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A d v a n c e d T o p i1 c s

Lessons from the Last Recession

By Ric Kosiba, Ph.D., President, Bay Bridge Decision Technologies

We have all heard the adages that those who aoeaighof history are condemned to repeat it antl tha
business cycles are like pendulums. There is af tisdom in an adage and, when listening to toslay’
business news, we should keep this advice in niihis. applies especially to those of us who are old
enough to remember the years between 1980 and 198@,and 1991, and 2000 and 2003 as we feel our
economy slipping toward a recession.

We are starting to see some of the same mistakamniact center decision-making we saw beginning in
2000. Company management is known to repeat mistakel it appears that this is happening now. The
purpose of this article is to highlight some of themes and particular items we saw last time feadwe
will see again during this current business slowrmlo

Theme #1: During a recession, there is a higher perttial
for companies to make strategic mistakes.

During the 2000 recession, most major issues wiegtvere strategic in nature. Tactics and tactical
decision-making do not have a severe impact oméladth of the company. Those decisions can be wdon
Unless a tactical blunder undermines a stratedjar plike the unwritten covenants between managgme
and phone agents (e.g., getting rid of some snuafiraditional company perk), it is unlikely a taet
decision will cause real financial headaches.

However, strategic mistakes become much more commtimes of high anxiety and high variability. In
times of uncertainty, most new decisions are gjiat@ nature like:

« Should we relax service goals or should we cut beandt? How much? Which groups? Which
centers?

« Are we expecting changes in our volumes or harndied? How much? Which direction?
« Should we outsource? Which business functions shealoutsource?

« Should we stop cross-sell functions, or should @aign our contact centers for economies of scale
and not quality? Should we focus on “shareholdéwe/ainstead of “customer quality” — moving
toward cost cutting and away from quality service?

Answering these strategic questions wrong will l&eat have led) to huge cost and service issudactn
our strategic mistakes will directly result in taat headaches, as strategic mistakes almost allwagiso
day-of operational failures. In general, strategistakes begin to show themselves at 9:01 AM, Mgnda
morning.

Item #1: Should we relax service standards or eatlhount?

During the 2000 recession, and during the curraat our first line of attack seems to be to reckarwice
and cut headcount. What is interesting is thatnfany executives, these two items are not necéstzi
same thing. Many non-operationally minded folksikhthat they can reduce staffing and yet service ca
remain constant, with some management ingenuitystMften, this is wishful thinking.

The common blunder to avoid this time around isiegttoo much staff. Certainly costs must be sabed,
at the same time it is very easy to get into thkevtiere occupancy runs high enough to affect mttriand
quality, or service drops enough to affect custosatisfaction or revenues. During the last recessiere
were several horror stories of companies cuttiaff past the point of the possibility of mediumrter
service recovery.

Similarly, the pendulum will someday soon swing tilkeer way and, in much the same way that we rneed t
plan for cost cutting, we need to also plan founoé growth as the economy improves. The 2000-2001
economy improved faster than expected and sevenapanies were caught behind the growth curve. This
caused financial and operational troubles, evemeagere coming out of the recession and when
opportunity for real business growth was high.

All of this can be avoided by carefully planning fesk (which we will discuss below).

Item #2: How do we plan for changes in volumes?

http://lwww.swpp.org/member/newsarchive/fall08/advancedtopics 6/7/201(



Lessons from the Last Reces: Page2 of 4

One thing is certain in a business environmenttiikiay’s: expect your volumes to change. A lot.iBess
uncertainty breeds operational variability. Howetbere are better ways to manage this uncertéiaty
how we handled it during the last recession.

Last time, we did our best to determine the redund calls we could expect, and we planned acogtdi
There were two big and common mistakes in this ghoprocess that we made then that should be adoide
now.

1. Picking a single volume number and going with ihcdrtainty means that we do not know what
will really happen. By pretending that we do andeleping a single plan based upon a single best-
guess forecast, we can find ourselves with the gaot@lems that we discussed above, like having
too many or too few agents in our operation. Thok iis to evaluate the various combinations of
likely volume scenarios and resulting staff plamndecisions. We must plan for both what we
think will happen and what happens if we choosentteng volume forecast. By doing this, we are
adding the element of business risk to our deciaimalysis, which by extension will improve our
decisions and operational performance.

2. Not zagging after the zig. The second mistake ¢batpanies made during the last recession was to
put forward a plan and to live within that plane@ily, a changing environment means that there
will be changes to our original assumptions! Thaustry best practice is to closely monitor (at
least monthly) all important business drivers (Matumes, attrition, and shrinkage) and be ready
to reforecast these drivers in order to make thpeggpiate staffing decisions. Similarly, varianoe t
plan is very likely and can be viewed as an eadyning signal that alerts of changes in the
business environment. If you are not monitoringryperformance drivers and acting upon this new
information, how will you know the recession is ove

We have better technologies available to us fantay this time and we should use the power of
automatic scenario evaluation available in a sfiatelanning system to avoid these serious pitfalls
Item #3: Should we reorganize or outsource momigrate to cheaper channels?

Outsourcing:

A direct result of variability is the need to outsce if we miss ltem #1 and ltem #2 above. Simply b
understaffing there will be a need to find resosmeickly. Similarly, variability will mean that ére will
be a short term need for “overflow” agents. Thiedhean be expected during times of high variab#ity
especially if your capacity planning function issedeveloped and your plans are not well workealiin.

But the real question is whether now is the timeutsource purely on the basis of cost. Like thenemy,
outsourcing as a trend is somewhat cyclical. Thene many stories in the media about the outsograin
jobs during the last recession, but internally,heard much about those same jobs coming back to the
States as a method of improving quality once teession had passed.

The lesson from 2000 is that it is very importdrattthe business functions that are outsourcedffsbore
centers) be well thought through and analyzed. dften, companies outsource too many core processes
and those companies took a perception hit that Asaeijobs were being sent overseas. During rough
times, there is a huge potential for reputatiok.ris

At the same time, as recent news out of India destnates, there is international political risk asated
with moving operations overseas. These need todighed with the cost savings expected.

Reorganization:

General reorganization for economies of scale mepds also worth analyzing. However, the value
associated with the economies of scale of phonetagee hard to come by. Simply, the operational
economies of scale we gain by adding phone ageatmastly exhausted at lower volume thresholds than
we might expect. There are, however, economiesaged with consolidating management and reducing
the infrastructure costs of combined groups, laxgect that these are also not big cost saveradst
companies. Again, these are strategic decisions#mbe quickly analyzed in your long term plagnin
process.

On the other hand, many companies used the lastsien to take calls from disparate locations (like
branch locations or retail stores) and place th@mdéontact centers. This, of course, garneredao@s of
scale for the processing of those phone contactisdi the companies actually save money? Onlyaf/t
were able to reallocate the branch resources te maiue added work or keep fewer employees in the
branch. That is likely a function of the branch éoypes’ other tasks, and whether they could be lednd
with fewer employees given the reduction in phoaksc

Multi-channel:
Finally, a mistake that many organizations madénduthe last recession was the propagation of other

channels in order to bring costs down. While itéstain that the long term trend has supportedimult
channel as a cheaper way of servicing customessalso certain that these were not short teresfixt is
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likely that the start-up costs of new channels #edtime that was required to implement such
organizational and technical changes long outiemptevious recession.

One last point about multi-channel servicing a®st cutting move: there usually turns out to bs Esort
term value than you would expect. Customers ofeamultiple channels as ways of contacting service
centers several times over — for the same cust@aee. Multi-channel servicing often means more
contacts in aggregate. Couple this with the obvighenomenon that multiple channels mean that simple
contacts are self serviced, but also that more &exrgontacts are serviced by phone agents, andeatér
costs may be higher than expected in this new enmient. Multiple channels often mean that your ghon
agents’ average handle times increase as the rifcelltiservice problems come their way and thasg’
calls disappear (which is a good thing).

Theme #2: Decentralized “planning” can skew performance.

A cousin to the issue of strategic missteps istie@tagement and others, from a variety of orgaioizat
disciplines, can make decisions that directly ahekasely affect center performance. It isn’t onty a
individual executive’s fault if there are servidsrdptions.

During times of economic downturn (and when runrigen operations), unplanned activities have much
more of a dire impact than during times of plef@¢her decision-makers, be they marketing, legalyyo
agents, or even your customers, can affect youicgemore dramatically during a recession. Durimg t
last recession we heard stories about:

« Companies cutting a random percentage of their fsock. Top-down decisions, made with no
operational analysis, often are an operation’s b#feheard of an industry that chose to cut staff
by the uniform amount of 20% during the last downtWere they right? Probably not.

« Companies reallocating operations budgets (e.@uth a hiring freeze) toward marketing or other
contact-generating functions. We heard terribleissoof hiring freezes accompanied by increases
in marketing activities — which for a contact cemetwork means certain chaos and operational
headaches. More calls without more agents usuallyring agent burnout, attrition, more
burnout, more attrition, and...

« Attrition being radically altered. In the absenddh® call center death spiral of burnout and
attrition, there is often the opposite problemtiines of tough economies nobody quits, stagnation
occurs, service suffers, and customer satisfattibes a hit. It is never good for your agents to be
stuck in a job they do not want and tough timesrofirive this unhappy situation.

« Customer rates and terms being altered to driverme® (and contacts) or companies charging for
previously free services (e.qg., airline’s checkaddage policies). When there is more uncertainty
with the products and services that you offer, @€t more (and more difficult) calls from your
customers to sort out your policies. Similarly, eveyou keep your product and service exactly the
same you can still expect additional clarifying tmts if your competition’s product changes.

« Overall uncertainty can drive call volume for sowegticals. When the economy itself is a driver to
your product offering (e.g., brokerages), you capeet large volume swings

All of this describes a few of the reasons for ieny uncertainties we face when running an operato
complex as a contact center network. In timesradrftial stress these problems are amplified.

Theme #3: Planning is much more important in thesdifficult times.

Both of the previous “themes” lead to a specifithr during tough times, while more difficult, Sgic
planning becomes much, much more important. Chaimgib® operating environment, whether internally
or externally caused, make your ability to plan ekt critical. Planning is a decision-making ey(dee
the article The Contact Center Decision-Making @yialthe Summer 2008 issue of this newsletter),
comprising of monitoring performance drivers, reefasting if necessary, making decisions about the
business response to any changes, and implemehérdecision. Our ability to perform this processa
normal matter of business course, will determinetiver the organization can be consciously competent
during these tough times.

In the absence of being able to accurately andktyuamalyze changes to our operation, decisionkheil
made without any analysis. In the end, a decisieays has to be made, even if it is to do nothamy
even if it is the wrong decision. But, better demis come from a better planning and analysis maice

Planning well requires an automation and optimazatif your planning process. It requires you toehthe
ability to forecast, the mathematical technologedetermine optimal staffing levels and hiringrnsathe
ability to simulate your center network to deterenexpected service performance, the automation to
quickly perform sensitivity and what-if analysisichthe ability to monitor your operation throughiaace
analysis. Speed and accuracy of your planning geoisethe key.
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We are in for tough times but history does not neepeat itself; many of our big mistakes duting last

recession can be avoided by doing some solid asaysl quick and accurate planning. And then dding
all over again.

Ric Kosiba is a charter member of SAWVPP and co-founder and President of Bay Bridge Decision
Technologies. He can be reached at EDK@BayBridgeTech.com or (410) 224-9883.
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