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downsizing-financial
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Introduction: Downsizing, and the mass layo� upheavals that ensue, has been

euphemistically referred to as a short-term pain, long-term gain strategy. But is

that so? Do its financial outcomes over time justify the short-run harm? And, to

what extent has its adoption been driven by economic or social rationales over

time?

Methods: To examine these questions, we conducted the most comprehensive

meta-analysis on downsizing-financial performance relationships to date,

summarizing a total of 905 e�ect sizes. Using a newmeta-analyticmethodmulti-

level longitudinal meta-analysis (MLLMA) we analyze temporal dimensions of

these relationships.

Results: Results for downsizing adoption suggest shifting rationales over time,

from a defensive response to decline in the 1980s, to a socially legitimate

management convention in the 1990s, and back to a defensive response in the

2000s. Short-run market outcomes mirror these shifting rationales, with more

negative reactions to defensive downsizing. Across a diverse range of lead/lag

times and moderators, we find many negative and heterogeneous performance

outcomes. Most importantly, little long-term gain is found.

Discussion: Our MLLMA helps to address prior criticisms on the lack of

temporality in extant downsizing research, while many equivocal relationships,

despite almost 40 years of downsizing research, illustrate that considerable

avenues for future research remain.
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Introduction

Downsizing, the intentional reduction of a firm’s workforce to improve future financial

performance (Datta et al., 2010), is a ubiquitous cost-reduction strategy adopted by

countless firms. Its resultant layoffs often make headlines and can number in the tens of

thousands, whether they be result of collapsing commodity prices (Cattaneo, 2016), global

restructuring in some of the largest multi-national enterprises (Riley and Horowitz, 2019),

or the global coronavirus pandemic—where they numbered in the hundreds of millions

(McKeever, 2020). Layoffs generate detrimental economic and/or psychological outcomes

for affected employees—which include not only those who lose their jobs, but also those

who remain (Kets de Vries and Balazs, 1997). Most dire is the decreased life expectancy,

such as through suicide (Milner et al., 2014), estimated at an overall 1.5-year reduction

for those laid off at 40 (Sullivan and Von Wachter, 2009). The ongoing prevalence of

downsizing, despite detrimental outcomes for affected employees, typify it as a necessary

evil in today’s organizations (Molinsky and Margolis, 2005), whereby downsizing’s
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short-run harm is deemed necessary for the greater good of the firm

long term. As such, downsizing has been referred to as a short-term

pain, long-term gain strategy in research (e.g., Cascio et al., 1997)

and euphemistically in practice.

But what greater good is offered? Is it a financial gain,

whereby downsizing’s long-run outcomes justify the short-run

harm to employees? Or is it simply a mitigation of financial losses

in the face of decline? There is considerable controversy over

downsizing’s ability to achieve firms’ financial objectives (Cascio,

1993; Datta and Basuil, 2015). Ostensibly, downsizing adoption

is driven by economic factors, particularly a means of avoiding

complete firm failure, where all employees would lose their jobs

instead of just an unfortunate few. However, this can be simply

a palatable justification as downsizing can be driven by not only

economic factors, but also by social ones such as taken-for-granted

managerial beliefs (McKinley et al., 2000) or the socially endorsed

legitimacy that comes with complying to standard management

practices (Budros, 1997). For example, Pfeffer described the 120,000

plus people that the tech industry laid off (e.g., Amazon, Meta,

and Google) in 2022–2023 as being due to “imitative behavior”

instead of financial reasons (De Witte, 2022). Consequently, how

downsizing is perceived and the acceptability of these social factors

can change (e.g., the Overton Window), just as the stock market’s

reaction to firms’ downsizing announcements are reflective of

prevailing market beliefs at any point in time.

Questionable financial outcomes and the possibility of

changing social ormarket beliefs over time raises several temporally

grounded research questions. Over time, to what extent has

downsizing adoption been driven by economic or social rationales?

Has the market’s reaction to downsizing changed? And do the long-

run financial outcomes of downsizing generally justify the short-

run harm? To examine these temporal questions, we conducted

the most comprehensive meta-analysis on downsizing-financial

performance relationships to date using a newmethod calledmulti-

level longitudinal meta-analysis.

Multi-level longitudinal meta-analysis: the
rationale

Our decision to meta-analytically review this literature was

motivated by several factors. First, downsizing’s pervasiveness

in practice and the controversy surrounding it has generated a

considerable research corpus over the better part of four decades

(Datta et al., 2010). Second, there is little consensus as to the overall

strength and direction of financial performance’s relationship with

downsizing, despite several literature reviews over the years (e.g.,

Cascio, 1993; Datta et al., 2010; Gandolfi and Hansson, 2011; Datta

and Basuil, 2015). These reviews need to be refreshed (Cooper,

2015), with more recent research available. Third, existing meta-

analyses (Capelle-Blanchard and Couderc, 2007; Allouche et al.,

2008) primarily focus upon the stock market’s immediate (∼1

day) reactions to downsizing announcements, while other lead/lag

times and types of financial performance have yet to be examined.

Likewise, existing meta-analyses in the related field of employee

turnover tend not to distinguish firm-initiated downsizing from

other types of voluntary or involuntary turnover with cause (e.g.,

Hancock et al., 2017) and we are unaware of any prior meta-

analyses examining the determinants of downsizing, aside from

Park and Shaw (2013). However, their Reduction-In-Force (RIF)

analyses was a small subset of their overall investigation into

turnover and can be considered tangential, being based on only

11 correlates (∼1% of the present investigation). Fourth, many

downsizing studies construct panel datasets from large samples of

secondary data that contain longitudinal findings advantageous to

further temporal examination.

Lastly, efforts to meta-analyze the temporal aspects of

downsizing-financial performance relationships have historically

been hampered by two factors. First, there is the lack of reported

intercorrelations across financial performancemeasures at different

points in time within the body of research. Second, there is the

assumption of independent effects required in traditional meta-

analytic methods. The former violates boundary conditions for

methods traditionally used to assess temporality or casual paths,

such as meta-analytic structural equation modeling (MASEM) or

cross-lagged designs (Bergh et al., 2016), while the latter requires

calculating single composite effect size per study (Steel et al., 2021),

which removes much of the temporal detail available in any given

study (Mitchell and James, 2001).

Fortunately, recent developments in multi-level techniques

have improved longitudinal meta-analysis and a method now exists

that allows the coding of repeated measures at different points in

time from within a single study (Gucciardi et al., 2021), which

we refer to as multi-level longitudinal meta-analysis (MLLMA).

MLLMA accounts for variance in effect sizes both within and

between studies with an accuracy similar to multivariate meta-

analysis (Van den Noortgate et al., 2013). Although bivariate in

nature, this method leverages the fundamental principle that causal

relationships require the first variable to precede the other in time.

Due to time’s arrow, what happens after cannot cause what happens

before, thus enabling a more rigorous meta-analytic examination

of temporal dimensions within a body of research (Bullock et al.,

1994). MLLMA allows us to assess financial performance lead (lag)

times before (after) downsizing and the historical context within

which these relationships occur, thus aligning with our research

questions. This new technique enabled us to meta-analyze almost

a thousand effect sizes.

Our MLLMA helps to address prior criticisms on the lack

of temporality in extant downsizing research. It challenges the

short-term pain/long-term gain perspective of downsizing and

questions whether the greater good of downsizing in the long

run can ever be known, particularly when downsizing is adopted

to mitigate a firm’s losses and not in pursuit of an absolute

financial gain. In the sections that follow, we outline two of

the dominant theoretical perspectives in research on downsizing-

financial performance relationships and present our MLLMA

methodology. After presenting our results, we highlight knowledge

gaps and offer directions for future research.

The institutional perspective on downsizing

Many theories have been used to explain the relationships

between downsizing and financial performance, or vice-versa
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(McKinley et al., 2000). Much of this research tends to fall within

one of two primary domains: an institutional perspective or

an economic perspective. The institutional perspective proposes

that managers adopt downsizing strategies to gain the social

legitimacy that comes with mimicking others under conditions

of uncertainty or conforming to standard management practice

(DiMaggio and Powell, 1983). Downsizing became a standard

management practice with the proliferation of downsizing across

many firms in the 1990’s (Budros, 1997). The strategy now

possesses a taken-for-granted quality, whereby managers often

believe downsizing is effective because this dominant perception

has become reified and socially reinforced over time (McKinley

et al., 2000).

Historical context and adoption of downsizing
strategies

Under the institutional perspective, the historical context

within which downsizing occurs will influence the relationship

between prior financial performance and adoption of downsizing.

In the 1980’s, downsizing was in its infancy and synonymous with

decline (Freeman and Cameron, 1993). It did not garner the social

legitimacy it holds today, signaled serious economic trouble at the

firm (Budros, 2002; Hyman, 2018), and was often viewed with

disrepute by stakeholders (Ahmadjian and Robinson, 2001). As

such, we expect:

Hypothesis 1: Prior financial performance and the adoption of

downsizing should be significantly and negatively related in the

historical context of 1980’s.

In the 1990’s, downsizing lost its stigma and was no longer

primarily a response to decline. The elimination of existing labor

was seen as a legitimate way of increasing short-run profits

(Dencker, 2012), and its adoption became more widespread

across many firms, regardless of their prior level of financial

performance (Budros, 1997; McKinley et al., 2000; Hyman,

2018). Management consulting firms, exemplified by McKinsey,

emphasized “reengineering” and “overhead value analysis,” which

were widely adopted and inevitably led to downsizing (Hyman,

2018; Markovits, 2020). Consequently, this decade is generally

referred to as the downsizing era (Datta et al., 2010), with a

widely held view of firms as having to be lean and mean at

the time (Budros, 2002). Even individual downsizing enthusiasts,

exemplified by Al “Chainsaw” Dunlap, were often celebrated

(Byrne, 1999). As such, we expect:

Hypothesis 2: Prior financial performance and the adoption of

downsizing should not be significantly or substantively related in

the historical context of 1990’s.

In the historical context of this millennium, there is

considerably less theorizing and research on the influence of social

beliefs upon downsizing adoption. Downsizing is now widespread

and retains its status as a legitimate management practice, yet its

risks and uncertain outcomes are also better known. Downsizing

is fraught with reputational concerns (Schulz and Johann, 2018)

and there is plenty of mixed evidence on downsizing’s effectiveness

(Datta and Basuil, 2015), including increased risk of bankruptcy

(Zorn et al., 2017). Reputational risks and questionable effectiveness

suggest that downsizing’s legitimacy has waned over time. If

so, firms in recent decades will be more reluctant to downsize

without a legitimate economic rationale, such as a prior decline in

performance. As such, we expect:

Hypothesis 3: Prior financial performance and the adoption of

downsizing should be significantly and negatively related in the

historical context of the 2000’s.

Historical context and market reactions to
downsizing

An institutional perspective also proposes that stock market

reactions to downsizing will reflect of prevailing beliefs held by

the market at the time the downsizing announcement is made.

The market’s beliefs about downsizing effectiveness in general will

influence, inter alia, its expectation of future performance in any

given firm. Chatrath et al. (1995) foundmore negative stock market

reactions to downsizing announcements in the 1980’s, while they

were more positive in the 1990’s. We expect to replicate this finding

in the extant body of research.

In the historical context of this millennium, there is

less institutional research on changing stock market reactions

to downsizing announcements, with a few noticeable but

contradictory exceptions (Cascio et al., 2021; Shin et al., 2022).

In particular, Shin et al. (2022) found that the 2000’s marked

a notable shift in market reactions—toward more stakeholder

capitalism and less shareholder capitalism. Because downsizing

prioritizes shareholders’ interests over employees’ interests, this

recent shift toward stakeholder capitalism might suggest that the

market responds less favorably to downsizing in recent years.

Therefore, we expect:

Hypothesis 4: The association between downsizing and market

performance reactions in the historical context of the 1980’s and the

2000’s are more negative than that of the 1990’s.

The economic perspective of downsizing

The economic perspective of downsizing primarily argues

that downsizing reduces compensation costs, which increases

a firm’s financial performance when human resources are

utilized more efficiently (Cascio, 1993; Pfeffer, 1998). Under the

economic perspective, firms adopt defensive downsizing strategies

as a reactive response to performance decline (Freeman and

Cameron, 1993), while those not facing decline may adopt

an offensive downsizing strategy to enhance current levels of

financial performance (Lee, 1997). Firm financial performance is

typically divided into two major groups: accounting and marketing

(Richard et al., 2009; Datta et al., 2010). Accounting measures

are derived from a firm’s financial statements and focus on

historical performance. These include Return on Assets, Equity,

or Investment and Net Profit Margin. Marketing measures are

derived from the stock market and consequently are forward

looking, indicating expected performance. These include Market

Capitalization, Price-Earning Ratio, Dividend Yield and Total

Shareholder Return.

When faced with a decline in accounting performance, firms

often focus upon cost-reduction strategies like downsizing, more

so than revenue-enhancing strategies, because a firm’s future costs
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are more predictable that its future revenues (Cascio, 1993). When

faced with poor market performance, stock market pressures

and investors’ earning expectations can provoke adoption of

a downsizing strategy in firms (Jung et al., 2015; Schulz and

Wiersema, 2018). In turn, the market uses firms’ downsizing

announcements as a signal of future firm performance—evaluating

them in the context of prior performance to modify its subsequent

valuation of a firm (Worrell et al., 1991; Lee, 1997).

Lead time to adoption of downsizing
Lead time to adoption of a downsizing strategy is typically

assessed relative to the onset of performance decline, yet there is

a paucity of downsizing research on how long it takes for a prior

decline to impact adoption of the strategy. A few have argued

that downsizing is a quick, automatic reaction to short-run market

decline (Morrow et al., 2004)—characterizing it as being a short-

sighted strategy (Bruton et al., 1996; Gandolfi and Littler, 2012),

where decision-makers in firms choose actions that have immediate

results visible to the market and with less concern for long-run

outcomes (Huy, 2001). Although some firms are likely to downsize

quickly, we do not expect this to be the prevailing meta-analytic

trend, as market prices regularly rise and fall, while adoption of

downsizing remains a comparatively infrequent firm event. As

such, we expect:

Hypothesis 5: Prior market performance and adoption of a

downsizing strategy is non-significant or negligibly related when

the lead time is short.

In contrast to the quick reflexive view of downsizing, research

in the related field of retrenchment strategies illustrates how

downsizing can be a last resort strategy—with long lead times to

downsizing adoption. It can take a considerable amount of time for

a firm’s top management team to even perceive a decline, let alone

respond to it (Trahms et al., 2013). The presence of overly positive

illusions such as hubris, unrealistic optimism, and other self-

enhancing biases amongst senior managers can inhibit perceptions

of performance decline at its initial onset (Taylor and Brown, 1988;

Hiller and Hambrick, 2005). Once a decline is perceived, the threat

it poses can generate considerable stress (Staw et al., 1981), which

simultaneously increases managers’ information search activities,

decreases their information overload threshold, and tightens their

need for managerial control. These factors contribute to inertia or

rigidity in firms facing decline (Staw et al., 1981; Barbero et al.,

2017), thus increasing the lead time to a defensive action. As such,

we expect:

Hypothesis 6: Prior market performance and the adoption of a

downsizing strategy should be significantly and negatively related

when the lead time is long.

Time lags to downsizing’s market performance
outcomes

Considerable research exists on the stock market’s reactions at

the time of a public downsizing announcement. Several studies

have found negative stock reactions to downsizing announcements

at the time immediately surrounding the event (e.g., Lee, 1997),

while others have found a positive relationship (e.g., Chalos and

Chen, 2002). The strength and direction of the stock market’s

reaction immediately following a downsizing announcement can

also vary based on the firm’s performance prior to downsizing. If a

firm is already facing a performance decline, an announcement of

downsizing further confirms that the firm is facing difficulties and

the market is likely to react negatively (Palmon et al., 1997; Franz

et al., 1998). For firms not already facing a decline in performance, a

downsizing announcement can signal reorganization or efficiency-

seeking, which can result in a positive market response (Franz

et al., 1998; Chalos and Chen, 2002). Given that prior meta-analyses

on 1 day stock returns find generally negative market responses

(Capelle-Blanchard and Couderc, 2007; Allouche et al., 2008), we

expect to replicate the short-term pain of downsizing via an overall

significant, negative association with a firm’s market performance

at the time of a downsizing announcement. However, we also

expect this association to vary based on the firm’s prior level of

performance, whereby downsizing that is defensive has a significant,

negative association with immediate stock market reactions, while

offensive downsizing has a positive association. Consequently:

Hypothesis 7: Negative stock market reactions to a firm’s

downsizing announcement should be moderated by whether the

downsizing is perceived to be defensive or offensive.

Time lags to downsizing’s accounting
performance outcomes

The economic perspective tends to focus upon downsizing’s

compensation cost savings, while the direct costs of downsizing

in the short run, such as severance pay or benefits extensions, are

often underestimated (Gandolfi and Hansson, 2011). Identifying

which employees to remove and which to retain is a difficult

task and potentially fraught with biases (Kalev, 2014). Removing

too many or the wrong employees can disrupt existing routines

(Brauer and Laamanen, 2014), further deplete a firm’s stock of

resources (Hambrick and D’Aveni, 1988), and hurt employee

productivity and morale (Armstrong-Stassen, 2002)—all of which

suggest negative post-downsizing performance in the short-term.

Although some downsizing strategies will inevitably succeed and

others will fail, we expect the general meta-analytic trend to align

with the short-term pain perspective of downsizing in extant

research, specifically:

Hypothesis 8: Accounting performance and the adoption of a

downsizing strategy is significantly and negatively related in the

short term.

Longer-term, the relationship between downsizing and post-

downsizing accounting performance becomes more uncertain,

with many equivocal results across studies to date (Datta et al.,

2010). The economic argument tends to view employees as a

cost to be minimized and not a source of value creation and

competitive advantage (Pfeffer, 1994). Emphasizing costs may

fail to consider productivity losses amongst those who remain

(Greenhalgh et al., 1988; De Meuse et al., 1994), a reduction in

a firm’s total compensation rate does not necessarily equate to

the same reduction in total labor cost (Pfeffer, 1998). Even if

productivity gains are achieved, doing too much with too few

people is not sustainable in the long run. Overworked employees

may experience burnout (Harney et al., 2018), while turnover

amongst remaining employees may increase (Trevor and Nyberg,
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2008). The economic perspective also tends to assume that firms

have and will have human resource slack (i.e., excess or inefficient

employees), which may or may not be the case. Removing HR

slack can lower costs, generate efficiencies, and create a refocused

firm (Love and Nohria, 2005), but HR slack is also needed for

a firm to adapt to changing conditions and innovate, while still

executing existing work (March, 1991; Lecuona and Reitzig, 2014).

These direct and indirect costs of downsizing in the long run

could counteract any financial performance improvement. With

conflicting theoretical arguments and equivocal empirical evidence

in prior literature reviews, we question the long-run gain of

downsizing and expect:

Hypothesis 9: Accounting performance and the adoption of a

downsizing strategy is non-significant or negligibly related in the

long term.

Methodology

Transparency and openness

All search syntax, article list, meta-analytic data and associated

statistical scripts are kept in anOpen Science repository (https://osf.

io/6x2br/?view_only=00614954cf8b49138bd39b185b091a51), with

specific links to subsections in our Data Transparency Appendix.

Data were analyzed using R, version 4.2.0 (R Core Team, 2022).

This study’s design and its analysis were not preregistered.

Literature search and inclusion criteria

Published literature was broadly searched (see Data

Transparency Appendix 1), yielding 8,010 potential sources

that were imported into the HubMeta (Steel et al., 2023) online

platform. Reference sections in prior literature reviews, related

meta-analyses, and subsequently coded articles were also searched,

yielding an additional 55 sources. After removing duplicates,

6,088 sources remained for further review (see Data Transparency

Appendix 2). Four initial inclusion criteria were applied, two

for downsizing (downsizing had to be specific to employment

and a focus of the study) and two for firm performance (firm

performance outcomes had to be financial and measured at

firm/establishment level). After this title and abstract screening

process, 530 sources remained for full-text screening. Full-text

screening applied six additional inclusion criteria. First, the articles

had to include quantitative data. Second, the operationalization

of the downsizing measure in the study had to isolate involuntary

layoffs without cause. Studies that explicitly included voluntary

turnover, involuntary turnover with cause, or aggregate measures

of total/collective turnover within the downsizing measure were

excluded. Third, studies with subjective measures of perceived

firm performance were excluded due to their reliance upon

retrospective views of downsizing, which can vary greatly in their

temporal aspects, thus creating validity concerns. Fourth, studies

specific to CEO departures were not deemed to be downsizing

strategies and were excluded. Fifth, to ensure a sufficiently large

sample size, the number of firms in any given study had to exceed

10 (Jenkins and Quintana-Ascencio, 2020). Sixth, quantitative

studies reporting only beta coefficients or threshold significance

levels were excluded due to a lack of information from which

a univariate correlation could be coded. Application of these

inclusion criteria yielded 114 sources for subsequent coding (see

Data Transparency Appendix 3).

Correlation coding procedures
If a study reported a correlation matrix, the zero-order

correlation between the variables of interest was captured. In the

absence of a correlation matrix, descriptive statistics were used to

calculate a correlation using the online meta-analytic calculator by

Wilson (2023). Coding of sample sizes was based on the number

of firms, which is the unit of measurement most commonly used

in this body of research. All zero-order correlations were coded

twice, with any discrepancies between the two sets of coding

resolved by referring to the original source document. Financial

performance coding captured each financial performance measure

by its lead/lag time relative to downsizing, as reported in the

source study. This coding was then synthesized into higher-order

constructs by type of financial performance with similar lead/lag

times. For example, accounting performance lead times included:

accounting performance <1 year prior, accounting performance 1

to <2 years prior, and accounting performance 2 or more years

prior to downsizing. Lag times after downsizing were categorized

similarly. Constructs for market performance adopted additional

temporal categories, due to the availability of daily returns, which

ranged from stock returns at days 0, 1, 2–5, 6–10, 11–29, days 30–

364, 1 to<2 years, and 2 ormore years pre-/post-downsizing. These

coding procedures resulted in a total of 905 recorded correlations

for the 114 articles.

Moderator coding procedures
The moderating influence of different types of financial

performance, i.e., accounting vs. market performance, and different

lead/lag times were inherent to the chosen meta-analytic coding

structure. Additional coded moderators included: the historical

context of the study, within- vs. between-firm effects, and

whether downsizing was offensive or defensive to a prior

performance decline. Historical context of the study was coded

using the mean year of the study’s sampling period, which was

then categorized as either the 1980’s, 1990’s, or 2000’s. While

some samples inevitably crossed more than one decade, the

average range of sampling periods in our study was 6 years,

meaning a 10-year span reasonably captures changes across

different historical contexts. Correlations that represented within-

firm effects (those sampling only downsizing firms to examine

performance declines/improvements within downsizing firms)

were coded and distinguished from correlations that represented

between-firm effects (those sampling both downsizing and non-

downsizing firms to compare levels of performance between firms

who downsize and those who do not). There is also no standard

measure for offensive or defensive downsizing, with existing studies

often relying upon qualitative coding of text in press releases

to assess firms’ downsizing motives. Taking a content validation

approach, the first author qualitatively coded any downsizing

motives reported in extant studies into defensive or offensive
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downsizing categories, which were then double coded by the second

author. Any discrepancies between the two sets of codes were

discussed until a consensus was reached (see Data Transparency

Appendix 4). The complete measurement structure, comprising of

357 variables (e.g., Profit Margin) organized into two three-level

hierarchies, are provided in the first tab (i.e., Dictionary) of the data

file (see Data Transparency Appendix 5).

Meta-analytic procedures
To account for our coding of repeated measures in the same

study, we adopted the multilevel meta-analytic modeling approach

of Gucciardi et al. (2021). All HubMeta coding was exported to a

data file and segmented into two datasets (see Data Transparency

Appendix 5)—one for within-firm samples and the other for

between-firm samples to avoid confounding these two different

effects (Certo et al., 2017). The two datasets were then divided

further into before and after downsizing segments, reflecting

lead and lag times accordingly. Effect sizes with lead/lag times

immediately surrounding and/or simultaneous to the downsizing

measure were deemed to be at the time downsizing and analyzed

separately. Immediate lead/lag times were defined as −1 day

through to +1 day in studies reporting daily stock market

data, and <1 year (+/-) in the remaining studies. In total, this

process created six overall meta-analytic effects—before/at/after

downsizing within-firms and before/at/after downsizing between

firms. For each of the six meta-analytic effects, an overall pooled

effect was first calculated in R using a REML model, followed

by an assessment of the moderating effect of historical context

and lead/lag times (see Data Transparency Appendix 6). Because

the focal body of research relied upon secondary data from firm

financial reporting or press releases, when Cronbach’s alpha was

not reported it was estimated at 1.0 (i.e., financial data is typically

reported without error).

In addition to the conventional credibility interval, Q-statistic,

and overall heterogeneity (I2) calculations, both within-study

(I2W) and between-study (I2B) heterogeneity were calculated. A

considerable percentage of the total heterogeneity in the results that

follow is accounted for by the variance both within and between

coded studies. Tests comparing the fit of the multi-level models

against models where the within/between study variance was

constrained at zero lent support for our chosen multi-level meta-

analytic approach (Gucciardi et al., 2021). Within- and between-

source variances were tested for their level of significance, as

was the fit of the multi-level model over that of a model with

sampling variance alone. The effect of outliers was evaluated via

both residuals exceeding three standard deviations and Cook’s

distance >3 times the mean. Results that follow appear robust to

outliers, with effects changing by no more than (+/-) 0.02 when

outliers were removed (see Data Transparency Appendix 7).

A multi-faceted approach was adopted to assess publication

bias, as the “usefulness of the other methods or approaches for

[assessing publication bias in] meta-analysis involving dependent

effects currently remains unknown” (Gucciardi et al., 2021,

p. 13). Publication bias was assessed using moderator tests,

specifically whether publication status and sample size moderated

relationships, a multi-level version of Egger’s symmetry test T
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(Fernández-Castilla et al., 2021), and visual inspection of funnel

plots. Published vs. unpublished status did not moderate any of

the reported effects, lending initial support for a lack of publication

bias. Sample size did not moderate the reported effect sizes in five

of the six analyses, while four of the six analyses passed Multilevel

Egger’s tests. Visual inspection of funnel plots for the remaining

analyses (before/after downsizing between firms) suggested a lack

of publication bias within the extant body of research.

Results

Table 1 presents results for the six overall meta-analytic

effects, while Table 2 illustrates the moderating influence of

historical context. In support of Hypothesis 1, significant negative

relationships exist in the 1980’s (Table 2) for both within-firm

changes in financial performance (r = −0.06, CI = [−0.10,

−0.01]) and levels of performance between downsizing and non-

downsizing firms (r=−0.32, CI= [−0.55,−0.08]), the latter being

the largest absolute effect size found in the entire meta-analysis.

In support of Hypothesis 2, no significant effects are found in

the 1990’s. In the 2000’s, we found mixed support for Hypothesis

3. There was a significant negative relationship for within-firm-

performance (r=−0.16, CI= [−0.26,−0.06]), but not for between

firms. In sum, these results suggest that downsizing in the 1980’s

was more so a defensive response to low performance relative to

other firms, while that of the 2000’s is primarily a defensive response

to within-firm performance decline. No significant relationship in

the 1990’s suggests that firms engaged inmore offensive downsizing

relative to other time periods, albeit not exclusively so.

In terms of the historical context and market reactions, as

per Hypothesis 4, we expected more negative market responses

to downsizing announcements in the 1980’s and 2000’s, relative

to the 1990’s. Within-firm samples in Table 2 at the time of

downsizing present these results. Significant negative relationships

are found for within-firm performance change in both the 1980’s

(r = −0.14, CI = [−0.19, −0.08]) and 2000’s (r = −0.16, CI

= [−0.26, −0.05]), while no significant relationship is found in

the 1990’s. Of the 226 correlations that comprise these results,

199 captured market performance outcomes. Robustness checks

excluding any accounting performance correlations coded at the

time of downsizing, yielded very similar results.

As per Hypothesis 5 and 6, we expected to find a significant,

negative association between prior market performance and

adoption of a downsizing strategy when the lead time is long instead

of short. Table 3 presents the moderating influence of lead/lag

times upon downsizing-market performance relationships. None

of the relationships for market performance before downsizing

was significant, suggesting downsizing as a quick reaction to poor

market performance is not an overarching trend, consistent with

Hypothesis 5. This result is primarily based upon lead times ranging

from −2 to −29 days prior to downsizing, as there are very few

studies of market performance with longer lead times. On the other

hand, there were also no significant relationships at +2 days or

more post downsizing, even over 2 years afterwards, inconsistent

with Hypothesis 6.

Table 3 demonstrates a significant, negative association for

within-firm market performance changes at the time of a

downsizing announcement (r =−0.10, CI= [−0.16,−0.03] at day

zero) and/or the following day (r = −0.09, CI = [−0.15, −0.02] at

day one). As per Hypothesis 7, we expected this short-run negative

reaction to vary based on the firm’s prior financial performance,

whereby market reactions would be negative for downsizing that

is defensive to prior financial decline and positive for downsizing

in the absence of decline. Within-firm results in Table 2 at the

time of defensive (r = −0.23, CI = [−0.29, −0.15]) and offensive

downsizing (r = 0.10, CI = [0.01, 0.18]) are consistent with this

expectation. Notably, the latter is the only significant positive effect

size found in our meta-analysis of this literature.

Table 4 presents results for the moderating influence of lead/lag

times upon downsizing-accounting performance relationships.

As per Hypothesis 8 and 9, we expected to find a significant,

negative association between downsizing and a firm’s accounting

performance in the short-run, and a non-significant relationship

in the long-run. Given that extant research often uses annual

accounting performance measures, studies with time lags <1

year often suffer from simultaneity with the downsizing measure.

Thus, we adopted the view that short-run accounting performance

outcomes occur in the period 1 year to <2 years post-downsizing,

while long-run accounting performance outcomes occur 2 or more

years later. Consistent with our expectation, Table 4 illustrates

that between-firm accounting performance is negative (r = −0.10,

CI = [−0.18, −0.03]) in the short-run and not significant (r

= −0.07, CI = [−0.14, 0.01]) in the long run. This suggests

that downsizing firms have lower performance relative to non-

downsizing firms shortly after downsizing but are less likely to

differ from non-downsizing firms after 2 years. Contrary to our

expectation, however, within-firm accounting performance change

is not significant in the short run (r = −0.02, CI = [−0.11, 0.07])

and negative (r = −0.12, CI = [−0.19, −0.04]) in the long run.

This suggests that the profitability in downsizing firms may either

increase or decrease in the short run, but, over the long run,

downsizing firms generally see declines in their level of profitability.

Finally, the available data for prior accounting performance has

a longer timeframe than does market performance, allowing us to

reinvestigate Hypothesis 6. If the adoption of downsizing is more

defensive, it should be more likely after an extended period of poor

performance. The results are mixed. Between-firm results with a

lead time of 2 or more years are consistent with our expectation

(r = −0.16, CI = [−0.30, −0.02]), while no such effects are found

for within-firm performance. This result suggests that adoption of

a downsizing strategy is more likely the result of a prolonged period

of lower financial performance relative to others, than a prolonged

within-firm decline over the same period.

Discussion

Our primary aim was to examine several temporally

grounded questions related to downsizing-financial performance

relationships, relationships that continue to engender debate and

controversy both in research and practice. We extend institutional

research on rationales for downsizing adoption into the new

millennium, while also replicating those found for the 1980’s and

1990’s in prior research. Since the 2000’s, the dominant rationale

for downsizing has shifted back to primarily a defensive response
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TABLE 2 Historical context and prior performance as moderators of downsizing–financial performance relationships.

All financial
performance

Time period Moderator kcorr Kstudies Nmod r ser p CI

Within-firms Before downsizing 1980’s 119 18 59 −0.06 0.02 0.011 [−0.10,−0.01]

Before downsizing 1990’s 119 18 55 0.03 0.03 0.266 [−0.03, 0.09]

Before downsizing 2000’s 119 18 6 −0.16 0.05 0.002 [−0.26,−0.06]

At downsizing 1980’s 226 50 113 −0.14 0.03 <0.001 [−0.19,−0.08]

At downsizing 1990’s 226 50 73 −0.01 0.03 0.685 [−0.08, 0.05]

At downsizing 2000’s 226 50 40 −0.16 0.05 0.004 [−0.26,−0.05]

At downsizing Offensive 226 50 54 0.10 0.04 0.021 [ 0.01, 0.18]

At downsizing Defensive 226 50 71 −0.23 0.04 <0.001 [−0.29,−0.15]

After downsizing 1980’s 346 46 184 −0.04 0.04 0.274 [−0.11, 0.03]

After downsizing 1990’s 346 46 112 −0.06 0.04 0.099 [−0.13, 0.01]

After downsizing 2000’s 346 46 44 −0.05 0.06 0.466 [−0.17, 0.08]

After downsizing Offensive 346 46 100 0.05 0.04 0.271 [−0.04, 0.13]

After downsizing Defensive 346 46 115 −0.16 0.04 <0.001 [−0.15,−0.08]

Between-firms Before downsizing 1980’s 43 21 14 −0.32 0.12 0.010 [−0.55,−0.08]

Before downsizing 1990’s 43 21 14 −0.07 0.06 0.250 [−0.20, 0.05]

Before downsizing 2000’s 43 21 15 −0.07 0.06 0.223 [−0.19, 0.05]

At downsizing 1980’s 56 21 14 −0.18 0.10 0.071 [−0.38, 0.02]

At downsizing 1990’s 56 21 9 −0.13 0.08 0.097 [−0.29, 0.03]

At downsizing 2000’s 56 21 33 −0.11 0.05 0.025 [−0.20,−0.01]

At downsizing Offensive 56 21 18 −0.14 0.10 0.171 [−0.33, 0.06]

At downsizing Defensive 56 21 7 −0.04 0.09 0.671 [−0.23, 0.15]

After downsizing 1980’s 107 32 14 −0.15 0.13 0.240 [−0.40, 0.10]

After downsizing 1990’s 107 32 44 −0.06 0.05 0.257 [−0.16, 0.04]

After downsizing 2000’s 107 32 48 −0.05 0.05 0.266 [−0.15, 0.04]

After downsizing Offensive 107 32 19 −0.11 0.07 0.112 [−0.26, 0.03]

After downsizing Defensive 107 32 22 −0.07 0.08 0.380 [−0.22, 0.09]

kcorr , number of coded effect size correlations; Kstudies , number of studies; Nmod , number of observations with chosen moderator present; r, overall pooled effect; ser , standard error of r; p,

p–value of r; 95% CI, lower and upper bounds of 95% confidence interval for r.

to decline, driven by economic factors. It suggests layoffs are

largely undertaken to mitigate firm losses and less so in pursuit of

opportunistic firm gains, as was seen more often in the 1990’s. The

dominant rationale appears now to be downsizing as the lesser-of-

two-evils, with the loss of some jobs a means of avoiding the loss of

all jobs should the company not survive a decline. It is less so the

necessary evil of the 1990’s where employees were sacrificed in an

attempt to maximize firm gains and exploit efficiencies. This shift

in the dominant rationale may suggest that organizations are now

more wary of downsizing’s taken-for-granted status and recognize

both its reputational risks and uncertain outcomes.

Although downsizing remains prevalent in practice as does

too the detrimental employee impacts, our results suggest that

contemporary firms are more likely to scrutinize downsizing

decisions and/or see them as a last resort strategy. Firms are less

likely to adopt downsizing as a quick (and questionable) financial

tactic that comes at the cost of people’s livelihoods andwellbeing. As

such, contemporary downsizing decisions appear to take a broader

range of stakeholders’ interests into account, which aligns with Shin

et al. (2022) who similarly found that the early 2000’s marked the

beginning of a reversal in the dominant shareholder orientation,

whereby CEOs are now more likely to be penalized, not rewarded,

by the market for downsizing.

We find that immediate market reactions to downsizing

also change over time, mirroring the dominant rationales for

downsizing adoption, from generally negative market reactions

to defensive downsizing in the 1980’s and 2000’s, to variable

market reactions in 1990’s when both declining and more non-

declining firms downsized. Our findings align with prior research

demonstrating the market’s immediate reactions to downsizing

are generally negative for declining firms and positive for non-

declining firms. Both negative and positive market responses,

which vary based on prior financial performance decline or not

(r = −0.23 and 0.10, respectively), is consistent in direction with

prior meta-analytic findings by Allouche et al. (2008; r=−0.04 and

0.07, respectively), albeit the strength of the negative relationship
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TABLE 3 Lead/lag time as moderator of downsizing–market performance relationships.

All market
performance

Lead/lag time
relative to
downsizing

kcorr Kstudies Nmod r ser p 95% CI

Within-firms Before, 2+ years 119 18 —

Before, 1 to <2 years 119 18 —

Before, 30–364 days 119 18 1 −0.05 0.17 0.765 [−0.38, 0.28]

Before, 11–29 days 119 18 23 −0.07 0.04 0.079 [−0.15, 0.01]

Before 6–10 days 119 18 30 −0.06 0.04 0.121 [−0.13, 0.02]

Before, 2–5 days 119 18 54 −0.03 0.03 0.246 [−0.09, 0.02]

At,−1 day 226 50 33 −0.04 0.05 0.408 [−0.13, 0.05]

At, day 0 226 50 82 −0.10 0.03 0.003 [−0.16,−0.03]

At,+1 day 226 50 83 −0.09 0.03 0.006 [−0.15,−0.02]

After, 2–5 days 346 46 115 −0.06 0.03 0.077 [−0.13, 0.01]

After, 6–10 days 346 46 59 −0.03 0.04 0.499 [−0.11, 0.05]

After, 11–29 days 346 46 34 −0.01 0.05 0.783 [−0.11, 0.08]

After, 30–364 days 346 46 22 0.05 0.06 0.414 [−0.07, 0.16]

After, 1 to <2 years 346 46 7 0.05 0.08 0.562 [−0.11, 0.20]

After, 2+ years 346 46 6 −0.02 0.08 0.819 [−0.19, 0.15]

Between–firms Before, 2+ years 43 21 1 −0.21 0.18 0.246 [−0.58, 0.15]

Before, 1 to <2 years 43 21 2 0.07 0.13 0.604 [−0.20, 0.34]

Before, 30–364 days 43 21 —

Before, 11–29 days 43 21 —

Before 6–10 days 43 21 —

Before, 2–5 days 43 21 —

At,−1 day 56 21 —

At, day 0 56 21 11 −0.08 0.07 0.250 [−0.21, 0.06]

At,+1 day 56 21 11 0.09 0.07 0.230 [−0.06, 0.24]

After, 2–5 days 107 32 10 0.08 0.07 0.293 [−0.07, 0.22]

After, 6–10 days 107 32 —

After, 11–29 days 107 32 —

After, 30–364 days 107 32 —

After, 1 to <2 years 107 32 7 0.02 0.06 0.784 [−0.10, 0.13]

After, 2+ years 107 32 8 0.06 0.05 0.258 [−0.04, 0.16]

kcorr , number of coded effect size correlations; Kstudies , number of studies; Nmod , number of observations with chosen moderator present; r, overall pooled effect; ser , standard error of r; p,

p-value of r; 95% CI, lower and upper bounds of 95% confidence interval for r.

is considerably stronger in the present study. The difference likely

reflects our inclusion of studies published more recently, as we find

more recent historical contexts have more negative stock market

reactions. Our findings are also consistent with the direction of

the overall effect found prior meta-analyses on 1 day stock returns

(Capelle-Blanchard and Couderc, 2007; Allouche et al., 2008).

However, the strength of our effect at day 1 (r = −0.09), is weaker

than that (r = −0.23) found by Capelle-Blanchard and Couderc

(2007) and slightly stronger to that (r = −0.07) of Allouche et al.

(2008). The former appears to have coded multiple observations

per study, without adopting methods to account for effect size

dependency, as we have done here, while the latter only includes

15 studies in its analysis, which may explain the differences in

effect sizes.

Regardless of whether downsizing is defensive to a prior

financial decline or not, the stock market effects of downsizing

appear to be short-lived, with significant relationships disappearing

after only 2 days. Fleeting stock market improvements raise both

economic and ethical questions on the use of offensive downsizing

as a market signaling strategy to improve a firm’s stock price

(Gandolfi and Hansson, 2011). As such, we find scant evidence for

the short-run market gain perspective of downsizing.

Although firms in recent decades appear less likely to downsize

with an opportunistic rationale, the shift in rationale does not
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TABLE 4 Lead/lag time as moderator of downsizing-accounting performance relationships.

All accounting
performance

Lead/lag time
relative to
downsizing

kcorr Kstudies Nmod r ser p CI

Within-firms Before, 2+ years 119 18 8 −0.05 0.06 0.405 [−0.17, 0.07]

Before, 1 to <2 years 119 18 3 −0.11 0.08 0.183 [−0.27, 0.05]

At, >-1 year 226 50 5 0.10 0.12 0.388 [−0.13, 0.33]

At, 0 years 226 50 23 −0.25 0.06 <0.001 [−0.37,−0.14]

At, <1 year 226 50 —

After, 1 to <2 years 346 46 31 −0.02 0.05 0.628 [−0.11, 0.07]

After, 2+ years 346 46 72 −0.12 0.04 0.004 [−0.19,−0.04]

Between-firms Before, 2+ years 43 21 12 −0.16 0.07 0.026 [−0.30,−0.02]

Before, 1 to <2 years 43 21 28 −0.09 0.05 0.060 [−0.19, 0.00]

At, >-1 year 56 21 —

At, 0 years 56 21 27 −0.17 0.05 0.001 [−0.26,−0.08]

At, <1 year 56 21 7 −0.16 0.07 0.025 [−0.29,−0.02]

After, 1 to <2 years 107 32 35 −0.10 0.04 0.007 [−0.18,−0.03]

After, 2+ years 107 32 47 −0.07 0.04 0.072 [−0.14, 0.01]

kcorr , number of coded effect size correlations; Kstudies , number of studies; Nmod , number of observations with chosen moderator present; r, overall pooled effect; ser , standard error of r; p,

p-value of r; CI, lower and upper bounds of 95% confidence interval for r.

address whether the strategy’s long-run outcomes justify the

short-run harm. While downsizing’s short-run harm to individual

employees has been evident for quite some time, the results of

our study show that the short-run harm of downsizing can also

be financial in nature. The financial short-run harm comes in

two forms—market performance declines at the time surrounding

defensive downsizing announcements and lower accounting-

performance relative to non-downsizing firms. These financial

outcomes add further fuel to the short-term pain of downsizing.

Likewise, we find little evidence of long-run gains via downsizing.

While we expected to find a heterogenous and non-significant

relationship between downsizing and accounting performance in

the long run, we found that only to be the case on a between-

firm basis. Within firms, the meta-analytic trend suggests that

accounting performance in downsizing firms actually declines over

the long run.

Declines in post-downsizing accounting performance can

occur for a variety of reasons. Downsizing is known to negatively

impact the actions, attitudes, and emotions of employees remaining

in the organization (Brockner et al., 1985) and it is, ultimately, these

survivors whowill drive post-downsizing firm outcomes (Brockner,

1992). If the productivity of remaining employees declines

and/or a firm’s best performing employees leave voluntarily post-

downsizing, the long-run indirect costs of downsizing may exceed

its short-run compensation cost benefits. Short-run compensation

cost benefits may also be offset by the direct costs of severance

packages or other deferred compensation arrangements for

dismissed employees over time. Similarly, the long-run costs of

replacing employees may not be considered. These include the

direct costs of recruiting, onboarding, and training new employees

as well as the indirect costs of lost productivity from lengthy

learning curves, errors/waste, and work disruption amongst the

new employees’ coworkers, which can be considerable (Hinkin and

Tracey, 2000). The post-downsizing profitability declines found in

this study could be a case of wrongly equating labor rates with total

labor costs—as decreasing direct compensation costs can actually

increase a firm’s total labor costs if their effect on subsequent

productivity is not taken into account (Pfeffer, 1998). Overall, these

explanations align with the view that the loss of strategic human

capital hurts firm performance (Stern et al., 2021).

Our findings also illustrate the importance of time to

relationships between downsizing and financial performance in

extant research. Different historical contexts and when financial

performance is measured relative to downsizing and can change

the strength and direction of the effect. In general, the field of

management/organizational research has been criticized for its

relative lack of temporality—an oversight whereby the temporal

aspects of many relationships remain largely implicit, are often

overlooked, and/or generally assumed to be immediate (Huy, 2001;

Mitchell and James, 2001). Research on the relationships between

downsizing and financial performance have not been immune to

this oversight. A prevailing assumption of downsizing as an event,

and not a process that unfolds over time, has been the subject

of critique since the 1990’s (Freeman and Cameron, 1993)—with

calls for more research on the temporality of downsizing even 20

years later (Datta et al., 2010). Some have previously criticized

downsizing research for the considerable variation in temporal

measurements of either accounting and/or market performance

relative to the occurrence of downsizing (Datta et al., 2010).

We see this not as a weakness, but rather an opportunity to

explicitly examine different lead/lag times and historical contexts.

Thus, our study provides a unique temporal perspective on
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downsizing financial performance relationships within the extant

body of research.

Limitations and future research directions

Despite the importance of time to downsizing research, certain

lead/lag times and historical contexts are notably lacking or too few

from which to draw meta-analytic conclusions. For example, little

research exists on market performance with lead/lag times of (+/–)

30 days or more, which future research is encouraged to explore.

There is also comparatively much less accounting performance

research with short lead/lag times to downsizing (i.e., within

the year), with many studies capturing accounting performance

simultaneous to the downsizing measure. This simultaneity makes

it difficult to assess whether downsizing exacerbates further decline

or the decline-downsizing relationship is simply indicative of

a downward spiral in declining firms (Hambrick and D’Aveni,

1988). More research with short, yet non-simultaneous, lead times

would enable better meta-analytic assessments of downsizing as

a quick knee-jerk reaction to short-run decline (Morrow et al.,

2004). Although we find in this study that lower performance

over the long run drives downsizing adoption, adding more short-

run perspectives to the body of research would enable better

comparisons in future.

Our findings also provide further evidence on the importance

of sampling periods to downsizing studies and the possible role of

time when explaining performance inconsistencies across the large

body of downsizing research (Cascio et al., 2021). Future research is

encouraged to adopt more recent datasets, particularly those within

the last decade. An overwhelming amount of existing downsizing

research adopts older data. The average gap between publication

year and mean sampling year in our dataset was 10.2 years.

More recent data will enable future meta-analytic comparisons of

temporal effects between the first and second decades of the current

millennium and beyond.

Despite finding different within- and between-firm effect

sizes, the focus of downsizing research has primarily been upon

within-firm changes in financial performance. Future research

examining both effects within the same study and/or making

further comparisons would be beneficial. New and more detailed

conceptualizations of downsizing motives would also be useful. To

date, the presence (absence) of prior performance decline is the

most prevalent categorization of defensive (offensive) downsizing.

More nuanced operationalizations of decline could be developed

and tested in future research, while the role of anticipated future

decline to downsizing decisions should also be a consideration. The

reliance upon qualitative coding of downsizing motives in extant

research makes it more difficult to compare across studies. Our

coding of defensive and offensive motives was also qualitative and

thus a limitation within our research design. Future research is

encouraged to develop valid and reliable measures of downsizing

motives to both improve methodological consistency and enable

better comparisons going forward.

Like any meta-analysis, explorations of the strength, direction,

and moderators of any effect(s) are limited to what exists within

the current body of research. A limitation in the current body of

downsizing research is that one can neither know the financial

outcomes of not downsizing in a downsizing firm, nor those of

downsizing in a non-downsizing firm. Thus, it is difficult to say

whether decreases in financial performance leave a downsizing

firm better or worse off than they would have been had they not

downsized. Likewise, as with all research on downsizing’s firm-level

outcomes, the findings within this meta-analysis might contain

artifacts of survivor bias, as financial performance can only be

measured in firms that continue to exist. Higher likelihood of

bankruptcy has been found within the relatively small body of

research on post-downsizing firm survival (Smith, 2010; Powell

and Yawson, 2012; Zorn et al., 2017). Any survivor bias within

the extant body of downsizing research could mean effect sizes for

post-downsizing firm performance aremore negative than reported

here. Future downsizing research is encouraged to report not only

financial performance outcomes for surviving firms, but also firms’

post-downsizing likelihood of dropping out of the sample.

To effectively make some causal conclusions from longitudinal

data, we need not only association (i.e., correlation) and direction

(i.e., temporal precedence) but also isolation (Bullock et al., 1994),

that is the ruling out of extraneous variables. The greater the

number of plausible moderators we can rule out, the stronger

any causal conclusion can be. While our primary focus was an

examination of temporal dimensions of downsizing, we coded

many other moderators available in extant downsizing research as

part of our methodology, none of which yielded any substantive

meta-analytic effects. These included organizational moderators

such as firm size, geographic location, and ownership structure, as

well as methodological moderators related to how downsizing was

measured (dichotomous event vs. continuous rate) and the source

of the data (public announcements vs. actual decreases in number

of employees). It suggests an entire field of research that, despite

almost 40 years of prior efforts (Datta et al., 2010), has been unable

to isolate what moderates downsizing via extant data and methods.

Future studies that look deeper into firms’ downsizing

processes—specifically who leaves the firm, what work remains/is

removed, and how organizational structures change are important

considerations. Also, at present, the field of downsizing research

is dominated by large scale, cross-industry studies of public firms

using historical secondary data. For this reason, results of this study

may not fully generalize to small, non-public firms, or those in

specific industries facing unique contextual conditions.

We believe the MLLMAmethod adopted in this study provides

an alternative methodological path for meta-analysis within the

field of management research more broadly. MLLMA offers a

solution when other meta-analytic methods, such as MASEM,

become infeasible based on the data available in primary studies

(Bergh et al., 2016). While the non-experimental nature of

most management/organizational research impairs any “conclusive

causal inferences” (Bergh et al., 2016, p. 479), the longstanding

use of longitudinal data confers it with the unique advantage of

multiple observations over time either within or across studies. This

allows the temporality of a variable like financial performance to

be accounted for within a meta-analysis and leverages the fact that

certain observations will precede each other in time. It enables a

bivariate meta-analysis to move one step forward on the temporal

path, instead of exacerbating its prior accusation of taking two

steps back.
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Practical implications

The practice of downsizing has become widespread as a means

of reducing costs for many organizations. While the “stated goal

in employee downsizing is generally the reduction of payroll

costs and the enhancement of organizational efficiency toward

making a firm more competitive in the marketplace” (Datta and

Basuil, 2015, p. 199), institutional perspectives say there is also

conventional wisdom in practice that downsizing is good for

performance (Budros, 1997; McKinley et al., 2000). However, our

research suggests that the widespread adoption of downsizing does

not necessarily lead to favorable financial outcomes. Despite its

perceived benefits, such as reducing payroll costs and increasing

organizational efficiency, downsizing has been criticized for its

painful consequences for employees and managers alike, and for

often producing unclear results in terms of financial performance.

In the past, downsizing was used as an offensive strategy to

improve financial performance. Today, it is primarily (though

certainly not exclusively) employed as a defensive measure in

response to declining circumstances. Managers are faced with a

difficult dilemma: whether to engage in downsizing to mitigate

the effects of decline or to preserve the values and reputation

of the organization by retaining their workforce. Despite its

continued prevalence, alternative approaches that prioritize long-

term employment and no-layoff policies are often seen as

unconventional and risk-prone.

This raises the question of whether there is room in the current

economy for values and traditions of past organizations, where

a commitment to long-term employment and no-layoff policies

could offer a competitive advantage and enhance legitimacy. The

outcome of such an inquiry is a subject of ongoing research.

Conclusion

Downsizing’s short-run harm toward individual employees has

been deemed necessary for the greater good of the firm long

term. Our results suggest that this greater good is generally not

a financial gain in the long run, at least not in absolute terms.

Instead, downsizing is more often an attempt to mitigate losses

in the face of decline. This makes it much more difficult to

answer the question of whether downsizing’s long run outcomes,

in the financial sense, justify the considerable short-run harm to

employees. Because the outcomes of the employment status quo

can never be known in a firm once the decision to downsize is taken,

questions surrounding the long run financial justifications for

downsizing are likely to endure.While the greater good downsizing

offers to the firm remains elusive, the pain that comes with it—

whether it be psychological or financial, short-term or long-term—

remains evident.
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Appendix

Data Transparency Appendix

1. A supplementary file with the full search syntax is

anonymously available on Open Science Framework (OSF) at OSF

link 1.

2. A supplementary file with a PRISMA diagram is

anonymously available at OSF link 2.

3. A supplementary file containing all bibliographic references

for coded studies is anonymously available at OSF link 3.

4. A supplementary file with dual coding of

offensive/defensive thematic categories is anonymously available at

OSF link 4.

5. A supplementary file with all HubMeta data/coding is

anonymously available at OSF link 5.

6. Copies of all six R scripts are anonymously posted at OSF

link 6.

7. Copies of all six R output files, containing full

details of outlier tests, multilevel model fit, Q statistics,

and publication bias are anonymously available at

OSF link 7.
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