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28 Part One Introducing the Pay Model and Pay Strategy

experienced, high-performing salespeople. Top salespeople knew the products and keptdgf
to date and customers knew that they could get expert advice at Circuit C_lty. The stra'tegy i
ferentiated Circuit City from archrival Best Buy, w.hich featured self—serylce stores V|Vlth Tjugfe
inventories, but less expert salespeople. Best Buy hired young, less-experienced peol%e ant ot-
fered lower wages and smaller bonuses. However, Best Buy’'s sales and total shargho erre urr‘\s
soared past those of Circuit City. Subsequently, Circuit City laid off 3,900 top-earning salespeople
in 2003 and replaced them with 2,100 less-experienced people who .recelved .lo.wer wages and
smaller bonuses. Circuit City said it could no longer afford to pay big commissions to its sales
ile its rivals paid less.”’
Sta:‘: \IZVS(;[Ie lé?é‘uit Ci?cy fired 3,400 of its highest-paid store employees and. began to repllace.the'm
with lower-paid workers in hopes of reducing labor costs. In the following quarter, Circuit City
reported that the company lost money. Some commentators attributed th_e loss to the fact that
Circuit City had gotten rid of many of its most experienced and highly trained employees, which
they believed translated into a poorer customer experience and, in turn, lower revenues and
rofits. ,
P For example, according to BusinessWeek, “In the world of pricey consumer.elec_tr.omcs, where
customer service is arguably as important as quality products, Circuit City Stores is missing the mark
and further eroding its profits.” However, a company spokesman said that only a few salespeople
per store were affected by the workforce reductions and that many of the employees affected
worked as customer service representatives or in the warehouses. As such, he questioned whether
the cuts had significantly affected the in-store customer experience and thus whether the cuts had
caused the decline in the company’s performance. Eventually, the bottom fell out of Circuit City’s
profits and stock price and it had to liquidate, closing its over 500 stores (resulting in over 30,000
employees losing their jobs).”8
Now consider the next part of the story. Best Buy itself subsequently sought to further cut
its own labor costs by essentially demoting 8,000 senior sales associates to positions that could
pay half as much. A question was whether the Best Buy pay-level cuts would have the same
consequences as what one person described as the “disastrous personnel moves” made at
Circuit City just a few years ago.”® Apparently, Best Buy did not see it that way. Subsequently,
Best Buy announced that it would close 50 stores and also cut 400 corporate jobs in an effort
to cut $800 million in costs. Why is Best Buy aggressively cutting costs? USA Today stated that
Best Buy “is trying to avoid the fate of Circuit City, which went out of business in 2009 (See also
Radio Shack.) It faces slower sales of expensive items like TVs, plus increased competition from
Amazon.com and discount stores such as Walmart and Target.8° Employment at the headquarters
has bgen an ongoing target and is now around 5,000 employees, down from its peak of 9,000 in
the mid-2000s. After those cuts, store closings, and pay cuts, Best Buy next (in 2014) cut employ-
ment by around 2,000 in its stores and regional offices. However, the cuts are being made in a
way that Best Buy hppes will minimize any negative impact on the customer experience. Most
of the cuts targt_et middle managers, many of whom have six-figure salaries and who supervise
product categor_les at more than a dozen stores each. That will leave fewer middle managers
S:/F?l:e:: mr?re th;\nly across more stores ve more responsibility to the store managers who
w have the espective) stores.” The cuts, which target regional
o dilrectly help shoppers, are intended to minimize

) and gi
“full ability to run their (r
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