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Introduction:  

Reell is an engineering design and manufacturing company of industrial hinges and small 

package torque solutions.  It produces custom hinges, wrap spring clutches, precision 

springs, and wire forms.  The three founders are engineers whose faith has animated the 

way they do business.  One expression of this faithful leadership is how they manage the 

pressures of layoffs.  The case below is divided into three parts: 1) Revenue Shortfall 

Dilemma; 2) Company Background which explains the role of faith in the company; 3) 

Resolution to Dilemma.  The focus of the case engages the reader to examine the 

principles of the company and whether leadership of the company made the right 

decision in light of those principles.   

 

Teaching Approach: 

  

1) Board Plan: 2 Columns—layoff or wage reduction. The case takes place during the 

2000-01 recession. The options on the table for reducing costs immediately in light of the 

significant drop in revenue and its expansion costs were relatively clear for Reell‘s 

leadership, but riddled with complexity. They could: 

 lay off co-workers to achieve the necessary reduction in costs, or,  

 implement a program of reducing wages to prevent layoffs for as long as 

possible. 

 In light of the case, one way to approach students is to get them involved right away by 

having them take a stance or position.   ―Do you (the student) find yourself in agreement 

with leadership‘s position to move into wage reduction or do you think layoffs would 

have been a better decision?‖  

 

Create on the board two columns listing the pros and cons of the two choices in front of 

Reell‘s leadership.   

 

A. Pros of Laying off workers to achieve the necessary reduction in costs (including 

the cons of why a wage reduction is inadequate). 

1. Too much and too long:  

 Too Much: ―The depth of the pay cuts necessary to make up the loss 

would affect the entire co-worker community both financially and morale-

wise.‖ (Phil Billings)   

 Too Long: While wage reductions brought a strong sense of solidarity to 

Reell, the longevity that would be necessary would wear thin the goodwill 

of certain co-workers, especially those who were putting in longer hours.   
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Pay cuts can strengthen a company culture, but their longevity stretches 

and strains the culture, which can eventually become debilitating.   

– Every good strategy or decision has a breaking point—it has built 

within it an excess that has the capacity to turn on itself.  

2. Justice in terms of Equitable Wage 

 Top Performers: Reducing wages will have a debilitating effect on our 

labor force, especially high performers who will have alternative job 

prospects.  

 Dead Wood: There is dead wood in the company and this would be a 

good time to get rid of it. Lay off the lowest performers and ―grow up.‖ 

 Poor Management Systems:  No matter what happens, the company 

needs more effective evaluation systems to hold lower performing 

employees accountable.   

3. Future Market Unclear—Could do serious damage to long-term health of the 

company. This market may be gone, and keeping the most significant cost at 

Reell is death to the company. Uncertainty about whether business would return 

and whether the workforce they had was too much. 

   Reevaluate whether the processes, capabilities, and staffing levels are 

structured in such a way to meet the current and future business needs of 

its customers.  

 Hemorrhaging: In one year, the company lost 35% of the business.  This 

calls for significant actions such as layoffs to stop the bleeding. 

4. Profitability/Margins/Shareholder Wealth: Stewardship—is the company 

getting stronger   

 Temporary move to zero profitability allows for short-term survival, but it 

weakens long-term health.   

 Longevity of Low Margins results in a weakened company by:  

– Cutting R&D investments 

– Failing to making contributions to the ESOP and pay dividends 

– Cutting Training and Development Programs 

– Cutting Health and Retirement Benefits 

– No Tithing—no benefit of the company giving itself to the 

community 

5. Customer Diversification Focus: Do the layoff and actively seek out new 

customers and products for its technology application and diversify the customer 

base. 

6. Increase Operational Efficiencies: The need to creatively improve operational 

efficiencies 

7. Attend to Performance/Evaluation Procedures: The need to more effectively 

address performance issues among employees  

8. High Debt Load: This would make it difficult to keep people on: ―We had just 

made a significant investment in an expansion of our manufacturing capacity to 

keep up with the growth in the business, so the crunch hit us especially hard‖ 

(Bob Carlson).  
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B. Pros of Implementing a program of reducing wages to prevent layoffs for as long 

as possible (as well as cons of laying off). 

1. Could be stronger in the future: history shows this  

 Increased creativity leading to innovative product development such as the 

invention of the electronic clutch and the development of efficient 

production processes such as Just In Time and Lean manufacturing. 

 Following market downturns when demand did return, Reell, having 

maintained its capacity, was ready to ramp up at a much faster rate than 

their competitors who had laid off needed employees. 

 High employee retention rate – Reell has historically been very successful 

in retaining their employees, even though their salaries are not equal to 

some larger competitors. There has historically been a sense that Reell is 

one of those companies that rewards loyalty with loyalty. 

2. Danger of doing damage to the Culture/Identity: To do a layoff can ruin the 

unique culture/identity of the company (eg Tennent) and make it uncompetitive 

into the future. The stories of utilizing pay cuts in the past as a way of avoiding 

layoffs contributed to the strong culture at Reell.  There was a sense that choosing 

layoffs would negatively impact this culture – that to choose layoffs would be to 

break solidarity not only with one another but with Reell‘s legacy.  If 

management did not do a good job managing performance this is not the occasion 

in which to fix their problem.  

3. This is not the time for the layoffs: Spread the pain through pay cuts; and then 

reevaluate on a monthly basis. 

 Should they be equal, or ―indexed to salary, etc.?: ―In the end, we opted 

for a differentiated pay cut in which upper level management absorbed a 

12-16% salary reduction, with a lower percentage of 7% for our salaried 

production workers, and management implementing their own pay cuts 30 

days earlier. Those at or below the target wage were exempt from the pay 

cut.‖ 

4. Tradition of high margins gives freedom to act:  Because the company had 

high margins it was financially healthy and could withstand some pain here. 

  

2) What are the principles at work at Reell? Are these principles a manufacturing 

business should embrace? 

 

A. Golden Rule:  As the founders of Reell started their company, the scriptures reminded 

them of the deep human and spiritual relations that should inform how they run their 

company.  The Golden Rule, ―treats others as you would like to be treated,‖ was not 

simply a vague disembodied platitude, but a powerful and authoritative principle of faith 

that guided them in how to treat employees in times of retrenchment.  It helped them to 

formulate a last alternative layoff policy, because that‘s how people want to be treated.  

They don‘t want to be left out to hang; they want a company that sees them as members 

of a community of work that has strong bonds of connection.  They also created a target 

wage (living wage), an employee ownership program, open book management, 

commitment to the community, and other programs and professional postures based upon 

their clear understanding of what it means to be spiritual human beings.  They didn‘t 
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capitulate this principle when economic pressures were bearing down on them.  They 

remained steady and faithful to this deep memory God imprinted upon their souls. They 

sacrificed profit, reduced wages, and recalibrated their company for a period of time to 

weather the economic storm so as to remain a community of persons. They did, however, 

fail in establishing strong accountability standards, which increased friction in the 

company during this difficult time. 

 

B. Last Alternative Layoff Policy:   The just war tradition emphasizes that waging war 

is a last resort, not a first option. Peaceful means are to be reasonably exhausted before 

violent means can be used.  Like a professional military executive who sees violence as 

the last alternative before going to war, a professional business executive, informed by 

the common good and the dignity of the worker, should see layoffs as the last alternative; 

and if they have to layoff or close shop, their professional duty would call them to 

mitigate the effects of the closure on employees.   Guidelines for a last alternative layoff 

policy could be:  

 Get as many employees as possible involved to take ownership of reducing 

costs, eliminating waste, enhancing margins, and generating revenue  

 Hiring freeze  

 Reduce expenses such as education and training, temporary employees, 

building improvements, contributions to the ESOP and 401ks, etc.   

 Institute pay cuts indexed to salary  

 Provide lots of communication  

 Institute layoffs when the above is not enough to stave off loss of profitability 

 

C. The Common Good: While there are different dimensions that one could examine in 

terms of the common good, the distinction between foundational and excellent goods 

works well.  Foundational goods fall principally within the realm of stewardship—

profits, efficiencies, productiveness, waste reduction, and so on. They are the goods that 

enable a company to survive.  Excellent goods are connected to the nature of 

relationships and human development, particularly the growth of co-workers (identity) 

and the contributions a company makes to society (mission). In a welcoming statement 

that the founders of Reell used to give all employees, the relationship between 

foundational and excellent goods were metaphorically articulated:  

 

We do not define profits as the purpose of the company, but we do recognize 

that reasonable profitability is necessary to continue in business and to reach 

our full potential.  We see profits in much the same way that you could view 

food in your personal life.  You probably do not define food or eating as the 

purpose of your life, but recognize that it is essential to maintain your health 

and strength so you can realize your real purpose.
 
  

 

The founders of Reell recognized that if the pursuit of profits and other foundational 

goods is not taken seriously, an organization will weaken and soon collapse.  Revenue, 

profit, and efficient use of resources are necessary goals—and real goods—because they 

are the necessary means to organizational survival.  In other words, foundational goods 

are always goods for something else.  Nevertheless, if an organization is dedicated solely 



5 
 

to profitability, then even if it happens to pay good wages and to produce socially useful 

products, something about the organization is deficient. In particular, the deficiency is in 

excellent goods, which are principally found in the development of people through the 

relationships they have with each other.  When employees, for example, join together to 

serve customer needs in an authentic way, their shared vision and values create a 

relationship with the customer.    

  

While Reell found pay reductions painful, it also found them to be a catalyst of 

workplace solidarity.  Organizational crises tend either to divide workplaces or unite 

them, but such experiences never leave them the same. 
  
If the leadership of the company 

can respond to a crisis justly and competently, by means which call for equitable sacrifice 

from—as opposed to sacrifice of—employees, sacrifices themselves can prove a tonic for 

a work community. These sacrifices not only create a sounder economic organization 

(promoting foundational goods), but actually foster a real sense of community (promoting 

excellent goods).  Most employees are willing to undertake sacrifices when they believe 

it to be shared, a sacrifice which addresses a common threat, such as a revenue shortfall.
   

In this connection, a pre-existing culture of ownership (as promoted by Reell‘s ESOP) 

will go a long way toward eliciting voluntary sacrifice when business conditions make 

sacrifice unavoidable.  

 

3) Virtuous Leadership: Practical Wisdom and the Difficulty of Good Judgment in 

Difficult Times. The common good and the relationship between foundational and 

excellent goods brings us to an interesting dilemma for the leadership at Reell, which can 

be captured in what the virtue tradition describes as excess or defect in the decision 

moment: pulling the trigger of layoffs too soon or too late.  On the one hand, laying off 

people too soon, without seeking other alternatives to preserve people‘s jobs, weakens the 

bonds of communion within the company, since employees will experience little 

commitment from leadership (see Carlson‘s experience at Tennant).  When decisions are 

made in such a utilitarian and highly instrumentalist fashion, relationships become 

commodified, preventing genuine work communities.  On the other hand, laying off 

people too late weakens the economic health of the company to compete in the future. It 

also can develop entitlement cultures where employees can disconnect from the real and 

difficult situation.   

 

The point of this case would be missed if students fail to take seriously the inherent 

tensions and difficulties that surround the decision. The leadership of Reell could err in 

terms of defect by not laying off and seriously harming the economic health of the 

company.  It could also act excessively by laying off people too quickly and too 

extensively and seriously harm the culture of the company.  It is precisely why 

organizations need virtuous leaders who have the internal quality to make judgments that 

avoid the excessive and defective temptations in organizational life.  We call this virtue 

practical wisdom—the integration of effective means toward good ends in changing and 

unique situations.  
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CASE 

SHOULD WE RESORT TO LAYOFFS THIS TIME?
1
 

Reell‘s Difficult Choice
  

 

―Whatever you emphasize you are in danger of overemphasizing.‖   

                                                        Bob Wahlstedt (Founder and Board member of Reell) 

 

―In 2001 the high tech bubble burst and we were particularly vulnerable because of our 

laptop hinge business,‖ recalled Reell co-CEO Bob Carlson, shaking his head. ―Our 

laptop hinge business had been growing rapidly. We had just made a significant 

investment in an expansion of our manufacturing capacity to keep up with the growth in 

the business, so the crunch hit us especially hard.‖  

Signs of economic trouble for Reell began to first surface in the summer of 2000.  

―We couldn‘t figure out what was going on at first,‖ Carlson explained. ―Neither could 

our customers. At the same time, one part of Toshiba was calling us to say that they 

needed more hinges, while another part of Toshiba was calling us to cancel orders. We 

lost money in the fourth quarter of 2000 and then lost money again in the first quarter of 

2001. In one year we lost thirty-five percent of the business—some seven million dollars 

in this strategic business line alone.‖ 

The company tried to improve sales, but the entire laptop market had dropped off. 

―Even if we had been able to develop new business,‖ Carlson clarified, ―it wouldn‘t have 

paid off for another year or two. Next we moved to cut everything else we could—

education and training, temporary employees, building improvements, contributions to 

the ESOP [Employee Stock Ownership Plan] and 401ks, and so on—in ways that 

wouldn‘t hurt our revenue producing ability. 

―We had a tradition of regularly gathering the employees for something we called 

‗pie day‘ to update them on what was going on with the business and the company. When 

times were lean, the employees knew right away because instead of enjoying pie at our 

meeting we would gather instead for ‗cookie day.‘ So when we gathered that day around 

cookies, the employees knew that things were serious. Even after all of the cuts we had 

been able to identify, we were still left with expenses exceeding revenue and a large 

portion of expenses being payroll.‖  

This was not the first time in its history that Reell had faced a significant shortfall 

in projected revenues. As a privately-held and employee-owned company, Reell had a 

historical precedent of willingness to live with shrinking profitability even down to zero 

before putting the possibility of payroll reductions on the table.  

By February of 2001, it was clear that the combination of the costs related to the 

recent investment in increased manufacturing capacity and the unanticipated revenue 

shortfall had brought the company to this zero profitability benchmark, jump-starting a 

dialogue at the senior leadership level of Reell. The options on the table for reducing 

payroll were relatively clear: 

                                            
1
 The complete case can be found in Michael Naughton and David Specht, Faithful Leaders in Difficult 

Times (Paulist Press). Along with the case there is also a reflection as well. 
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1. laying off co-workers to achieve the necessary reduction in costs;  

2. implementing a program of reducing wages to prevent layoffs for as long 

as possible. 

It wasn‘t at all clear, however, which of these two options Reell ought to pursue. Further 

muddying the waters for leadership were several problems which until now had remained 

hidden beneath the waterline and now emerged as conspicuous. 

―I recall our leadership conversations being rigorous with disagreement about 

what we should do,‖ reflected Phil Billings, Reell‘s Director of Technology 

Development. ―My own perspective was that we should consider layoffs for several 

reasons. For one thing, the depth of the pay cuts necessary to make up the loss would 

affect the entire co-worker community both financially and morale-wise. Also, there were 

some in the company who contributed on a performance level much more than others, 

making it seem unfair to distribute the costs of a pay reduction evenly. The truth is that 

this whole conversation brought to light problems at Reell that we hadn‘t sufficiently 

addressed. We hadn‘t been doing an adequate job managing the performance of our 

people, and we hadn‘t made an adequate commitment to a disciplined process of pursuing 

efficiency improvements.‖  

 ―There was a concern,‖ Bob Carlson agreed, ―that if we elected to go with pay cuts 

instead of lay-offs, we would run the risk of losing our best people, those best able to 

leave for other work elsewhere. While none of us liked the idea of layoffs, there was 

significant concern about the problems associated with implementing a program of pay 

reductions.‖ 

  ―The conversations were good, active, intense; and we couldn‘t reach agreement,‖ 

recalled Kit Mundahl, VP of Corporate Service. ―Along with everything else, there was 

real uncertainty about whether the lost business would return and, if so, how long it 

would be. We really didn‘t know if the future would sustain our current workforce.‖ 

―Following extensive conversations,‖ Carlson recalled, ―Steve Wikstrom and I 

indicated that as the co-CEOs we would make the call on which path to follow.‖ 

 

 

Company Background: Its Practices and Business 

History: The story of Reell Precision Manufacturing in St. Paul, Minnesota begins on 

October 13, 1970 with its three founders.  Lee Johnson, Dale Merrick, and Bob 

Wahlstedt, all engineers, had been employed at 3M Corporation. Although they respected 

3M, it had become increasingly difficult for them to see their futures there.  

The first reason for this was their observation that their associates at 3M who 

were successful executives too often paid the price of family estrangement for career 

advancement.  Lee, Dale, and Bob saw that as one progressed up the company‘s ladder of 

success, relationships outside of work appeared to inevitably suffer.  They witnessed 

fellow executives losing touch with their children and they had no interest in repeating 

that problem in their own lives. 

Second, they experienced intense profit-related pressures ―to get the job done 

yesterday‖ often at the expense of the quality of their work. Racing to get product out the 

door frustrated their desire to feel proud about the quality of their work as engineers.  

They increasingly felt that they were not serving the needs of the customers and that they 

were becoming ―company employees.‖ 
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Having left 3M, they founded Reell as an engineering design manufacturing firm 

specializing in the development of precision applications of their proprietary wrapped-

spring clutch technology. By the mid-1990s, Reell had grown to a company employing 

more than 120 co-workers and had opened operations in Europe.  

In the beginning, however, times were challenging and the three founders realized 

that given the pressures facing their new venture they were entirely susceptible to 

recreating in their own company the very same stresses they had reacted against at 3M. 

To avoid this, they asked a simple question:  ―What do we really want from our work in 

this new company?‖  They identified what they saw were four complementary aims: 

 to earn a living;   

 to grow personally and professionally; 

 to be able to put family first; 

 and to integrate their faith and work.  

Moreover, they realized that if these four aims were important to them, they could 

reasonably assume that their employees might also have these same aspirations for 

themselves. This helped them to define ―success‖ in their new company—a business and 

workplace where they could achieve all four aims with integrity.  These aims were 

translated into a direction statement which articulated their moral and spiritual principles: 

 Do what is right: We are committed to do what is right even when it does not 

seem to be profitable, expedient, or conventional. 

 Do our best:  In our understanding of excellence, we embrace a commitment to 

continuous improvement in everything we do. It is our commitment to encourage, 

teach, equip, and free each other to do and become all that we were intended to 

be. 

 Treat others as we would like to be treated. 

 Seek inspirational wisdom:  We will look outside ourselves, especially with 

respect to decisions having far-reaching and unpredictable consequences; but we 

will act only when the action is confirmed unanimously by others concerned (see 

Appendix 1 for the complete statement). 

 

These principles represented a constant within the company‘s culture.  They had a deep 

connection to the Christian faith of the founders as well as many other Reell employees.  

For those who did not share this religious tradition, the principles rang true often because 

of their strong resonance with broadly recognized humanistic values and principles.   

 

Practices: As the company evolved, managers and employees sought to embody these 

principles in particular practices and policies that they believed would create a 

community of work, thereby   enabling co-workers to grow and develop. Like any 

organizational practices designed to reflect and deliver on cherished ideals, these were at 

times implemented imperfectly, and at times poorly. There was, however, a strong 

commitment in the company to ―walk the talk.‖  The relationship between principle and 

practice created a distinctive culture, one which helped its members to see more clearly 

the moral and spiritual realities in the practical problems facing the organization. Some of 

the practices advanced by the company were the following: 
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Spiritual Support Group:  Early on, Dale Merrick recognized a spiritual 

dimension to their work and asked whether there were ways to more explicitly 

share this experience with other employees.  They started a weekly Bible study 

which went on for ten years.   It was eventually discontinued because the 

meetings became less unifying and more divisive over conflicting interpretations 

of the Bible. More recently, several employees started a prayer group on Monday 

mornings at 7:00 a.m. Open to all in the company, it serves as a time to ―seek 

inspiration,‖ share concerns with each other that deal with personal, familial, and 

professional life and to strengthen a community of work by relating to each other 

in a more holistic fashion. 

Silence:  When the three founders first started Reell, they would meet weekly and 

pray together over larger decisions.  As the company became more diverse, the 

leadership of Reell revised this practice, and began their meetings with seven 

minutes of silence as a discipline to practically ―seek inspirational wisdom.‖ 

Outside Counsel:  When the company first began, the founders of Reell sought 

counsel from their church pastors to help them be faithful in the company in 

which they were builders.  As the company developed, the company became 

connected with a group called Seeing Things Whole (STW). This group brings 

together Reell‘s leadership together with leaders from other organizations to 

explore together how their companies might best integrate the wisdom of faith, 

values, and organizational life. Leaders participated in these roundtables not as 

individuals, but as teams representing their company, so that the conversations 

which took place and STW‘s multiple-bottom line way of understanding 

organizations could be brought back into the company and shape internal 

conversations within Reell. 

Target Wage:  Reell hires new individuals at a competitive market wage.  For 

production workers, however, the market wage often does not reflect a living 

wage.  The company has committed itself to raising their pay to a ―target wage‖ 

within a relatively short period of time, by providing skills and training that 

increases their value to the company. The challenge for the company was to 

structure the work and to teach the individual the skills required to bring the 

work‘s ―instrumental value‖ into line with the target or living wage. 

Teach-Equip-Trust Style Management: Seeking to design better and more 

effective jobs through training and skill development, Reell redesigned their 

assembly-line from a Command-Direct-Control (CDC) style of management 

where management and engineers made all the decisions concerning the 

conception of the assembly area, to a Teach-Equip-Trust (TET) approach where 

employees were taught inspection procedures, equipped with quality instruments, 

and trusted to do things right on their own assembly-line.  As a result, employees 

decreased set-up times for new products, reduced the need for quality inspection, 

increased overall quality, and required less supervision.
  
By reducing these costs, 

the company not only was able to pay a living wage, but also created more 

humane work.   

Monthly All-Employee Meetings (“Pie” or “Cookie Day”): This practice began 

as a monthly celebration of employee birthdays, and was later expanded to offer 

employees regular updates on what was happening with the business. It has 
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become an effective venue through which management delivers on Reell‘s 

commitment to ―open book management,‖ sharing all financials with the 

employees. Building upon the Employee Stock Ownership Plan (ESOP), the 

meetings are used to foster a deeper sense of ownership within the company.  

The Forum:  The Forum‘s primary role is to monitor the expression of Reell‘s 

Declaration of Belief and Direction Statement in the day-to-day activities of the 

company.  Members discuss improvements to existing policies/benefits or 

proposals for new ones.  It is a group comprised of the head of Coworker Services 

plus seven coworkers whose selection was based on geographic location within 

the company.  Pre-requisites for Forum membership are three years employment 

at Reell and a demonstrated interest in the daily expression of the Declaration of 

Belief and Direction Statement within the company.  

Volunteer Time: Reell encourages its employees to give not only their treasure, 

but also their talent to the community. The company matches volunteer time with 

vacation pay.  

Tithing: Inspired by the biblical command to give the first fruits of one‘s 

earnings to the poor, Reell instituted a tithing program where its contributions to 

charity are at 10 percent of pretax earnings.    

Equity Pay Ratio Indicator: While there is no hard and fast ratio between the 

highest and lowest paid employees within the company, management is conscious 

of the fact that internal equity is an important reflection of its mission and 

principles.  

Last Alternative Layoff Practice: In economic downturns, layoffs were treated 

as a last alternative, resorted to only after seeking cost reductions in other areas.  

 

Over time, the distinctive character of such policies and practices attracted and helped to 

retain employees at Reell. Historically, employee turnover rates have ranged from 5–8 

percent. At the same time, the spiritual and religious underpinnings of some of these 

practices were a source of dis-ease and created a sense of exclusion among a few of 

Reell‘s employees.
1
 There was also the problem of some of the practices falling into 

disrepair over time. For example, concerns were expressed that the training and 

development activities and budget did not keep up with the aspirations of the TET 

philosophy. 

 

Business/Market Backdrop: Reell sought to produce a product that its members could 

be proud of and that would serve their customer needs.  The founders were all engineers 

who delighted in creating products in service to customers. The experience of working 

for 3M and a rep business enabled them to understand the market and find potential 

improvements for existing products.   All three were keen on fostering excellent customer 

relations. They were committed to four particular goals:
2 

 

 Be Close to the Customer:  Reell was launched as a result of knowing the 

marketplace and how to serve the customer better than existing 

competitors.    

 Design Excellence:  The first product was the result of good engineering; 

Reell offered a better, superior product.  They were additionally fortunate 
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in that some of their products had long product lives, which did not require 

rapid redesigns.    

 Quality and On Time Delivery:  Reell manufactured a product with 

superior quality and delivered the product on time.  

 Strong Long-term Relationships with Suppliers:  One aspect of that 

relationship was to pay suppliers within 30 days, even if that placed a 

hardship on the company.  

 

The mission of Reell demanded a premium price strategy to support a strong research and 

development (hereafter R&D) budget.  One of the more difficult pressures Reell 

continually faced was how to respond to customer pressure to reduce prices.  In the late 

1980s, Xerox, whose business provided 70 percent of Reell‘s revenues, demanded a 

major price cut on one of Reell‘s clutches, which would have hampered future R&D and 

employee benefits.  The buyer was explicit: ―If you don‘t reduce the price, there‘ll be no 

more business.‖  Wahlstedt‘s only response was to say that their shipment would be on 

time. Fortunately, the buyer was bluffing, and Reell was able to retain the business.   

Wahlstedt viewed the buyer‘s request as unfair. He believed that it was right for 

Reell to make a fair profit.  In return, Reell would not price gouge their customers and 

they would provide a high quality product.  A fair price included recovering costs and 

having reasonable profit that allowed for R&D to improve and develop new products.  

Reell left money on the table by not pricing to what the market would bear.  They also 

walked away from money by not coming down on prices with what the market wouldn‘t 

bear.
3
  

Ten years later in the late 1990s, these downward price pressures continued with 

even greater intensity.
4
 Dan Stem, VP of Sales, felt that Reell could no longer resist price 

reduction requests without losing major customers.  As a small company, Reell has 

always been dependent upon a couple of very large firms such as 3M, Xerox, Kodak, 

Apple, Toshiba, Dell, and so on.  One customer at any one time could make up between 

20–70 percent of the company‘s revenue.   

At the end of 2000, Toshiba was one of Reell‘s largest customers with 

approximately 20 percent of Reell‘s revenue. Stem negotiated a price with Toshiba which 

reduced Reell‘s profit margins. Stem and others at Reell felt that failing to negotiate price 

reductions with Toshiba would lead to losing an important customer for its future. The 

laptop hinge business was growing rapidly and there were clear signs that laptops in the 

computer market had significant growth potential.     

Stem, along with some in senior leadership, believed that such price pressures 

could actually be good for Reell. They would discipline the company to improve its 

purchasing practices and manufacturing processes and become more efficient in the 

management of inventory, supply chains, quality, rework, scrap, and so on.  So while 

there might be a decrease in margins initially, in the long run, increased volume followed 

by improved operational efficiencies would make Reell a larger and more profitable 

company. 

The price reduction strategy with Toshiba increased Reell‘s volume significantly.  

In order to handle the increased volume, Reell expanded its manufacturing facility from 

40,000 to 80,000 square feet and purchased expensive new automated equipment. The 

expansion and purchasing was financed by taking on $4.2 million of debt. Yet, as the 
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paint was drying on their capital investment, Toshiba‘s orders began to fall fast resulting 

in the need to reduce cost, including those related to labor. Reell‘s precarious situation, 

along with the economy slipping into recession was reflected in its share price which 

dropped from $100 to $80 a share between 2000 and 2001.   

 

 

A Time to Decide 
As Reell faced the difficult decision about how to reduce payroll costs, their own history 

was pulling them toward the option of utilizing pay cuts. Reell had utilized this option on 

four earlier occasions (see Appendix 4). This time their decision was complicated by 

uncertainty about whether this market downturn was different.  There was a great deal of 

confidence at Reell in its technology and the capability of its people, but no clarity about 

when the market would regain strength, and the extent of the recovery. If the market did 

not rebound for the foreseeable future, Reell simply had too many people for the work 

that needed to be done.   

Facing an uncertain future, management drew upon both principle and precedent 

in making its decision. The stories of the utilizing pay cuts in the past as a way of 

avoiding layoffs contributed to the strong culture at Reell. There was a sense that 

choosing layoffs would negatively impact this culture—that it would break solidarity not 

only with one another but with Reell‘s legacy.   

When the founders faced their first downturn in the 1970s, they drew upon both 

their experience and their spiritual principles in shaping their response. In particular, the 

Golden Rule, ―treat others as we would like to be treated,‖ raised the question, ―how 

would we want to be treated in such economic downturns?‖  The founders‘ response was 

to reduce their wages in order to avoid layoffs. This did not come from a perspective of 

enlightened self-interest, but rather emerged as an expression of their commitment to 

allow the Golden Rule to become more than platitudes.  In truth, they regarded this 

principle very much rooted in the Gospel that had a claim on their behavior as leaders 

within their company. 

Yet, principles alone are not guarantees for economic survival. Reell faced significant 

issues. They were uncertain about whether business would return and to what extent, and 

whether the workforce was too large for the resulting volume of work. They needed to 

actively diversify their customer base and develop new products on their technology 

application, as well as a better pricing strategy that would buffer market downturns. They 

needed to creatively improve operational efficiencies and more effectively address 

performance issues among employees. If not properly addressed, these issues could 

undermine a decision that would seek wage reductions and avoid layoffs.  For example, 

the failure to address performance issues among coworkers could potentially prolong 

wage reductions which could wear thin their good will.  

  ―During the time when Steve Wikstrom and I (Reell‘s co-CEOs) wrestled with the 

decision about whether to reduce the cost of Reell‘s payroll through layoffs or salary 

reductions,‖ Bob Carlson recalled, ―I kept thinking about another company named 

Tennant that I had worked for. It had been growing nicely, breaking into the Fortune 

2000. Up until 1979, when faced with financial difficulties Tennant had not resorted to 

layoffs, but had instead implemented pay cuts. In the 1980s, though, Tennant laid off 

employees and the company fundamentally changed. We lost the sense that we were all 
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in this together. Our good humor and general sense of good spirits diminished. It wasn‘t 

that it became a bad company, but there was a real loss to the culture, and we wondered 

what it would take to get it back. It was like a really big wound that wouldn‘t fully heal.‖ 

Other Reell employees had similar experiences.   

As an aid to their discernment about whether to resort to layoffs or pay 

reductions, Bob and Steve invited another member of Reell‘s leadership cabinet, Jim 

Grubs (VP of Co-worker Services), to draft a statement examining the current dilemma in 

light of Reell‘s Declaration of Belief (see Appendix 3). Grubs was regarded by Reell‘s 

leadership as something of a theologian- in-residence. One of the explicit responsibilities 

assigned to his role was the care and nurturing of Reell‘s unique values-based culture.  

―When Jim returned with his statement several days later,‖ Carlson recalled, ―Steve and I 

were really pleased. Jim‘s piece really captured well what many of us had struggled to 

articulate—our commitment to the people we worked with and our conviction that we 

must do everything possible before taking the measure of laying someone off.‖ Carlson 

continued. ―At that point, we were pretty sure which direction we were going. Before 

announcing the decision, we polled the cabinet twice—once about the decision itself, and 

again about their readiness to support the decision once it was announced. When it was 

clear we had their support to implement a program of pay cuts in order to avoid layoffs, 

we then wrestled with the question about how best to distribute the pain.  

―Some advocated that we should all take the same percentage pay cut as a symbol 

of our all being in this together. In the end, we opted for a differentiated pay cut in which 

upper level management absorbed a twelve to sixteen percent salary reduction, with a 

lower percentage of seven percent for our salaried production workers, and management 

implementing their own pay cuts thirty days earlier. Those at or below the target wage 

were exempt from the pay cut‖ (see Appendix 5). 

 

 

Discussion Questions: 

The options on the table for reducing costs immediately in light of the significant drop in 

revenue and its expansion costs were relatively clear for Reell‘s leadership, but very 

complex. They could: 

 lay off co-workers to achieve the necessary reduction in costs, or,  

 implement a program of reducing wages to prevent layoffs for as long as 

possible. 

 

1. In light of Reell‘s decision to institute wage reductions, how would you assess the 

problem Phil Billings raised concerning poor performance reviews and the need for 

more disciplined efficiency improvements? What are some possible unintended 

consequences of their wage reduction decision in light of these problems?   

2. How would you evaluate Reell‘s customer relations?  Could they have done things 

differently with their customers, which would have reduced their need to cut wages?  

With Reell‘s customers increasingly focused on price, how would you evaluate 

Reell‘s decision to expand, reduce prices, increase debt and diminish margins?  

3. What do you think is in danger of being overemphasized as well underemphasized at 

Reell, especially in light of the decision to go with salary/wage reductions instead of 

layoffs?  
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4. Finally, what would you have done if you were charge?  Lay out a decision strategy 

to address your shortfall between revenue and cost, and what you would do to 

possibly avoid this situation in the future. 

 


