The true cost of hiring employees
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From the time they join your company to long after they leave, the costs may be more than you think

By Joanne Rideout

As the economy shows signs of recovery, area business owners may be considering whether to take the leap and hire more employees. Some may be hiring workers for the first time and are in the process of figuring out whether they can afford to expand. 

As they go through this process, entrepreneurs should be aware that wages alone are not the whole financial story when it comes to hiring. Pay can be just the tip of the iceberg when it comes to the real cost of an employee. 

Bringing an employee into your organization may cost more than you think, in the present and in the long rum.

The real costs of hiring
Joyce Aho is a manager with WorkSource Oregon, an organization that is part of a partnership between the Oregon Employment Department and other agencies. She’s based in Astoria.

Aho is used to helping businesses that need employees and people who need jobs.

She spelled out some of the expenses involved in bringing on a new employee.

"There’s payroll tax costs and then benefits," she said, naming a couple of the most obvious costs beyond salary. "It really depends on what your package is."

She said health insurance is a benefit that employees traditionally look to employers to provide, but options have dwindled in recent years.

"There’s less insurance than there used to be," she said. "Businesses have had to scale back because of the economy."

Aho said larger employers are much more likely to still offer benefits packages.

Depending on the type of business, items like uniforms can be an expense. Some examples of jobs that require uniforms are law enforcement officers and workers for companies like UPS, or other smaller firms that require employees to wear shirts with company logos.

"Sometimes the employer pays for the clothing," Aho said. "The arrangement can be anywhere from they pay to you pay."

She said businesses that have specialized equipment they provide for employee use (for example chain saws for logging businesses) can incur substantial equipment costs to furnish new employees with the tools they need to work.

Other related costs for bringing on new hires are business cards, phone and computer hookups and equipment. Unemployment insurance is another expense.

It’s important to also factor in the hidden cost of a manager or owner’s time developing trust and building confidence in the new employee’s work.

Employee training
Bringing on a new person can be costly, especially in entry-level positions where new hires may be completely unfamiliar with the work.

"There are training costs to get them up to speed," Aho said. 

She said the bulk of training for local businesses generally happens on the job, usually with a more experienced employee mentoring the new person. This is less costly than sending an employee outside for training, but it still costs the business dollars in lost productivity for the existing employee who is doing the training. 

Aho said WorkSource Oregon is increasingly taking advantage of technology to help employees get up to speed.

"We often use webinars," she said. 

Training costs and time can be significant for some positions, such as sales representatives and other specialized positions. 

Even after training is complete, it takes a while for employees to earn their keep.

In the first month on the job, a new hire will probably reach 25 percent of ideal productivity. During the fifth to 12th week, the employee is contributing at about 50 percent. By the time they’ve been around for 20 weeks, they should be up to 75 percent. 

Costs of employee turnover
Even from a purely monetary viewpoint, it’s in the best interests of employers to hire carefully and do all they can to encourage good employees to stay. While bringing employees on board represents a significant investment, having them leave is no bargain either.

According to data from WorkSource Oregon, it can easily cost employers 150 percent of an employee’s annual salary to replace them. The cost can be significantly higher for managerial and sales positions.

For example, for an employee whose salary is $50,000, it can cost $75,000 to get through the down time and refill the position. In a company with 1,000 employees with a 10 percent annual turnover, it can add up to an annual cost to the company of $7.5 million.

WorkSource Oregon suggests a formula to calculate such costs: for each week a position is vacant, it will likely cost the company 50 percent of what it cost to have the former employee on the payroll. That lost productivity can quickly add up to more than 100 percent of the employee’s salary if the position stays vacant for a significant period of time. 

If a temporary or interim employee is hired to fill the gap during a job search, that’s an additional expense.

Other costs include the administrative costs of stopping payroll, COBRA notification and administration, and time spent on related administrative tasks.

Aho said the bottom line is that companies should hang on to good employees when they find them. And that doesn’t always involve more pay.

"Quite often the things that make a good workplace are not monetary," she said. "The kinds of things that cause people to leave have nothing to do with getting paid." 
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