
I n  E s s E n c E

62 	 Wi l s o n 	 Q ua r t e r ly 	n 	 S p r i n g 	 2 01 2

Cashiers	have	to	be	skilled	
at counting nickels and dimes 
for more than one reason: They 
brought home less than $20,000 
in pay on average in 2010—if they 
were lucky enough to work 40 
hours a week. Cutting hours and 

workers is one of the first steps 
many retailers take when sales slow.

Some retailers have bucked 
this trend, however, while still 
managing to offer low prices, 
good customer service, and im-
pressive financial returns. What’s 
their secret? 

Zeynep Ton, an operations 
management specialist at MIT’s 
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Sloan School of Management, 
studied four highly successful re-
tail businesses: Costco, the retail 
giant; the specialty grocery chain 
Trader Joe’s; the convenience store 
line QuikTrip; and Mercadona, the 
Spanish supermarket chain. 

Common to all is what Ton 
calls a “virtuous cycle” of suc-
cess, which begins when a store 
opens with adequate numbers 
of decently paid staff. Starting 
wages at Trader Joe’s amount to 
$40,000 a year, and Costco pays 
about 40 percent more than its 
leading rival, Sam’s Club. Mer-
cadona hires all staff on a per-
manent basis. Coupled with 
generous pay are training and 
promotion opportunities that 
give employees a way to see a fu-
ture for themselves. Not surpris-
ingly, these chains’ stores boast 
some of the lowest turnover rates 
in the industry. “Investment in 
employees allows for excellent 
operational execution, which 
boosts sales and profits, which al-
lows for a larger labor budget, 
which results in even more in-
vestment in store employees,” 
Ton explains. 

But it’s not so simple as “happy 
employees equals happy custom-
ers.” These retailers have worked 
hard to reduce costs in areas oth-
er than labor, such as invento-
ry. Trader Joe’s only stocks 4,000 
items, far fewer than the average 
supermarket’s 30,000. As does 
Costco, it buys many items direct-
ly from manufacturers, sidestep-
ping fees to middlemen. A smaller 
inventory reduces overhead and 
the number of supply-and-de-
mand mismatches. Plus, because Retail stores like QuickTrip don’t just make customers happy; employees are smiling, too. 
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some pundits, Kagan adds. In 
2004, commentator Fareed Za-
karia proclaimed that the Unit-
ed States was experiencing a 
moment of “comprehensive uni-
polarity”; just four years later, he 
was churning out pieces about the 
“post-American world.” 

The United States has experi-
enced difficult times before (see 
the 1970s), only to see its for-
tunes revive in a few years. Yes, the 

challenges facing the country are 
daunting.  But decline “is a choice,” 
Kagan asserts, echoing colum-
nist Charles Krauthammer. If the 
United States wants to maintain 
its stature, it can start by ensuring 
the health of its top-notch military 
and thus the present world order, 
which, “with its widespread free-
doms, its general prosperity, and 
its absence of great-power conflict, 
is as fragile as it is unique.”
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employees get to know their wares 
better, they are better able to tout 
them to customers. 

The companies also take effi-
ciency seriously. Trader Joe’s sells 
many of its perishable items pre-
packaged so cashiers don’t need 
to count them individually. Quik-
Trip and Mercadona have robust 
training programs that prepare 
employees to perform a variety of 
tasks, from operating cash regis-
ters to ordering inventory, so they 
can work where they are needed. 
In addition, fewer workers have 
to rearrange their schedules at 
the last minute to work “on call” 
shifts, improving morale. 

It’s a winning formula, Ton 
says, and it’s not just applicable 
to retail. Hospitals, restaurants, 
and banks could all benefit from 
a similar approach. “Bad jobs are 
not a cost-driven necessity but a 
choice,” she writes.
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No Help for  
Displaced Workers

As	globalization	pulls	jobs	
from American factories, the fed-
eral government has created pro-
grams to help displaced workers 
find positions with pay compara-
ble to the ones lost. These initia-
tives make for reassuring politi-
cal speeches, but do they actually 
achieve their objective?

In the case of the four-decade-

old U.S. Trade Adjustment As-
sistance Program (TAA), which 
helps workers whose jobs were 
axed because of increased im-
ports, the answer is no, write asso-
ciate professor Kara M. Reynolds 
and student John S. Palatucci, 
both of American University’s De-
partment of Economics. 

Reynolds and Palatucci com-
pared the employment and sala-
ry trajectories of TAA beneficiaries 
with those of workers laid off in 
similar circumstances who weren’t 
eligible for the program. In 2007, 
approximately 150,000 Americans 
received a total of $850 million of 
TAA aid in the form of income sup-
port, health insurance, job search 
assistance, relocation compen-
sation, and retraining. The 2009 
stimulus expanded the program’s 
roster and benefits.

After controlling for geog-

raphy and other factors, the au-
thors found that TAA beneficia-
ries fared no better at getting new 
jobs than those who didn’t par-
ticipate in the program. Further-
more, the TAA beneficiaries who 
did find jobs earned roughly 30 
percent less than they did in their 
previous positions, while the oth-
er workers typically earned 18 
percent less. (This disparity owes 
much to the fact that the TAA 
program targets workers who are 
most in need of help.)

There is a silver lining: Work-
ers who participated in the vol-
untary training component of the 
program increased their likelihood 
of finding a job by 10 to 12 per-
centage points over those who did 
not. Their wages were also high-
er than those of beneficiaries who 
didn’t undergo training. Even 
these brighter numbers, however, 
did not make the TAA cohort more 
successful than the other group.

The authors suggest that 
mandatory training could make 
the TAA program more effective. 
But even with such a change, the 
need would persist for a better 
way to soften the ups and downs 
of free markets.

T H E  S O U R C E :  “Does Trade Adjustment 
Assistance Make a Difference?” by Kara M. 
Reynolds and John S. Palatucci, in Con-
temporary Economic Policy, Jan. 2012.

In Detroit, a huge complex once occupied by the Packard Motor Company was slated for demoli-
tion earlier this year. Efforts to help displaced workers have been costly and often ineffective. 

Federal programs for 
workers displaced by in-
creased imports don’t 
improve their employ-
ment prospects much. 
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