally the case in textbook treatments —rather layoffs. Furthermore, these layoffs are to
take place amongst low-skilled but long-term empbsy/during a recession. Rubinstein is
agnostic regarding why the deviations from proféximization occur; likening the problem to the
following question asked of physics students: “Al tals from a 10 m tower — when will it hit the
ground?” He opines that PhD students in physiogla@vbave little difficulty in answering this
guestion nor would they disagree about the andwereconomics PhD students at Harvard (and
MIT) were in sharp disagreement about how to ansviet he regards as a technically equivalent
problem of employee retentidnYet it is well-known that during recessions tlaguatment of
wages and employment/layoffs within firms doesnediect “straightforward” profit maximization

(Bewley 1999). Rubinstein (2006: C8) similarly ops that MBA programs appear to be more
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successful in producing students with more balanéaas, but takes it no further. Indeed, he
explicitly avoids trying to interpret the non-priefnaximizing recommendations.

In this paper we examine the responses of prafieasMBA students to the Rubinstein
case. Professional MBAs conduct their studiesentilly employed. They are highly motivated;
generally sacrificing their weekends to attend<laghis particular program is operated by Tulane
University in Houston (the fourth largest city letUS). Many students are employed by
corporations in the Fortune 500. We are ablepba&te Rubinstein’s results; but more
importantly, we contextualize the answers becagspandents were asked not only to specify the
number of employees they would retain, but to aoklitlly provide a rationale for their answek.
priori we posit several potential categories that thevarscould fall into, including accounting,
economic and ethically-based rationales. The mesgpowere independently coded and subjected to
standard measures of inter-coder reliability. \Weable to characterize the priorities involved in
layoffs. In particular, there are economically atklically valid rationales for why one would lay
off less than the profit-maximizing number of emy@es, and an accounting rationale for why one
might actually lay off more. What we find is consas on what constitutes profit-maximization,
but significant differences in its prioritizatioognsistent with the epigraph from F. Scott Fitzigera

As in Rubinstein (2006), the responses were rearntivized (respondents were not afforded
payments in-line with their degree of profit maxaation); however, an advantage of our approach
is that we generate qualitative data that is noegaly produced under conditions of revealed
preference. Consequently, in contrast to the wagbrity of behavioral/experimental studies, we do
not have to hypothesize as to why non-economic-fmofit-maximizing) behavior occurs, as
respondents provide us with their rationale(s) awadave highly reliable measures of these
rationales. Another novel contribution is thamany cases the respondents identify those

rationales that they chose not to follow. Henoeddition to identifying respondents’ choices



among the set of layoffs, we also identify respansiechoice set in terms oétionales In
particular, we find that those who make non-proféaximizing recommendations consider but
ultimately reject the profit-maximizing approachléyoffs. By contrast, those who make profit-
maximizing recommendations are less likely to coasalternative rationales.

The paper proceeds as follows. In section 2 weent Rubinstein’s case and characterize
the MBA cohort that is studied. Data were collddi®m 103 professional MBAs over a period
of four years (2006-2009). In section 3 we idgndilternative rationales that stem from business
ethics and other functional areas of businessettion 4 we specify how these answers were
defined as coding categories, the characteristiosinindependent coders, and our measures of
inter-coder reliability. In section 5 we charaemrespondents’ answers to the case, in terms of
the number of employees retained/laid off, theoratle for their answer, and the prioritization of

rationales. The final section consists of brigidading remarks.

2. Layoffs during a Recession

The case the students were asked to address isigi¥égure 1, which is similar to
Rubinstein’s (2006) case with the exception thatiwaot identify the place of employment as an
exterminator. To our knowledge, none of the reglpoits was employed by an exterminator, but
many are in the employ of large corporations halangskilled workers with long histories of
employment. By omitting the specific mention ofetterminator our aim is to universalize the
example, making it personally relevant to the resiemts. Furthermore, many of the respondents
make layoff/dismissal decisions within their firmdathemselves are employed within a “rank and
fire” environment a la CEO Jack Welch'’s (2005) aalmerformance reviews at General Electric.
For respondents in 2006 and 2007 the questionyoffaduring a recession was indeed a

hypothetical, as the US economy was robust atitine the question was asked. We are therefore



also able to contrast the answers of these resptswdéth those who were in the midst of the
global financial crisis. One of the latter respents confided that the case was very close to the
decisions he/she was making about subordinatesr&ttivat particular week due to the recession.

The students averaged 6-7 years of work experi@mte a minimum of two years of
managerial experience) and 29 years of age. @eefiour years that the data were collected the
class was 42% female. Surveys of the economestiire suggest that the choices women make
are more socially-oriented and less individuallieoted relative to men (Eckel and Grossman
2008). Women are more concerned with equalizingiegs between the parties involved, while
men are more concerned with maximizing economicieficy (Croson and Gneezy 2009).
Consequently, we will test for gender differenaehie responses.

The students were presented with the case eaily thieir MBA program. They had
recently completed a pre-curriculum on accountiqu@ntitative skills and Excel; as well as their
first module, consisting of a course on manageniaio economics and another on leadership.
Calculus is not a prerequisite for the program;deethey were presented with Rubinstein’s

tabular form of the case.

3. Competing Solution Criteria and Coding of Answes
Those familiar with MBA students and their curtiom will recognize that although 96
layoffs leads to the maximum profits in Rubinsteinase, there are legitimate competing criteria
for addressing this case that stem from functitmiginess areas, some of which lead to alternative
answers. The purpose of this section is to prabest criteria that define the categories for cgdi
the respondents’ answers. The corresponding edicnt are given in Table 1.
[Insert Table 1 about here]

3.1 Ethics/Social responsibility



Ethical considerations are by far the most citéet@ative to profit maximization,
constituting 44% of the respondents’ non-profit-imaixing rationales. Rubinstein (2006, p.C8)
recognizes that for some respondents the caséhisd#y problematic” because it requires the
consideration of layoffs during a recession, wheeraployment is high. Moreover, the firm can
retain most (if not all) of its employees and makgrofit. From an ethical perspective the lowiskil
employees have been working for the company fteagt three years; this is an unusual amount of
loyalty for this labor segment. It appears thathses the firm nor the employees think of each othe
purely in terms of remuneration. Under these erstances, are these employees workers, or are
they assets? Given that the employees were, tnrpaponsible for the company’s success prior to
the recession; some respondents may argue thatithemoral responsibility to take care of them
during the recession. Layoffs deny both wageshkamefits to workers who can otherwise be
profitably employed. Moreover, the firm may wanthbaintain its good reputation as an employer.
Conversely, if the company does not maximize pgpfitmay not survive the recession.

3.2 Alternative economic rationales

Even though the employees were identified as loWesk it is conceivable that short-term
layoffs can result in a future loss of cost effiages because those hired once the recession abates
have less experience than current employees. Bheihg effect is almost universal; indeed, it has
been found to be present across diverse manufagtand service industries (Gottfredsziral
2008,The Economis?009). Learning/experience effects are one optimaary strategic reasons
for why firms deviate from short-term profit maxiation. For example, if learning effects are
significant, then a firm that retains more than phefit-maximizing amount of workers may have
a cost advantage relative to profit-maximizing cefitprs once the recession ends. In the
meantime, profits remain positive.

A second consideration is that the firm can renpagiitable over a range of layoffs, and
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the firm’s fixed costs are fairly large ($8 millijpnHence, it may be paramount to cover these
costs and this is accomplished over a range offayalbeit optimally at 96 layoffs). Thirdly,
lower-wage employees are often the ones that direderact with a firm’s clientele. This would
certainly be the case for Rubinstein’s extermirgatdk reduction in these experienced employees
could easily translate into a detrimental decr@aseistomer service, thereby adversely affecting
the bottom line. Overall, 10% cited alternativemamic criteria as their rationale, with 75% of
these laying off less than 96 workers.

3.3 Accountancy

Rubinstein (2006, p.C4) notes that 5% of his redpats lay off more than 96 workers.
He attributes these to transcription errors (ctidsestained but intended 144), typos and random
choice. He therefore decided to classify thesemiasions as errors and drop them from the
analysis. There is; however, an alternative imeggtion that is accountancy-based. Accounting
variables are generally expressed in per unit t€avesrages). Moreover, accountancy is the
language of business. Economists generally rep@iddiscipline as the foundation for the
functional areas of business, yet marginal/incraaleeasoning — a mainstay of economic
analysis — is not part of the accountant’s lexicondeed, marginal cost is rarely a topic found in
accountancy textbooks (Maital 1994). When the Rstiein case is analyzed in terms of profits
per employee, as is the case in the third coluntalé 1, it is clear that 65 workers (131 workers
laid off) maximize the profit per employee. In @iudy 5% again chose this outcome, with 89%
of these citing the profit per employee criteriowl gerforming calculations identical or similar to
those in the third column of table 1. Accordinghe do not drop these observations from our
study. The case of respondent error is addresssabisection 3.5.
3.4 Lower wages

Using survey data, Bewley (1999) finds that emetsyprefer layoffs to pay cuts and that



the reluctance to reduce wages stems from a desénecourage worker loyalty, which is
measured in terms of worker morale and not quittvhgn new job opportunities arise. Cutting
pay was not given as an option in this survey 3atof respondents suggested it. These
respondents all recommended less than the 96 &atfadt maximize profit.

3.5 Other rationales

For many MBA students, including those in thisdstuthe micro/managerial economics
course is their one and only exposure to technighiesonomic decision making at the firm level.
It is not surprising, then, that some respondee&soning reflects incorrect economic analysis.
Indeed, even professional economists are knowave Hifficulty applying basic economic
concepts such as opportunity cost (Ferraro andof 2405).

One of the basic tenets of microeconomics is teatsibns are made at the margin.
Hence, just as an accountant may transpose thénd&tdole 1 into a more familiar per-unit
measure, those who are newly exposed to margiaabneng may make the commensurate
marginal calculations. These marginal calculatiaresgiven in columns 4 and 5 of table 1.
Marginal profit per worker (column 4) is calculated increasing the number of workers from the
top of the table to the bottom of the table. Maagjiprofit per layoff (column 5) is calculated by
increasing the number of layoffs from the bottonthaf table to the top. In both cases profit is
maximized when the marginal profit is positive ahakest to zero, corresponding to 100 retained
(96 laid off). Yet if the marginal criterion isdorrectly implemented and a respondent instead
maximizes the marginal value, then either 50 warleee employed or 26-52 workers are laid off.
We found evidence of both errors. A total of 3%ha answers fell into the “Other” category,

meaning they could not be classified as belongingnie of the other categories in this section.

4. Coding of Answers
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The coding procedure consisted of a training eassnd a coding session. Two coders,
one male and one female, aged between 21 and 2&reeuited from the first year PhD students
at the authors’ institution. Both coders are raftinglish speakers. The coders had extensive
prior knowledge of accounting, business and ecoadenms including profits, profit
maximization, ethical concerns, marginal analysid average profits. They were told that the
hours they spent were counted as part of theiareBeassistant assignment. The instructions for
the training and coding sessions are available tl@rauthors.

We went over the case described in Figure 1 wighctiders step by step. They were told
that their assignment was to categorize the rdasrfar the retention strategy suggested in each
answer. The training session was intended to exfiie coding criteria and methodology. The
coders were neither expected nor required to ¢igesame coding. They should provide
independent and objective coding using their owst pglgment based on the coding criteria. For
each respondent, coders were asked to categoezattbnale among the following categories.

1. Profit/Shareholder value maximizatiofhis criterion is met if the profit-maximizing nurab
of layoffs (96) or workers retained (100) is suggdsand profit maximization is explicitly
used to justify the suggestion.

2. Ethical/Social responsibilityThis criterion is met if less than 96 layoffs wetuggested based
on concerns over the firm’s social responsibilityeputation; avoidance of layoffs during a
recession because of the potential effects on grapsoor employee/community morale; or
social welfare maximization.

3. Alternative economic rationaleThis criterion is met if less than 96 layoffs eauggested
based on considerations expressed in terms oé#naihg or experience curve/effect, faster
recovery of business once the recession is ov@gmrnuation of production so long as the

firm was covering (average) variable costs withaptimal layoffs.
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4. Accounting-based rationaleAnswers in this category usually involve an averbgsed
calculation such as profit per employee or prodit layoff. For example, the number of
workers retained (layoffs) that maximize the averpmpfit per employee is 65 (131).

5. Lower wages.Answer suggests pay cuts rather than layoffs.

6. Other.Answers in this category may suggest a numbeayaifts different from 96 based on
maximization of some marginal profit measures. stdategory also includes other outlier
answers that are not covered by the first fivegates. Coders were asked to briefly specify
the rationale in the “notes” column if this categaras chosen.

4.1 Training session

In the training session coders were provided witvogksheet in which total expected
profit, profit per worker, marginal profit per wark and marginal profit per layoff were presented
(as in Table 1). The worksheet was designedustithte the retention strategy based on various
considerations, such as profit maximization, avenagfit maximization (accounting rationale),
and marginal profit maximization (considered ag®eeous reasoning), to familiarize the coders
with the rationales referred to by respondents.

Coders were given 11 cases for practice. Thesplsarases, written by one of the authors
who taught the MBA course, were designed to beessgtative of the rationales that were to be
coded, and encompassed all the categories listaceali-or the readers’ convenience, the text
corresponding to the sample cases is given ingperaix, with the suggested rationales included
in italics in brackets. We discussed each practice casenn tt was reemphasized that the
discussion was not to establish consensus on sadbiaigto make clarifications on the coding criteria
and methodology. The training session lasted af@uninutes.

4.2 Coding session

The coding session followed immediately after tlagning session. Coders were provided



12
with hardcopies of 103 responses, and were askead® these responses independently at their
own pace. They were asked to record their codingeparate laptop computers. No respondent
identification information, such as names, was labé to the coders. Questions about coding
were handled in public so both coders were inforaisolt the questions and answers. For each
response, coders were told to record the numbeodiers retained and the number of workers to
be laid off, and put a check mark under the suggesttionale in an Excel spreadsheet on the
computer. They were asked to identify and recaorg the rationale(s) that were used to justify
the suggestion. If multiple suggestions were nibadg were asked to record each suggestion on a
separate line with the corresponding ration&dence, we have more observations (108) than
respondents (103) because some respondents gagelranrone answeil he coding session
lasted about 2 hours and 15 minutes.

4.3 Inter-coder reliability

Our data source is text. In order to be confidleat the rationales discovered are, indeed,
those found in the surveys a measure of inter-cadiability is required. An example of coding
economic text is Arce’s (2004) analysis of ethmahtent in managerial economics textbooks,
which uses percent agreement and Krippendorff'©42Q007) alphad() as measures of inter-
coder reliability. No measure of inter-coder rbiiy is reported in Bewley's (1999) survey of
executives’ decisions regarding wages and layaffsnd recessions. In coding part-time MBA
students’ responses to the question, “What etlcttallenges are you aware of in your business?”
Power and Lundsten (2005) resolved differences gnooders via discussion until a consensus in
coding in each instance of disagreement was reached

Percent agreement is a common measure of interceblbility. It should be regarded as
an upwardly-biased measure because it does natirsicioy agreement that would take place due

to random chance. By contrast, Krippendorff's (202007) alpha accounts for random chance
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and can be interpreted as the percent of interrcagleement above what can be expected by
chance. In order to calculate alpha one beginbgtructing a coincidence table (not to be
confused with a contingency table). Table 2 isdbi@cidence table for the coding of the
recommended number of employees retained. Eachination of coder entries for a given
respondent is counted as a pair of observatioms;ehef for a given respondent both coders record
a recommendation of 100, then the (100, 100) nekble 2 is increased by two. If the coders’
pairing for a particular respondent is (144, 170¢n the (144, 170) and (170, 144) entries in table
2 are both increased by 1 because the sourceagjrdsment is irrelevant.

[Insert Table 2 about here]

The observation; corresponds to the value of tiferow andj™ column in the coincidence
table. The termm; (n;) denotes the total number of observations irctheolumn ¢" row). Alpha
accounts for the difference between the observeabdeement and the disagreement that can be
expected by chance. We use Krippendorff's (200ntila for alpha for the case of nominal
(qualitative) data, two coders and no missing data:

_(n-1)=Z.0,-Z.n(n-1
A e T e

In contrast to statistical significance, thereasgenerally accepted cutoff value for alpha.
From a substantive viewpoint, values in the rarfg@®y7 to 0.80 are considered to be a grey area,
with the understanding that alpha is a conservastgnate of inter-coder reliability, and is
regarded as biased-downward. This bias is decrg@asithe number of categories; hence, it is
possible that minimal disagreement in a categotl binary responses can lead to a value of 0.67,
as will be discussed below.

The percentage agreement and measure of inter-caability for our study are given in

Table 3. For example, in coding the number of wmketained, the coders agreed 99.1% of the
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time. The alpha for this category is 0.984, meguivat the observed agreement is 98.4% above
chance. If percentage agreement is taken as ar bppnd measure of inter-coder reliability and
alpha is taken to be the lower bound, then thengpdan be regarded as valid. Note that0.67
for 100 workers retained is due to one observealgdeement between the coders about the
expressed rationale for 100 retained. Had thersaaigreed on this respondent’s rationale, then
the percent agreement would have been 100%onattl. This is why alpha is regarded as a
downward-biased measure of inter-coder reliabil®iven the values for inter-coder reliability,
we can be confident of our categorizations of regigots’ rationales.

[Insert Table 3 about here]

5. Findings

Our findings are summarized in Table 4, wherepitreentages are calculated for the
rationales over which inter-coder agreement exastghe corresponding respondent. The data
reveal very little disagreement about what con&gyrofit-maximizing behavior but significant
disagreement about whether profit-maximizing betwaig the appropriate criterion for deciding
the number of layoffs during a recession. Wherptiodit-maximizing number of employees
retained is recommended (100), 98.5% of the reggrsdnvoke the profit-maximization
rationale. Hence, just as physics students ae¢ylto agree on how gravity acts on a ball when it
is dropped, when respondents view the case thrtheglens of profit-maximization, they find the
profit maximizing solution. The issue is whetheofi-maximization is prioritized as the proper
rationale for employee retention during a recessi@ansequently, in addition to the data
presented in Table 4, we re-examined individugboases to determine whether any alternative
was considered (a la Fitzgerald’s epigraph). Téregntages of those within a category/rationale
of Table 4 who considered an alternative critefiotheir deliberations are given below.

[Insert Table 4 about here]
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For example, among those 17% who refer to ethit@ri@ as their primary rationale,
further examination of these responses reveal St explicitly acknowledge that they are not
profit maximizing. Similarly, of those 10% who @it alternative economic criteria, 58% of this
subset of respondents explicitly recognized they tliere not profit maximizing. As the
respondents were not prompted for a response ththerthe rationale for their decision, it is likely
that the percentage of both types of respondentsoohsidered but ultimately rejected the profit
maximization rationale is higher.

Are profit maximizers all that different? Of thoa#o laid off 96 workers — the economic
rational — Rubinstein speculates that the deseasiin of economic reasoning is due to its
mathematization. Similarly, Miller (1999) arguést the easiest way to avoid the tradeoffs
associated with non-self-interested behavior isawe them unarticulated. We found that only
26% of the profit-maximizers articulated that tlaeg facing an ethical dilemma. Again, this
figure is downward-biased because respondents evdyaequired to state the rationale they
chose for the number of workers retained.

[Insert Table 5 about here]

In Table 5 we use a linear regression model tostigate the determinants of the suggested
number of layoffs. The independent variables include the ration@léth the profit-maximizing
rationale as the omitted category), and the geadércohort variables. Th®hortvariable is
coded as 0, 1, 2, and 3 for the MBA cohorts 209, respectively. It is used to capture the time
trend of responses as the economy has furtheresdlipjio recession. Results show that this
empirical model explains a substantial fractiowvafiation in the suggested layoffs (adjusiéd
0.76). Compared to the profit-maximizing ration@le., the omitted category), each of the
ethical/social, alternative economic, and lower @gagationales is associated with significant

reduction in the suggested layoffs{ 0.01). The suggested layoffs do not differ gigantly
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between the accounting or other rationales angibiE-maximizing rationaleg > 0.10). We also
find that both the gender (female) and cohort \deis enter with negative signs. Although
statistically insignificantg > 0.10), these effects indicate that fewer layofése suggested by
women compared to by men, and as the economy fuslipped into recession. The gender effect
is directionally consistent with findings in théeliature (Eckel and Grossman, 2008; Croson and

Gneezy, 2009].

6. Conclusion

Rubinstein (2006) compares the responses of edoaa@tudents to those of non-
economics students and business professionalsaseain which respondents are asked to
recommend the number of layoffs within a firm dgrenrecession and finds that the non-
economists are much less likely to recommend thétpnaximizing number of layoffs. As such,
he suggests that the economics profession needsstmluate the use of mathematical exercises
which lead students to focus on the task of mavation rather than on real economic problems.
The MBA case method is posited as a means foriogeabn-mathematical awareness within the
economics curriculum.

To this we add that in addition to the differeimc¢éhe mathematical requirements for
graduate training in economics versus an MBA, &l true that PhD economists specialize
within their discipline whereas the MBA is, in largart, a broadening of perspective. Whereas
economics students are generally not exposeddmatives to self-interest, the purpose of the
MBA degree is to familiarize students with a braadge of disciplinary approaches to analysis
and decision making. Indeed, the AssociationtierAdvancement of Colleges and Schools of
Business (AACSB - International) mandates ethieahing for MBA graduates of its accredited

programs. Such training is meant to reintroduce nonmoneti@geoffs into MBAs' decision-
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making processes.

Once the issue of profit maximization moves beyth@dselection of output to that of
layoffs it appears that the quote by F. Scott [eitatyl that opened this paper applies. In particula
weighing layoffs versus profits involves tradedfiat require decision makers to address multiple
criteria: profits, ethics, employee welfare, anarfeng economies. A novel contribution of this
paper is not only do we identify the choice thap@ndents make regarding layoffs and the
rationale for this choice, but also the alternatattonales that respondents ultimately chosemot t
endorse. Clearly, such data are informative. Aded to recognize the complexities involved,
rather than reducing the problem to one of simpaximizing profit, is conspicuously absent in
the traditional economic theory of the firm.

This suggests several avenues for future researclisciplinary differences in prioritizing
rationales for determining the extent of layoffshan a firm during a recession. For example, a
behavioral/experimental approach that incentiviz@dits and layoffs in the case under study has
the potential to reveal whether or not incentivesaite a cross-disciplinary convergence across
layoff recommendations and rationales. A secosdess how awareness of the non-economic
issues involved in decision making can be primetthiwieconomists. For example, would
economists’ responses and rationales differ if tege first presented with the defining issues
test or implicit association test? Finally, ecomgisare well-versed in evaluating tradeoffs in
economic terms and so perhaps what is missingispportunity to practice articulating non-
economic criteria a la Gentile’s (2018)ving Voice to ValuesArticulating the rationales
identified in the present study helps to createran@ss as to when a theory of self-interest is not

in the decision maker’s self-interest.
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Appendix: Text from sample cases

1.

2.

The firm maximizes profits with 100 workers retadn@rofit maximizatioh

Milton Friedman says that the social responsibiityhe firm is to maximize profits. The
profit maximizing number of layoffs is 96. In timef recession; however, it would be
difficult for laid off workers to find a job. | wad lay off less than the profit maximizing
about, say, 52.Jocially responsible; states an understanding ofipmaximization but
recommendation is based on social responsibilitioreale]

The firm maximizes profits with 96 workers laid ofAll of these employees have been with
the firm for at least 3 years. If they are laifitben the firm will lose their experience and will
not be able to take advantage of its learning cutweould therefore retain all workers (zero
layoffs) and be in perfect position to steal madtere with my efficient workers when the
economy recoversAJternative economjc

The profit maximizing number of layoffs is 131;2hs where the firm has the greatest amount
of profit per worker. Accounting

This is an ethical dilemma in that raising profagguires increasing layoffs. | would retain all
the workers. This is the socially responsible ghim do. Ethicall

52 laid off is the highest profit per employe&cgounting

Firms profit maximize when marginal revenue equadsginal cost. This corresponds to the
profit maximizing level of output. If we look dteé diagram profit is maximized at 96 workers
laid off. [Profit maximizatioh

The firm is profit maximizing and economic decisscare made at the margin. The firm profit
maximizes with 52 workers laid offOther

Firms can produce so long as price exceeds avee@ble cost. This allows them to cover

fixed costs. The firm is making profits withouytdfs, so it is covering its fixed costs, and
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does not need to lay anyone offlternative economjc
10.The firm can earn profits without any layoffs. fking about its reputation is the ethical thing
to do. No layoffs. Ethicall
11.There are two ways to approach this problem. dffitm is thinking purely about profit
maximization then it should lay off 96 workers.the manager is thinking in terms of ethics,
then it should lay off fewer workers, probably $Pwo rationales: profit maximization and

ethical

Acknowledgements:We would like to thank Marshall Boswell, Harrishsinger, and the

Editor for fruitful comments.

Endnotes

! So were the MBA students at Tel Aviv UniversityRmbinstein’s study.

2 A few answers equate social responsibility withximézing profits, and others equate it with
less-than-profit-maximizing layoffs. Coders wesied to categorize the former as “profit
maximization” and the latter as “ethical.” Authonete: equating profit maximization with social
responsibility is consistent with Friedman (1970).

®There are 104 observations after the answers tlers disagreed on are dropped from the
analysis. These observations come from 100 MBAesits. Three students offered multiple
answers.

* A different test also shows that compared to memen are less likely to select the profit-
maximizing rationaleg{ > 0.10, one-side test of proportions) and mordyike select

ethical/social responsible rationafe< 0.10, one-side test of proportions).
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> Some of the largest gains in ethical developntemte come from moral education programs in
professional schools involving participants in tH’s and 30’s, showing more gains than

participants of school age (Rest 1988).
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Figure 1: The Case

Suppose that you run a company that, until recemg extremely profitable. As a
result of an existing recession, however, thereblegsn a significant drop in profits,

although your company is still making profits. ¥di96 non-permanemmployees are
low-skilled, but all of them have been with you &drleast 3 years. Your lowest-paid

worker earns at least double the minimum wage and gompany provides all its
employees the benefits required by law.

You will soon be
attending a meeting
of the management
to decide how many
employees to retain.
What is your
recommendation?
Justify your answer.

Table 1: Profits, Employees & Layoffs

Number of your 196 employees who will
continue to be employed.

Expected Annual
Profit ($millions)

0 (all workers laid off) -8
50 (146 workers laid off) 1
65 (131 workers laid off) 1.5
100(96 workers laid off) 2
144 (52 workers laid off) 1.6
170(26 workers laid off) 1
196 (no layoffs) 0.4

Source: Rubinstein (2006).




Table 1: Average and Marginal Analyses of the Case

. (1f) o _ 2) ] (3) (4) (5)
umber of your Xpecte , : : : .
employees who will Annual Profit Erofllt Per Margls\f;ll IT(roflt Marglnfll Prf?flt
continue to be employed. ($millions) mployee per YVorker peri-ayo
0 (all workers laid off) -8 -00 -9
50 (146 workers laid off) 1 0.020 0.180 -0.033
65 (131 workers laid off) 1.5 0.023 0.033 -0.014
100 (96 workers laid off) 2 0.020 0.014 0.009
144 (52 workers laid off) 1.6 0.011 -0.009 0.023
170 (26 workers laid off) 1 0.005 -0.023 0.023
196 (no layoffs) 0.4 0.002 -0.230




Table 2: Coincidence Table for Coding of Number o¥Workers Retained

Coder 2

Coder 1 100 196 144 170 50 65 n
100 146 146
196 36 36
144 28 1 29
170 1 6 7
50 2 2
65 10 10
Ne 146 36 29 7 2 10 230




Table 3: Inter-Coder Reliability

Coding Category
Respondent’s Rationale When # Retained is:
Number More than
Retained 100 10G° 65 50
(62%) (33%) (5%) | (< 1%)
Percent of Inter-Coder 99 1 98 5 983 100 100
Agreement
Alpha (a) x 100
(Percent of agreement 98.4 66.7 91.5 100 100
that is above chance)

& The values for each individual category within trdage are available from the authors.



Table 4: Priorities

Employees

Rationale for Number of Employees Retained

(2% 98.5% 0 1.5% 0 0 0 100%
A 0 52% 27% 6% 6% 9% 100%
) 0 0 0 89% 11% 0 100%
(< 1%) 0 0 0 0 0 100% 100%
Total 61% 17% 10% 6% 3% 3% 100%




Table 5: Determinants of Suggested Layoffs (OLS)

Independent Coefficients
variables (Standard errors)
ethical/social -77.59%**
(5.593)
alternative
economic -67.78***
(7.039)
accounting 8.560
(8.194)
lower wages -905.85***
(11.41)
other rationale -9.152
(8.995)
female -1.510
(3.921)
cohort -0.305
(1.925)
Constant 96.97***
(3.679)
Observations 104
Adjusted R 0.76

The dependent variable is the suggested numbayoffs.
* - significant at the 10% level

** _ significant at the 5% level

*** _ gignificant at the 1% level



