
The Cost of a Revolving Door
How Turnover is  Hurting Your Bottom Line 
and How You Can Fix  it
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EXECUTIVE SUMMARY
Every business struggles with the same problem. People 
leave. 

Many of the strategies that focus on controlling voluntary turnover concentrate on those 
factors that influence retention (e.g., employee engagement, leadership, opportunities 
for growth, work/life balance, compensation, work environment, culture). While we 
emphatically support these efforts, we believe retention efforts shouldn’t begin once a 
person is hired, but before a person is hired; it needs to start with the hiring process. In 
2018, more than a third (38.6%) of new employees left during their first year and, of those, 
43% left within their first ninety days of employment.1  

Efforts to reduce turnover need to begin 
with a recruiting and hiring process that 
focuses on matching people to positions. 
Adopting this approach and mindset will 
yield a more effective and efficient process. 
This will help you sidestep the most 
common hiring mistakes so you can get the 
right people in the right positions the first 
time– reducing turnover and saving time, 
energy and resources.

In the U.S., 27% of 
employees quit in 2018. 
If employers allow this 
trend to continue, the U.S.’s 
voluntary turnover rate will 

hit 35% by 2023.2
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WHAT IS EMPLOYEE 
TURNOVER?
At its most basic, employee turnover is when an employee leaves your company either 
voluntarily or involuntarily. It is usually expressed as a percentage and is easily calculated 
by the number of employees who leave in a year divided by the average number employed 
(number of at the beginning of the year plus number at the end of the year divided by 2). 
If a company of 100 people loses 4 during the year, they would have a turnover rate of 4% 
(a low turnover rate) but if a company of 12 people loses 4 employees, they would have a 
turnover rate of 33% (a high turnover rate). 

While some level of turnover is healthy, high levels of voluntary turnover affect a 
company’s ability to meet its goals and, as we’ll see, are very costly. 

WHAT IS A “GOOD” 
TURNOVER RATE?
Turnover rates vary dramatically by industry. For instance, Panera Bread loses almost 
100% of its workers every year – and that’s considered pretty good in an industry where 
turnover is estimated at 130%.3On the other end of the spectrum is the government 
sector, where turnover is just under 19%.4 

For an individual organization, most recommend aiming for a 10% turnover rate. Even 
with a low turnover rate, companies need to keep an eye on who is leaving and why. A low 
turnover rate could hide the fact that you’re losing your top performers or that you’re not 
proactively addressing performance issues. 
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WHY WORRY ABOUT 
TURNOVER
Turnover is expensive. In cold, hard cash, employee turnover can cost employers up to 
33 percent of the employee’s annual salary, according to the Employee Benefits News 
report.5 For example, if a company loses an employee whose annual salary is $45,000, 
it would expend about $15,000 to fill the position. A similar study by Gallup6 found that 
the actual cost of replacing an employee can range between 1.5 to 2 times their annual 
salary. According to Gallup’s study, if the annual salary of an employee is $45,000, the 
cost of replacing that employee would be anywhere between $67,500 and $90,000. Note 
that while the formulas provided by the Employee Benefits News and Gallup are quite 
different, they are both rate-based which means that higher-paying jobs have a higher 
associated turnover cost.

Here’s how it breaks down for an individual 
organization:7

• The annual overall turnover rate in the 
U.S. in 2017 was 26.3%, based on the 
Bureau of Labor Statistics.

• The cost of replacing an individual 
employee can range from one-half to 
two times the employee’s annual salary 
-- and that’s a conservative estimate.

So, a 100-person organization that 
provides an average salary of $50,000 could 
have turnover and replacement costs of 
approximately $660,000 to $2.6 million per 
year.
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THE DIRECT AND INDIRECT 
COSTS OF TURNOVER
Voluntary turnover, sometimes referred to as preventable turnover, is estimated to cost 
U.S. businesses from $600 billion8 to one trillion dollars annually.9 What’s included in that 
cost? While the simple answer is that it includes the costs related to hiring and training a 
replacement, these costs are often dramatically underestimated. To reflect the true cost 
of turnover, calculations need to include both direct and indirect costs, which are difficult 
to estimate and often completely overlooked.

In relation to hiring, direct costs include fees paid to recruiters, advertising costs, travel 
costs related to interviews, assessments, drug testing and, if applicable, signing bonuses 
and relocation costs. The time required for interviews, reference checking, on-boarding 
and administrative tasks would be examples of indirect hiring costs.

Similarly, training costs include both direct and indirect costs but it is the indirect costs 
that can be significant. Even if no outside training takes place, the time people spend 
guiding and training new hires, both in company policy and the particulars of the job, is 
included. In addition, these “training costs continue to add up until the employee is trained 
to the same level of productivity”10 as the employee they replaced. It generally takes 
“8-12 weeks to replace a knowledge worker, and then another month or two before the 
replacement gets to full productivity mode,”11 although some estimates are that it takes 
much longer, even as much as two years.12 

And yet, the costs of replacing a worker almost pale in comparison to the massive 
impacts that turnover can have on a business - many of which go unrecognized and 
unacknowledged. While difficult to estimate, these costs should also be considered part of 
the cost of turnover. 
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Decreased productivity
A high turnover rate creates a situation where the business is perpetually 
understaffed. As such, decreases in productivity come in many forms and 
can carry an extremely high cost.

1

a. Reduced productivity of existing staff – Earlier 
we mentioned that estimates of turnover costs 
need to include the time people spend guiding and 
training new hires. In many companies, the best (or 
at least better) performers are asked to take on this 
task. So while new hires are being trained, these 
higher-levels performers are doing double duty and 
it is only realistic to expect that their productivity 
will be decreased as their attention is temporarily 
drawn away from their direct reports, projects and 
other responsibilities. 

b. Longer learning curves for new hires – New 
entrants into a company’s workforce depend 
heavily on more experienced workers. Senior staff 
and co-workers help new hires learn about the 
unique aspects of the business, the brand, the 
industry, etc., as well as helping them master the 
company’s systems and processes. A high turnover 
rate eradicates this knowledge and forces new 
employees to figure things out on their own, 
often by trial and error. This not only dramatically 
increases the time needed for new workers 
to settle into an organization and get to “full 
productivity,” but can also prompt them to quit, 
fuelling additional turnover.

c. Slow-downs in production and delivery of service 
– While existing employees are training new hires 
and/or doing the extra work created by those open 
positions, there may be disruptions in operations 
that slow production and/or delivery. According 
to a survey by Taye & Getnet,13 employers and 
employees rank lost productivity and substandard 
work as the second most severe impact high 
turnover has on businesses.
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Increasing difficulty attracting and retaining 
talent
Companies with high turnover rates often have low employee morale, 
stemming from the overwork and stress created when existing employees 
are forced to take up the slack. Frequent departures may also cause 
remaining staff members to feel demoralized and can further fuel turnover 
by prompting employees to question whether they should leave. As 
mentioned, new hires may suffer from low morale as they struggle to 
acclimatize to their roles without sufficient support and, on top of that, a 
low-morale environment can prevent the business from attracting high-
quality talent, or any talent.

Declining customer service
Happy employees translate to happy customers and unhappy 
employees…...well, you know the rest. Research has clearly established a 
strong link between employee satisfaction and customer service.  A 2019 
study by Glassdoor showed “a strong connection between…customer and 
employee satisfaction” and noted that “the effect is more than twice as 
large for companies in ‘high customer contact’ sectors.”14 Employees who 
are unhappy are not likely to go over and above to satisfy customers and 
repeated bad experiences can irreparably damage your brand. In fact, 32% 
of all customers would stop doing business with a brand they loved after 
just one bad experience.15 

2

3
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Declining sales and increasing customer 
acquisition costs
Even if all other factors remain constant, a revolving door leads to a decline 
in sales. A significant portion of most businesses’ sales (65 percent16) 
comes from return customers and losing employees at unprecedented 
rates has a significant impact on those customers. A customer who is

constantly being introduced to 
a new salesperson or customer 
service rep may begin to question 
their relationship with your 
firm. In addition to losing the 
client or account, you’ve lost any 
referrals that customer might have 
provided, forcing the business to 

depend more and more on new customers. Estimates are that it costs five 
times as much to attract a new client than to keep an existing one; that 
existing customers are 50% more likely to try new products; and that they 
spend 31% more.18 In addition, “customers generate increasing profits 
each year they stay with a company.”19 High turnover can dramatically 
impact the bottom line by decreasing sales and increasing acquisition 
costs, resulting in lower profitability.

Cost of  lost opportunities
When a company is constantly understaffed, things are going to fall 
through the cracks. What does it cost a company when no one is available 
to answer the phone or promptly return an email or take care of an angry 
customer? Since that prospect or customer is likely to simply move on to 
another company, we are often unaware that these events even occurred, 
but the loss of revenue and reputation can be difficult to overcome.

Increasing customer 
retention 5% can 
boost profitability by 
75%.17 

4

5

As we’ve seen, having an “open seat” is costly. BUT, hiring the wrong person can be even 
more expensive. You’ll suffer many of the same costs as having the position open but now 
you also bear the cost of that employee as well as the investment in time and energy to 
repair the damage left in their wake. 
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PITFALLS OF THE TYPICAL 
HIRING PROCESS
When it comes to hiring, necessity truly is the mother of invention so it’s not surprising 
that most hiring processes are created on-the-fly. We have an opening for a new employee 
so we 1) develop a job description, 2) advertise, 3) review applicants, 4) interview and 5) 
make a selection. Although this addresses many of the basics, the focus here is typically 
on the latter half of the process (numbers 3, 4 and 5), leaving us vulnerable to some of the 
most common traps:

Rushing to fill a seat rather than make a great 
match  
Many organizations treat an open position like a vacuum; rushing to fill the 
empty space. As mentioned, it is better to leave a position open, taking the 
time to find the “right” person, rather than settle on a mediocre candidate.

Overfocusing on the minutia of the job 
description
While job descriptions are certainly an important tool in the hiring process, 
they tend to be granular so they don’t provide a clear picture of what 
success in the job means or what that requires from a candidate. Instead, 
a more strategic, holistic view of the position enables us to ask better 
questions, focused on the specific competencies and experiences that will 
support superior performance.

Hiring someone because we like them
Even the best interviewers can get sidetracked when they “click” with a 
candidate. While we want to hire great people that we look forward to 
working with, it’s important to focus on how well they match the position, 
not whether we hit it off with them. The corollary to this would be 
ensuring that we don’t eliminate candidates for the wrong reasons.

1

2

3
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One is the loneliest number
Whether due to time constraints, being understaffed or simply a culture 
that doesn’t recognize the importance of the hiring process to the success 
of the organization, it is not uncommon to see only one interviewer or only 
one candidate. On the interviewer side, research has shown that 320 – 421 
interviewers are the sweet spot, markedly improving the likelihood of a 
great hire. On the candidate side, even if you love the first candidate you 
see, give yourself some basis for comparison by interviewing additional 
candidates before you make the final decision.

Random, unreliable interviews
In many organizations, interviewers ask different questions to different 
candidates. This undermines their ability to compare candidates and 
doesn’t put sufficient focus on the requirements of the position. Instead, 
best practice dictates the use of a structured interview process where 
interviewers work from a list of relevant (and often behavioural) questions 
that are asked of all candidates. This is often used along with a scoring 
convention.

4

5

6 Not having or 
sticking to a 
process
Like any other process in your 
company, your hiring process 
will change as your company 
grows. However, even the 
smallest of organizations 
should adopt a consistent, 
repeatable hiring process 
rather than improvising. Not 
only will this help you to make 
better matches, it can also 
protect you in the event of a 
legal dispute.
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AN IDEAL SOLUTION
Results in superior matches by:

Examining the job from a strategic perspective to understand why the job exists, the 
most important aspects of the job and how success will be measured. 

Identifying the top competencies, motivators and behaviors needed for success in the 
position, without limiting the top range of performance. 

Providing insight into the candidate’s potential strengths and weaknesses as they 
relate to the position, and assessing their level of importance.

Calling attention to potential performance issues that typically wouldn’t be apparent 
until after hiring. 

Providing a common language around the job matching process that enhances 
the ability of the interviewers to have productive, insightful conversations about 
applicants.

Supports an objective, repeatable process by:

Supporting a replicable, step-by-step process that saves time, effort and money.

Introducing objectivity and diminishing bias.

Making interviews more productive and supporting meaningful discussions with 
candidates.

Facilitating the creation of a powerful, structured interview process that integrates 
the interests of the job, the candidate and the organization.

Addressing the specific needs of your team and your company.

Using assessments specifically developed for use in the workplace that are highly-
validated for predictive ability, accuracy and reliability (and are EEOC compliant).

√

√

√

√

√

√

√

√

√

√

√
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Expedites on-boarding and training efforts by:

√

√

√

√

√

Jump-starting the getting-to-know-you process for managers, co-workers and the 
new hire.

Simplifying the creation and implementation of an in-depth, on-boarding program 
complete with clear role expectations and an action plan for developing needed skills. 

Alerting supervisors/managers to any potential issues so they can be prepared to 
manage and guide the new hire.

Aligning development efforts to the needs of the job and the organization.

Providing employees with a roadmap for development and advancement.

 

THE RIGHT JOB-MATCHING PROCESS DOES 
ALL THIS AND MORE!
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Choose stakeholder and subject-matter experts
Choose the appropriate Subject Matter Experts (SMEs) to 
take part in the process. These are people that have a direct 
connection or in-depth knowledge of why the job exists or how it 
should be done.

Take on-line assessments
The SMEs respond to the Job Assessments. Based on a unique 
analysis, the Multiple Respondent Report combines the input of 
all SMEs to create a benchmark for the job.

Conduct facilitated session
The SMEs will discuss why the job exists and how success in the 
job is measured. Using that as a foundation, they will create a 
comprehensive yet succinct group of 3-5 key accountabilities for 
the job.

Review and validate the benchmark
The SMEs review all the elements of the benchmark to ensure 
that it accurately reflects the position.

Compare candidates to the benchmark
Candidates take a talent assessment, designed to be used 
with the benchmark, which highlights how well they match the 
position, suggests areas to explore during the interviews and 
prepares the manager to on-board the successful candidate.

OUR PROCESS
Enhance performance and decrease turnover by getting the right person in the right 
place with Delta-V’s Job Matching Process

Effective job matching starts by defining the job but from a strategic, big-picture 
perspective. To do this, we let the job “talk” using a unique, interactive process and job 
assessment that allows us to benchmark the job, not the person in the job. Despite the 
power and breadth of this process, a validated benchmark can be created and ready to use 
in just a few hours. 
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SUMMARY
Turnover is expensive – much more expensive 
than most business owners realize. It attacks 
profitability on several fronts by negatively 
impacting productivity, customer service, 
morale, operations, sales, costs, etc. Reduce 
turnover and save time, money and effort by 
using a job matching process that helps your 
organization consistently find the right person 
for each position. 

For assistance creating a job matching process 
that works, 

call Delta-V Strategies at 908.996.1003 

or reach out to info@DeltaVstrategies.com.

In addition to supporting the development of your company-specific job benchmark, the 
inputs and results of this process jump-start your efforts to:

• Develop a structured interview process, 

• Conduct effective, insightful interviews,

• Shorten the on-boarding/training cycle,

• Articulate clear, company-specific results and expectations for each position,

• Support development efforts and much more!

mailto:info%40DeltaVstrategies.com?subject=
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ABOUT DELTA-V 
STRATEGIES
Delta-V Strategies equips business owners with the skills 
and insight they need to successfully navigate growth. 
Working with leaders and their teams for over 20 years, 
we understand how challenging it is to keep up with the 
changing needs of a growing business and we partner 
with you to unite, develop and energize your team. 
We’ve worked with organizations of all shapes and sizes 
to strengthen leadership, transform culture and shape 
strategy.

For more information, visit us at 
www.DeltaVstrategies.com

http://www.DeltaVstrategies.com
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