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policy would not be tried by many
banks. Only those with superior invest-
ment judgment could realize the maxi-
mum profit. The greater the number
of banks which attempted it, the smaller
the profit would be to the more skilful

because of the narrowing of price fluc-
tuations. If it were found that large
numbers of incapable banks were pur-
chasing bonds unwisely, there would be
opportunity then for the Federal Re-
serve Banks to check the practice.

LABOR TURNOVER COSTS IN A SHOE FACTORY'

IN the early part of 1921 a study was
made of the problem of determining

certain labor turnover costs in the plants
of one of the large shoe manufacturing
concerns in New England. Accurate
data based upon performance were se-
cured wherever possible; but when such
data were not available, careful esti-
mates from men of long experience were
obtained. The figures herein presented,
therefore, are not all mathematically
accurate; but as suggestive of a method
of approach to evaluate^ the costs of
labor turnover these estimates are as
effective as exact figures would be.̂

For the purpose of this study all em-
ployees of the company were classified
according to four general groups of op-
erations: skilled, semi-skilled, unskilled,
and clerical. All employees hired, more-
over, were divided into the following
classifications:

A. Inexperienced workers; i. e., men
who have had no previous experi-
ence in a shoe factory

B. Workers with previous experience in
a shoe factory but with no knowl-
edge of the job to which they were
assigned

C. Workers experienced on operations
for which they have been hired; 1. e.,
men who are either former em-
ployees re-hired or workers from
other factories

1 Adapted from a graduation thesis prepared by
Robert R. Hasfcell in'April, 1921, at the Harvard
Graduate School of Business Administration.

Inasmuch as more accurate data and
estimates were available for men in
Class A than for those in B and C, a
detailed investigation was made into the
costs of hiring and training inexperi-
enced employees.

The components entering into the
costs of hiring and training inexperi-
enced workers are:

A H ' " C -t
^ Trainfng Cost

^^^ 0,^^ ^^ instruction
(3) Extra wear and tear on the ma-

chine during the apprentice period
(3) Reduced production resulting in

higher unit costs
(4) Spoiled work

^f employees is one of the
employment department.

Xhe total cost of hiring in this company
has been worked out on a weekly basis
and consists of the following charges:

Cost
per week

( i ) Personnel:
Labor supply; procuring help. .$40.00
Interview, placement, s u p e r -

physical examinations 20.00
—..

$190.00

2 Figures used herein are based on conditions in
1920. Wages, material, and all other costs are
valued at their then existing price level*.



SUMMARIES OF BUSINESS RESEARCH 491

(2) Automobile expense: * 12.50
(3) Office Maintenance:

Stationery •• 3-OO
Rent, light and heat 2.00

Total $207.50

The cost to the company in securing
each new employee, including workmen
who are re-hired, must be based upon
the average number of "entrances"
weekly during a period when a some-
what normal labor turnover exists. An
analysis of the "entrances" during the
last four months of 1919, selected as the
period best able from the data avail-
able to represent a normal labor turn-
over, indicated a total of 875 men
hired. On a weekly basis the number
of employees hired would approximate
6o» With a weekly expense of $207.50,
the average cost of obtaining each new
employee is about $3.50.

The nature of the employment rec-
ords kept at this factory makes it diffi-
cult to differentiate the hiring cost as
between groups or classes of employees.
It is probably true that skilled labor is
the most difficult to obtain; likewise, in
normal times, semi-skilled and clerical
help is more difficult to obtain than un-
skilled workers. It is, moreover, im-
possible to estimate losses in retarded
production and in the maintenance of
idle machinery and equipment which
may accrue to the company because the
employment department is unable to
obtain a new worker promptly.

Cost of Training

Skilled Workers. In gathering train-
ing costs it was found possible to

' A large proportion of the employees are hired
in this company by means of the automobile. Com-
plete records are kept of present and former em-
ployees as well as an adequate file of prospective
workers. When in need of employees, reference

differentiate between skilled, semi-
skilled, unskilled, and clerical help. As
an example of highly skilled work, the
operation of cutting upper leather was
chosen. No inexperienced worker is
permitted to assume the position of ap-
prenticed cutter at once. In normal
times a preliminary training as die boy
is required for six months and as lining
cutter for three months. Since over
90% of the work turned out in the cut-
ting department is done oa clicking ma-
chines, the study of the cost of training
is confined to the machine operation.

The cost of instruction varies greatly,
according to the natural skill and ability
of the apprentice. A certain share of
an instructor's time must be devoted to
the new worker for at least six months.
It was estimated that he must give 15%
of his time for the first two months,
10% for the next two, and 5% for the
last two. On the basis of a weekly
wage of $40 for the instructor, the total
cost of instruction amounts to $104. A
second estimate of the cost of instruc-
tion in upper leather cutting was made
in another plant of this same company
and amounted to slightly less than $100.
An average of these two estimates gives
an instruction cost of about $100.

Additional wear and tear to the click-
ing machine from the operation of the
apprentice is slight and is not borne
directly by the manufacturer, because
the machines are leased.

All estimates of the cost to the com-
pany because of decreased production
must be based on the supposition that
all equipment and floor space have ac-
tive productive value when production
is normal. On the basis of the amount

is made to this file and the automobile is used to
get in touch with prospective employees. This is
the reason for the high expense of $12.50 charged
to the cost of hiring hy this particular manufac-
turer.
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of leather cut by an inexperienced man
during the first six months as compared
with an experienced man, it was found
that the inexperienced man was about
two-thirds eificient. Accordingly, one-
third of the overhead charges borne by
the machine on which the new man
works is a loss.* The charges for ma-
chine overhead for six months consist
of rent, including building depreciation,
which amounts to $6; heat and light,
$3; and power, $25. Taking one-third
of these figures, the respective amounts
are $2, $1, and $8.50.

An extra charge should be added for
an additional die boy to every thirty in-
experienced workers; this amounts to
$10 per worker for the period of six
months. The additional cost due to the
larger investment in dies because of the
reduced output of inexperienced work-
ers would be negligible and is given no
consideration in the final estimate.

There is further an expense for cler-
ical work which must be considered.
Orders which an experienced cutter
could complete are often too large for
an inexperienced cutter to finish on
schedule. Two cutters, therefore, are
required to do the work. The cost of
additional clerical work required to
make out new cutting cards, as well as
other extra work, might average $2.

By far the largest loss to the com-
pany results from the greater amount
of spoiled work produced by the inex-
perienced man as compared with that of
the experienced workman. It was esti-
mated that during the first six months
the loss from spoiled work would be 4^0
greater on the stock cut by the inex-
perienced workman. Actual figures
from cutting cards substantiated this
statement by showing a proportional
loss of 2,y2%, which was considered

* Since this operation is on a piece-work basis,
there is little wage loss due to .reduced production.

low. From the figures worked out as
to the value of the leather cut by the
apprentice during the first six months,
the loss resulting from spoiled work
amounted to $450.^

The total cost of hiring and training
an apprenticed upper leather shoe cut-
ter, therefore, is distributed as follows:

A. Hiring Cost $ 3-5O
B. Training Cost:

(1) Cost of instruction.$ioo.OO
(2) Wear and tear on

machine none
(3) Reduced production:

Loss in rent 2.OO
Loss in heat and light i .00
Loss in power 8.50
Extra die boy charge 10.00
Additional c l e r i ca l

expense 2.00
(4) Spoiled work 450.00573.50

Total $577-OO

Semi-Skilled Workers. The opera-
tion of assembling was selected as rep-
resentative of semi-skilled work. It is
confined to the lasting room and con-
sists in getting together the box toe,
counter, and upper, and in tacking these
parts temporarily to the last in prepara-
tion for the lasters.

The instruction period extends over
eight weeks. The operator requires ap-
proximately two hours of instruction
daily for the first two weeks, an hour a
day for the next two, and half an hour
a day for the remaining weeks—48
hours in all. .At 70 cents an hour for
the instructor's time this amounts to
$33.60.

Here again the machinery is leased,
so that there is no charge for additional
wear and tear. There is a reduced out-
put, however, for a period of thirteen
weeks. From a comparison of the rec-
ords between experienced and new op-

^This figure is based on leather at 30 cents a
foot.
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erators, it was found that the output of
new operators averages only about 75%
of that of the experienced operators.
The loss attributable to reduced produc-
tion, including rent, heat, and light, is
figured at approximately $1.*

Since the operation is simple, little
opportunity for damaging the shoe is
presented. The work may be incor-
rectly done at first on account of ithe
inexperience of the apprentice, but such
work is done over at his expense. The
cost of spoiled work during the appren-
tice period is estimated to be about $3.

The total cost of hiring and training
an inexperienced assembly operator is
distributed as follows:

A. Hiring Cost $3.50
B. Training Cost:

(1) Cost of instruction.$33.60
(2) Wear and tear on

machine none
(3) Reduced production i.oo
(4) Spoiled work 3.00 37.60

$41.10

Unskilled Workers. No experience
or skill is required to be a sweeper, and
this occupation is taken, therefore, as
being typical of unskilled work. Instruc-
tion would probably require one half-
hour of the foreman's time at a total
cost of 50 cents. At the end of the first
week, the sweeper is considered wholly
efficient, and during the week he main-
tains about 90% efficiency. Since a
wage of $20 per week is paid, the loss
because of reduced production is about
$2. Wear and tear on machinery,
spoiled work, and overhead charges are
not factors in this case.

The total cost of hiring and training
a sweeper is estimated to be as follows:

A, Hiring Cost

* See footnote 4.

$3.50

B. Training Cost:

(1) Cost of instruction. .$0.50
(2) Wear and t e a r on

machinery . . 1 . . . . none
(3) Reduced production. 2.00
(4) Spoiled work none 2.50

Total $6.00

Clerical Workers. The cost of train-
ing a girl for the position of "enterer"
in the payroll department is considered
as representative of the average ex-
pense that must be incurred in training
workers for a routine clerical position.
The applicant for this position must
possess a fair degree of intelligence and
must have a three months' period of
training before she is capable of doing
the work efficiently. Definite instruc-
tion would extend over a period of ten
weeks. During this period it has been
estimated that approximately 60% of
the working time of an experienced "en-
terer" must be devoted to such instruc-
tion. Since the instructor's salary is
$16 a week, the actual cost of instruc-
tion in training an "enterer" is $96.

The average efficiency of the new
worker is considerably below that of an
experienced clerk. As a result of a
study of the percentage of improvement
shown by the new worker during the
first three months, it has been estimated
that she is on the average 56% ineffi-
cient during that time. Since the new
clerk receives $16 a week, in three
months she receives $195, of which ap-
proximately $110 is a direct loss to the
company as far as production is con-
cerned. The loss in overhead, includ-
ing rent, building depreciation, heat,
and light amounts to about $2.

There is little chance for spoiled
work in a position of this kind. Mis-
takes made in sorting and arranging are
analogous to spoiled work but can be
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rectified at the expense of additional an inability to meet delivery dates, with
labor. This expense, however, is in- a consequent loss in business and pres-
cluded under the head of reduced pro- tige.
duction. Additional supplies and sta- As against the costs of labor turnover
tionery, nevertheless, are necessitated by certain credits must be recognized,
the mistakes of the apprentice, the cost Where the wages paid the new worker
of which amounts to approximately $3. are enough lower to result in a smaller

The total cost of hiring and training direct labor charge per unit of product,
an inexperienced girl to be an "enterer" the difference is a saving which helps
is as follows: offset the total charges attributable to

labor tumover. A certain amount of
A. Hiring Cost $3-5o new blood, furthermore, is good for any
B. Training Cost: concern. If a man is promoted, the cost

1I) Cost of instruction..$96.oo of training a new man to take his place
(2) V êar and tear on may be considered as counterbalanced

machinery none ]^y (.ĵ g increased value of the promoted
(3) Reduced production: j^^n in his new position.

^'ctid'by're'dJcei I" g^n^^al the largest variables in
efficiency iio.oo trammg a new worker are the cost of

Loss in overhead... 2.00 instruction, spoiled work, and additional
(4) Spoiled work 3.00 211.00 wear and tear to machinery. The cost
rp^^ J ^214.50 of instruction depends on the degree of

skill required for the job and the na-
Conclusion tural skill and ability of the man. It is

also influenced by the kind of instruc-
The costs which have been given ap- tion and the ability of the instructor,

ply only to workers who have had no The cost of spoiled work depends on
previous experience or training in shoe the value of the material and the op-
factories. For workers in classes B and portunity which the operation offers for
C, namely, those who have had either damage. Additional wear and tear on
general experience in shoe factories or machinery vary with the nature of the
specific experience on the jobs for which machines and tools used. The more
they have been hired, the costs of train- valuable and complicated the machine
ing would be less. the greater will be this cost. In the

There are certain general and intan- training of an upper leather cutter, for
gible costs which have not been con- instance, the cost of spoiled work is the
sidered in the above figures. On opera- all-important item, whereas in training
tions where the work is hazardous, it is an operator for a highly developed
undoubtedly true that the number of semi-automatic machine the cost of
accidents among the new men is higher spoiled material is ordinarily negligible
than among the experienced employees, as compared with the damage which a
Where the labor turnover is high, more- new man may inflict on the machine.,
over, there is an additional cost result- Although the estimates and data
ing from the demoralizing influence which have been presented relate to a
which a constant influx of new men has specific company at a particular time,
on the organization. The demoraliza- the methods used in arriving at the total
tion may be so great that it will result in costs are of general application.






